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Enhancing Competitiveness:
U.S. Agricultural Policy

RichardE. Lyng

When thissymposium was being plannedsix or seven monthsago, |
was invited to preparethis paper, to beentitled"U.S Agricultura Pol-
icy.?| was asked to consider particularly the effect of U.S. policy on
agricultural export competitiveness. Sx months ago, this seemed a
challenging but not impossibleassignment. Now, becauseas| prepare
the paper U.S farm policy isstill to bedecided, the task ismore nearly
impossiblethan challenging.

The House d Representatives has suffered through many days of
vigorous debate and has finally approved the Food Security Act of
1985. TheHousehill differssharply in many areasfrom the bill passed
by the Senate Committee on Agriculture, Nutrition, and Forestry.
They cdl their bill the Agriculture, Food, Trade, and Conservation Act
o 1985. Earlier, the administration's farm bill proposals had been al-
most totally ignored and its spokesmen were terming much of what
had passed the committee as unacceptable— so unacceptable, in fact,
that there may bea veto.

W, by thetime | speak at the symposium, wewill know how it al
turned out. If it did turn out, that is. | am submitting this paper on
October 10, as requested. It would have been easier to have waited un-
til Congress, in itswisdom, had completed action. But, unableto wait,
| will makeassumptionsthat will prove how little | wasable to predict
theoutcome.

It isalittlelikeforecastingthe outcomedf the Civil War, knowing
that the battlesdf Antietam and Gettysburgare coming up soon but
not knowingwhicharmy will prevail. Actudly, though, there's nothing
new inthis. Thosed ustalkingabout agricultural policy doso most of
thetimewithout accurateknowledgeof what isgoing to happen. It has
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awaysbeen that way.

A golden agefor farm exports

Asthisnation moved from steadily expanding agricultural exports
during the 13 yearsprior to 1982, we paid relatively little attention to
our domestic farm policy. There was no strong reason to spend much
time on farm policy legid ation because so much was moving so fast
that our farm programsplayed an almost insignificant role. A weaken-
ing dollar madefor a period in which, it is now clear, we had a truly
goldenagefor U.S farm exports. Steady, acceleratinginflation during
the 1970s made commodity target pricesand loan levels play very mi-
nor rolesin a happy dramain which there was a sense of everlasting
farm prosperity.

In this cheerful milieu, the need seemed dlight to worry about a
farm policy that would havealong-term beneficial effecton U.S farm
exports. Policymakersand politiciansgavelipservicetoit, but the vast
majority assumed a trend line that would assure the U.S a placein
worldfarm tradeof long-term, steady, profitablegrowth. Threesucces
siveadministrations interrupted our exportswithembargoes. They did
thiswithout apparent concern about long-term consequences. Expan-
sionseemedour birthright. Land would grow ever morescarcein rela
tion to demand. Almost no price was too high to pay for good
farmland. Lenders considered farmland superb collateral and some
urged farmersto borrow up to 80 percent of market value.

In late November 1980, at the U.S. Department of Agriculture’s
57th Annual Outlook Conference, thegeneral conclusionwasthat the
world demand for food was growing so fast that the United States
could nolonger bethe breadbasket of theworld. The Wall Street Jour-
nal reported that 'officids and guest experts described the farm and
food situation in such bleak terms as 'precarious. ‘dangerous. and
‘worse than before?”

Expertson the program said that food in the 1980swould be what
oil becamein the 1970s—scarceand expensive. Onewell known econ-
omist said, "What it getsdown to iswe’ve only got so much grain. Are
consumerswillingto pay morefor their food to keepthegrainat home
than importing countriesare to ship the grain there?"

Thechief economist at USDA predicted that demand for U.S. grain
exports would increase8 percent a year for thefirst half of the 1980s.
Someof those present thought hisestimate too conservative.

In 1981, it wasin thisenvironment, in a nation and a world where
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“food security” had become a buzz phrase, that the new Reagan ad-
ministration and Congress went to work to draw up the Farm Act of
1981.

Domestic farm policy stimulated increased production worldwide

With theclear sharp visond hindsight, it isquiteevident that the
errorsof the 1981 |egidation were numerousand significant. Not only
did Congresserroneoudly antici patecontinuedinflation, but too many
o usalmost totally ignored theincentivethat our commaodity loan lev-
els give other nations throughout the world to produce more corn,
morewheat, morecotton, morerice, morehoney,and on and on, wher-
ever we had loan levelsthat weretoo high.

The result, o course, has been steadily expanding production all
over theglobe. Weactually have, through our farm’policy, established
loan levelsthat are so high they haveforced the United Statesto be-
comethe residua supplier in export markets. Our competitorssmply
price their commodity just a little under our loan levd. When their
stocks are sold, the buyer turnsto the United States. And every year
our salesdipalittle more.

The strength of the dollar made the production of wheat, corn,
other feed grains, cotton, and riceat U.S loan rates|ook likegood bus-
nessin Argentina, Brazil, China, Thailand, the EuropeanCommunity,
India, and dozensd other areas. U.S. exports, which went up'to $43
billionin 1981, will bedown by afourth thiscrop year. USDA forecasts
farmexportsasthelowest inthe past eight years. Thisbad newscomes
atatimed largecropsand already heavy stocks.

U.S farm export volumein 1985 isexpected to be down 20 percent
from 1981, while farm exportsin the rest of the world are up 14 per-
cent. At the sametime, U.S agricultural imports have increased 29
percent sincethe early 1980s.

L ower loan rateswill increase our ability tocompete

All thisiswdl known now. Thefally of keepingloanslevestoo high
is more clearly understood than it wasin 1981. Both Housesdf Con-
gress are supporting lower loan rates, sharply lower loan rates, with
authority for the Secretary of Agricultureto drop them further if the
market requires. Thisactionin 1985 will makethefarm exportsd the
United Statesfar morecompetitiveaswe moveinto the 1986 crop year.

Nolonger will theloan levelsbe thesupport price. Thereis, infact,
no such thing for wheat, corn, rice, cotton, or feedgrains under the
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1985 legidation. In the 1981 Act, our loan levd became the support
pricefor our competitors. Wearegoingtostop that. Thiswill mean, for
example, that if the European Community wishesto continue to ex-
pand itsexports and take our wheat and wheat flour customers away
from us, they will need to reach much farther downin their pocketsto
pay a much larger export subsidy.

If thedollar should weakenin an important amount, that will help
make U.S. farm products morecompetitivethroughout the world. But
the action on the loan levelswill begin to help, regardlessaf the value
of thedollar.

If thisis such a good idea—this lowering of the loan levd —why
didnt wedoit before? Wdll, it costsalot of money, for onething, if you
offsetthedeclineintheloan leve with alarger deficiency payment or a
marketing loan adjustment or "forgiveness'amount. At a time when
farmincomesarefar toolow, it has beenimpossibletolower loan levels
without increasing the government contribution tofarmincome. The
problemis, of course, that theexposurewill begreat for mammoth fed-
eral outlays, even larger than during 1983 and 1985. At atimeof re
cord deficits, the cost of our farm program is not pleasant for the
administration or Congressto accept.

But it has been clearly evident in 1985 that it isimpossiblefor Con-
gress, faced with economicdisaster infarm areaseverywhere, toadopt
afarm policy that doesnot includeat |east someactionsto bolster farm
income.

The Farm Bill of 1985, or whatever it iscalled, will be historicin
establishinga new approach to crop loansand in eliminating a major
impediment to export sales. The United States will definitely be more
competitiveon thecommoditiesfor which the Farm Bill providesloans
and target prices.

Isthis, then, good |egislation?Doesit solvethe problemsaof agricul-
ture? In my view, it most emphatically does not. Aswe moveinto the
five-year period 1986-1990, we will begin to see improvementsin ex-
ports. But wewill seesomeother devel opmentsthat will have negative
impactson long-term agricultural growth.

Theproblem o acreagereduction programs

However necessary it istofreezetarget pricestoensureenoughfarm
income at this depressed time, the incentive for farmers to produce
more than we can use or sall will be strong. We will almost certainly
continue to produce too much. And that means a continuation of
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larger and larger acreage reduction programs—probably more and
moreacreagetaken out and increasing productionat the sametime.

In 1985, even with heavy reductions—210 percent in corn, 30 per-
cent in wheat, 30 percent in cotton, and 35 percent in rice—we are
actualy adding to our inventoriesin dl of these commodities. The
budget busting costsd’ thecommodity programswill causefurther re
ductionsnext year, perhapsto as much as 20 percent in corn, 30 per-
cent in wheat, 40 percent in cotton, and 50 percent in rice. With this
dimension o massve acreage reduction, we will have a serioudy
flawedfarm program. So while we may applaud the reduction d loan
levelsfor making our exports more competitive, the failure to reduce
the target prices that stimulate overproduction—forcing cutbacks—
leavesafar from satisfactory farm policy.

The question issometimesasked, particularly in recent years, " Can
the U.S farmer compete with farmers elsewherein the world?' The
answer is, yes, hecan, in most of our major crops, but only if wealow
farmersto reducetheir costs. To remain competitive, farmersmust be
givenevery opportunity to reducetheir per unit coststothebarest min-
imum possible.

Acreagereduction programstakeaway a big part o thefarmer's op-
portunity to reach pesk efficiency. When afarmer isequipped to grow
acropd riceon 300 acres—when he has the capital invested in trac-
tors, planters, a harvester, trucks, a dryer, and storage facilities—and
heistold,"You can't participatein the target price program unlessyou
reduce your acreage to 150 acres," he knows his cost per ton must go
up. Hisfixed costswill haveto be spread over fewer unitsd output. It
soundsfair tolet everyonesharein producing the ricewe need, but the
sad fact isthat agreat dedl of our efficiency islost.

Now | redlizethat if onetalksabout agricultural efficienciesin any-
thing approaching industrial terms, the door flies wide open to criti-
cism that you areignoring the human equation, that thesmall family
farm is the target o your policy proposd, that you have no heart for
therural areasdf America,and that you threaten basicvaluesthat are
vital and essential inour society, our culture.

When one compares our acreage production cutbacks with cut-
backsin industry, the difference is apparent. Example: Company A
manufacturing widgetsin two factories becomesfaced with a global
widget surplusand a 50 percent cut in demand. What do they do? If
they used the acreage reduction program o our farm programs they
would reduceeach plant's production by half. But if they did that the
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cost per widget would go up. It would befar higher thaniif they closed
down one plant, the least efficient one, and operated the remaining'
plantat full capacity.

Let's further assumethat the company's management, with grest
concern over theemployeesand the communitiesinvolved, decidesto
operateeach plant at 50 percent, thereby spreading the suffering. Sud-
denly, they find that even though their costs are higher, the market
pricefor widgetsgoesdown becausea competitor, Company B, isrun-
ning itsmogt efficient plantsat full tilt, seeking to be the worlds most
efficient. Company A cutsfrom 50 percent to60 percentand soonand
on. Company A may eventually haveto shut down both plantsor addi-
tional inefficienciesareforced.

| agree with the critics. One must not try to develop afarm policy
that would emphasizeefficiency of productionand improved competi-
tiveness without recognizing where the U.S. agricultural community
has been, whereit istoday, and wherewe would likeit to be. In adopt-
ing policiesthat areeven partialy clear asto wherewewould liketo be,
those who would be disadvantagedin the farm factory that is closed
must be considered. But it must also be recognizedthat the most effi-
cient farm may not be the largest and the most inefficient farm may
not be the smallest. There is some evidence to suggest that the small
family farm may be the one that has been and till is being disadvan-
taged by thefarm policieswe havefollowed.

Withstocksaslargeasthey are, and target pricesashigh asthey are,
weare, sadly, going to need to continue to have theseinefficient acre-
agereduction programs. But weshould, | would hope, begintoseethat
thereisa better way. We should phase out acreage reduction programs
and dlow those that can produce more efficiently to do so. Thisin
combination with the new loan policy could, in afew years, pay big
dividendsin restoring our exports and give the economies of rural
Americaa big boost. We must make these changes soon, before our
competitionfurther increasesits market shareand makes U.S. agricul-
turelessefficient.

The 1985 farm hill is once again an omnibus hill with closeto two
dozen titles. It touchessugar, dairy, wool, wheat, feed grains, cotton,
rice, peanuts, soybeans, trade, conservation, farm credit, research, ex-
tension, food stamps, nutrition programs, and it even establishesa Na
tional Agricultural Policy Commission.

A number of thesetitlescontinue programsvery muchasthey have
been in the past. Some changes that should have been made were not
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made. And somechangesthat were madeshould not have been made.
But it wasever thus.

Because this symposium is focused on the world marketplace, |
havenot attempted to talk about those partsaf theomnibusfarm legis
lation that involve the commoditieswe produce largely for domestic
production. Some o these, like our dairy and sugar programs, are
highly protectionist. Others, like honey, open the door to importsand
discourage domestic consumption (though not domestic production)
o the US product. What | havetried to address are policiesfor our
major export crops—whest, corn, cotton, and rice—crops that have,
to one extent or another, lost their competitive edge, partly through
our farm palicies.

Thereare, of course, anumber of other factorsthat importantly af-
fectfarm trade. Other speakers here will addresssuch thingsastheim-
pact of macroeconomic policies and international trade policies,
including teriff and non-tariff barriers. If oneor moredf these policies
arewrongheadedfrom the U.S farmexport pointof view, it will,toone
extent or another, affect the competitivenessdt U.S farm products.

Rdiability: an essential factor

Evenif dl of these mgjor or minor factorswere shaped asfavorably
for exports as we could wish, we would till have a less than perfect
competitivenessif we neglect onefactor important to our buyer. That
is relidbility. Foreign buyersd our farm commoditiesmust be abso-
lutely assured that the deliveriesof what they need will be invariably
and reliably made.

President Reagan cameto an early understandingadf thisin hisfirst
term. He not only ended the Soviet grain embargo' but, on March 22,
1982, he proclaimeda new U.S palicy on agricultural exports. Let me
remind you of his statement that, "In the past eight years, our stop-
and-go export actions have weakened our reputationasa reliablesup-
plier. If weare to takefull advantaged our agricultural resources, we
must establishaclear palicy for the benefit of our farmers, those who
market our crops, and those who buy our commoditiesat home and
abroad."

The President went on tosay, 'For  thisreason, | am presenting to-
day theU.S’s long-term policy onfarm exports. Theagricultureexport
policy of the United Stateswill ensure three essential priorities:

First, no restrictionswill be imposed on the exportation o farm
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products becauseof rising domestic prices. Farm pricesgo up and
farm pricesgo down. High pricessigna market-oriented farmersto
produce more, and they will, if we allow them to competefreely in
export markets. Thisisbest for everyone, fromfarmer toconsumer.

Second, farm exports, as| havealready indicated, will not beused as
an instrument of foreign policy, except in extremesituations and as
part of a broader embargo. Agricultural commoditiesare fungible;
that is, they are easily interchanged for the same commodity from
other nations. For this reason, the embargo of 1980 wasamost to-
tally ineffective. Ye it caused great economic hardship to U.S. agri-
culture. Wewill not repeat such action.

Third, world markets must be freed of trade barriers and unfair
trade practices. We must continue to pursue this objectiveaggres
svely. Worldeconomic healthwill beimprovedand strengthened by
freer agricultural trade. Our great agricultural system must be
turned loose to benefit not only Americans but people throughout
theentireworld."

Thisstatement of policy hasbeenwidely heard. | cantell you that it
has beentranslated into dozensaf languagesand read carefullyall over
the globe. But there is an aged expression that people remember,
"Handsome is as handsome does” To be known as reliable, we must
actually bereliableand keepit upfor alongtime. After al, no national
leader can risk depending on imported foods or fibersif the reliability
of supply isnot absolutely certain. It isvital that everyoneinvolved in
our U.S. policy formation have a clear understanding of the impor-
tanceof reiability.

Do we neglect quality?

Another factor of growing importance isexport quality. More and
morefrequently we hear foreign buyerschargethat U.S. productsare
inferior to those of acompetitor. Someof theseclaimsareinvaid, asis
alwaystruein trade. But | suspectsomearefully vaidand reflectalack
of effort onour part to beasvigorousas possiblein learning what qual-
ity our foreign buyer wants and then providingit for him. It may bein
theraw product itself. Perhapsthefarmer isstill growingaquality that
isnot quite good enough. But has anyone told him what is wanted or
paid himtoimprovehisquality?
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Quality demands are changing at home and abroad at an unprece-
dented pace. U.S. agriculture must sharpen its understanding of this
and moverapidly, at the very least, to keep up with the competition.

Condusion

When | attempt to wrap it al up, to summarize this talk on U.S.
agricultural policy anditsimpact on enhancing our competitiveness, |
come, regretfully, to the conclusion that whilesomed our policy mod-
ifications may improve the nation's competitiveness, there will con-
tinue to be grievous problems that will require attention in the days
ahead. And although our agricultural policy playsamajor role, even if
we were wise enough to designand implement a perfect U.S. palicy, it
would beinsufficient unlessdomesticand international economicand
trade policieswere harmonious.



