%‘““‘“\N Ag Econ sxes
/‘ RESEARCH IN AGRICUITURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their
employer(s) is intended or implied.


https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/

-~
M/ﬁ _
Qj(,ﬂ v

fo

L/

°\

\

ept of Ag. ﬁ:on., Paper #1975-33

DAVIS

leestock Aspects of Feed Graln POll Yy

UNIVERSITY OF CALIFORNIA

0CT 2- 1975

Harold F. Breimyer and V. James Rhodgs Agricultural Economics Library

It 1s a s1gnal event that our topic should be 1ncluded
on thlS program.

In recent years the livestock and poultry economy has

: scarcely been con81dered in the maklng of prlce and income

pollcy for feed*gralns. It has been dlsregardeg by prage'

“matic_policy'makers. It has been almost equallyvbypassed.by

theoretical | economists, who usually kibitz:freely.,

POllCY for support and target prices for corn, graln

| sorghums and other feed gralns has been made w1th an eye

';almost'exclus1vely fixed on the producers of those crops._ i

. The target prlce has been set relatlvely high in order tof -

protect crop farmers income. The latest (and current) loanv’

rate pollcy has been to hold the rate low. Although a low

rate fac1lltates mov1ng grain into llvestock and poultry v

.‘_consumption'when crops are abundant, it doesvnothing to pro-

~vide buffer:stocks for years when crops'are short. In addi-

'tlon, a couple of years ago it bedcame admlnlstratlve pollcy'

to dlSpOSe of" the stocks 1nher1ted from an earller period,

even subs1dlzlng their sale abroad

- tude toward,release prlces. In all the rhetorlc heard recently

But the foremost example of one-31dedness is the attl—

 about the peril'of holding‘corn or sorghumstrn reserve, the

scold has been,that release prices would not be set high |

Paper presented at annual meeting of American Agrlcultural

-‘Economlcs Assn.. Columbus.' Ohio,” Aug. 12, 1975
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: enongh. Whatvgroup,canvthe spokesmen’have'had invmind?
Feed producers}vof'course! Not feed chsumersfethat is, live-
stock and poultry men. It has been a one—sided consideration .
- of a'two—sidedaissuerv | | |
If all groﬁps-are to have equal voice in policy-making,
' how can llvestock and poultry 1nterests be so ostrac1zed°
The one-sidedness has more 1mpact now that so much llve~
‘stock and poultry production has become detached from feed,
- supply on'individual farms. The llvestock—poultry economy
'1s therefore more sens1t1ve to the avallablllty and prlce of
-feed | |
It is 1n fact a contradlctlon that hlstorlcally; live?‘

stock and poultry got more attentlon when they were Stlll
closely connected with feed productlon on the farm. In the

“early years of farm programs the Ever Normal Granary was
h”consc1onsly deslgned to level out the supply and price of
'f.feed forllivestock and poultry. Now that liveStock‘andt
"poultry‘havefhecomekmore commercial and morepvulnerable to a

volatile feed.situation, feed price Stabilization has been

-progress1vely removed from the counc1ls of farm pOllCY.

And the ultlmate contradlctlon is that the alleged pr1ce~

‘1}depres51ng perlls of a feed reserve have been proclarmed in

dlsregard of the fact that the maln defense of feed graln

"_,producer s incomes is the target prlce—dlrect payment mech—

‘anlsm, not support prlces. If gralns on reserve should cause
‘market prices to be reduced below target level, producers_,’

wbuld getﬂbigger direct payments. That is, producers»with a



base on their farm are protected in that way. Admittedly,v
production outside such a base would not be eligible for

payment.

,ThefGoals for Livestock Stabilization

If a priée and income leicy for feed grains is to be
scrutihized for its effect on livestoék and poultry enter-
,prises, theypossible reasons for doing so are few and easily
recdunted. They could be:
1. To give some stability to operating margins in feeding
and thereforé to incomes of livestock and pbultry producers.
Less &olétile feed prices would_be in livestock prbducersf
inﬁerést: this is self evident. It’is;worth noting that
livestock and poultry enterprises are essentially margin
operations,‘ This is trﬁq, in an accounting sense, éven foﬁ
farms that produce some or all of their feed.

Economié”efficiency is promdted by margin stability
since instability tends to break the over—ékpanded and fi-
nancially vulneréble producers, who are frequently not the
inefficient. | |
2. To serve.thé interests of consumers. Consumers dislike
the wave-like flow of meat and poultry products they have
-'been subjeéted‘to. |
éa; Reason,(2) can have at least two whiplash effects on’
producers: 'a‘prOlonged shortage period‘may possibly move

the demand curve for livestock and poultry products to the
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1eft,eworsenlng‘the prlce drop when'supplies,increase; and
if‘avshortage.comes during inflation it_can'create irreé
.sistible pressure for'price:controls;v. B
3. To protect export markets for livestock and poultry
products. Thls export counterpart of reason (2) 1s not
extremely 1mportant However, annual exports of llvestocke.
‘and poultry’ products run at about $1 1/2 bllllon, and
| vac1llat1ng supplles can do some injury.
4.: To 1nfluence the form of organlzatlon of the llvestock
and’ poultry 1ndustr1es. nghly unstable prlces for feed
:introduce a risk element that can be devastatlng;to the
.structure of ‘the llvestock and poultry sector. Breimyer,
has sketched p0331b1e dlrectlons it could go j The.three
»cholces present a paradox, for the first would be ‘to push
| 11vestock and poultry back to the shelter of comblned feed—:
levestock operatlons on individual (family) farms, but |
another would be the exact opp051te, namely, to turn to non-
farm sourceS'for rlsk-bearlng. lelted partnershlps in
‘cattle feedlng serve thls purpose Z_/ But a more general solu- .
‘:tlon mlght include other alternatlves such as 1ntegratlon by
':Jconglomerateyagr1bus1ness. |
A,third:possibility is t0'set‘up a Marketing Boardjfor -
each major'liyestock or poultry product, giVing it broad.
powers to protect its markets and marglns. This has not
been the U. S.'ch01ce but mlght be opted for under duress.

5, To stablllze demand for feed gralns, and thereby reduce



‘ shocks upon thelr producers, upon (government) program oper—
'atlons, or both What we have in mind 1s the weak market
that a bumper crop of corn may face in the fall of 1975 due
fto hog.producers having had to sell off so much of thelr :
tbstock If the corn that the ccc dlsposed of so enthus1as-
,tlcally a few years ago had been used to sustaln breedlng
‘herds of hogs thlS past year, the corn market_for 1975—76.
dwould be stronger. o L o
| There 1s, verily, a mutuallty of 1nterest between feed
1gra1ns and. llvestock where stablllty is- concerned
6,> As stlll.anothervreason, usually omitted, to reduce

~ variability in the commercial feed manufacturing industry.

| Alternate Pollcy Ch01ces |

Among several klnds of programs we" llSt four that
relate bas1cally to feed grains and llvestock and have 1n~*
ldlrect effectsrnlllvestock and poultry. A flfth applles to ,
1ivestockvand poultry and has indirect effects on»feed grains. 1

gFor feed'grains |

fl, No program

2;,‘Target prlces but no prlce supports’

- 3. Target prlces but no prlce supportS° ‘and a govern—
- ment "accordion" program for exports A

4, A government—managed program of reserve stocks, o
probably associated with various price support,
target prlces, and export act1v1t1es.

For llvestock and poultry

5. Price or income supplements. These could be



combined with any of the four feed grain programs
listed above. However, the more the price of feed
is stabilized, the less would be the need for stabi-
lization of returns to livestock and poultry pro-
ducers.

Land Retirement. A question will arise as to whether land

retirement authority ("set-asides") under the Agriculture

and Consumer Protection Act of 1973 would be involved in
programs (1), (2), or (3). The assumption made here is

that land retirement has not often been applied so effectively

as to influence curreht market prices very much. Usually
it has served mainl& Eb reduce the government's obligation,
including correcting a situation (such as excess stocks)
built.up in pfevious years. This assumption might be too
_hefoic. But there is some advantage to keeping the number

of alternate combinations down to a reasonable number.

Consequences of Alternate Programs

_>Principal consequences for livestock and.poultry of
the several alternate programs follow.

1. If nothing whatever is done, markets will be "free,"
variable, ahd unpredictable. Nostrums such as using the
futures markét for stabilization can provide no aggregate
'solution, in oﬁr judgment. Risk will be high, and will
likely be trahsferred increasingly to non-farm bearers.
Alternatively, some commodity grouPS'might'adopt the Market-
ing Board scheme, absent from our shores until,nbw.

Buyersi domestic and foreign, will continue to view this



solutionbas'mostzunpalatable. Farmersd?and‘the public insti-
tutions and private businesses connected-With‘agriculture,
will find themselves the frequent target of consumer wrath.
Fother natlons——whether large 1mporters or exporters-—w1ll

turn even more toward measures to protect themselves from

. the fluctuatlons of our prices and supplles.

Whether we like it or not, the trend of the tlmes is
'to resist h1gh unpredlctablllty and chronlc varlablllty in
economic affalrs.‘
2. A'program based‘solely’on{target pricesbfor feed

‘_gralns would do much more for feed graln producers than for

. the llvestock 1ndustry. Set high enough target prlces

lwould stlmulate feed graln production and thereby reduce
.sllghtly the chance of short harvest and reduced feed supply »f
fﬁln any one»year.. ‘It's a costly way, both polltlcally and .
v economlcally,cafav01d1ng what can be accompllshed w1th a

feed reservevprogram.

| 'Targetvprices for feed grains, usedzalone,.are the most
b'partiSan of programs.» They stabilize feed'grain'growers‘
'_dlncomes, and do little- good for llvestock and poultry.

3.‘ Concelvably, it could be official pollcy to use

forelgn trade ‘as a weak market stablllzer. In fact, this

' ¢has been our pollcy at tlmes the past two'years. Annual

movement of feed gralns is big. enough that actlon to pro-.
mote export sales in a blg supply year and cut them back

durlng shortage helps to stabllize supplles and prlces for :



Athe domestlc lrvestock and ‘poultry sector.;
The dlsadvantage lies in consequences‘to forelgn trade——'_’
beth payment balance and foreign relatlons. One expands
fereign ekchange earnings by maximizingysaiee when world
demand is strong rathervthanhweak. It is unlikely that,larget
and‘shert‘crops df feed grains in the U;S. will be matched
by etrong.and weak_world demand. Thus U.S. reserves are the
‘t prerequisitehridgeto capitalizingvenyvariabie world demand.
Moreover, it is easy tocenforce the promotienal features |
dnring flush supplies but difficult to impéeerrestrictiens
't~when feed snpplies are tighter. Feed grain producers,
heedless of a balanced equation overﬁtlme, would scream.k
~ Nor is it fa;r to the American 11vestock ;ndustry,to let
’:“state traders:get the early market "bargains" in feed’grains
5wh11e our own feeders buy the residual supplles at hlgher
e‘prlces. | ‘

4.  Proposal nnmher four resemblesfthe programxthat |
'was;in‘forde?for‘manyvyears. The conseqdence will beishaped“
v not by'its‘hroad outline,rbut by its speCifications;
| That is,:euch anwauthority can in prineiple be used
3vfor whatever comblnatlon of ends is. sought.y:b |
| There are many optlons as to (a) how reserve stocks
v.are to be acqulred--by loan or by purchase,,and at what
prlce- (b) by whom and at what terms they are held, and (c)
how they are to be released~-under what condltlons and at

what prlce.



The system long in force was trlggered by (non—recourse)

'*loan and release prlces._ Much can be sald 1n favor of that

method, but other s1gnals could be used for acquiring and

xrelea51ng stocks.

We w111 1nd1cate 1n our concludlng comments our pre-r

:ference for thlS program. The crucial test is . how wisely -

lsuch a program is specified and managed It is nice torlay

out in scholarly fashion f1ve alternatlves and then check

our choice, but sometlmes not the basic de51gn but quallty

of 1mplementatlon is what matters most.

5. Alternative number five is perhaps the most original

" one we have;set‘forth We include it'for completeness and

not'for'adv0cacy. But 1f stablllzatlon V1a feed supply

s hould ‘be wholly rejected pressure for some sort of dlrectp»

aid to llvestock and poultry is predlctable.' It could be

'ﬂsome klnd of dlrect prlce or 1ncome supplement

Nor 1s there any a priori cause to reject it. Philo-

.bsophlcally and polltlcally, there is no valld reason Why

only the crop ‘side of agriculture should be ellglble for

‘deflclency payments. Formulae for trlggerlng them are no
: more_difficult to draw up than those for crops. Further,
_v#ﬁe’traditional'resistanCe of the livestock and poultry en-
bterprlseslto.eXposed direct subsidy'is nothaACOnvincingvar—'

gument Sternly 1ndependent sheep and goat producers have

not dlsavowed wool ‘and mohalr payments. a case ‘can be

made favorlng direct subsidies over clandestine ones--over
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a consumerépaid subsidy via import quotas or duties, or the
income tax subsidy that has become so large in cattle feeding.
Cattle feeding subsidies may have approached $200 million

in 1973. /3,4/ | |

Deficiency payments to livestock and poultry producers
would be more acceptable at times of oversupply and sharply
 depressed prices and feeding margins than in a year such as
1974 when scarce high priced feedstuffs squeezed feed—livestock
margins. Consumers already paying what they~tegard as high
prices for meat,'milk, and eggs would look askance at dishing
' out a tax subsidy in addition. They would perticularly
object to subsidizing a farmer-feeder wha might show a nega-
tive feedinglmargin but priced in his own corn at $4.00.

More than that; when the feed supply is limited and
'reserves down te zero, a feeding subsidy would be largely
self-defeating. Much of the subsidy would be bid immediately
| into‘the pfice of feed. This logical outcome would be fore~
stalled only to the extent that livestock and poultry pfb-

ducers would thereby bid feedstuffs away from export buyers.v

_Concluding Comments
We say again, we-included alternative number five for
| completeness, but alsoc to warn that if feed stabilization
v'be negieeted too long, pressure can be anticipated from
the'liﬁestock and poultry sector for authority to set up a

Marketing Board, for deficiency payments, or for some other
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“kind of aid.of prptéctibh inéluding high prdfectionism in
'_ foréign trade and even more income tax concessions. Gyré—
‘tions in.feed prices such asvthose of the 1aSt'threebyears
are not‘toletable.’ | | |

- But it ought not be necessary to go any of those direc-
tions.: It:ﬁay seem anticlimactic éd éénclude_that the kihdv
 of program we. had for 40 years is the best}choice, but that
is whére we1Come'out. Our proposal numberffour dbes resemble
the progrém of the 1930‘s and 1940°'s. It'is more correct
to_saylthat the tools a£e the same. Those todls are adapt-
able tb the different international situatién which mény
':beiieve thét we now face. To be honest, the present situa-
vtion’ﬁéy make it-hardér to,manége'such a prbgram. Eprrts
of grains énd_otherffarm pkodﬁcts are biggef now and more
| crﬁCial_to‘oﬁr balancé of payments. By the same token we
are more linked into world conditioﬁs-fwhich to our amateur
' 6bservers‘ eyes éeem to becoming more unsteady. Sfate trad-
ing;-the'demand for more reliable longterm commitments, aﬁd
other conéiderations make it unlikely thaﬁ even the best
managed pfbgram can achieve high stability.: | |

We have warned that thebcase’forfproposal four does
not.regt‘on é_particular,set of specifications. .Almost-the
opposité.iS true: one of its merits is that‘it:is inhefently
flexible and adaptable. If more‘detéi;s be'insisted on, we
offer a few; Questionfas to siée of feserve alWaYs arises.

It is almost misplaced. A reserve is not something to be.
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vheld tlghtly at all tlmes, llke Sllas Marner s money. By
its nature 1t should move up and down constantly, respondlng
“pto varlable condltlons of supply and demand. In a sense,
‘the term Ever Normal Granary is a misnomer. If it does its
job in keeplng_annual utlllzatlonvnormal,,the Granary will
be ever-abnormal. Ifbthe reserve stays small and is fre-
_ quently dralned away, the program isst60’conservative; If -
the reservevstOCks grow too fast and threaten to climb |
' above, say, a third of a year's production it bec0mes clear,
that support and release prices are too hlgh
If we. want the program truly to stablllze on behalf of
" both.graln farmers and llvestock producers, the release price
Will’not'be pegged_excessively high:relativepto support price,
Perhaps‘26 or 30 percent above support price Qould be‘high
l enough. | | | |
Program number four would moderate fluctuatlons in feed
‘grain prlces but not ellmlnate them. Thus llvestock and
'tvpoultry industries»would get the benefit of a ‘substantial
degree of stablllzatlon in feed supplles and prlces, but
:could not expect all they would llke.‘ Vlewed from the per—
| spectlve of a total program to cushlon shocks to the food |
‘system whlle malntalnlng our rellablllty as a supplier to
V'forelgn markets, there is a trade off between:graln reserves
and'livestock‘production. 'The livestock industry cannot
vexpect policies which isolate it entirely from vagaries of

 world weather or world economics. But ithanpbenefit‘from ajﬂ



reserve program which appears consistent with broader

national objectives.
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