%‘““‘“\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/

umvaasrrv OF G’ALI‘F’ORle

C3Y4yg
GCTEMQZB 4

 Agricultural Economics Library

¢

k Conflicts and Consistencies 'in the Agricultural Polic1es
of the United States and Canada

e

G. E.LErandow

I

; We take up “the subJect of agricultural policy at a time of great un~

‘ ‘,certainty as to what the future may hold. For two decades, excess production .

‘:'capacity in agriculture has existed in both the United States and Canada.

_‘Programs to,support farm prices and incomes and~to limit marketings of some

fofarm products have been in operation.; Competition for export sales has

beenvkeen. As the 1970's began, Canada was struggling with eurpluses of

'figrains and dairy products. The United States in 1972 was paying farmers

for'withholding about 60 million acres from crop production

‘,he past year, however, has been so dramatic an exception to the

usual ituation that many observers do not expect chronic surpluses to re-

Under the impact of poor crops in Ru381a and some othex countries,
exceptionally strong demand for meats, poor. planting weather in the United

7‘States this spring, inflation throughout the world and still other factors,

7‘surp1uses have disappeared and prices haVe soared

Though several elements of the situation seem temporary, some are in

"keeping with long—term trends. Demand for meat in the affluent natlons of

;“fthe world is increa31ng strongly. Accordingly, demand for feedstuffs also

;hﬁis rising The pos31bility that Russia may become a large net importer of

;’food and feed is especially significantt Perhaps the‘green revolution in

;gtf';ﬂ‘_ “the 1ess'devéloped countries of‘the world will be less pervasive than

| ;hiexpected a few years ago. In the United States, hopes that Western Eutope
and Japan can be persuaded to adopt 1ess protectionist farm policies have

kt‘f;_created great optimism in some circles about potential export markets for

lfthe Uhited States and by extension ‘for Canada.
g W G ot om fﬁ“ﬁ 9 1973
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\:'Barley.and oats marketing in the Prairies‘is entirely controiied-by
the Wheat Board Delivery quotas have‘been imbosed‘atvtimes, with.over—
quota grain permitted to be sold locally for whatever it mlght brlng Av
frelght sub51dy on feed grains, initiated during World War II, stlll con-
t1nues in an ‘effort to equalize feed costsvover Canada. Apparently,
benefitstgo‘to 11vestock, dairy, and poultry producers in Easternlcanada
iand British,Columbia and perhaps to Prairievgrain producers LB];‘ Dairy
. productionvis‘subsidized heavily and in several mays: government supports
:‘priees ot.manufactured milk'products and mahes direct payments as well;
milkifggrfresh use is priced at high 1evels'by marketing boards; and
dairymen'benefit from the feed grain freight‘subsidy. OccasiOnally, low-
level price supports, sometimes in the form of d1rect payments, are used for
'some:other farm products. Exbort sub51dies have been in effect for certain
manufactured dairy products and are used on oceaSion for a fewhother
.;eommOdities; SOme marketing boards dispOse ofvproducts in thedexport market
.atfiower’than domestic prices.

éanada has ‘done more than the U.S.vtO'hold:down programabenefits going
‘ tovtheelargest producers. Direet payments on:SOme commodities,iincluding
thWheat'bhave.been‘sharply limited as to the amount-going to a single grower,
}rand the Wheat Board‘s advance payments ‘on gralns ~have 11kewise been limited.;_::'

Not until 1971 d1d the U.S. restrict payments to graln and cotton producers,

| 'band thEH at a very high level. ’4 /'—a r’bt ey Fe c/&ufm N u;// Q/QJ? f}«i_ !’; /L/ R

.3h Though the agricultural p011c1es of the U S. and Canada have had much

i

:N'*in common, three broad dlfferences can be noted The flrst, already suggested,rd
fis that most u. S. programs have been more ambltlous ‘than their Canadian
s"vcounterparts - they have aimed at hlgher income objectives’ and have been

,x'

'ffrelatively more costly to government. The'dairy programs of‘recent years




,:fmayibeian'exception.' The secondjis that Canadian policy'has been»more

is0 ationmfrOm.the others._ Empha51s on marketlng boards has been one

7 han has been attempted in Canada.

Though the 1965 and 1970 Acts

‘m}prod} tlon,.though clumsy and inexact was 1ndirectly a restraint on
“jllvestock production.vpf;

e;differences between U S._and Canadian prlce ‘and income programs can

ave, 1n fact been s1m11ar. Four hypotheses are suggested in

,Fl‘r’s’rk ,f; th’e U.s.g- ~ ThevU.S. has,"'i’;’héréfidfé.; been

is the richer'nation.
'1nlture;' The clearest example is so—called voluntary production control ,

Less compulsion has existed in the U S

flefupiunder support prlces;

The more integrated character of u. q

a[gbto 11m t payments to large producers.

f?big frog 1n the world agri'wltural puddle., Tt once thought that it could

'>;support the price of 1ts own cotton and -~ since it was by far the largest




E

- eXp0rter ;¥‘the WOrld‘price as well. In this it proved to:be'nistahen. But

1n feed grains, in whlch the U. S has a strong comparative advantage and is -

- verywdomlnant the natlon hds been able to support 1ts own and world prlces"
. at modest levels without loss of competitlve p031t10n. Wheat is the principal :

"k;exceptlon, for Canada has been an’ equal of the U S..ln,commercial export, and,

as a. follow1ng section shows, a duopoly*llke situation often'hasmeiisted.

The two remainlng hypotheses probably are less 1mportant.. One 1s that

'1h - the historlcally weaker p081t10n of the federal government in the Canadian‘
' ”:political.system as contrasted with the American has encouraged.the less
,centralized less 1ntegrated policy represented by marketlng boards. The

’ final hypothesis 1s that geographic features more compellingly div1de

Canadian agrlculture_lnto distinct reglons-than is true south'of.the border.

' The result, again, is a more area-oriented, fragmented approach to farm price

.and'incone“p01icy in.Canada.

S IIT
F.What broad‘conclusions can be. drawn about whether the'agricultural

p011c1es of the U. S. and Canada have or have not served a useful purpose7

My appraisal is based pr1nc1pally on the Amerlcan experience, but I think it
'_i:applies to Canada as well ' The time span 1s the last forty years, with

;“emphasis on the last twenty

'if_ If the two countries had consc1ously planned their agricultural

ﬂ;idevelopment,ithey might‘reasonably have pursued two principal objectlves
»thirst would be rapid 1mprovement of the productivity of the agricultural
'”Ehsector in the 1nterests of the people at large.' Second would be the

‘h;alleviation of;economic distress»in that sector, as well as in any other,

"~,11f external c1rcumstances or rapid technological advance bore harshly upon B

g Ait.‘ This essentlally is what the policles of the two countries have done,




'athough;not entirely by design. Public support of agricultural research

:fsUnder"'“en primarlly to. help farmers. The adverse effects of much tech—

'support farm income. Governments in democratic soci

J,interpretation.' The responses were often expedlent based on misconceptlons »f
*i.of the ba31c problems, and 1neff1cient in use of both farm resources and

R tpublic funds, but they did provide an essential complement to the rapld

'ff.lntroductlon of new agrlcultural technolOgy.‘ The prlce and’lncomevprograms

,anve an important amount of 1ncome support and stablllty tovfarming without

"gfproductiv1ty or: the prlce and income programs were without fault in the a

f;past or are well suited to the future.

St;ictly agrlcultural policy has not been and cannot - be”adequate to

‘conomlc needs of all farm people and farm communities.b%Many of the a3

dfpeople who left agrlculture were poorly prepared by their education or3d

:ij SRills to earn a decent liv1ng in: other occupations and recelved little o

faid of any kind in flnding employment elsewhere., Many people stayed in
v':.agriculture who would have 1eft had other opportunitles been more available
Educatlonal and other soc1al policies might have alleviated such

s Qdifficulties ‘and at the same t1me 1mproved the stiuation of those remaining
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vAhother'set of problems outside the scope of farm policy»ié ihe group
ﬁéually pﬁt under the héading of rural development. It seems quite likely
fﬁat_ihéjsq;ially‘most efficient distribution of‘popﬁlation ovei;the iénd
. area iSfQQWVQnd‘certaihly will be in the future oﬁe that puts,a'larger
pfoboftibh,of thejpéople inrsoﬁé aréas cufrently classifiéd és‘rﬁfai.- To
"theféxient thatvdevelopment can proceed at once iﬁrsuch communities,'the
’&iffiéﬁlties of some farm beoplé in making-a transition to'othéi dccupations
'Willvbéigased. There is, of course, a much broader social gain fo be made
‘by encouraging growth in rural areas whgre it will prove satisfying and by
imprpving’thé>quality of living in rural communities generally.

Thg final circumstances in which agricultural policy is inéufficient
for the economic needs of farm people is poverty not remedial by feasible
iimprovemehts in farming operations, by nonfarm employment locaily,‘or by
"migratidn]elsewhere. Some form of minimum iqcome arrangement is neéded for
:poverty%éfriéken farm people, as for other people in equivalenﬁucircum—
:sténcés.vvThe'transformation of commercial agriculture has proceeded to a
point»where its economic difficulties and rurél poverty afe clearly different

problems with different potential solutionms.

v

‘Wh;trhave been the interactions between the farm policieé 6f the U.S.
i_aﬁd C;péda? . Have policies conflicted, supplemented each other; or been
neutfaié'i

B vTﬁé‘most importantiéuestion bearing on possible conflicts is whetﬁer
the ﬁrice aﬁd:income policies of the U.S. have helped or hurt Canadian
'>‘Végricglt;ré. The focus here is on pdlicies of thé U.S. becauseiits price
;. suppoft and‘production.control programs have been more ambitious thén

Canada's and because outpﬁt of most commodities is considerably greater in
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the_U;S;A,The general answer to this question is in two parts: First, while
- the U.Sg:supported farm prices of export products, accumulated stocks, and
cutdbackjits own production, as it did for several commodities much of the

o timeipriof to the mid-1950's, agriculture in other countries was benefited

he U.S. was holding a price umbrella over world markets- and was
:"aSSumlngﬂthe role of residual supplier. Second,rmhen thevU;S;vtried to avoid

' T:thisdrésﬁlt by using export subsidies or by reducing its domestic prices, it

‘vh@still?put;smaller amounts of products on export. markets than lt would have
Idonefhnderba:laissez-faire policy. hAccordingly; export prices aVailable to
fdother countrres were somewhat hlgher than they otherw1sevwould have been.
The f1rst prop051t10n is self—ev1dent but applies malnlyvto pollc1es

‘”no;longer'ln.force,‘ The second propos1t10n, appl1cable to recent years,

;“;fcanfbefill!strated with wheat. The U S. wheat program as it has operated

7i;s1ncen1964 1ncludes conces51onal sales to 1ess developed countries under,
,f=fP L;:480, modestvexport subs1d1es-most of the time (though none at present),
zfgﬁsupport of domestlc pr1ces at hlstorlcally low levels though above‘export
?hprlces;.substant1al reductlon of output, and d1rect payments that both
“i~31nduce compl1ance w1th acreage control and augment farmers 1ncome.h Some

"‘ﬂobservers look at the d1rect payments and at the export subsidy and conclude»

'.'fthat the'U'S. is art1f1c1ally stimulatlng both productlon and exports They
A"’hualso say, probably correctly, that P.L. 480 shipments are not entirely con- |

oncommerc1al markets but infrlnge to some extent upon commerc1a1

EIt seems clear, however, that if all U. S. farm programs had been

ffbd1scont1nued a decade ago and all P L. 480 wheat shipments had been made

' 'favallable to the commerclal market, the U. S. would have produced more wheat

}x-than it d1d and would have exported larger quantltes in commerc1al world
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The relationshlp between the U S. and Canada in export of wheat has
.fheen.uniquely complex. ‘While surpluses existed during the 1950's and 1960 s,’

'nh‘world trade in wheat, featuring five exporters,'resembled oligopolistic

.‘markets much more than purely competitive markets. McCalla [4] in 1966
"f».tnarrowed this descrlption down to an export market dominated by two countrles,,v
J‘asserting that the U.S. and Canada played the role of duopolists.l Canada,
‘ﬂhln McCalla =} view,‘was the price leader but was greatly constrained by U.S.

Tilnsistence on retaining a share of the commercial export market, which it

did by'adjusting its export subsidy. The Canadian Wheat Board Often did

not driVe'?riceS as low as unrestrained production would put them but
- testricted.sales and invoked quotas on deliveries by producers.’_ln more
f‘recent,years, the situation has been less clear—cut, and one‘of the other
".hégporters; France; apparently took the lead in breaking'd0wn'minimum prices
;:established under the International Grains Arrangement. NeVe;theless, the
! phasic-pattern —- U.S. insistence on a share of commercial'exportsiofproughly
hone—fourth,’conSiderable Canadian initiative invpricing, and informal
cboperation between the two —- was discernible until the strong sellers'
'tmarketbof the past year. The uneasy tension of conflict and cooperation
bthatfcharacterizes'oligopoly has descrihedbthe relation between the U.S;vand
‘d¢anadakin'the”international wheat market. |
In-contrast to its internationalnpriCe policy'in wheat,“theAU;S. has
‘acted unllaterally in its pricing of feed grains. It has given signifiCant
: support to world trade prices in the‘past decade but not enough to 1mpa1r
its own competitive position._ Both-countrles have been protectionist on
dairy.products: neither has been'prepared to expose.domesticﬁproducers to
vcompetitionvtrom suCh suppliers as New Zealand and Denmark --vthe dairy
policies ofbthe two countries have been a standoff. Neither country has
hlntervened extensively in markets for meat animals, poultry, or their pro-

'ducts, and barriers to trade between the countries are low to moderate.



-12-

| ﬁiscussions of agricultural competition between the U.S. and:Canada
sometines’empha51ze such matters as governmental assistance in extending
‘credlt tovioreign buyers and in promoting farm products in overseas markets;
_Thefqtgﬁihas‘been the moreﬂaggressive ofvthe two in,these resPects;invthe |

past;hiThevlong—standing preferential freightvrate eStablishediby,the

.CrowsnesthPass>agreement for wheatishipped for‘export from’thépgpairies
”is‘calledia'subsidy by'sOme of Canada's'exportlrivals." Dumping;of products
3::SOmetimeswocCurs‘across the U S —Canada border. Bu51nessmen engaged in
iforeign trade and particular producer groups are likely to be most aware
:’nuofhsuthjaspects of competition and particularly sen31t1ve to,thema<.
| ‘ﬁdﬁaﬁ?the’Whole; however, one does‘not find.more conflictlandlinconSis;

"fftenciesfbetween U.S.fand Canadian agricultural policies than hehmight

hinreasonably expect in light of the situations the two countries have con-

ﬂiffronted., Both have ‘been, faced with the political neces51ty of glling

' some. aid to agriculture. Those agricultures are similar and compet1tive,>

a 31tuation that might encourage cutthroat rivalry Yet the more~vicious

':l{ﬁ ‘forms of competition have not often appeared and have not. long endured.rur

- Probably this result has been in part due to a certain regard y ach

,country for being a good 1nternational neighbor. Perhaps more_important

h":hf’each nationf v1ew1ng its alternatives, frequently has judged that its own

”"fpinterests were best served by policies not injurious to the other. 'Q

The agricultural policies of the two countries have materially‘altered
Vproduction and trade in certain farm products -—:sugar and dairy products:2 |
are examples found in each country,. -  The modification of trade,‘however,
has been greater with respect to third ‘countries than with regard to each
'other.v It seems: doubtful that net trade between the two countries in any
majorffarm product has beenrgreatly altered from a pattern consistent with
the_principle of comparativejadvantage; Social costs from this source_

fappearito’be low.
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What are the p0381b111ties of greater harmonization of U. S. and Canadlan h

o agrlcultural p011c1es in the future7 If the agricultural situatlons 1n the

'ftwd*’ ' tries in the future are at all 1ike those of the pastb- 'thatvis, with Y

'exceSs xapacity and 1n31stent demands for farm 1ncome programs vllittle:

f‘fsupport_w1ll ex1st in elther country for abandonment of farm programs and
ﬂfor completely free agrlcultural trade between them. Only if markets are
so strong that concern about prices and farm: programs fadeS away might
the full 1ntegration of the two agrlcultural economles win acceptance. We
:come back therefore, to the sharp turn in the fortunes of agricultureAln .
;'_ 1972 and to the uncertalnty descrlbed earlier as. to.what the future may hold'
‘v'ZI claim,no‘Specialrinsight into the adequacyfof,the future productive
’fcapacity;of;agriculture.‘ I do think that the chanCesvarevgoodvthat'surpluses
ffw1ll reappear in some commodities in the next few years; though probably not
‘:on the scale of . the past decade. In light of inescapable uncertainties,‘
’ however::we need a strategy capable of draw1ng forth agriculture s productive
. capacity should 1t be needed and of dealing with overcapacity should it~ -
ﬁreappear.. Farm pollcy makers are unllkely to. conclude for several years,b
;perhaps never, that scarc1ty has become so much the rule that they can stop

7”worry1ng about farm income support and agricultural imports.

Other con31derat10ns bearing upon farm policy may tend to reduce e

‘ *fresistance to greater 1ntegration of U. S. and Canadian agriculture.ﬂ The'

ffcommerjl‘lifarmers who produce the great bulk of farm products have moved

'3qkup enOugh in the 1ncome scale 80 that income programs are increasingly hard

to Justify to the pub11c Farm ncome support mwy

‘ e ot - fﬁ :
a policy ObJeCthe,;g x“ '
Wwes /J!gb M,d:ci { » . o . . R
modesﬁwanes Coupled w1th this shift is the need to give high priorlty to’

d\e’

. stabllizatlon of supplies and prices as a pollcy ObJeCthB.; Events of the
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‘  last féw years have dfamaticall§ iilqstrated the cdnseqﬁenceS’of having a
1iftié,to§ much or a 1it£le too iittle prdduct for the market,_ As agri-
cultufe becomes more heavily capitalizéd,>usés more nonfarm inputs, and is
more'élbsely integrated with adjacent economic secﬁors, it is iess and less
able to iive with instabiiity. A éhift of prioritiés from inéo@é support
to market stabilization does not eliminate reéistance to freer trade aﬁd
similar policies, but resistance should be less.

The practicable areas in which to bring U.S; and Canadién agriculture
closer together apparently are those in which considerable integration al-
ready exists. The broad agricultural sector consisting of feed grains,
oilseeds, meat animals, meat products, poultry, and poultry products could
be in;égrated more full& than is now the case by establishing free trade
‘between the two countrigs in feed grains and oilseeds and by assuring that
tariffévon iivestock and poultry products are low.

This proposal is similar to a recommendation of the Canadian Federal
Task Force on Ag;iculture, which in 1969 completed a comprehensive study
of Canada's farm policy needs for the 1970's [1]. The Task Force reéommended-
essentially free ﬁrade in grains and abandonment of the freight subsidy on
feédvgrain shipménts within Canada. Adjustment by livestock -producers in .
'Eéstern”Canada’to the loss of the feed freight subsidy probably would be

the moét difficult adjustment in éither country as a result of the proposed
policy'change. American crop programs would‘clearly be the major determinant

of subplies and_brices of feed grains and oilséeds whén the programs were

’iﬁ dperatién, as is the case now. The Canadian Wheat Board would have
little reason ever to hold back on sales of feed grains and to accumulate
;st0cks, a questionable policy for these commodities even in ghe past.
bLivestock prbdﬁcers in each country wouid have complefe access to essential

feed materials at world prices.



,'The proposed retention of modest tariffs for meat animals and poultry .

'( products is based on the expectation that Canada Wiil not‘deve16p much

jexport:potential-for these‘commoditiess- Canada should, however;'he'self¥ e
’fsofficient,vand a low degree of protection tovencourage thisfresult seems
’ iiilikeiy?to{be in the country's best interests. The Canadian”Task:Force was

'}moreioptimistic abOUt potential exports of livestock productSd(dairy excluded)

‘and fécommended free trade for them as well as for feed crops."f

‘fIt;doesvnot'seemnpolitically'feasible to merge the wheat economies of

:hthe U.S5. and Canada, but close coordination of wheat policies is called
:’dlhfort"instability is inherent in the world snpply-demand situation for wheat.
‘Neither of the world's two leading exporters can avoid assuming some
":;_re3ponsihility for carrying stocks and supporting prices when'Supplies are
”*flarge;‘as the U.S. and Canada have had to do in the past. The loglc of the
market situation they face will force the leadlng exporters into oligopoly—
leikedhehaviorvwhenever supplies are'burdensome. ‘Perhaps this can be
‘ regulariied by an international arrangement among leading exporters and
_;importers, hut past experience is not encouraging.‘ Informal'cooperation
y‘_;between.thedtwo countries in‘stabilizing the‘market’is norevlikely?and as
”f‘amongbmore conventional ollgopolists, the more aware . the participants are

‘e_of thelr 81tuation, the smoother the operatlon is likely to be. It shOuld

>bf:be noted however,,that the oligopoly behavior envisioned here is strictly
fddefensive and would be likely to be superseded by ordinary competition L
“5‘whenever supplies were -short.
The dairy policies of the U.S. and Canada are likely to remain similar
-;bnt separate. Perhaps in both countries milk produced for manufacturlng
: nses wili gradually become a smaller share of total output,‘and imports of
’manufactured products will, be permitted'to riseu‘ Thls implies less pro-
tection for dalry producers.but not necessarily more trade between the two

'cOuntries.in’dairy products.
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The fruit' and vegetable sector was found by the Canadian Task Force to
" be one in which freer trade could and should be achieved. This judgmentv
seems sound. The number of commodities is so great and the situations so

~special that a more detailed conclusio&i'is impracticable here.

VI
‘The general.conclusioné of this survey of U.S;‘and Canadian agricultural
7”policiesjare (1) the policies have served important basic purposes in'a
dynamic;wofld, thouéh they often have done so crudely and inefficigntly, (2)
Uu.S. pdlicies have beeq more comprehenéive and have given higher'priérity
to farm incoﬁe suppoft than have Canadian policies because of'underlying
differentes>between the two countries, (3) conflicts and inconsistencies
. have béen frequeﬁt, but on the whole they have not greatly distorfed‘prOf
’:]iductiOh;and trade relationships between the two countries awa& from'pétterns
:léoqforﬁing'tb the principle of comparative advantage, (4) greatef integration
 ;f agriculturalrpolicieé and economies appears feasible, especially in
areas where considerable integration already exists, and (5) prospective
Vshifts‘in national agricultural policies probably will be conducive to
grééter integrétion across the border, particularly if chronic crop surpluses
do not réappear. |
, 1 Sﬁspecf'that~to many critics of the agricultural pblicies of thé:two

;’cpuntries,:this survey will seem too complacent, too indifferent to questions
of’reédque;ailocation and personal incomé distribution. Part of the seeming
lack of éoncern ié exélainable by the survey's concentration upon possible
inconsistencieé befWeen the policies of.the two -countries; thé policies seem
';:méferpeh t§ attack for their internal effects than for their extérnal‘ones.
The laék of;emphasis on resource allocation is partly intended, however;

most failures on this score, I think, are of the second order of importance
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andlmofe épparent in static economic models than in thé‘dynamic‘world that
aCtually exists.  On the question of personél income distribution; the
policiés of the U.S. for &smpdy the last deCéde séém objectionable for their
éxéeésngly large and avoidabie transfer of'inéome from the public to large'
fa§mets_definitely in the better-off portion of the populétion.‘
: :If‘U.S. agricultural policy shouldknow turn clearly toward modest

incoﬁé support and purposefﬁl stabilization of markets, the historical record
fﬁere Qduld look’fairly.good. Needed improvements!in Canadian agricultural
' policy seem to be special?case ones, including, I édmit, some problems like
'the*féed freight subsidy in which resource allocation is important. But
’perféétién in economic policy is not to be expected. Economic policy in
i"avr’l}"’fva'.el.d»vis a human endeavor afflicted by the fallibilities of human beings,
a f;étvthaﬁ should bebabundantly clear to those of us living in the United

States at the present time.
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