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A Farm Summit

‘‘Confrontation Is Dangerous,
and Farmers Have a Choice—
Coalition or Bankruptcy”’

by James E. Vance

Approximately 500 members of the agricultural community gathered at College
Station, Texas recently for a "Farm Summit” to “find creative answers and new
solutions and to frame these findings in specific, practical and useful terms,” accord-
ing to Dr. Jarvis Miller, president of Texas A & M University, in a press release
preceding the meeting. He added that “the challenge now is to identify areas of
agreement . .. (which) far overshadow the areas of disagreement.”

The writer of the following article was there and concludes that “about the only
item which all groups and individuals agreed upon was that dissension among

various segments . ..

is harming their ability to solve farm problems.” He sum-

marizes task force reports and adds some thoughts of participants pertaining to

each of the reports.

James E. Vance is a former county agent, and for more than 25 years as a reporter
covered the “agribeat” throughout the country.

“Hallucinate, capitulate, confront
or cooperate” — those were the four
choices given for agriculture during
the recent National Farm Summit’s
three-day  diagnosis of the
industry's ills.

The myriad of concerns, opinions
and suggestions blended into” a
clear and simple message: “farm-
ers no longer can go it alone.”

“Coalition” emerged as the most
likely political successor to the
once-powerful “farm block” to deal
with the Congress and Administra-
tion.

The first of its kind, the Summit
attracted some 500 persons repres-
enting almost every state to Texas
A&M University to “find new ap-
proaches to a cure for agriculture’s
economic ailments.” The Agricul-
ture Council of America (ACA) was
cosponsor with Texas A&M.

Dr. Jarvis E. Miller, A&M’s presi-

dent, welcomed participants with a
carte blanche invitation for new
ideas and new thinking, for serious
discussion and for an objective,
in-depth look at agriculture.

And debate there was, ranging"

from remarks such as “save the
farm — eat an economist or lawyer”
made by belligerent voices repres-
enting the American Agriculture
Movement, to seasoned University
of Chicago Economist Dr. T.W.
Schultz’'s observation that he was
“afraid that we are not ready for
what's ahead economically in this
country.”

The Summit was “spiced” with

the likes of John B. Connally's

charge that “the U.S. is like a babe

in the woods fighting for its
economic survival at international
trade tables.” o

About the only item which all
groups and individuals agreed
upon was that dissension among
various segments in agriculture is
harming their ability to solve farm
problems.

"This Summit was the outgrowth
of a request by a group of agricul-
tural producers to the Texas Ag-
ricultural Experiment Station that
agricultural leaders at Texas A&M
University ‘do some thinking’,” exp-
lained Dr. Neville P. Clarke, direc-
tor of the Station, “and come up
with a summit type conference for a
broad look by representatives of
land grant colleges and university
systems, and by producers, at prob-
lems confronting farmers — in
hopes of some solutions.”

Five task forces were formed
more than a year ago: International
Trade; Nutrition, Product Quality
and Safety; Resource Use and Pro-
duction Costs; Farm Commodity
Prices and Income; and
Agriculture’s Role in Government
Decision.

In an effort to get an all-
encompassing range of expertise
and input, the 75 members of the
task forces included 15 active
farm-producers and another 15
farm-oriented representatives of
commodity and trade organiza-

tions.

Remaining members included
representatives of land grant uni-
versity systems, and a few represen-

‘tatives of the U.S. Department of

Agriculture and the White House
staff. ;

Officials of major farm and live-
stock organizations declined to par-
ticipate. However, Tony T. Dechant
of Denver participated as a “re-
sponder” to the task force report
on international trade, and not as
president of the National Farmers
Union.

Six or seven “spokesmen” for the
American Agriculture Movement
(AAM doesn’t have officers) were
invited - to participate, including
Gene Schroeder of Springfield,
Colo., national spokesman, and
Gerald McCathern of Hereford,
Tex., state spokesman. Four par-
ticipated, not including the upper
level spokesmen.

In an apparent breakdown of
communications within the Ameri-
can Agriculture Movement some
spokesmen sent up warning sign-
als that they regarded the Summit
as a get-together of a bunch of “the
learned caste” who wanted to make
farm policy without hearing from
producers.

The AAM timed a convoy of
trucks hauling grain, primarily
from Colorado to the Port of Hous-
ton to “cut out the middle man” in
transportation of farm products, to
coincide with the Summit.

The three-day stop at Texas A&M
University would include a “rally,”
a “voice” at the Summit — and ex-
posure to swarms of news people
who came to the A&M campus,

Continued on next pagé.




(Farm Summit:
Continued from preceding page.)

some expecting confrontations be-
tween AAM spokesmen and A&M
and Summit officials.

Any such thoughts by AAM or re-
porters diminished after an open
invitation and a “rally” site were ex-
tended by A&M officials to the “vis-
iting farmers.” They accepted.

ACA Chairman Dale Hendricks,
a dairyman from Bloomfield,
Towa, set the tempo of the Summit
with a charge that “all segments of
agriculture have been very cautious
of each other, but now must work
together in a joint venture to pre-
serve the system we have and to
carry on.”

Dr. Schultz keynoted the confer-
ence with a plea, “"Do not look back

and keep looking back at
economics in agriculture. That's
changed.” : '

After numerous meetings and
nearly a year of study to find new
approaches to crucial issues facing
agriculture, the five task forces pre-
sented their studies. Each was
“challenged” by at least two “as-
signed reactors,” and questions
and discussion followed from the

floor.
Highlights in brief from the de-

tailed and sometimes lengthy Task
Force Reports included:

International Trade — The Task
Force identified two requirements
for restoring and maintaining con-
fidence in the freer trade system: 1)
a system where imports are availa-
ble at all times and countries can
afford to buy; and 2) increased sta-
bility of world prices.

It took a position against interna-
tional commodity agreements de-
signed to raise or lower world
prices. Such price-band proposals
have superficial appeal by appear-
ing to act directly on prices. The
danger, however, is that they tend to
alleviate symptoms above cause.
With unresponsive international
prices, stocks would not adjust nor
consumption be allocated.

Nutrition, Product Quality and
Safety — The food arena is a jungle
where the current approach to re-
solving disputes is outmoded. Pro-
ducer input is considered “profit
motive,” and consumer input is re-
jected as “politically motivated.”
The problem is how can producers
influence decisions without ap-
pearing to speak from a position of
vested economic interest?

Farm Commodity Prices and In-
come — Farm programs in the fu-
ture must consider middle-sized, or
family farms, with annual sales
from $20,000 to $100,000. The gov-
ernment must provide direct pay-
ments without levying control on

production, additional credit to
new farmers and new incentives to
private industry which will provide
new non-farm jobs in rural areas.

Agriculture’s Role in Govern-
ment Decision-making — The De-
partment of Agriculture must ex-
pand its program to encompass is-
sues regarding food and nutrition.
The standing of the Secretary of Ag-
riculture must be upgraded, and
agriculture must work harder to
form issue-oriented internal and
external coalitions.

Resource Use and Production
Cost — Agriculture’s biggest
economic problem is inflation.
Suggested contirol measures are
less government spending, limiting
wage increases to productivity
gains and mandatory indexing of
prices for products and costs.

Agriculture’s complexity and

grasping for answers were con-
stantly evident in what participants

~ said.

On International Trade:

e "The U.S. must have stronger
trade agreements that would give
farmers a fair price, a system for
raising and stabilizing prices of
raw materials such as agricultural
products. We live in a system ‘rig-
ged’ against raw materials. We
have never understood the free
market system, which actually ex-
ists in a ‘textbook world.” Free mar-
keting is largely a political system,
and we (farmers) get what's left.
The textbook world and the real
world are far apart,” (Tony T. De-
chant). :

e “International trade will con-
tinue to grow because the U.S. sup-
ply is dependable. We may run into
necessity of export subsidies on
some crops, but a subsidy war be-
tween countries would be damag-
ing. We can anticipate a transporta-
tion problem in world trade within
two or three years. If agriculture is
included in the Geneva Conference
a grain stocks policy will be estab-
lished. If nothing comes out of the
Tokyo Conference we will be on a
‘collision course’ of international
policy which may lead to interna-
tional cartels.” (Dr. Timothy E. Jos-
ling, Food Research Institute, Stan-
ford University.)

e "U.S. agriculture should take a
lesson from industrial manufactur-
ers such as IBM and Boeing. When
the computer and airplane market
is saturated these companies go for
‘segment sales.” Agriculture should
sell ‘segments’ — processed pro-
ducts — through this type of mar-
ket. But agriculture doesn’t.” (John
Brinker,  A.O. Smith Harvestore
Products, Inc. Albright, I11.)

“'If agriculture recognizes that farm
problems have changed, then it must
recognize that solutions must change

On Nutrition, Product and Qual-
ity Safety:

e "New decision-making mechan-
isms are needed to resolve disputes
in the food arena. The present ap-
proach is badly outmoded because
of producer-consumer distrusts of
‘profit and politics.’ This does more
to make matters worse than to re-
solve them.” (Dr. C. Peter Timmer,
Harvard School of Public Health
and Dr. Malden Nesheim, Division
of Nutritional Sciences at Cornell
University, in presentation of task
force paper.)

e "There should be less regula-
tion of the food and fiber system,
but present rules should be kept,
with no additions. There’'s a need
for expanded nutrition education,
but the task force did not agree on
the substance of the education.
There should be more direct inter-
ventions in the marketplace, aimed
at restrictions on food advertising,
changes in food grades to recognize
consumer concerns, and govern-
ment-mandated increases in the
price of products which have high
public health costs. If goals calling
for reduced consumption of foods
such as eggs, butter and beef are
implemented the result would
economically hurt the animal sec-
tor of the U.S. farm community.”
(task force members.)

e "Paid witnesses in government
hearings could be dangerous as
agencies could bring in their own
witnesses. This is the reverse of
democracy. Some private organiza-
tions once paid witnesses, but law
now prohibits this practice.”
(Richard Lyng, president of the
American Meat Institute.)

On Resource Use and Production
Costs:

e "Agriculture cannot compete
with industry in laws for use of
water. (Control of water was sug-
gested, but to use it according to
markets for agricultural products.)
I do not advocate regulations on
size of farm, but more information
is needed for use by small farm
operators. There should not be spe-
cial government programs for large
farmers. Agricultural taxation is a

. serious problem, but the task force

did not have reference material
available to render a recommenda-
tion. There should be a bringing to-
gether of rural landowners and en-
vironmentalists.” (Emery N. Castle,

vice president, Resources for the
Future.) '

e "Agriculture will become more
capital intensive. Creditors should
get a little tougher on the upswing
to put away savings for the
downswing. Farmers won't like it,
but they will survive on the farm.”
(Gene Swackhamer, president,
Farm Credit Banks of Baltimore.)

e “Agriculture has gotten into a
box, and doesn't know how to get
out. If production is controlled to
control prices agriculture would
become government controlled,
isolated and out of the mainstream
of America. To consider only pro-
duction to cure agriculture’s ills
would be like an ostrich sticking its
head into the sand. Supply, proces-
sing, distribution and food retail-
ing must be taken into considera-
tion. Agriculture must awaken to
the pressures, consider all seg-
ments and get progressively into
the political arena — form a politi-
cal coalition, because agriculture
can't go it alone, especially in poli-
tics. The political arena will deter-
mine what is socially acceptable.”
(Prof. Luther T. Wallace of Univer-
sity of California at Berkeley.)

e "The task force (Resource Use
and Production Costs) didn't get
down to exactly what needs to be
done in pest control problems.
Economists have worshipped effi-
ciency in agriculture while social
and other impacts of agriculture
went down the drain.” (Arnold
Aspelin, Environmental Protection
Agency.)

On Farm Commodity Prices and
Income:

e "The major problems of com-
mercial agriculture, regardless of
size of farms — are inflation and
instability. Farm policy must rec-
ognize that agriculture and returns
to agriculture differ by size and type
of farm. Tailoring one program to
suit all farming would be a strait-
jacket. The American Agriculture
Movement is one of the nicest
things to happen to agricultural
economists in the last 10 years (he
had been chided from the floor).
The basic problem facing the AAM
is low cash flow. Many members
are young, either just entering or
expanding their farms. Society has
little to gain from a system of super-
farms. Only one of the 11 members
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“"'Members of the agricultural community
are going to have to work together toward
solving agriculture’s problems, and are
going to have to think through what we
need to do in order to get what we want."
And, we are not ready yet."”

of the task force (Farm Commodity
Prices and Income) agreed that
100% parity would be good for ag-
riculture.” (Dr. Luther Tweeten, ag-
ricultural economist, Oklahoma
State University.)

e "If agriculture were at 100% of
parity it would price U.S. farmers
out of world markets. We would
like, however, to see parity prices
and see what would happen in real-
ity, instead of in theory. The free-
market system didn’t build this
country. The profit motive did. The
AAM is a visible sign that more
farmers are saying they have been
in the farm minority long enough,
and that they want to ‘get out of the
back of the bus.” One problem of
inflation is the farm debt. The AAM
put $25 million into its tractor de-
monstrations, but raised farm in-
come by $4 to $5 billion last year.
Professors have stabilized their
own income, so it's time professors
help farmers stabilize farm income.
It isn't right for economists to com-
pare a man with a $100,000 invest-
ment with a man with a lunch buc-
ket.” (Jim Kramer, Kansas AAM
spokesman on the task force.)

e "Prices at 75% of parity will not
maintain an adequate supply of
milk. Dairymen must have at least
80% of parity. We are not in favor of
direct payments. Everybody hears
about costs, but never about cost-
benefits . . . Policies are very lenient
when there is a surplus, but we get
very stingy when we don't have
enough of something.” (Ervin Elkin
of Amery, Wisc., president, As-
sociated Milk Producers, Inc.)

e "There is no way I can foresee
100% of parity at the market place
for agricultural products. We tried
for years (in the USDA) to figure it
out, and if the ‘other party’'s team’
can figure out a way to do it, then
‘God bless ‘'em’.” (Dr. Don Paarl-
berg, long-time USDA economist
during Republican administra-
tions, now professor emeritus, Pur-

" due University.

On Agriculture’s Role in Gov-
ernment Decision Making:

e "It's ‘rubbish,” those charges
that the White House does not lis-
ten to the Agriculture Department,
and that there’s an anti-farmer at-
titude in the White House, in the
Congress and among consumer
groups that I have talked to. Ninety
percent of the decision-making (af-
fecting agriculture) is not based on
raw political power. But raw poli-
tics is a problem facing farmers.
Congress often rushes through
legislation which sometimes wor-
sens the problem. Agriculture must
have a strong coalition with the
food industry.” (Lynn Daft, domes-
tic policy staff at the White House.)

e "Take pride and shove it aside,
yield a little here and a little there.
Agriculture has a choice — all of
nothing, or a part of something.
Farmers sell themselves short
when they say 'it's us against all
others.” Farmers along with other
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agricultural groups can be, and are,
influential in passage of much of
the legislation. Agriculture’s future
depends upon sound leadership.
The hard part will be the sacrifices
which. must be made.” (Fowler
West, staff director for the House
Committee on Agriculture.)

e "Too many farmers offer lip
service while trying to perpetuate
their rugged individualism. You
can't thumb your nose at the gov-
ernment, and expect the govern-
ment to do your business. Ideology
is the problem — not the answer.
Confrontation is dangerous, and
farmers have a choice — coalition
or bankruptcy.” (John Kramer, as-
sociate dean of law, Georgetown
University.)

e “Agricultural coalition has be-
come a necessity. If farm organiza-
tions had done their jobs, organiza-
tions such as American Agri-Wo-
men wouldn't have been needed.”
(Sharon Steffens, American Ag-
ri-Women, Grand Rapids, Mich.)

Closing comments reflected the
fact that the Farm Summit served as
a sounding board and that there are

more questions than answers. A

few samples:

Connee Caufield, AAM spokes-
woman from Decatur, Mich.: “The
comments have been all about
what's wrong. We know what's
wrong. What we want is for the
‘learned caste’ to tell us how to
solve our problems.” )

Dr. Jarvis E. Miller, A&M presi-
dent: "Land grant colleges and uni-
versity systems may have been
timid, but the time has come for
land grant institutions to have a
louder voice in helping form the
policy and in solving the problem.”

Dr. Perry Adkisson, A&M'’s vice

_ president for agriculture and re-

newable resources: “This confer-
ence, as a meeting of minds with
different objectives, was healthy.
Discussions were open and ra-
tional >y ol

Dr. Ronald Knutson, an agricul-
tural economist at Texas A&M:
“"Problems facing agriculture, par-
ticularly producers, are rising infla-
tion, farm prices and in\come, un-
certainty of government policies,
regulations, endangered middle-
sized farms and a legacy of old farm
programs from the 1950s  and
1960s. If agriculture recognizes
that farm problems have changed,
then it must recognize that solu-
tions must change also.”

Dr. T.W. Schultz, University of

Chicago: “We have discussed it all. |

Although tempers sometimes
flared, this was beneficial to the

outcome of the Summit. When there -

is. heated discussion, then the au-
dience remembers what was said.
Members of the agricultural com-
munity are going to have to work
together toward solving
agriculture’s problems, and -are
going tohave to think through what
we need to do in order to get what
we want. And, we are not feady."o

The Nationai Farm Summit
Almost Lived Up to Its Name

by Lauren Soth

Farmers often feel misunderstood
by the general public. So do doc-
tors, labor union members, busi-
ness tycoons, teachers and even
newspaper people. Each special in-
terest group thinks it is being
picked on by government, not given
its true deserts.

Farmers have an extra bad case
of paranoia right now. They believe
the escalating cost of food is being
unjustly blamed on them. They
have reason for this belief, but pub-
lic understanding of the true cause
of higher food cost is growing.

Consumer organizations, labor
unions, business groups and
churches more and more are dis-
cussing the food problem in its cor-
rect proportions. They recognize
that farmers have been setting new
records of production ‘but that
costs of processing, packaging and
delivering food to consumers in
grocery stores and restaurants
have been rising rapidly.

Farmers need to realize that they
are not quite the victims of misun-
derstanding their lobbyists say
they are. Two recent conferences on
food and agriculture policy help
widen perceptions of what makes
the food system work and what
government policy can do and not
do.

One was the third annual
Midwestern Conference on Food
and Social Policy in mid-November
at South Sioux City, Nebraska,
sponsored by the Sioux City, Iowa
Chamber of Commerce and the
Sioux City Industrial Development
Council, ‘along with Morningside
College, Briar Cliff College and
Westmar College.

The other was the National Farm
Summit at College Station, Texas,
sponsored by the Agriculture
Council of America and Texas A&
M University. Both conferences at-
tracted farmers, agribusiness peo-
ple, politicians, professors, farm
journalists and consumer group
representatives.

The Sioux City sponsors deserve
the praise of farmers for their in-
itiative. Surprisingly, no farm or-
ganization was listed as a sponsor.

The National Farm Summit, I
felt, almost lived up to its. pretenti-
ous name. It was based on a series
of papers prepared by “task forces”

covering different policy problems.

The "“Summit” did result in a
healthy exchange of viewpoints.
American Agriculture Movement
(AAM) supporters were on hand in
large number. They contributed
greatly to the conference by vigor-

. ously asserting their opinions on

the issues.

I had been under the impression
that AAM had rather dwindled
away with higher wheat and cattle
prices. But Imay have to change my
mind — a painful process — judg-
ing from the vitality displayed at
College Station. AAM appears to
have kept its enthusiasm, despite
no formal organization, no mem-
berships and no elected leaders.
Georgia and some other states are
trying to set up organizations, but
at the national level the leadership
remains diffused.

Lawrence (Bud) Bitner, one of
the AAM founders from Colorado,
said the purpose of AAM was to
support coalitions and to “acti-
vate” the conventional farm or-
ganizations. Two leaders of the
Movement in western Kansas,
James Kramer and Lonnie Morris,
told me many Kansas AAM people
were members of the Farm Bureau
and Farmers Union.

The leaders are planning
another “march on Washington”
with tractors next year.

It is doubtful that such tactics
will work in 1979 if the goal AAM
seeks is higher farm prices. The
farm groups might do better using
facts and reason. With inflation
raging ahead, neither Congress nor
the Administration is likely to be
receptive to anything that would
raise food prices.

One thing the Sioux City and Col-
lege Station conferences brought
out forecefully was the harm infla-
tion is doing to farmers. Instead of
crying for higher price supports,
AAM and others it can “activate”
would serve farmers well to call for
a major assault against inflation of
the costs of farm production — and
the costs of distributing food to
consumers. ®

Copyright 1978, Des Moines
Register and Tribune Syndicate,

Inc., 715 Locust Street, Des Moines,
Iowa 50304.
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Observation Points

Here and There

News and views from listening posts

around the world
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by Dick Hansen ¢ AR i 74

Is the Milwaukee railroad really
bankrupt? And if so, can employees
save it? Will the Japanese ride to
the rescue? These and other related
questions are high on the list of
concerns_of both shippers and re-
ceivers of Montana grain.and rail
" freight. . T

Granted bankruptcy status. in
December, 1977, the Milwaukee
Road served notice it intends.to
shut down operations of the
“Pacific Cost  Extension” (PCE)
within two years. Milwaukee emp-
loyees  immediately organized.. a
committee, called Save Our Rail-
road (SORE), headed by  Fred
Simpson, former vice-president of
planning for the Milwaukee.

At a hearing called late last fall
by Montana’s governor Tom Judge,
the trustee of the Milwaukee rail-
road Stanley E. G. Hillman, indi-
cated he plans to shut' down the
PCE from Minneapolis-St. Paul to
Seattle. His position was that this
~portion of the system is not profita-
ble and a cessation of operations
would be in the best interest of de-
btors, the railroad and stockhol-
ders.

If the Milwaukee does abandon -

this section, it would leave Mon-
tana as the only major grain-
producing state in the nation with-
out competitive railroad service.
The state already has the highest
grainrail freight rates in the nation.

“If we lose this system, it is
doubtful we will ever see another
competitive rail system built into
this state again,” said George
Skarda, chairman, Montana Wheat
Research and Marketing Commit-
tee.

Also, in a railroad bankruptcy
usually every attempt is made to
reorganize and maintain as much
of the system as possible. Hillman,
first said the Milwaukee would
cease operations on PCE within two
years. When employees began their
plans to finance and reorganize this
branch, Hillman confused the
issue by saying he can’t wait for the
employee group’s feasibility study,
because time is too short.

Simpson recently announced
Japanese investors are interested in
financing reorganization of the
Milwaukee lines west of the Twin
Cities. According to Simpson, the

4

railroad would be organized into a
new firm serving the northwest
U.S., with direct access for
Japanese goods into the Midwest.
He said the Japanese are very in-
terested in survival of the Mil-
waukee, and that includes the pos-
sibility of financial assistance.

While specific contacts with
Japanese financial interests have
been made, Simpson declined to
identify them at this time, or to dis-
cuss more detail. However, he
noted the Japanese' are interested
because “they don't like the idea of
having all their eggs in one basket
with the Burlington Northern rail-
road.”

Also, the yen is strong now in re-

lation . to ‘-the dollar and the
-Japanese are being encouraged to

send money rather than television
sets to the Northwest, Simpson
said. In addition, they are nervous
about what happens if the Panama
Canal ever closes and access to
U.S. markets. is blocked. Simpson
said they:are very concerned with
the new treaty and worry that the
canal may no longer be reliable
enough to depend upon.

Efforts to save the Milwaukee
have provided a rallying point for
both shippers and receivers of rail
freight, not only in Montana, but
throughout  the Northwest.
Spokesmen for these groups point
out that trustee Hillman has been
unorthodox in his movement to-
ward cutting up the system in order
to “"save” the railroad.

They speculate that officers of the
corporation have made a deliberate
attempt to run off lucrative trans-
continental traffic in order to put
the railroad in a severe cash
squeeze which will require cessa-
tion of operation and liquidation.
Too, they ask, is there more money
available to the stockholders if the
railroad is liquidated than if reor-
ganized? And, does the stockholder
group today consist primarily of
speculators?

One thing seems certain. Ship-
pers and receivers of rail freight in
Montana are not going to let the
Milwaukee abandon this section of
the nation without a good fight. With
only the Burlington Northern rail-
road left with a monopoly on this
vast and productive region (grain,
coal, timber, etc.), the Milwaukee is
important as a viable, competitive
force in Montana's transportation
system. And, ifit takes the Japanese
yen to do the job, so be .it, most
agree. @

REGINA,
SASKATCHEWAN

by John Twigg

Grain marketing, prices and grain
trade politics in general, have been
attracting an unusual share of at-
tention here. -

“A multiplicity of problems has
beset the grain handling sector,
ranging from strikes and slow-
downs to severe logistical transpor-
tation problems involving railways
and shipping,” Richardson Sec-
urities of Canada said in a recent
newsletter.

As a result of this the Canadian
Wheat Board had to defer two mill-
ion tons of deliveries in 1977-78,
one million in this crop year and
turned down three million in new
sales, according to a Board
spokesman.

“This of course is a tremendous
financial blow to Prairie farmers
and there is apparently no im-
mediate remedial action in sight,”
the letter said.

In response to the shipping prob-
lems, the Wheat Board announced
that it was tendering for up to 2,000
hopper cars, to be paid for by
Prairie grain farmers. However, an
angry response from farm spokes-
men made the Board amend its pos-
ition to merely assuring that it will
have sufficient cars available.

Early in January, the agriculture
ministers from the four provinces of
Western Canada, and possibly the
ministers responsible for transpor-
tation, will meet in Winnipeg with

_the federal ministers of agriculture

and transportation to discuss the
transportation problems.

Federal Transport Minister Otto -

Lang said that if the parties in-
volved in grain handling cannot

- find solutions to grain hauling de-

lays and backlogs he would seri-
ously consider the appointment of a
“grain transportation controller”
who would have full powers to
order solutions to the problems.
However, it remains to be seen if
Lang would actually dare to carry
out that threat.

Since the bulk of the Canadian
wheat crop is exported, the price in
effect is determined. by the Wheat
Board’s ability to sell on the world
market, and that of course is ham-
pered by the handling problems
and the large crops from other
countries.

Canadian representatives at the

International Wheat Agreement
talks still are optimistic some ag-
reements can be reached that
would raise the price above cost of
production levels, but there is
growing skepticism about such an
agreement among farmers.

Meanwhile, Hazen Argue, chair-
man of the Canadian Senate’s ag-
riculture committee, continues to
lobby for a cartel of wheat-
exporting nations. Argue sees the
new IWA as basically fallen
through, and also is claiming some
progress in convincing United
States officials of the merits of a
cartel.

U.S. ‘Ambassador: to' Canada
Thomas  Enders made a four-day
visitto Saskatchewan in December,
and surprised local observers by
including grain marketing high on
his list of topics to discuss with
local officials. Enders said there are
problems, but he came out firmly in
opposition to the formation of a
producers’ cartel. He said United
States grain farmers are producing
above their cost of production:and
therefore do not need a cartel.

There is much optimism about
the size of future Canadian grain
crops; and the grain companies are
involved in a number of programs
to enlarge their handling capacities
on the West Coast.

The Saskatchewan Wheat Pool
spent $13 million to build a new
84,000-ton annex at its Vancouver
facility; United Grain Growers is
spending $20 million, and Pioneer
also is opening a new facility.

The consortium of grain com-
panies headed by Alberta Pool
which is looking at building a new
facility at Prince Rupert was urged
by Lang to take the bull by the horns
and get on with the job.

The status of five inland termi-
nals operated by the Canadian
Grain Commission continues to be
in limbo since the government still
has not announced any sales. Fed-
eral Agriculture Minister Eugene
Whelan said they will not be sold to
“just anyone.” That apparently was
meant as a reassurance to farmers
concerned that they might be
bought by Cargill Grain, which has
been making slow but steady in-
roads into the Canadian market
and is seen by some as a long-term
threat to the Wheat Board.

Cargill recently bought Panco
Poultry Ltd. from the British Col-
umbia government, which was try-
ing to unload the company as a
low-profit operation not belonging
in the public sector. ®
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WASHINGTON,
D.C.

by Jay Richter

Beef pricing at both retail and
wholesale promises to be a topic of
warm debate in the U.S. for some
time to come. Agriculture Secretary
Bob Bergland, sensing that beef
prices are heading for new high
levels consumers may find unac-
ceptable, has been advising cat-
tlemen to increase production.

Noting that beef output is lag-
ging, thus inviting competitive in-
roads by pork and poultry, the Sec-
retary said:

"We know that consumers have
only so much to spend — and we
know that if the price of any product
gets too high, the consumer will
either reduce his purchases of that
product or switch to a cheaper one.”

In 1973, the Secretary went on,
"The price of beef reached that
point for many housewives who de-
cided to paint signs and stand in
front of supermarkets . . .

“The fact is that, measured in
constant dollars, the price of choice
beef today is still 13% lower than it
was in 1973.

“"But you know and I know that
the price of farm products — espe-
cially the highly visible price of
beef — will come under increasing
scrutiny during inflation-
conscious 1979.

Turning to the general question
of beef marketing costs, Bergland
observed that Congress is likely to
come up with legislative proposals
“to change the way that meat prices
are set.” Such proposals, indeed,
were advanced in December by the .
House Small Business Committee,
chaired by Representative Neal
Smith, ITowa Democrat.

The committee concluded that
meat pricing tactics by large food
chains and meat packers are reduc-
ing the returns of both livestock
producers and independent retail-
ers. Following what staff people
said was 14 months of investiga-
tion, the committee recommended:

(1) licensing and regulation of
meat price reporting services;

(2) use of more than one market
reporting service;

(3) creation of a Meat Industry
Standards Board; :

(4) establishment of a “proper”
market basis for sales to prevent
price manipulation; .
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(5) criminal penalties for delib-
erate manipulation of prices.

Investigators found reporting
prices of the “Yellow Sheet” to be
inadequate, biased and subject to
easy manipulation. The committee
noted that as much as 90% of all
beef carcass sales are based on
formula pricing — meat sold for fu-

ture delivery with the price deter- -

mined by figures published in a
price reporting journal.

As much as 90% of the industry,
the committee said, uses the Yellow
Sheet, published in Chicago.

Department of Agriculture offi-
cials said it could not be concluded
from a USDA study that Yellow
Sheet quotations were inaccurate
reflections of negotiated prices. But
in a just-issued report on the study
(covering only 30 days of July,
1977), USDA noted the Yellow
Sheet is “the main guide” packers
use to bid on live cattle. -

About 70% of carlot carcass sales
by 35 packing houses moved under
formula prices, based on Yellow
Sheet quotations. Carcass quota-
tions of this service and the Meat
Sheet, the report said, “were based
on less than 2% of the federally in-
spected steer and heifer slaughter.”

Although the report contains no
recommendations, USDA officials
apparently think something should
be done about beef marketing. Sec-
retary Bergland already has an-

nounced public hearings, at times.

and places that were yet to be
named. Meantime, he said, he
would appoint a task force to come
up with “possible improvements

in meat pricing and price
reporting.” ']

FAO Council
Continues to'
Endorse TCP

by Otto Matzke

The November-December Session
of the FAO Council indicated gen-
eral agreement that the main re-
sponsibility "“to give adequate
priority on food and agricultural
development lies on the developing
countries themselves” (so said
Edouard Saouma, Director-General
of FAO). Saouma went on: “While
many are in fact placing great em-
phasis on agricultural develop-
ment, not enough is done overall.”

The most recent figures (as pre-

sented in the FAO document “The
State of Food and Agriculture
1978") confirm that the increase of
food production in the developing
countries will be not more than
about 2.7% in 1978. The average
annual increase in agricultural
production in the developing world
during the first eight years of the
present decade remains well below
the 4% target of the Second De-
velopment Decade, but also below
the 3% achieved in the previous de-
cade.

In this context it is encouraging
that the total carryover stocks of
cereals (outside China and the
U.S.S.R.) will probably reach about
200 million tons by the end of the
1978/79 agricultural year (against
177 million in mid-1978), about
21% of annual consumption. The
stocks are, however, concentrated
mainly in North America.

As far as the flow of resources for
agriculture in the developing coun-
tries is concerned, the information
on domestic expenditure is in the
view of FAO “particularly scanty.”
Latest data on external resources
indicate that “although there was a
large increase in real terms in 1977,
the total commitment of external
assistance for agriculture was little
more than half the target figure.”
(This “target figure” obviously re-
fers to the rather utopian target of
the UN-World Food Council in its
Manila and Mexico Declarations of
1977 and 1978: annually “$US 8.3
billion at 1975 prices.”)

Much time of the session was de-
voted to a discussion on the
FAO-Technical Cooperation Prog-
ramme (TCP). Saouma considers
this event still — as he told the
Council — a “historic decision,
taken by a consensus which em-
braced the enthusiastic welcome of
the great majority.” The TCP is
funded by the regular budget of
FAO (based on assessed contribu-
tions), and absorbs about 10% of
the budget. The Council had before
it the first evaluation report which
is based on a variety of sources
(among them the Director-General
himself and other people involved
in the planning and implementa-
tion of TCP projects) and on the
study of a consultant (appointed by
Saouma himself). The evaluation
report of the FAO Secretariat con-
cludes that “the initiation of the
TCP in 1976 was a milestone in the
history of the Organization” and
that experience has “confirmed the
validity and effectiveness in action
of the TCP.” A great majority of the
Council endorsed its main find-
ings. It was resolved that the
Director-General “"make every effort
to further strengthen and improve
the TCP.” (The consultant’s study
was not made available to the

Council, and nobody asked for it.)

Very few Council members ex-
pressed reservations. The most
outspoken statement was given by
the delegate from the United States.
For the USA the issue is not

- “whether FAO should maintain its

practical orientation toward field
programmes, or whether technical
assistance should be provided
through FAO to developing coun-
tries.” The real issue — “regarded
with particular seriousness in the
United States” — is whether the
regular budget of the FAO or other
U.N. agencies financed by assess-

-ments (and therefore obligatory for

their members) should be used for
technical assistance programs save
in “exceptional circumstances.”
The present terms of reference of

~ the TCP open—said the U.S. dele-

gate — “too many possibilities for
launching less urgent, longer term
projects which could be handled
through voluntary funding chan-
nels” (such as UNDP). Therefore,
“tighter guidelines emphasizing
emergencies” are recommended as
well as allocating more resources to
the poorest developing countries
(so far only 59%). Another serious
objection raised by the USA con-
cerns the very high percentage of
physical inputs (equipment)
granted by the TCP (nearly 50% of
the total commitments against
about 15% in other technical aid
programs administered by FAO,
but funded by voluntary contribu-
tions). The grants of equipment are,
of course, a central point for the de-
veloping countries, and they
strongly opposed the U.S. sugges-
tion. Typical was the statement
made in the plenum of the Council
by the delegate of Sri Lanka: “Part
of our experience so far with donors
has been the great reluctance to
spend on equipment without
thrusting some expert on us. We
would even go so far as to say that
equipment should form a very large
part of any technical cooperation
program.” ‘

The basic problems raised by the
creation of a technical aid program
such as the TCP go far beyond FAO.
If other specialized agencies
should follow this example, the
whole U.N. system of technical as-
sistance would be balkanized and
funds scattered over the interna-

tional landscape (Arthur
Goldschmidt) with chaotic conse-
quences. s

The “Group of 77’ must be re-
quested to speak one language in
the specialized agencies of the U.N.
system as well as in the UNDP
bodies in order to avoid building a
good dozen of ‘“sovereign”
empires. e




What Makes
Farmers Tick?

SRR

by Trevor M. Johnston

One important thing about farming
is that it creates work for a lot of
people. Some of them work on
farms, many of them pick up
salaries in agribusiness, in proces-
sing, distribution and marketing,
and others feed off farming via gov-
ernment funds pumped into the ag-
ricultural sector.

It used to be that everyone found
a nice, safe niche in that agricul-
tural production’' and marketing
system and looked forward to a
handsome dividend at the end of
the year. Costs, inflation, technol-
ogy and changing trade patterns
have changed all that.

These same ingredients of ad-

justment have also changed far--

mers. No longer do farmers produce
crops and livestock ad infinitum
to be reaped by agribusiness and
government and devoured by hun-
gry consumers. Farmers’ attitudes
have changed. The instincts, val-
ues, aims and aspirations of the
farmer and his family have been
jolted in the seventies. Old ideas
and practices have been jettisoned.
Jealously guarded values and con-
. cepts have been placed in jeopardy.

This means that farmers are no
longer predictable. Their reactions
to certain circumstances will no
longer follow the rules. We need to
know what these changes mean to
farmers and to those who feed off
them.

One research worker at the Au-
stralian Bureau of Agricultural
Economics, Mr. K.W. Kerridge, has
been looking at the response of in-
dividual farmers to adjustment
pressures in an effort to formulate a
more effective adjustment policy.

One of the surprising results was
that only 13% of farmers desired to
maximize their income. The major-

ity of farmers (565%) expressed the

desire to “make a satisfactory level
of income.” Only 5% of farmers felt
it was most important to expand
their business.

Only 11% of farmers valued
“pride of ownership” highly. The
majority of farmers (62%) valued
farming because it allowed them
“to meet a challenge and gave them
the feeling of achieving something
worthwhile.”

In -the majority of cases (65%)
farmers were attracted to the “inde-
pendence and freedom from super-
vision” values of farming.

Farming for recognition and pre-
stige has gone by the wayside with
only 7% expressing this desire. Be-
longing to the farming community
was ranked first by 54% of farmers
while continuing the family tradi-
tion was ranked first by 39%.

The range of what farmers dis-
~ liked about farming was diverse.
The largest group (30%) disliked

6

fluctuating prices. Uncertainty of
prices and seasonal conditions was
the bugbear of 16%, while lack of
bargaining power annoyed 9% and
government intervention angered
7%. But about 19% disliked “no-
thing in particular.”

It would be foolish to draw
specific conclusions from this ten-
tative study, but it does unearth
enough information to indicate that
farmers and farming ‘ain’t what
they used to be.” Anyone who does
business with the farmer or with his
products ought to start thinking
about what that means to himself
and his livelihood. °
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Vast Schemes
in Sudan
; Run Out of -
¢ Breath -
¢ Cyprus,
é’ Middle East ) §
by Robert Pouliot

Soon after the 1973 Middle East
war, the well-known Saudi Arabian

entrepreneur Adnan Khashogji told-
Gaafar

Sudanese President
Nimeyri: “The only way I see doing
anything here is to bring in a lot of
money.” ;

This said and done was enough
to unleash a wave of projects de-
signed to transform Sudan, Africa’s
largest country but one of the
world’s poorest, into an "“Arab
breadbasket.” With 200 million
acres of cultivable land of which
only 15% is now being used and
plenty of water, such a potential
could indeed, thanks to a mix of
petromoney and western technol-
ogy, help to secure a reasonable de-
gree of self-sufficiency within a de-
cade for the Middle East. :

But five years later, the dream is
still just that. Faced with a growing

-labor shortage and severe lack of

infrastructure, the development
dash in agriculture has dissipated
the country’s financial strength,
aggravated inflation and widened
the balance of payments gap.

Grandiose schemes, such as a
$6.6 billion project by the Arab Au-
thority for Development & Agricul-
ture Investment to triple Sudan’s
output by 1985 are being sup-
planted by action on much
smaller-scale ventures.

What went wrong is that de-
velopment expenditures to carry
out such an ambitious goal shot up

nearly ten times since the October

war but few big projects undertaken
since have begun to contribute to
production. Because of largely de-
ficient infrastructures, many
schemes will take seven to ten years
before they start making a profit.
This has produced a soaring
balance-of-payments deficit with
adverse impacts on getting access
to world capital markets or tapping
new investment sources to. pay for
essential equipment and meet
start-up deadlines.

It is apparent that Sudan’s main

. economic strength is also its major

weakness. Despite the fact that
more than 34% of its area is barren

desert, agriculture accounts for
98% of its exports and 75% of its
labor opportunities, besides pro-
viding half of the government’s re-
venues. Yet, this rural economy is
just now discovering the need to
modernize its road and transport
facilities. There are only 400 miles
of paved roads, and 85% of the
overall network is unfit for major
trucking services during the long
rainy season (6 to 9 months). When
the most fertile tracts are 500 to
1,200 miles away from Port Sudan,
the country’s sole and hence heav-
ily congested port on the Red Sea,
any improvement in transportation
is bound to have positive effects on
the growth of agriculture.

That explains why Arab and
other foreign interests have become
increasingly skeptical about the
feasibility of huge projects. Each
undertaking has to provide its own
roads and transport, electric power
network, housing and other ser-
vices, thereby sharply increasing
costs and delays.

Another big headache for the
long-term future is the shortage of
labor.

The authorities have tried to per-
suade Ethiopian refugees to bring
in this year’s cotton crop but failed.
If mechanization is to be scaled
down, the country’s total popula-

" tion of 18 million might not be able

to support projects of this kind.
Serious shortages are also

emerging in the skilled labor force.
Large numbers of scarce craftsmen

plus technical and managerial staff
are finding more lucrative jobs in
the Gulf States. Sudanese expat-
riates totaled more than 150,000 at
the end of 1977, compared with
only 30,000 a year earlier and the
trend is booming out of hand. -
Those combined factors have
compelled the Nimeyri government
to introduce strenuous financial
and economic measures lately,
while harsher controls on exit
visas are at least discouraging a
heavier outflow of workers. Follow-
ing a 20% devaluation of the pound
(1$=2.5SP), the development
budget oriented towards agricul-
ture was cut by 36% in the current
fiscal year and a vigorous program
to reschedule more than $1 billion
of medium-term debts is now under
negotiation. The new pattern is to
follow the example of Somalia
which has put the emphasis of its
$710 million development plan on
small projects designed with local
needs in mind. , °

Organizational
Snaris Blamed
for Lower
Production; But
Food Position
Is"Comfortahie”

Tanzania’s annual National Ag-
ricultural Conference ended in the

by Judicate Shoo

country's coastal town of Tanga re- *

cently with a resolution calling on
the government to. suspend the
training of nutrition and home

economics officers and instead to
train more agricultural officers.
More of them are needed to imple-
ment the eight-year $19 million
grain production program aimed at
making the nation self-sufficient in
food ‘crops by 1985. The program
starts this 1978/79 planting season.

A drop in production of cash
crops — the country’s main foreign
exchange earners — has been re-
corded in the recent years. At the
same time, there has been an in-
crease in the production of cereals,
although there is room .for im-
provement if the resources availa-
ble in the villages were fully
utilized. Cashew nuts dropped
from 96,000 tonnes (t) during the
1976/77 season to 70,000 t the fol-
lowing season. Cotton dropped
23%, from 195,000 to 151,000 t in
same time period. Pyrethrum de-
clined from 3,250 to 2,700 t; sisal
from 118,000 to 107,930 t. Produc-
tion of copra is so low that some
associated industries were forced
to close. :

There is an urgent need for the
Ministry of Agriculture to
strengthen links with the field staff
to avoid misinterpretation of na-
tional = agricultural development
policies. After adoption of the 1972
government decentralisation pol-
icy, the Ministry of Agriculture ap-
peared to have suspended its rela-
tionship with the field staff so that
regional directorates are now for-
mulating their own policies. Due to
lack of coordination between
Ministry and  villages, the
Ministry's Crop Development Divi-
sion experiences problems in ad-
ministering extension -services to
the extent that the Ministry does not
have the confidence to forecast crop
harvests because there is no free
flow of information.

The Ministry was also criticized

-for short supplies of necessary ag-

ricultural requirements available to
the regions. The conference noted
that crop production throughout
the country would have increased
with the necessary inputs. The food
position, however, is comfortable
in almost all of Tanzania’s 20 main-
land regions. It is expected that this
will be even better in 1979.

The major constraints in crop
production are attributed to lack of
funds, transport, spare parts,
trained manpower, coordination,
proper . agricultural policies, in-
puts, and widespread crop dis—
eases and vermin. There is an esca-
lation of diseases and pests attack-
ing crops, with pest control services
offered being very poor.

There was-an autcry over an acute
shortage of field officers at reg-
ional, district and village levels.
More than half of the country's
8,000 planned villages have no
field officers despite a policy re-
quiring at least one field officer for
every village.

Faulty use of fertilizers resulted
in poor crop production in some
parts of the country, especially fer-
tilizer used by maize (corn), bean
and cotton growers. Fertilizer use
should be concentrated in areas
where soil tests have been carried
out to identify the type of fertilizer
suitable for such areas. >

Ag World,




For the Soviets,
the Time to Set
Aside Grain |
Reserves Is Now

by Alexander M. Derevanny

For the farmers in the western as
well as the eastern world the rela-
tive quiet of the winter months is
usually a time for stock-taking.
Looking back at a year that filled
elevators and grain bins to over-
flowing, the question of how to
make best use of the blessings of
1978 is asked nowhere with greater

intensity than in the Soviet Union.

There are several good reasons.

Among others, there is the ques-
tion of reserves. Then, there is the
problem of how to keep some of the
notoriously grain-deficient satel-
lites on an even keel. The Soviets’
yearly grain supply commitment,
originally limited to the three
northern tier members of COM-
ECON (Poland, East Germany,
Czechoslovakia) and Mongolia,
have been expanded in the course
of the years; first it was North
Korea, then Cuba, now it's Vietnam.
In this study, we shall deal with the
question of reserves.

In the past, years of relative grain'

abundance barely made up for the
supply gaps left by the immediately
preceding crop failure years. Thus,
the 1973 crop (222.5 mill. t) plug-
ged only partly the deficit of the
1972 crop (168.2 mill. t); 1976
(223.3 mill. t) was used to make up
for the disaster of 1975 (140.1 mill.
t). All these years, however, saw ex-
tremely heavy grain imports from
America, Canada and Australia.

If there was an accumulation at
all of reserves in all these years, it
was bound to be small.*

Things are somewhat different in
1978/1979.

There is now, according to Mr.
Brezhnev, a 235 mill. t crop — some
western observers, it should be
noted, have started to seriously
guestion not only the overall quality
but also the overall size of the crop
— coming after 1977 which cer-
tainly was not a good year (195.5
mill. t). But then, everything consi-
dered, 1977 was not a bad year
either — not in terms of average
Soviet grain production, anyway. .

Except for the economists who
truly believe that the 1978 crop of

*) In his book “The Soviet Impact on World
Grain Trade”, D. Gale Johnson, professor of
economics, University of Chicago, points to
a not widely known but interesting fact, i.e.
that large grain crops in the Soviet Union do
not automatically lead to a build-up of re-
serves. He calls attention to 1970/1971, two
good crop years in a row — a great rarity in
the history of Soviet cereal farming — when
grain stocks were actually reduced. Profes-
sor Johnson attributes this phenomenon to a
change in Soviet agricultural policy,-then
concealed and not surfacing until several
years later. The change Professor johnson
has in mind is the decision to switch the
Russian diet from a predominantly car-
bohydrate diet to one richer in animal pro-
tein. A policy change of this magnitude is
not likely to occur so soon again.
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235 mill. t can be repeated year after
year with unfailing regularity —
even in the USSR these are few and
far between — this seems like a un-
ique opportunity to set aside a
strategic reserve. The use of a mili-
tary term in this instance is deliber-
ate.

Without wishing to go into the
details of Soviet troop and military
personnel movements reported by
the daily press from the Far East,
Southeast Asia, the Middle East
and even Africa — in the latter in-
stance the troops may not actually
belong to the USSR armed forces,
they might be only Soviet control-
led and directed — there remains
nevertheless the fact that these
movements must be logistically
supported which, before anything
else, means an adequate food sup-
ply. it

As an example, let’s take the Far
East. According to recent reports,
the Soviets have 44 divisions total-
ing — with ancillary forces — as
many as one mill. men stationed
along China’s border. Two new
deepwater ports for the Soviet
Pacific fleet, also equipped with the
most up-to-date grain loading and
unloading devices have been under
construction for some time.
Nakhodka, a former fishing village,
about 100 miles southeast of Vla-
divostok, in actual operation for
some 10 years, is also known for
being the site of one of the USSR’s
most gigantic, vertically integrated
"ptitse fabrika” (layer and meat
type poultry farms) with a yearly
capacity of several million eggs and
several thousand tons of poultry
meat. Twelve miles further down
the Bay of Peter the Great is Vos-
tochny, another one of the new
deepwater ports capable of handl-
ing freighters up to 100,000 t. A
separate railway. spur has been
built from there to join the Trans-
Siberian Railway north of Vla-
divostok.

Then, of course, there is BAMA,
the Baikal-Amur Railway now
being built across southeastern
Siberia at a cost estimated to be
running in the neighborhood of 1.5
mill. rubles per kilometer. While
primarily said to be destined to
transport the mineral riches of the
“Primorye Kray,” its strategic sig-
nificance is undeniable. The new
railroad will also be used for the
transportation of grain.

A major new base for the Soviet
Pacific fleet is also envisaged for
Korsakov on the island of Sakhalin.
Finally, there is Kam Ranh Bay in
Vietnam, constructed by the
Americans at a cost of several bill-
ions of dollars during the Vietnam

war, now taken over by the Soviets.

One thing is certain. When it
comes to food production, the local
oblasts of Amur, Khabarovsk and
the Primorye Kray cannot even sup-
port the swollen population of the

region’s new industrial cities, let

alone the huge influx of manpower
now permanently stationed in the
region. .

Except for some narrow coastal
strips of mostly alluvial, highly
acid, podzolic soils, this is almost
entirely sparsely populated, per-
mafrosted, barren wilderness.

As to Vietnam, now engaged in a
latent armed conflict with Cam-
bodia, the costs of keeping the
economy from collapsing are vari-
ously given as between $2% to 3
billion. , ‘

How much of this amount will be
debited to the food supply account
is not known. But it will be substan-
tial.

Vietnam had three rice crop fail-
ures in a row. Famine conditions in

certain regions are reported by

travelers.

Thailand, experiencing similar
floods in the richest rice crop reg-
ions as the Vietnamese, will proba-
bly barely be able to make domestic
ends meet.

The Soviet Union, never a rice
exporter, can only supply wheat.
Actually, this is what was done al-
ready in past years, at about
200,000 t per vear. This time, con-
sidering the earlier mentioned cir-
cumstances, also, because since
the American withdrawal from
South Vietnam, Hanoi has to pro-
vide food for a total of 50 mill. peo-
ple, the quantities will be undoub-
tedly very much larger.

It took us much longer than we
thought to describe a single aspect
of the reasons why we believe that
the Soviets will want to use the

1978 bumper crop primarily for the

accumulation of reserves.

This, however, is by no means all.

There is the growth inthe USSR’s
population — soon there will be
260 mill. people — but just as im-
portant or possibly even more so, at
least from the point of view of grain
reserves requirements, is the unin-
terrupted growth in livestock and
poultry numbers. The vyear-end
animal census which customarily
includes also animals kept by the
private sector — figures are not av-

. ailable at the time of writing — will

undoubtedly show record numbers
for all livestock and poultry on
Soviet farms except possibly, sheep
and goats. Hog numbers are sure to
have completely recovered from the
mass slaughters of 1975/1976. A re-
turn to the January 1, 1975 figure of

72% mill. head would not be a sur-
prise.

Then, there is the increase in
weights of slaughter animals. Cat-
tle delivered to government slaugh-
ter houses are now averaging 367
kg as compared to 354 kg a year
ago, and hogs 105 kg as against 103
kg in 1977. Poultry numbers in-
creased by 54% mill. birds in the
first 9 months of 1978 and poultry
meat production jumped 16%.

All this leads to the conclusion
that management, especially live-
stock management has markedly
improved and, also, that more con-
centrates are being fed than ever
before. A month ago in this column,
we pointed out that the Soviets are
customarily feeding 40% of their
wheat. We also said that this year it
might be more because of the large
quantity of wheat not usable for
anything else. USDA estimates the
1978/1979 Soviet feed use of wheat
with 43 mill. t. In October, USDA’s
total forecast of concentrates ex-
pected to be fed to Soviet farm ani-
mals was 125 mill. t. Already then,
this figure looked rather conserva-
tive since the Soviets themselves
estimated having fed 143 mill. t of
concentrates in 1977. Of course, the
Soviet figures include not only
grain - but - mill feed, pulses,
legumes, grass flour, etc. as well.
The difference of 18 mill. t between
the Soviet and the USDA estimates,
attributed to the use of these secon-
dary feed ingredients looks to us as
somewhat on the high side.

Be it as it may, since concentrate
feeding to Soviet farm animals is
increasing at 5 mill. t per year,
much larger consumption of feed
grains and high-protein oilseeds
must be anticipated from now on — .
provided of course that the Soviets
will continue to follow the goals of
their livestock policy announced
some ten years ago: to increase

‘animal productivity to western

levels.

- History has shown that droughts
in European Russia and/or the West
Siberian crop areas repeat them-
selves with much greater regularity
than abundant moisture years like
1973, 1976 or 1978. Prudence, a vir-
tue not unknown to the Russians,
will dictate the setting aside in
years of oversupply of ample grain
reserves to feed all these hungry
mouths, human as well as animal,
in years of scarcity. :

1978 appears to be such a year.e




Economic and Policy Implications of
the 160-Acre Limitation in
Federal Reclamation Law

by David Seckler ‘and Robert A. Young

Proposals for strict enforcement and, conversely, for relaxation or elimina-

tion of acreage limitations in federal irrigation projects have arisen in |

response to recent court decisions regarding two large California irrigation
districts. These proposals are examined against criteria including distribu-
tive justice, allocative efficiency and administrative workability. Empirical
evidence is offered which shows that proposed regulations would permit
overly generous family incomes in the two areas and brings into question
the existence of significant economies associated with larger size farms. An
alternative policy instrument, based on control of the water supply, rather
than of the land, is proposed so as to reconcile more effectively conflicting

policy objectives.

The Reclamation Act of 1902
opened the door to three-quarters of
a century of subsidized agricultural
development in the West through
provision of inexpensive irrigation
water. While it is perhaps impossi-
ble to determine exactly how much
the total subsidy of federal water
projects has been to date, certainly
it is in the billions. The number of
farms directly benefited has been
barely more than 150,000. The per
farmer stakes can be high indeed.
As will be shown subsequently,
even a modest farm operation of
160 acres in California may receive
a subsidy on water costs, the
capitalized value of which is in ex-
cess of $100,000.

In an attempt to assure wide-
spread distribution of program im-
pacts, the 1902 Reclamation Act
contained the following provision:

No right to the use of water for land
and private ownership shall be sold for
a tract exceeding 160 acres to any one
individual landowner, and no such sale
shall be made to any landowner unless
he be an actual bonafide resident on the

land, or occupant thereof residing in .

the neighborhood.

There are few, if any, examples in
American jurisprudence where the
gap between de jure and de facto
looms so large. The 160-acre limita-
tion can be subject to administrative
interpretations. For example, the
U.S. Department of Interior is now
proposing to interpret this as 640
acres of owned, together with 320
acres of leased, land for a total
960-acre limitation. Such a “family
farm” in the Westlands District of
California would operate about
$1.5 million worth of land, with
about $200,000 worth of machin-
ery. Their net annual income would
average more than $100,000, of
which about $36,000 is due to the
difference between the subsidized
value of federal water and the price

~of state water supplies.

The controversy over the 160-acre
limitation is essentially a con-
troversy over the distribution of this
subsidy. The parties to the conflict
represent two fairly distinct
pecuniary and ideological posi-
tions. Opponents of the limitation
are mainly those farmers now be-
nefiting from nonenforcement of
the limitation who demand the en-
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trepreneurial freedom to acquire as
much land and water (and subsidy)
as their efforts and ingenuity per-
mit, within the limits and rules of
the “free enterprise system.” They
further argue that larger farms are
essential for economic viability and
to low-cost food production. Prop-
onents of rigorous enforcement of
the limitation advocate a more
widespread distribution of the op-
portunities provided by the recla-
mation program, and expect also
the creation of a more desirable
“rural community”. Neither side, to
our knowledge, advocates reducing
the amount of the subsidy.

The values underlying these con-
flicting ideologies emphasize, in
John Brewster's terms, the “Enter-
prise Creed” versus the ideal of
“distributive justice.” The enter-
prise creed is distinguished by a
belief in capital accumulation as
the test of virtue. The ethics of dis-
tributive justice holds that society
is obligated to provide all its mem-

‘bers with opportunity or access to

the means necessary for developing
their potential to the fullest extent
possible.

For our part we write from a per-
spective distinct from either of the
above positions. We perceive no

- reason to subsidize any individual

or group unless there is good
reason to believe that the subsidy
creates external benefits, or offsets
external costs, or provides collec-
tive goods that would otherwise not
be forthcoming. Among these col-
lective goods we would include
help to the weak and the poor. Ap-
plying these criteria, we find that
there is no compelling rationale for
anything like the amount of sub-
sidies now being provided under
federal water programs. Nor do we
find the “efficiency” arguments of
the opponents to limitation; nor the
“family farm” ideology of many of
the proponents of the limitation,
persuasive.

But while there is nothing so en-
joyable, nor so necessary in policy
analysis, as a quarrel over values,
that quarrel is not our central objec-
tive here. Before policy recommen-
dations can be intelligently formu-
lated, a background of more objec-
tive facts and theories must first be
established. It is our central objec-
tive to contribute to the formulation

of that background. The following
does not pretend to be a value-free
tract — a policy analysis (unlike an
“economic” analysis) does not need
to pretend to be so; rather, it is pre-
sented as a marshalling of such
facts and theories as we consider
relevant around the values expres-
sed in the preceding paragraph.
The remainder of the paper is or-
ganized as follows: after a brief his-
torical survey of the controversy
over the limitation, the discussion
attempts to review the present
status of federal water programs
with respect to the acreage limita-
tion, with particular reference to the
Westlands and Imperial Water Dis-
tricts in California. Estimates of the
amounts and distribution of the
subsidy are presented and the im-
pacts of the limitation in this ag-
ricultural situation are analyzed.
With this background established,
we turn to one of the more impor-
tant and complex elements of the
controvery — the question of
economies of size to provide a basis
for some alternative lines of re-
search in the future. Last, we at-
tempt to generate alternative policy
instruments: commensurate with
the discussion of the preceding sec-
tions. The conclusions are that (a)
the amount of the subsidy should
be reduced, (b) there are better

~ways to distribute whatever sub-

sidy remains than through the ac-
reage limitation, but, (¢) these bet-

ter ways may not be legally or polit-
ically feasible, and (d) if so, then
rigorous enforcement of the limita-
tion in the range of 160-320 acres of
owned and/or leased land per
operating family unit, depending
on particular project areas, is indi-
cated.

The Historical Evolution
of the Limitation
The United States government has,:
historically, pursued policies which
increase the productive capacity of
the agricultural sector in order to
assure adequate food supply for
consumers, to  improve the
economic well-being of the rural
population, and to settle and secure
new territories. In accordance with
the Jeffersonian vision of a nation
of small, independent landowners,
the first major tool of agricultural
development policy was the dis-
tribution of publicly owned lands
to potential settlers at nominal
prices. The general policy of en-
couraging family farms was con-
tinued with the Homestead Act of
1862, which offered 160 acres of
land free to those who would live on
it for five years. As the tide of set-
tlement flowed westward through-
out the nineteenth century, it was
found that crop production in the
arid and semiarid west was largely
dependent on irrigation water.
Federal support of private irriga-
tion development came with the
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California agriculture thrives because irrigation water is added in large measure to
the arid land. Much of that water comes to farms by way of subsidized federal water
projects. And, “the per farmer stakes can be high indeed,” say the authors who are
both professors of economics at Colorado State University.

Much has been written and said about the conflict which represents “two fairly
distinct pecuniary and ideological positions,” and still, the issues remain clouded.
This article from the November issue of the “American Journal of Agricultural
Economics” takes a broad look at the subject, offers considerable detail, is written
with clarity and even an appropriate touch of humor. We therefore reproduce the
article in its entirety.

The authors say that their article “does not pretend to be a value-free tract — a
policy analysis unlike an “economic” analysis) does not need to pretend to be so.”
Rather, they “write from a perspective distinct from either of the above positions”
(Menterprise creed” versus “distributive justice”).

“We perceive no reason to subsidize any individual or group unless there is good
reason to believe that the subsidy creates external benefits, or offsets external costs,

" Or prov1des collective goods that would otherwise not be forthcommg," Seckler and

Young say.

The authors divide their article into four parts, all of which have a bearing on the
possible resolution of the conflict.
e The Historical Evolution of the Limitation, culminating in “a rather striking set of
proposed regulations by the U.S. Department of Interior.” :
o The Amount and Distribution of the Subsidy is “a more micro-economic view of the
agricultural situation in California as it has evolved under the federal water pro-
gram.” The authors conclude that “the agitation against the present situation is well
founded;” but they doubt that present proposals “are workable at all.”
o Farm Size and the Efficiency of Agricultural Production, in which they suggest that
“increasing average farm size does not necessarily imply the presence of economics
of size; it only implies the absence of significant diseconomies of size,” but also that
the present state of knowledge is insufficient.

‘e Policy Instruments for Administering the Federal Water Subsidy. The central

thought "is to control the water, not the land,” through a two-tier system providing
“an cpportunity for joint administrative and market determination of the use of the
water resource.”

Ag World,




Cenfirmation of Western Water
Rights Act (1866), the Desert Land
Act (1877), and the Carey Act of
1894. By the end of the century, al-
most four million acres had been
placed under irrigation. However,
most of the normal irrigation sea-
son flows were being utilized, so
further development would require
larger capital investments for dams
and reservoirs to store spring sea-
son runoff, and proposals for fed-
eral action in this field became fre-
_quent.

Direct federal participation in
arid land reclamation came in 1902
with the adoption of the Reclama-
tion Act. The sale of public lands
was to provide a revolving fund to
be used for the construction of
major irrigation facilities. Settlers
were to receive land without cost,
but were to repay, without interest
on the capital, the public invest-
ment in the irrigation structures.
Capital and expertise were pro-
vided for water projects on a scale
larger than could be afforded by
private interests or local com-
munities. Later amendments con-
verted the repayment procedure to
an “ability to pay” principle, in ef-
fect, separating repayment re-
quirements for irrigation water
from the true costs of the water
while continuing the interest-free
provision. Current projects are
subsidized to the extent of over 80%
of costs. That is, water recipients
are obligated for less than 20% of
the investment in structures and
conveyance systems; including im-
puted interest on that investment
over the normal repayment period
(North and Neely). This degree of
federal cost-sharing makes the
program -exceedingly attractive to
potential water users and local and
state governments in prospective
project areas.’ ;

The Reclamation Act was formu-
lated against a background of
widespread abuses in administra-
tion of the Desert Land Act and
other legislation which distributed
the public domain. Great tracts of
land were accumulated by absentee
landowners who financed their
employees in filing fraudulent
claims and later obtained the land

once the employee secured title.

(Hibbard, p. 429). The ensuing
scandals provided the basis for a
new political movement which ad-
vocated a land policy that favored
small, family farms. ¢

In the Reclamation Act, the
160-acreage limitation was sup-
plemented with a residency re-
quirement and with antispecula-
tion rules. The latter required that
owners of land in excess of 160
acres must sell it at a pre-project
price, so-as to prevent the original
large owner from reaping the

January, 1979

capitalized value of the federal
subsidy to the detriment of the in-
tended recipients of the subsidy.
Thus, the "“160-acre limitation”
provisions represent not just a limit
on land, but include several other
constraints aimed at ensuring that
small, family farms would be the
outcome of the federal program.
The acreage limitation law from

 the beginning has been perhaps the

most controversial aspect of the re-
clamation program, and numerous
attempts. at repeal have been
launched (Sax, p. 210). There are,
no doubt, reasons to question a rule
limiting for all times and all places
the amount of land a farmer can
utilize, in view of drastic changes in
technology, scale of farm opera-
tions and relative prices during the
ensuing three-quarters of a century,
and conditions of production that
vary among different projects.
However, most of the dispute has
been on ideological grounds. Both
proponents and opponents have
assumed a stance of moral righte-
ousness and ominously have
warned that if their lead is not fol-
lowed even revolution may ensue.
Theodore Roosevelt setthe tone ina
rather heroic address in defense of
the limitation before the Common-
wealth Club of San Francisco in
1912

I wish to save the very wealthy men of
this country and their advocates and
upholders from the ruin that they would
‘bring upon themselves if they were
permitted to have their way. It is be-
cause I am against revolution; it is be-
cause I am against the doctrine of the
Extremists, of the Socialists; it is be-

= cause I wish to secure this country

against ever seeing a time when the
“have-nots” shall rise against the
“haves;"” it is because I wish to secure
for our children and our grandchildren
and for their children’s children the

same freedom of opportunity, the same

peace and order and justice that we
have had in the past (Taylor, p. 262).

Roosevelt's threat of revolution
from the Left was taken up by a
senior vice president of the Bank of
America as late as 1969 who con-

templated a revolution from the -

Right (or, at least the West). Of the
160-Acre Law, he said, it is a
“ridiculous law, fostered by provin-
cialism and Eastern political
jealousy . .. subjugating economic
realism to petty political tyranny
... And, he added, "maybe this is
what causes the seeds of a civil
war” (Taylor, p. 253).

Both sides, for all their revolutio-
nary ardor, have approached the
subject with some caution. There is
always the danger, when quarreling
over the distribution of public sub-
sidies, that the attention of those

' taxpayers who do not receive the

subsidies will be aroused and the
subsidies may be withdrawn al-
together. The point was eloquently
put by congressman Claire Engle in
testimony before a House sub-
committee.

I grant you, you start kicking the
160-Acre Limitation and it is like in-
specting the rear end of a mule: you

"want to do it from a safe distance be-
cause you might get kicked through the
side of the barn. But it can be done with
circumspection, and I hope we can ex-
ercise circumnspection (Taylor, p. 253).

In the half-century since the pub-
lication of the original law, the De-
partment of Interior has relied only
to a limited extent upon formal,
written rules and regulations for
the interpretation and enforcement
of this document. Rather, it has
been handled in the fashion of En-
glish commonlaw, and interpreted,
basically, as a "Dead Letter” law.
That is to say, the interpretation
and the enforcement of the law have
been at the convenience of adminis-
trative bodies depending upon the
nature of the particular situation in
which they are to be applied. By this
means, as the British have long un-
derstood, the law is at the discre-
tion of the administration. On the
whole, as Sax (p. 213) observes,
“interpretation and enforcement of
the excess land law was less than
vigorous.” Thus, as various ad-
ministrations and various courts
have had the law before their atten-
tion, the countryside has become
agitated. .

The level of conflict has inten-
sified in the last few years as a
populist administration has come
into conjunction with strict con-
structionist courts. In August 1977,

‘the federal circuit court in San

Francisco ruled that the 160-acre
limitation applied to the Imperial
Irrigation District, California. That
District, comprising some 445,000
irrigated acres located on the Mexi-

can border in the Imperial Valley,

had operated under a 1933 ad-
ministrative ruling by the Secretary
of the Interior which held that the

acreage limitation did not apply to
the District.

Previously, in August 1975, in re-
sponse to a suit filed by National
Land for People challenging
Bureau of Reclamation procedures

_employed in the disposal of excess

lands in the Westlands Irrigation
District in the San Joaquin Valley of
central California, the court ruled
thatthe U.S. Bureau of Reclamation
shall “forthwith promulgate rules
and regulations on procedures and
criteria to be used in the approval of

" excess land” (Hinds, p. 3).

In compliance with that order,
the U.S. Department of Interior
published a rather striking set of
propesed regulations. The follow-
ing synopsis by Eugene Hinds,
Chief of the Division of Water and
Land of the U.S. Bureau of Recla-
mation, provides an indication
both of what will be, if im-
plemented, and also what histori-
cally has been.

First. In the past an individual’s nonex-
cess acreage entitlement was deter-
mined on the basis of the irrigation dis- -
trict in which the land was allocated. In
other words, the landowner was enti-
tled to up to 160 acres in more than one
district or contract service area. Under
the proposed rules and regulations, an
individual would be limited to only one
nonexcess entitlement for all Reclama-
tion projects.

Second. Under the proposed rules and
regulations residency would be a re-
quirement for a purchaser of excess
land. A resident landowner is a person
who has his or her principal place of
residence on or in the neighborhood of
the land receiving water. Neighborhood
of the land is defined as an area within
a radius of 50 miles from the land re-
ceiving water from the project. :

Third. Under existing practices, multi-
ple ownership arrangements are ac-

- ceptable if a loose family relationship

exists among ail members who are a
part of the multiple ownership ar-
rangements, or where the effect of the
mutltiple ownership is to break up large
landholdings. The proposed rules
would tighten these requirements by
requiring that a multiple ownership ar-
rangement in future purchases of ex-

Continued on next page.




(160-Acre Limitation:
Continued from preceding page.)

cess land could only be used where a
direct lineal family relationship exists
among the members and the members
qualify as eligible nonexcess owners. A
direct lineal family relationship means
parents, children, grandchildren, or
grandparent relationships.

Fourth. Under current practice, there
are no restrictions on leasing of land
unless the lease arrangement continues
or establishes in the lessee what would
constitute an essence of ownership in
the land leased. The proposed rules
and regulations would change this pro-
cedure by first, prohibiting leasebacks
of land by the purchaser of excess land
to the seller of excess land, and second,
by limiting the number of acres that an
individual can lease to the same
number of acres.that he or she would be
entitled to own or 160 acres.

Fifth. In the disposition of excess lands
the procedure that has been followed is
that the owner of the excess land retains
the right to choose the buyer of his land.
However, the seller and buyer are re-
quired to secure, from the Bureau of Re-
clamation, the approval of the price of
the land to be sold and a determination
that the buyer can qualify as an eligible
nonexcess owner. the new rules and
regulations will continue to follow this
procedure but will require that the
purchaser of excess land be chosen by
lottery or other impartial means from
those who qualify and express an in-
terest in purchasing a particular parcel
of land. A preference will be given to
those in a family relationship with the
seller. The proposed regulations also
require that personal and nonfixture
property be sold separately. The purch-
aser of land will not be required to buy
any such items as a condition of the
land sale.

Sixth. The current practice, insofar as
recordable contracts are concerned, is
that a 10-year period is provided for the
owner of the excess land to dispose of
his land. The term for most recordable
contracts that are now in effect begins
when the landowner signs the recorda-
ble contract. Under the proposed rules
and regulations all new recordable con-
tracts will have a disposition period of 5
years which will begin when the Sec-
retary of the Interior determines that
project water is available to a block of
land.

Seventh. The new rules and regulations
strengthen the procedures to be fol-
lowed in controlling speculation in the
purchase and resale of excess land.

Currently, price approval is required .

only for the initial sale of excess land
into nonexcess status. As nonexcess the
land can be sold at market value. Under
the proposed rules and regulations,
approval for all resales of land purch-
ased from excess status into nonexcess
status will be required for a period of 10
years after the initial sale. After 10 years
and until one-half the construction
charges are paid, sales will be moni-
tored to prevent unreasonable gains
from any resale.

Last, in April 1978, the Depart-
ment of Interior presented a revi-
sion of its proposed policy before a
commmittee of the U.S. Senate re-
garding five bills being proposed
(U.S. Department of Interior, 1978).
That testimony confirms and
strengthens Hinds’ synopsis above.
Two features of this testimony re-
quire mention here. First, the resi-
dency requirement would be
strengthened to require “substan-
tial involvement” in the actual
farming operations. Secondly, the
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limitation would be such that two
adult individuals only (whether re-
lated or not) could each have 320
acres of owned, with an additional
160 acres of leased land each, for a
total of not more than 960 acres of
land receiving federal water (U.S.
Department of Interior, p. 7).
Exactly how much land will be
affected by these revisions is not
completely known. However, ac-
cording to the Department of the
Interior (Hinds, p. 6), there are “al-
most two million acres ofland clas-
sed as excess land on projects gov-
erned by Federal Reclamation law
...” out of ten million acres served
by Bureau of Reclamation (USBR)
projects. Some of this land may
have alternative sources of water
supply. In these cases, if the costs
of the alternative water supply war-
rant, the lands could be withdrawn
from USBR water and would not be
available for sale. Further, of the
total 2 million acres, 750,000 acres
are in the Imperial Valley Irrigation
District and in certain U.S. Army

Corps of Engineers projects, and -

the relevance of the acreage limita-
tion to these project lands is still a
matter of appeal in the courts. Al-
together, Interior estimates that
about 500,000 acres will be sold
from USBR served projects alone,
including 258,606 acres under re-
cordable contract. About 80% of the
total land affected is in California.

This completes our overview of
the situation. For additional de-
tails, see Hogan and the previously
cited works of Taylor, Sax, Hib-
bard. We now turn the discussion
to a more micro-economic view of
the agricultural
California as it has evolved under
the Federal water program.

The Amount and :
Distribution of the Subsidy

In February 1978, a special task
force from the U.S. Department of
Agriculture (USDA) published “An
Economic Impact Analysis” of the
Department of Interior's proposed
regulations. We rely heavily on this
study as a source of data for
analysis of the distribution and
impact of the subsidy on lands
served by federal water. (While
conditions in California are the
focus of attention here, the USDA
study includes data for other af-
fected regions as well.) Table 1 pro-
vides estimated returns to operator
labor and management in the West-
lands and Imperial Irrigation Dis-
tricts of California as derived from
this USDA study.

Each area produces largely a mix
of field and vegetable crops, includ-
ing alfalfa, cotton, wheat, barley,
canning tomatoes, and sugar beets.
Recent county average yields and
1977 prices and costs were as-
sumed in the budget. Water
charges, opportunity cost for land
at pre-project price of $750 per acre
and real property taxes, as well as
cash operating expenses, and
machinery and equipment charges
were deducted from gross revenues
to derive this figure. To the extent
the opertor has equity in the land,
the family disposable income
would exceed the labor and man-
agement returns shown in the table.

According to the USDA report (p.
12) the 1970 median family income
in Fresno County was $8.622 per
annum and in Imperial $8,257. Cer-

situation in’

Table 1. Net Return to Labor and Manage-
ment for New Land Settlers in Westlands
and Imperial Irrigation Districts, by Size of
Farm

160 320 640
Westlands 30,120 64,240 101,480
Imperial 21,920 52,840 124,600
Adjusted (11,120)  (31,240) (81,400)

Source: Adapted from USDA, The U.S. De-
partment of the Interior’s Proposed Rules for
Enforcement of the Reclamation Act of 1902:
An Economic Impact Analysis. ESCS-04,
Feb. 1978, tables 8, 9. These data do not
exactly match those presented in the above-
cited report, in that we have adjusted for
double-counter real property taxes (per per-
sonal communication, Dr. Charles V. Moore,

- ESCS, 10 July 1978).

Note: Land charges were deducted at an as-
sumed pre-project price of $750 per acre at
9% interest rate. At current market prices of
$1,500 per acre, an additional $67.50 per
acre should be deducted. We have used
pre-project values to show the situation ex
ante for a purchaser of excess lands. For
reasons elucidated in this paper, the ex post
situation (relevant to considerations of just
solutions), using $1,500 per acre, may be
appropriate for Imperial. These are shown in
the adjusted figures in parentheses.

tainly, compared to these figures
even the smaller family farmer in
the project would enjoy a rather
good income. It is also relevant to
consider that the average farmer in
California earns $15,000 annually

Ranch Co., 26,000 acres; all this
land must be disposed of within ten
years at pre-project values of $750
per acre. Nevertheless, these land-
owners have in effect received the
equivalent of an interest-free loan
in the amount of the difference bet-
ween the price at which they must
dispose of the land and its market
value for ten years. If they rent out
the land at its current value, $135
per acre, the annual savings is
$67.50 per acre. In present value
terms, the benefit to delaying the
sale for ten years is $433 per acre
(discounting the savings stream at
9%). Therefore, Southern Pacific
Land Co. realizes about
$34,600,000 more net income over
the ten-year period than they would
have received had they purchased
the land at market value at the be-
ginning of the period.
Unfortunately, there are no
statistics on the exact distribution
of the land in either area. The statis-
tics are partly confused by the prob-
lem of distinguishing between farm
owners and farm operators in the
two areas. The two are quite differ-
ent, partly because of the effects of

from off-farm sources and that the
amount of earnings are not corre-
lated with farm size (USDA, p. 23).

It may be objected that these
comparisons are ' fallacious be-
cause they essentially compare a

business structure with personal

income accounts and therefore neg-
lect risk and financial considera-
tions. There is something to this ob-
jection, but as a matter of fact, the
risk of loss of income in farming
may be no greater than that of a
blue collar worker. The coefficient
of variation on gross income for the
five most important crops in the
area averages about 6%.

In the end, whether these returns
are high or low is a value judgment
and our particular judgment is
hardly more illuminating than that
of anyone else.

It is, however, important to con-
sider that the Department of In-
terior has recently estimated that
the amount of the water subsidy in
Westlands, including the interest
on the facilities, is approximately
$1,540 per acre — or slightly more
than the current market value of the
land (USDA, p. 2) This means that
without the subsidy, if the water
were charged at full cost, nearly all
of the current $135 rental value of
the land would be absorbed in
water charges. Assuming four acre
feet per year, this implies that the
total cost of the water is $33.75 per
acre foot. The point is that the sub-
.sidy provides all the gross $135 an-
nual revenue to the landowner per
se. In light of this fact, the distribu-
tion of the land in Westlands and
Imperial acquires a certain pi-
quancy.

In Westlands, Southern Pacific
Land Co. has 80,000 acres of land
under recordable contract; Boston

“But while there is nothing so enjoyable,
nor so necessary in policy analysis, as a
quarrel over values, that quarrel is not our
central objective here.”

the water subsidy itself.

The USDA estimates that most of
the 265,000 acres excess land in
Imperial is owned by 204 partner-
ships and corporations for an aver-
age of 1,299 acres each, and oper-
ated by 150 farm operations, for an
average operation of 1,767 acres.

In Westlands, 434 owners control
224,000 acres of land under record-
able contracts. While this is an av-
erage of only 516 acres each, the
three owners mentioned above have
nearly one-half the total, so the av-
erage of the rest must be about
one-half this amount. Signific-
antly, while there are 1,822 total
ownership units in Westlands, with
an average holding of only 316
acres, there are only 199 farm oper-
ations in Westlands farming an av-
erage of 2,889 acres. The average
farm operation is over nine times
the average ownership size. It
seems clear that when given a
choice between the life of the rentier
and the life of a dirt farmer, the
owners know where the values lie.

In sum, it is reasonable to say
that from the perspective one would
normally have of the “family
farmer,” the amounts of money
being made and the distribution of
public funds through the water
subsidy, are little short of the
grotesque. The agitation against
the present situation is well
founded.

However, it is equally clear that
the U.S. Department of Interior
proposals to correct this situation,
while better than the present, are
hardly close to the ideal — if indeed
they are workable at all. Consider
the lottery aspects. Under the pro-
posed revisions, excess lands will be
disposed of at a fixed, pre-project
price of $750 per acre. The new
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owners will acquire immediately
the difference between this amount
and the $1,500 capitalized market
rental value of the land as a wind-
fall gain. On 640 acres of owned
land, therefore, their capitalized net
worth will rise by $480,000 for an
investment of the same amount, or
an increase of 100%. Since there
appear to be no other clear qualifi-
cations other than ability to pay the
$750 per acre cost and reside within
fifty miles of the land, virtually
every person in the area who does
not already have 640 acres of such
land would be a fool not to enter his
name in the lottery. The logic, even
the sense of such a program es-
capes us. It will quite clearly accel-
erate the division between farm
owners and farm operators and
continue the subsidization of the
rentier class. The only difference is
that the landowners will now have
to live in the vicinity of the farm to
receive the coupons. Nor can one be
sanguine about enforcement of
these, or even improved, regula-
tions. The premise of the revisions
is the same as that for the past
three-quarters of a century of suc-

the belief in economies of size is
“The Survival Theory.” This theory,
developed by Stigler and others
(Madden and Partenheimer), holds
that under reasonably competitive
conditions the various firms in an
industry will be driven toward the
lowest point on he long-run average
cost curve (LAC) for that industry.
If this is true, then two conclusions
seem to follow: (a) that a frequency
distribution of firm sizes will reveal
the lowest LAC point, because
firms will tend to cluster around
that point; (b) that if technology or
other forces shift this point out over
time, this fact will also be revealed
by a tendency for average firm sizes
to increase. Thus, for example, in
agriculture the survival theory
seems to permit one to infer from
the fact that average farm sizes are
increasing, the conclusion that
there exist significant economies of
size. This logic undoubtedly ac-
counts for the nearly universal be-
lief in economies of size in agricul-
ture. However, the conclusion does
not necessarily follow from the
premise. Increasing average farm
size does not necessarily imply the

“There is always the danger, when
quarreling over the distribution of public
subsidies, that the attention of those
taxpayers who do not receive the subsidies

will be aroused and the subsidies may be

cessful avoidance of the provisions
of Federal Reclamation Law. We
see nothing to change that fact. Al-
ternative policies will be discussed
in the last section, but first it is

necessary to deal with the béte noir'

underlying all this controversy: the
problem of economies of size.

Farm Size and the
Efficiency of
Agricultural Production

If there is one point upon which
virtually all parties to the con-
troversy over the acreage limitation
agree, it is that there are important
gains in the efficiency of agricul-
tural production as farms increase
in size (at least up to a limit of very
large sized farms). Proponents of
the acreage limitation use this idea
in support of their argument that
without some kind of protection to
the small family farmer, these far-
mers will be destroyed in the com-
petitive struggle with large farmers.
Opponents of the limitation use
this idea to support their argu-
ments that if farms are artificially
restricted to small sizes, the effi-
ciency of food production will de-
cline and food prices, accordingly,
rise. Economists use this idea to de-
fine the policy problem created by
the acreage limitation in terms of a
trade-off function between the in-
compatible objectives of efficiency
of food production and the equita-
ble distribution of water subsidies:
In light of the central importance of
economies of size to the controversy
over the limitation, it is necessary
to spend some time here to make
sure that is is understood what this
concept means, and that what it
means is a valid description of real-
ity.

An important intuitive basis for
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withdrawn altogether.”

presence of economies of size; it
only implies the absence of sig-
nificant dis-economies of size.

In order to see why this is so, con-
sider figure 1 (from Dean and Car-
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Figure 1. Cost, revenues, Yolo County far-
mers, 1958 -

ter, fig. 8, p. 37) which is represen-
tative of most studies. Through
farm account studies, the ratio of
total cost to total revenue, C/R, is
computed for each individual
farmer. Then a scatter of these C/R
observations is plotted against the

- measure of size — either acres

farmed, or gross revenue. Last, the
LAC curve is fitted to the bottom of
this scatter between the farmers
with the lowest C/R ratios at differ-
ent sizes. The PCII curve for present
purposes.

Now, as shown in Figure 1, some
would bring low C/R ratios great-

‘literature

er than 1.0 and others much less
than 1.0. Those at a C/R ratio of one
are making normal profits; those
above, losses (less than opportu-
nity costs); and those below, excess
profits. It is likely that those farm-
ers who are achieving above av-
erage profits will want to invest in
land to expand their operations
and, thereby, increase their total
net annual income. They will likely
buy out those farmers experiencing
losses. As this process proceeds,

__the farms of the superior managers

will increase in size, the numbers of

-farms operated by inferior mana-

gers will decrease, and average
farm sizes will increase. This pro-
cess is not necessarily associated
with economies of size: it would
proceed even if the LAC curve were
perfectly horizontal over all size
ranges.

Thus, there are two quite distinct
survival theories to consider. Both
predict increasing farm size. How-
ever, the first survival theory, S, at-
tributes the cause to economies of
size, or decreasing LAC, while the
second survival theory, Sz, attri-
butes the cause to different mana-
gerial abilities among farmers, to-
gether with the natural desire to in-
crease net annual income or total
wealth. It is, of course, extremely
important to find which of these
theories is true in relation to the
acreage limitation. If S: is true, any
change in the existing distribution
of farm sizes would increase the
C/R ratio. Thus, reducing farm size
would imply a move in the direction
of inefficiency. If, on the other
hand, S: is true, then the change
would be inefficient only if the allo-
cation of land from larger to smaller
size farms coincided with an allo-
cation from superior (low C/R) to
inferior (high C/R) farm managers.
It is, of course, possible that both
theories are true, but unless their
relative importance is known the ef-
ficiency consequences of any prop-
osed acreage limitation cannot be
ascertained.

The conventional theoretical

- model of economies/diseconomies

of size usually reveals a "U” shaped
LAC curve. This is rarely found in
agriculture. Instead, the typical
curve is obtuse angled or (if one
may indulge in “appropriate ter-
minology”) appears to be a “Lazy
L.” (PCIlin Figure 1 is typical in the
(Madden and Par-
tenheimer). This fact would appear
to support S: over S2, but this infer-
ence is not necessarily true because
S2 would also predict a "Lazy L”
curve. The reason is the migration
of managerial ability through dif-
ferent farm size categories. As the
superior farm managers increased
the size of their holdings, they
would bring low C/R ratios with

them and cause the average C/R
ratio in range of the larger sizes to
decline. Conversely, as inferior
farm managers decreased in size, or
stayed where they are, their high
C/R ratios would become a pro-
gressively larger proportion of the
total in the range of lower sizes.
Thus, the simple slope of LAC does
not provide a test between S1 and-S..

However, there are certain
theoretical, even philosophical, dif-
ferences between the two theories
that do provide some grounds for a
test. S1 envisages the farmer caught
in the grip of technical-structural
determinants of economies/dis-
economies of size. Thus, S1 would
predict(a) comparatively small dif-
ferences in C/R between farmers of
the same size, with comparatively
large differences in C/R between
farmers of different sizes; and (b)
that the variations between farms of
different sizes would have a sys-
tematic quality such that there
would be an area of optimum size of
farm, in which many farms are con-
centrated, and the smaller the farm,
the greater the C/R. S2, on the other
hand, implies a rather open pro-
duction environment in which the
manager is more free to maneuver.
Thus, S2 would predict (a) that var-
iations in C/R between farms of the
same size would be larger than var-
iations in C/R between farms of dif-
ferent sizes; and (b consequently,
there would be little clustering

_around a particular farm size, with

no systematic variations in C/R
values across farm sizes. Of course,
these are the implications of S1 and
S2 in extremis, as archetypes. Em-
pirical tests are needed to see
which most closely approximates
reality.

The few remaining pages of this
section are devoted to an examina-
tion of some data relevant to the Sy,
S2 theories. Rather than attempt to
survey all the studies of economies
of size, we have elected to focus on
the series of studies of Yolo County
cash crop farms under direction of
Harold O. Carter and Gerald W.
Dean. While we shall disagree with
some of the conclusions reached in
these studies, our disagreement in
no way detracts from our admira-
tion of these pioneering efforts and
the high scientific standards under
which the studies were performed.

First, we turn to a closer inspec-
tion of Figure 1. These observations
were taken from a study of Yolo
County farmers in 1958. We shall
not go into the details underlying
these data except to say that the
costs include imputed land costs,
that the farms were chosen from a
relatively homogeneous group, and
that, in the judgment of the authors,

Continued on next page.
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(160-Acre Limitation:
Continued from preceding page.)

“the Yolo County area appears suf-
ficiently representative of many
other irrigated field crop areas of
California and elsewhere in the
West (in terms of types of crops,
size of machinery and equipment,
etc.), to suggest a similar pattern of
cost relationships (Carter and
Dean, p. 277). (Of course, farms
growing certain specialty crops
such as fruits, nuts, and vegetables
might well differ.) Now, it is clear
that if a nonlinear function were to
be fitted to these data with regres-
sion techniques, it would have the
shape of PCII, and. exhibit econ-
omies of size, on the average, to
the range of around $160,000 TR,
with insignificant economies/dis-
economies thereafter.

But it is also clear that a good
part of this regression line is due to
the influence of the seven smallest
(and most inefficient) farm obser-
vations. Indeed, if one were to put
these seven to the side, and fit a
regression line to the remaining 27
observations, the resulting regres-
sion line would be horizontal, for
all practical purposes, ata C/R ratio
very close to one. We have, in fact,
verified this conjecture with data
read from the graph. However, the
original data are no longer availa-
ble and only 34 of the reported 37
observations are detectable in the
original scatter. The plotted data
are sufficient, in any case, for our
present purposes.

The conclusion would then be
that there are no appreciable
economies for sizes beyond the
$45,000 TR level. The difference is
highly significant. At a very rough

average figure of $250 per acre of :

rotation for the owner-operator
(Dean and Carter, table 5, p. 23, and
p. 39), economies of size would
cease at about 180 acres, rather
than at about 640 acres as before.
On a weighted average acreage
basis, these seven smallest farms
represent even less of the total than
their numbers and should not be
permitted to have such enormous
impact on the analysis. This sug-
gests that in studies of economies
of size, either two or more regres-
sions should be run on the data ac-
cording to how they are divided into
distinct groups, or other, more
sophisticated, techniques of statis-
tical analysis should be used to de-
- termine the boundaries of the con-
clusions drawn from such data.

The second aspect of Figure 1
that deserves emphasis is the very
high variation of the individual ob-
servations about the regression
line. It is little short of amazing that
while C/R ratios for 34 observations
vary from about .75 to 1.20, or =+
22%, between individual farmers,
these variations are not related to
size. Clearly, there is much more
involved in the determination of ef-
ficiency of agricultural production
than mere farm size.

Thus, with respect to these data
at least, S2 appears superior to Si.
Indeed, even the seven most ineffi-
cient farmers of Figure 1 may sim-
ply be vestigial remains of a selec-
tion process against poor manage-
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ment rather than victims of dis-

-abilities caused by insufficient

-size. While one must be cautious in
projecting on the basis only one set
of observations, we agree with the
authors that the Yolo County far-
mers are not atypical of western ir-
rigated crop farmers and believe
that inspection of the individual
observations underlying other,
“Lazy L” type, LAC curves in the
literature would reveal similar rela-
tionships. (See, for example, the
very wide confidence intervals
around the “Lazy L” curve in Moore,
fig. 7, p. 46.) In any case, it does not
seem to us that the data in this par-
ticular study support the authors’
broad conclusion that, “from a pol-
icy standpoint, the results clearly
indicate the economic inefficiency
associated with development pro-
grams limiting farm size in similar
agricultural areas to 160 or 320
acres. If such size limitations ap-
pear desirable on social and other
grounds the sacrifice in efficiency
should be clearly recognized” (Car-
ter and Dean, p. 277). This conclu-
sion, as the authors observe,
perhaps rests more on their synthe-
tic than on their statistical studies
(Carter and Dean, p. 276).

In 1965 Wildermuth and Carter
resurveyed these same Yolo County
farmers. For analytical purposes
they employed the Farrell Method
(Wildermuth and Carter, pp.
178-79) of computing the compara-
tive efficiencies of the farmers in
the two periods. In this method,
“the overall efficiency [of a firm)
is equivalent to the ratio between
the minimum observed cost per
unit of production and the average
cost for the firm in question.” While
this method is obviously subject to
the danger of the reference,
minimum C/R firm being a “fluke,”
this problem will not be gone into
here.

Figure 2 presents in graphic form
Wildermuth’'s data (table 4.8, pp.
51-52) on the efficiency and size re-
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ter (Table 2, p. 190) which indicates
a great deal that cannot be said in
general, but very little that can.
Their - regression analysis at-
tempted to explain 1965 efficiency
by the following variables: (the
numbers in parentheses are the
order in which the stepwise regres-
sion introduced the variables) 1958
efficiency (7), age (4), education
(6), index of innovativeness (1) (the
rate of adoption of new technology
over the period), index of intensive-
ness (2) — comparative product per
acre, total crop acres (3), and equity
ratio (5). The R? was .6523, with
only “innovativeness” and “inten-
siveness” significantly different
from zero at the 95% level. E. L.
Michalson, a discussant of the
paper, observed, “that these two
variables overshadow all the others
may occur because they are both
estimates of managerial ability or
entrepreneurship” (p. 197).

‘The authors themselves believe -

that because of the rather high cor-
relation between total crop acres
and “innovativeness” (.4050) and
intensiveness (-.3038) that these
variables “covered up” (p. 189) the
effect of size on efficiency. But, ob-
viously, if these variables were
eliminated, the regression equation
itself, including total crop acres,
would be reduced to virtual
meaninglessness. A further prob-
lem with innovativeness is that if
large size farmers in 1958 were
growing farmers (for whatever
reason) and they continued to grow
over 1958-65 (which many of the
large farmers of 1958 did), they
would in the course of expanding

. o
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Figure 2. Changes in size, efficiency Yolo County farmers 1958-1965

lationships for each farm in 1958
(the beginning of the arrow) and in
1965 (the head of the arrow). This
Figure has more than a little re-
semblance to those remarkable
photographs of ‘cloud chambers’ in

studies of particle physics and, in--

deed, it would perhaps take the
genius of a Murray-Gellman to
crack the cipher. This impression
of mystery is largely confirmed by
the extensive statistical analysis of
these data by Wildermuth and Car-

machinery capacity naturally adopt
more up-to-date technology. One
questions whether this variable is
wholly legitimate, but its elimina-
tion would reduce R? to about .29.

Perhaps the most surprising re-
sult is that not only does 1958 size
fail to account for much of 1965 ef-
ficiency, but even 1958 efficiency
fails to account for much of 1965
efficiency! Thus, if one were to at=
tempt to test between S: and Sz by
asking whether farms are efficient

“Consider the lottery aspects ... The logic,
even the sense of such a program escapes

* us. It will quite clearly accelerate the
division between farm owners and farm
operators and continue the subsidization

because they are large (S1) or large
because they are efficient (S2) the
data fail - to support either
hypothesis, because efficient farms
in 1958 may not be efficient in 1965,
and vice versa.

Finally the seven exit farmers,
indicated by the circled points,
were reported to have exited for no
systematic reason, and ‘age ‘ac-
counts for only two (p. 182). Thors-
tein Veblen was once asked how he
could master so many languages;
he replied, “I simply write each
word on a blank sheet of paper and
stare at it until the meaning comes
to me.” We have tried the “Veblen
Method” on Figure 2 to no avail.

Perhaps a clue lies in this back-
ground information: during this
period the Bracero program was

-phased out. Farmers were forced to

mechanization or to employ higher
priced domestic labor, and this
caused a cost-price squeeze such
that the break-even point rose from
an efficiency value of .71 in 1958 to
.801in 1965 (p. 1978). Thus, farmers
confronted quite a large investment
decision in this period. The re-
sponse to this problem could be
either to purchase the machinery, to
sell the farm, to rent the farm to
others, or to. purchase larger units
of machinery and rent land from
others. Now virtually all the expan-
sion of farm size through this
period was by means of rented land
(p. 176) and perhaps the contrac-
tions were through renting less
land or renting out some of the
land. This suggests that the re-
sponse may have been determined
by the managerial-organizational
differences in “family” as disting-
uished from “corporate” forms of
agricultural production (see the
preliminary treatments of this
theory in Seckler, 1976 and 1970).
Renting land in or out is an adap-
tive mechanism similar to custom
or cooperative machine utilization
techniques. Interestingly enough,
the use of custom services declined
between the two surveys. It is also
possible that many farmers found it
more profitable to decrease effi-
ciency and produce high-valued
crops rather than produce low-
valued crops at high efficiency.
Perhaps all these factors of man-
agement, institutional structure,
economies of large machines, and
rental devices of managerial
specialization and machine shar-
ing could be put together in more
general theory that would explain
Figure 2. We do not know, but the
1965 study apparently caught these
farmers in a period of disequilib-
rium and we would hesitate to de-
rive any firm conclusions without a
third follow-up study (which would
be a valuable contribution to the
literature in any case). But three
lessons may -be drawn from this
section: that facile generalizations
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“The first point of departure from the
present and proposed regulations is to
control the water, not the land.”

of economies of size drawn from S:
theories alone will not stand up;
that the profession needs much
more hard, empirical studies of
inter-temporal changes, such as
presented by Wildermuth and Car-
ter, (and perhaps less synthetic
studies) to find the truth; that, in
the present state of knowledge, no
judgments .on the dynamic effi-

ciency aspects of any acreage limi-

tation can be derived from a priori
principles, such as the S: model,
Hypotheses posed within a more
general framework, such as that re-
cently proposed by Leibenstein, are
more likely to yield detailed under-
standing of the relatidnships.
Policy Instruments for
Administering the

Federal Water Subsidy

The central problem is to determine
the most expeditious means of reg-
ulating the distribution of the sub-
sidy to meet important social objec-
tives. We have listed these objec-
tives as efficiency in food produc-

tion, regional economic develop--

ment, provision of opportunity for
small farmers, and the creation of
viable rural communities. To this
list. . should . be . added _cost-
effectiveness in government pro-
grams and administrative feasi-
bility.

Now the question is: How can the
federal government regulate its
water in a manner conducive to
these several incommensurable ob-
jectives? In order to address this
guestion we first shall outline a sys-
tem of rules and administration
that we believe would permit mar-
ket forces to find a solution condu-
cive to all these objectives. Of
course, the emerging solution will
not represent the optimum of what
could be attained if the system were
designed to serve only one objective
alone. There will necessarily be a
trade-off between objectives. How-
ever, we do believe that the system
proposed will reach a nearer-to-
satisfactory state between all these
objectives, on the whole, than either
the present situation or the pro-
posed revisions.

The first point of departure from
the present and proposed regula-
tions is to control the water, not the
land. Hitherto, the idea has been to
control the subsidy on the water in-
directly through control of the land
by means of an acreage limitation.
But if the objective is ultimately to
control the subsidy and the subsidy
is attached to the water, then the
control of the water . is the direct
route, and, through the conirol of
the water, one can also exercise in-
direct control over the land.

The second element in this pro-
gram is a two-tier system of water
pricing for federal water. The base
price of the water will pertain to
water used up to a certain amount
— §0 many acre feet per year. This
will be an administrative price
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periodically determined by a fed-
eral water board for particular
areas served by federal waters. Any
water purchased by a user over the

base quantity will be purchased at

an amount determined by competi-
tive market forces.

Third, the right to purchase base
water is determined only by an af-
fidavit testifying that the purchaser
is a bona fide farmer. The criteria
for being such a farmer should in-
clude (a) that he lives on the farm,
(b) that he himself manages the
farm, (c) that the farm is not leased
to other parties, norisitoperated by
tenants, (d) that the base water will
not be sold to other parties. Any
violation of these provisions will
require reimbursement of the dif-
ference between the base price and
the market price of the water used,
and loss of the right to purchase
water at the base price for a period
of years.

Fourth, the land can be leased at
any.time, but the price of the water
for leased land is the market, not
the base price. In the event of sale of
the land, it must be sold at the pre-
project value, as determined by the
water. board. o ¥

There are no other regulations.
The farmer can farm as much land
as he wishes with his base water
allocation. Qualification for the
base amount is irrespective of
spouse and number of children.
Those who purchase water in ex-
cess of the base amount at the mar-
ket price are exempt from all the
regulations. They need not live on
the farm, nor be farmers at all; they
can sell whatever land they have, at
whatever price it will bring (net of
the estimated difference between
thepre and post-project value of the
base price water in the case of land
served by base water). In essence,
this structure gives the individual
the opportunity to play by one of
two sets of rules. If he wants to play
by the rules of the market, he can
buy himself out of governmental
regulation by paying the market
price of water. If he wants to benefit
from the lower price of base watér,
then he plays by the rules of the
administrators. This is the princi-
ple of the system; some of the ad-
ministrative details and impacts
require further comment.

Determination of the base quan-
tity and price of water entails a
value judgment on the size of farm
the public wishes to subsidize and
the amount of subsidy it wished to
provide to the farmer. Cne would
first estimate average farm incomes
by size of farm for the region in
question (as in Table 1). Clearly,
the appropriate amount of water
would differ depending on physical
and economic characteristics of the
project area, such as soils, rainfall,
growing season, and distance to
markets. Then one would pick what
could be considered a viable small

farm size in terms of average cost of
production. Next, one would assess
the average income a farmer of that
size should reasonably earn. The
price of the base water would be
determined accordingly. For exam-
ple, in Table 1, it appears that a
160-acre farm is a viable farm size
in both Westlands and Imperial,
and the base price could be consid-
erably more than the $7.50 now
charged. In Imperial, the 160-acre
farm is viable at the unadjusted es-
timate, but perhaps is not reasona-
ble on an adjusted basis. In Imper-

ial, therefore, the base price may be

set higher than $7.50 per acre foot
but at a size level of 320 acres (ad-
justed basis).

It is an important consequence of
this administered price that it is
based upon average returns. The
superior farmers in the size group
can make much more, and the in-
ferior farmers will make much less.
By increasing the water price up to
a point of reasonable average re-
turns, inferior farmers will be
crowded out of business. This pro-
vides an opportunity for new small
and superior farmers to conie'into
farming. Also, sirce the price is
based on the income of the owner-
operator, - higher~ -base * water
changes will lower the income of
the rentier and, theréby, encourage
more actual family farming.’ '

We have said thdt the price of
nonbase water will be determined
by competitive market forces. This
determination could of course be by
means of a water auction.’ Alterna-
tively, the price ‘could be deter-
mined administratively on the
basis of estimates of the shadow
price of water. In the latter case, the
board would have an important
feedback in the form of the queue
for rights to the water. If the queue
were too long, this would indicate
that the price was too low, and vice
versa. The same feedback
mechanism would of course oper-
ate in determination of the base
water price.

One would expect the market
price of the nonbase water alloca-
tion to rise to at least $21 per acre

foot. The reason is that farmers _

using state water are now paying
that-amount in areas physically in-
distinguishable from those served
by federal water. Of course this
water price will also tend to crowd
the large inferior farmers out of
business and thereby release ac-
reage for utilization by more small
farmers or for expansion by
superior large farmers. It should be
noted that under the competitive
conditions prevailing in the non-

base market, this land would tend
to go to superior small farmers un-
less our skepticism regarding
economies of size is drastically
misplaced. For example, a price dif-
ferential of only $10 per acre foot
between the base and nonbase
markets amounts to a $40 per acre
“tilt” toward the small farmers.
This is around one-quarter of the
per acre returns of the most efficient
farms of Table 1. Therefore
economies of size would have to be
on the order of 25% to enable the
large farmer to outbid competively
the small farmer for the land. No
one, to our knowledge, has sug-
gested economies of size of this
magnitude, over-this range. Thus,
as inefficient farmers are crowded
out by these prices, they would tend
to be absorbed by superior small
farmers and only the very most effi-
cient large farmers would remain.
As this process continued, the av-
erage social costs ‘of food produc-
tion as a whole would decrease and
the efficiency of water use would
increase. * " ;

An alternative that should be
‘considered is whether, in this sys-
tem, there should be such a strong
break between the two markets. To -
put it another way, should the large
farms qualify for some acre feet of
water at the base price as the small
farmer, or should' they have to pay
an incréasing average ‘cost on all
the water they use,-as thé quantity
used rises over the base amount.
Our own opinion is that the break
should remain. This permits
everyone to have equal access to the
subsidy and everyone to buy them-
selves out of regulation, on the
margin, if they are willing to pay the
market price. It avoids discrimina-
tion against large farmers simply
on grounds that they are large.

If the two-tier system is accepta-
ble as a rough program for the fu-
ture administration of federal
water, the problem remains of how
to make transition from the present
situation to the future program, as
determined by past administration
of the water. . :

Application of the two-tier sys-
tem to completed projects or to
those under construction will pose
major difficulties. The situation in
Westlands is, of course, much sim-
pler than in Imperial; for West-
lands has developed in full know-
ledge of the necessity to dispose of
excess lands whereas Imperial has
developed under the assurance that
this requirement was not operable
in their case. Under the existing

Continued on next page.




(160-Acre Limitation:
Continued from preceding page.)

process of water allocation from the
federal government, through dis-
tricts, to users, the federal govern-
ment has no control over the price
and distribution of water except
that afforded by the legal proviso of
the acreage limitation itself.
However, it is also clear that the
alternatives of a two-tier pricing
system could be used as bargaining
positions in negotiations between
the federal government and water
districts to escape rigorous en-
forcement of the acreage limitation.
If the districts were confronted with
either these alternatives or a literal
interpretation of the 160-acre limi-
tation then, whichever they chose,
the maldistribution of the subsidy
that now prevails would be al-
leviated. The federal government is
not nearly so powerless in the face
of this issue as some would like to
believe, or to have others believe.
In Westlands, if the two-tier
program were made operable in ad-
vance of the disposal of excess
lands, it would make the problem of
disposal much easier and the allo-
cation of the excess lands much
more efficient. Because of the large
windfall gains assured to “lucky
winners” under the present system,
there will be an enormous queue of
people wanting this land irrespec-
tive of their ability to farm or, in-
deed, even of their interest in farm-
ing. The two-tier system would

shorten the queue and change its -

composition. The amount of the
windfall gain would be reduced
and it would have to be earned by
being an actual farmer. The West-
lands experience to date indicates
that while many people have a
strong preference to the life of the
rentier, many are less than en-
thusiastic about actually doing the
work. Thus, the program would re-
duce the Westlands queue to those
who really wanted to earn their liv-
ing through farm work, and to those
who believe they had the ability to
do so under reduced subsidies.

In Imperial, if the courts do re-
quire enforcement, the two-tier sys-
tem offers perhaps the only equita-
ble means of solving a dilemma of
Solomonic proportions. Because of
being excepted from the limitation
in 1933, agriculture in this area
evolved under the rule of market
forces which capitalized the value
of the subsidy into land values. But
that phenomenon is past tense; the
present owners are “stuck with the

bill.” On the other hand, the public
has no obligation to continue the
subsidy in the amounts indicated.
The two-tier system [around -the
320-acre level for Imperial, Table 1
(adjusted)] seems to offer a reason-
able compromise between these
two positions.

In conclusion, it may be said that
past administration of the federal
reclamation program has created
windfall gains for a relatively few
fortunate enough to be landowners
in a project area. Relaxation of the
acreage limitation is not likely to
have much advantage in improving
economic efficiency in food produc-
tion, and certainly has adverse ef-
fects on the goal of distributive jus-

- tice.

The proposed regulations will
not improve this situation and may
even worsen it. The program of the
two-tier water allocation outlined
above is certainly not a panacea for
all these problems; and, of course,
there may be flaws in the program
which we have not anticipated. But
whatever the eventual mechanism
adapted in the administration of
federal water, at least three condi-
tions should be satisfied. First, the
distribution of the water, and not of
the land, should be the point of con-
trol. Second,’the amount of the sub-
sidy per acre foot of water should be
reduced substantially by higher
water charges. Third, the market
mechanism should be permitted a
role in the allocation of federal wat-

_ers. The system should 'be both

more severe respecting the subsidy

-and more flexible where the sub-

sidy is not provided. This provides
an opportunity for joint administra-
tive and market determination of
the use of the water resource. °
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Peaf —
Ireland’s
Energy
Gamble —

Is Paying Off

Oil crisis made
scheme from 1930s
economical

by Selwyn Parker

When Ireland first began to think
seriously in 1933 about converting
its turf (peat) bogs into fuel, it was
considered something of a joke.
The scheme, many experts pre-
dicted, would be hopelessly un-
economic. But under the promoting
of Eamon de Valera, who believed a
sense of nationhood could be fos-
tered by a policy of self-sufficiency
— in fuel as in other things — the
Turf Development Board persisted.

Today that apparently madcap
scheme is paying off handsomely.
After hydroelectric power, turfis es-
timated as the second-cheapest
power source available here.

If Ireland had to import equival-
ent energy, it would cost approxi-
mately $100 million annually. The
turf-powered electricity-generating
stations supply roughly 25% of the
nation’s needs.

Although turf power has been at
least a qualified success over the
years, the real payoff came after the
cil crisis. Almost overnight it be-
came economic for the renamed
Bord na Mona (Turf Board) to
plunder the bogs for fuel on a scale
that was, before 1973, impossibly
expensive.

Now more than 130,000 acres of

_ once useless bogland have been

harvested for fuel, and another
50,000 will be added shortly.

Good Through 2035
Will Bord na Mona eventually run
out of bogs?

Yes, eventually, says a spokes-
man. But current acreage will see
Ireland through the year 2035 and
probably much longer. As oil con-
tinues to rise in cost, it will be
economic to add more acres to Bord
na Mona's “turf farms.”

Financially, “Dev's” policy has
been highly successful, especially
since 1973. For instance, in 1972-73
total sales hit a respectable $22.5
million at current exchange rates.
Just three years later turnover had
soared to $42 million. And in
1976-77, the latest available fig-
ures, sales were $5C million in spite
of a lengthy strike.

Because Bord na Mona is a
semi-state body, like the other
utilities such as post, telephone
and electricity, its trading profit is
always much lower than it could be
through considerable social oblig-
ations such as providing employ-

- ment. Nevertheless, it achieved
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$3.6 million . profits. in' its latest
year.

Vegetables Thrive

It also has discovered a nice line in
the export of so-called peat moss —
the fibrous top layer of most bogs,
which is too light for use as fuel but
which, mixed with soil, promotes
growth of vegetables. Exports last
year grossed $8.5 million.

On the bogs virtually nothing is
wasted. Although in the early days
Irish engineers sought and got ad-
vice from the Soviet Union, which is
the only country producing more
turf than Ireland, most of the
machines developed are unique.
The original production process
was in sod turf, which is essentially
dug out of the ground.

Today’s more efficient machines
mean that most of the peat har-
vested is now milled turf — essen-
tially, scraped off. But even milled
turf is expensive to harvest. «

The latest 50,000 acres, which
will provide 2 million tons of milled
peat, 130,000 tons of briquettes
(compacted turf for domestic and
industrial fuel use) and 650,000
cubic meters of peat moss, will cost
$75.5 million to exploit. It is only
the high cost of oil that makes the
program worthwhile.

Many Countries Inquire
Soaring energy prices and their
volatile effect on the balance of
payments, especially in small,
open economies such as Ireland'’s,
have made the world sit up and
study Irish techniques. According
to Bord na Mona engineers, they
have lately handled inquiries from
practically every country in the
world, even from the Russians, who
regularly still seek and offer advice.
Third world countries especially
require turf expertise. Burundi in
Central Africa, for instance, de-
pends largely on eucalyptus trees
for fuel. But, because the timber
will run out in about 10 years, the
nation sought help from Ireland.
The result: an engineer went out
to advise on the hand-winning of
turf and discovered enough there to
see Burundi through to the 22nd
century. .
Meanwhile, research. scientists
have discovered new, possibly
commercial, applications for the
versatile turf, which in earlier days
served as a wax, lubricant, and even
as medicine. Peat bricks may be
used in construction and, mixed
with kerosene/resin, peat makes an
excellent firelighter. L

Reprinted by permission from
The Christian Science Monitor.
©1978 The Christian Science
Publishing Society.’

All rights reserved.

January, 1979

International Agricultural

Projects Are

Good Investment %

International agricultural de-
velopment is a good investment for
states with strong agricultural
economics, and “we need to change

~ the attitude that it’s not appropriate

for a state to provide funds for in-
ternational activities, except
perhaps for trade promotion,” said
Vern Freeh, assistant dean of the
Institute of Agriculture, Forestry
and Home Economics, University
of Minnesota.

“In a state like Minnesota that
depends heavily on foreign markets
for agricultural products, it makes
sense for the legislature to provide
funds for agricultural colleges to
work with their counterparts in
other parts of the world. Our future
is becoming more and more depen-
dent on other countries,” he says.

Unfortunately, says Freeh, peo-
ple too often equate public support
for international agricultural de-
velopment with expanded competi-
tion for U. S. farmers.

“There is the annoying feeling
that if we help foreign countries,
they will become our competitors
on the world market — just as

Brazilian soybean producers have

been in recent years.

“But the overwhelming evidence
is in the other direction. World
markets are growing, characterized
by larger populations and higher
incomes. Highly competitive U.S.

agricultural producers have
much to gain and very little to lose
from any assistance we might pro-
vide to developing countries.”

"We need their markets. They
need our agricultural products and
will continue to need them, no mat-
ter how much better their own ag-
riculture becomes,” he says.

More than a third of U.S. exports
go to the less developed countries
ofthe world. And other farm exports
which go to more advanced coun-
tries are a direct result of successful
U.S. foreign aid programs to
Europe and Japan after World War
I1. "This is a good example of how
strengthening the economics of de-
veloping countries can result in an
even larger export market for our
farm products,” Freeh says.

Further, some of the foreign aid
we send overseas returns. Referring
to Minnesota, Dr. Freeh points out
that about $50 million of foreign
aid came back last year, $40 million
directly to producers and proces-
sors and another $8 million in con-
tracts.

In addition, agriculture benefits
from cooperating with other coun-
tries by exchanging practical sci-
ence information. “American ag-
riculture has been using research
from abroad for many years. Most
research discoveries have some
application in most parts of the
world. Future advances will de-
pend more on worldwide research.”

There are other reasons for sup-
porting international agricultural
development, Freeh says. “In
humanitarian terms, there is no
way to meet the growing world de-
mand for food unless we help the
food-deficit countries produce it in
their own countries. The world is
adding 70 million persons a year.
The developed countries like ours
have neither the productive nor fi-
nancial capacity to meet this de-
mand.

“Even if we doubled our produc-
tion by the year 2000, we would still
be able to provide only 25% of the
world’s food. supply.

“This means that we must do a
better job of helping people in de-
veloping countries produce food.
One way to do this is by having our
universities and agricultural col-
leges work closely with counter-
parts in the food-deficit countries,
sharing knowledge and scientific
technology.

“"But this requires additional
funds and faculty at our univer-
sities. So far our state and the fed-
eral government have been reluc-
tant to provide much of either.

“There’s also a need to get the
U.S. Department of Agriculture
more involved in world food and
nutrition problems instead of leav-
ing important decisions to our De-
partment of State and its Agency for
International Development.

“Minnesota and the U.S. are part
of a global society. We no longer
have the privilege of being as self-
sufficient as we once were. The de-
veloping countries need our tech-
nology and our food. We need their

"“‘There is the
annoying feeling that
if we help foreign
countries, they will
become our
competitors on the
world market — just
as Brazilian soybean
producers have been
in recent years.’”

oil, aluminum and tin.

“There’s no way to have a stable
world except without cooperative
action to solve world problems.
This has been dramatically de-
monstrated by recent efforts to
achieve peace in the Middle East,”
Freeh says. El

Department of Information
and Agricultural journalism
University of Minnesota

St. Paul, Minnesota 55108
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“it’s for kneeling.”
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Spaceship Earth: Riders vs. Food

by Richard L. Strout ' \

Who will feed the world's popula-
tion of 6.2 billion in A.D. 20007
The United Nations Fund for
Population Activities estimates —
in the first of its proposed annual
reports on “The State of World
Population” — that the headlong

growth of global population is be- .

ginning to subside. But it points out
that world population won't
“stabilize itself” till the end of the
next century, when there may be 12
or 15 billion inhabitants.

With only 4 billion people on
Spaceship Earth today, “the world
does not adequately support” its
population, the report notes. Here
are figures:
¢ 500 million are malnourished.
¢ 100 million lack clean water.

e 800 million are illiterate.

‘e 350 million are unemployed or
earn less than $50 a year.

e 250 million live in slums.

e 1.6 billion lack basic health care.

In one of several studies included
in the report, analyst Peter Adam-
son says:

“So on the face of:it, a world
which so fails to meet the needs of 4
billion cannot be expected to sup-
port 12 billion, especially as most
of the new people will be born in the
regions least able to support them.”

Here is how the world population
in the year 2000 will be divided,
according to UN growth computa-
tions:

e Asians, 58%.

e Africans, 13%.

e Latin Americans, 10%.

e Europeans, 9%.

e Russians, 5%.

e North Americans, 5%. .

Mr. Adamson notes that the in-
crease in people is a problem only if
the world’'s wealth cannot ade-
quately support them. "The attempt
to balance people and resources
cannot ignore the fact that, at pres-
ent, less than 30% of the world's
people have more than 70% of the
world’s resources. The third world
(have-not nations) may have 70% of
the world’s people and 80% of the
world’s population growth, but it
only has 7% of the world’s industry
and 10% of the world’s wealth . . .”

Disparity in wealth amid rising
population troubles some obser-
vers.

Mahbub Ul Haq, a World Bank
economist, says that because a
child born in the industrialized
world will consume between 20 and
40 times the resources that a child
born in the developing world will,
“the very small population in-
creases in the rich world put about
eight times the pressure on world
resources [that] the very large in-
creases in the poor world” will.

Central Problem Seen
Christopher Freeman, director of
the British Science Policy Research
Unit, has described this “two-tier
world” as the central problem of our
times.

Kurt Waldheim, UN Secretary-
General, says that greater world
equality “is the price of world
peace.” '
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Joop Den Uyl, the Dutch Prime
Minister, observes, “"The uneven
distribution of income is the fun-
damental failure of the present
economic system.” .

The UN report comments, “"On
present policies, it is clear that the
one human home [earth] cannot
cope with the coming three- or
four-fold increase in the size of the
human family. Rafael M. Salas, ex-
ecutive director of the UN Fund for
Population Activities, says the
problem is formidable, “but the
consequences of neglect are too ter-
rible to contemplate.”

The study comes four years after
the World Population Conference
at Bucharest, Romania. The official
press summary features the decel-
eration of the world’'s growth in
what it describes as a “guardedly
optimistic message.” The decline
varies by regions. In Africa, for in-
stance, “fertility is still rising.”

Other conclusions:

e All over the world people are
pouring into cities. By 2000 Mexico
City will have 31.6 million inhabit-
ants — the biggest city on earth.

® Age structure is changing. There
is a bulge in numbers of both young
people and elderly people.

e Food: "It is a sobering thought,”
the report says, “that there is no
technology now being evolved in
the research institutes that prom-
ises the possibility of a quantum
increase in food production . .."”
e "The average life expectancy of
the human race has risen by 20
years since 1950,” the report says.
Women often outlive men, so one
analyst guesses that “the world of
advanced age will essentially be a
domain of women.” )

Reprinted by permission from
The Christian Science Monitor.
©1978 The Christian Science
Publishing Society.

All rights reserved.

Re: The Effectiveness of
Technical Assistance

(The following is an author’s reply
to a letter from Mr. Yriart which was
published in the December, 1978
issue of Ag World.)

Mr. Yriart’s letter in response to
my article indulges in generalities
rather than going into details. It
is, of course, understood that the
primary responsibility for
technical aid — as for all aid —
rests with the recipient
governments from the planning
and formulation to the
implementation stage. To state,
however, that the shortcomings or
failures “are only marginally
under the control of an
inter-governmental organization
like FAO” (Mr. Yriart) is rather
surprising.

FAO “administers” (as Mr.
Yriart writes) technical assistance
(funded mainly by UNDP and by
bilateral donors) in an order of

- magnitude of nearly US $200

million a year (377 million in
1976 and 1977) and only for this
purpose employs hundreds of
people. The considerable cost of
this activity is reimbursed to
FAO. This "administration” of
technical assistance implies for
obvious reasons a high degree of
substantial involvement in each
phase of a project. Without such
a responsible involvement, why
should there be the large staff
employed in this activity. If FAQ,
in administering technical
assistance, wants to be more than
a specialized agency (to move
around experts) it cannot be only
marginally responsible and
decline its deep involvement in
substantial matters.

The points made in my article
are mainly based on the content
of the FAO-"Review of Field
Programs 1976-1977” and on
comments made by many
government delegations to the
FAO-Conference (e.g.,
Bangladesh, UK, US, Poland,
Israel and Jordan). These.
speeches do not give “a grossly
distorted picture of the
discussion,” but reflect a rather
general feeling of the Conference.

Mr. Yriart carefully avoids to
comment on specific substantial
issues. E.g., is it correct or not
when the Review states that
backstopping from FAQO's
technical divisions “on

. substantive matters” is now “even

more difficult to obtain” than a
couple of years ago?

Or (another of many examples):
The “"Review” states in regard to
training: “There has been a
dispersion of responsibility of
FAO'’s training activities among
technical units, reducing the
coherence and obscuring the
focus of their objectives.”

Mr. Yriart does not deal with
these and many other specific
points raised by me. He speaks,
however, in very general terms of
taking “appropriate measures to
improve the quality of technical
assistance . .."” But what has, in
fact, been done since 19777

Rome, Italy
Otto Matzke

“Apart from agriculture, " high-
technology products like aircraft,
computers, chemicals and machin-
ery stand virtually alone in making
favorable contributions to our bal-
ance of trade — and I would remind
you that even agriculture in our na-
tion should perhaps be classified

as a high-technology operation.”
Roy A. Anderson, chairman and chief execu-
tive officer of the Lockheed Corporation in
an address before the Wings Club in New
York. :

“As the global reserve currency, the
dollar plays a dual role — one at
home and the other abroad. To
many of us the problems appear
academic and relatively unimpor-
tant. To the rest of the world the
massive and growing dollar-related
liquidity and general abuse of the
monetary process are threatening
the collapse of the system itself. Li-
quidity and dollar-related reserves
outside the U.S. are approaching

“the trillion dollar level. Behind

closed doors one now hears open
discussions of the printing of
money. Once a forbidden topic
among central banks, it is now a
routine conversational item.”
Robert O. Anderson, chairman of Atlantic
Richfield Company, in an “anguished
paper,” quoted in “Energy and Superinfla-
tion,” by Adam Smith (a pen name), The
Atlantic' Monthly, December 1978.

“If other governments are deter-
mined to keep us out of their mar-
kets, we won’t increase sales no
matter how big the bargains we
offer.-The dollar has been falling for
a year and a half; its decline has yet
to dramatically boost U.S. exports
— and this failure has only sent the
dollar down further.”

From “Getting Tough on Trade,” by Robert
M. Kaus, in The Washington Monthly,
November 1978.

(Assistant Agriculture Secretary
Carol) "Foreman’s comments on fat
were of some note, in that she spoke
of fat in general. In previous talks,
she has specifically used the term
‘saturated fat’ in making similar
remarks. This suggests that at least
some perscns in government are
not now advocating that saturated
fat consumption be cut while
polyunsaturated fat use be in-

creased.”

From a news release by the National
Cattlemen’s Association, summarizing
some presentations given at an NCA nutri-
tion information meeting in Denver in early
November 1978.

“The real cost of our conflict-of-
interest obsession is that it dis-
tracts us from an important and dif-
ficult task — constantly probing the
good faith of those in positions of

trust, and of ourselves.”

From “The Conflict-of-Interest Craze,” by
Michael Kinsley, in The Washington
Monthly, November 1978.
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