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D. GaleJohnson

Giventhetimelimitsimposedon me, | do not havetimetotreat Mr.
Avery’s paper as politely asone should treat aguest. So | gpologizeto
Mr. Aveay at the start for somecommentsand criticismsthat may ap-
pear alittlesharpin order to makea point in a brief amount of time.

Mr. Avery has some rather harsh thingsto say about export subsi-
dies, especially when used by the United States. Referringto U.S. ex-
port subsidieshe asksthese rhetorical questions:

"Who benefitsthereforefromthiskind of measure? And who pays?’
But what about European Community export subsidies, which have
involved the following amounts in European Units of Account
(EUAs):

1979 6.44billion
1980 7.60bhillion
© 1981 5.50hillion
,1982 4.70hillion
1983 5.10bhillion
1984 . 5.30billion

Ye the ECisconcerned about acurioudly administered$2 billionfund
to beexpended over athree-year period. Thisfundisnow tied upwitha
cargo preferencerulingissued by afederal judge. Hasthe EC ever con-
Sdered that its use of export subsidiescould go unchallengedforever?

Mr. Aveay discusses U.S. dairy policy and U.S export subsidies,
claiming that the United States captured a large share of the export
market for one dairy product—dry skim milk and that for one yesr,
1982. Let uslook at what has happened to world dairy exportssince
the beginningaof the 1970s.
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Essentidly all dairy productsexportedfrom the EC have been subsi-
dized for the past 15 years. It is thus interesting to compare what
changes havetaken placein world dairy trade since 1969-70. The net
exportsd four leading dairy producerswereasfollowsfor the years
indicated (wholemilk equivalent in tons):

1969-70 1982
European Community . Zero net exports 17.0 million
Austraia 3.1 million 1.3 million
New Zealand 6.2 million 6.3 million
United States -1.0million 1.8 million

One might ask, as does Mr. Avay, why the world market suffers
from grossoversupply of dairy products?Thedataseemquiteclear on
this point. Only one o the four major dairy producers substantially
increased dairy exports. One low-cost producer —Audraia—actualy
decreased exports and the world's lowest cost producer of dairy
products—New Zedand—was able only to hold its absolutelevd of
exportsconstant but lost market sharein world dairy trade.

[ found much o hisdiscussond theposition that EC will takeinto
GATT negotiationseither very vagueor very disturbing. These pos-
tionsare enunciated:

e ECwill maintainitspositionfor importand export o agricultural
products. Doesthis mean the status quo is to be maintained with
the EC asan exporter of grainand the world'slargest exporter of
dairy products, beef, and sugar?

e EC will retain a system o variable import dutiesand export re
funds (subsidies)to stabilizeitsinternal markets. Hesaysthisdoes
not preclude improvements in the syslem. But what improve:
mentswould be considered?Basing threshold priceson somerea
tion to world market prices of past three years? Or a stated
reductionin target prices—say 2 percent per year —until somere
lationshiptoworld pricesisreached? 1t is not clear what improve
mentsareenvisaged.

| find quitedisturbingthe comment that the EC will retainvariable
leviesand subsidies because they 'paid  with concessionsin earlier ne
gotiationsfor the right to apply these mechanisms." What was paid?
Actualy what was paid was the binding of tariff dutieson what were
then considered to be insignificant feed products. But the EC hasbe-
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come increasingly unwilling to live up to these commitments. It has
already'weasded" itsway out of itsbindingon maniocflour by negoti-
ating agreementswith weaker trading partnersto limit their export to
the EC. It hastried to tax vegetableails, though not butter, which the
EC producesin large quantities.

The EC has heavily subsidized farm products that compete with
soybeans and other similar products. As Mr. Avery notes, such subsi-
dies, called productionaidsor deficiency payments—for oliveail, oil-
seeds, butter, skimmed milk powder for animal feed, and certain
processed fruitsand vegetables—have been paid for severd years. Isit
possibleby thosemeanslargdly to negatethe'price EC paidfor itsvari-
ableleviesand subsidies?'Isit intended to continuewith these policies
in the EC?Mr. Avey is not clear. Such policies will amost certainly
further reduce EC importsadf agricultural products.

And, inany case, evenif theEC paidalot, isthisa good argument
for continuinga policy of variableleviesand export subsidiesthat may
be counterproductive?

The main hope for the future concerning EC policiesis the state-
ment: 'In the longer term, the support prices fixed by EC could be
fixed at levelscloser to those df other exporting countries." However,
you should not let your enthusiasm run wild—note the qualification,
‘this would be logicad epecidly for those producers where the world
market accountsfor a significant part o EC production.” Does this
mean that maizeor corn would be excluded since EC is not now an
exporter?Or that oilseed support would continueto increase because
theECisalargeimporter of oilseed and vegetablemealsand ails? 1t is
not clear exactly what isintended.

But thisisenough about particular policy measuresin the EC. | will
closeby commentingabout the very seriousproblemthe ECand U.S
agricultural policieshavecreated. Neither Mr. Avary nor Mr. Amstutz
gaveadequateconsiderationto somed the long-run problemsour ag-
riculturesface.

We have created a substantial excess productivecapacity in agricul-
ture that will haunt usfor most of therest of thiscentury. Even if ap-
propriate policies started tomorrow, it would take the EC and the
United States nearly a decade to eliminatethisexcesscapacity and re
turn toasituationin which market priceswould provideadequatein-
centivesfor arenewa o dow output growth.

If we continue with the kind of policies that seem implied by EC
discussionsand thefarm legidation now under discussion in Washing
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ton, we will be haunted by largeexpenditures, competitiveexport sub-
gdies, and increasing tensions between us. What needs to be recog-
nized in both the EC and the United Statesis that our policies have
been respongble for depressing world market prices for most farm
products. The declinesrangefrom 15to 25 percent for wheat, 10 to 15
percent for coarsegrains, by asmuch as50 percentfor dairy products,
aquarter for bef and, currently, by 70 to 75 percent for sugar. While
the availableempirical estimatesattributegreater respongbility to the
EC than tothe United Statesfor thisstatedf affairs, U.S responsibility
is probably greater than these studies indicate. No study has ade-
quately modeled the effects of our target priceson grain and cotton
productionand it has not beer, possible to reflect adequately the im-
pact of our current sugar policy on world demand for beet and cane
sugar.

Twofina points. First, we may not haveseen theend o thedecline
in ratedf growth in international trade. All o the projections| am fa
miliar with project Chinesegrain importsat or abovethe levelsdf the
early 1980s. However, the Chinese economic reforms are working.
Chinaisunlikely to beanet importer of grain by theend of thisdecade.
But even with Chinese grain imports continuing at recent levels and
East European grainimportsat the 19801evd, the projectionsaf world
exportsof agricultural products are projected to grow from 1980 to
2000 at only hdf the growth rate of the 1970s. But East European
grain imports are now only haf what they were only five years ago.
And it is unreasonableto expect further largeincreasesin agricultural
imports by the USSR.

Second, one can only hope and pray that the EC and the United
States,a ong with Canadaand Australia, can recognizetheseriousness
o thesituation that they and their farmersfacefor therest of thiscen-
tury. Thiswill require the EC to take a much less defensve attitude
toward the CAP, to recognizeemotionally and intellectually the im-
pact that the CAP has had on the levd and stability o international
market prices, and to bewillingtoseek alternativewaysd meetingthe
incomeneedsdf the lessdeveloped areasof the EC.

The UnitedStatesmust face uptoitsfailurestofollow aliberd trade
policy in agriculture and a market-oriented policy domesticaly. We
haveto give up the 1955 GATT waiver. We should abolish our quanti-
tative import restrictionsfor beef, sugar, long staple cotton, and dairy
products. Ve need to recognizethat our deficiency paymentsarefirst
o dl asubsdy and indirectly are an export subsidy. Except for our
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effortstodosomethingabout our dairy output —though at best | think
our intentionisonly to reach sdf-sufficiency —we have done not one
thingsince 1981 or since 1977 to makeour domesticfarm policiescon-
sistent withalibera trade palicy.

| agreethat somed thedeclinein U.S exportsd agricultural prod-
uctssince 1981 has been due to the overvaued dollar, our high price
supports, EC export subsidies, and the responsedf somed our com-
petitorsto U.S output restraints, such as those that existed in 1982.
But toexpect that adeclining valued thedollar and asharp reduction
inour pricesupportswill resultinour quickly regainingthe 1981 value
o agricultural exportsisbeingwildly optimistic. | hopel have madeit
clear that the situation U.S and EC agriculture now face cannot be
corrected by merely tinkering with afew policy measuresor currency
realignment. \WWecan produce moreagricultural productsthan canfind
marketsat pricesthat will provideareasonablereturnfor theresources
now engaged in agriculture. Just as we did in the late 1950s and
through most of the 1960s, the United States faces a long period of
difficult adjustmentsin agriculture. It is necessary to reduce the re
sourcesengaged in agriculture. Thismeansthe reductiond labor and
capital sincemost of theland will remainin agricultural use.

The adjustmentsthat would be required of U.S agriculture would
be significantly less painful if smilar adjustments were underway at
thesametimein the EC aswdl asin Japan. Hopefully, the forthcom-
ingrounddf GATT negotiationswill makesome progresson thisscore.
Unfortunately, | am dubiousabout the willingnessd either the EC or
the United Statestoface uptothereditiesof world agricultureand the
need to adjust their farm policies. Thus, | am quite pessimisticabout
the prospectsfor any real change beforetheend of thisdecade.



