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Producers must have some assurance of pr1ce stability 4f the
_ 1ncreased product1on of the cereals called for in the production

goals for most developing countrles are to be achieved.

Wide fluctuations in cereal prices are neither in the interests
of producers Or consumers. HMost governments have recognized this. The
United States recognized this need back in the late 1920's when it.

embarked upon an effort at commodity stab1]1zat10n.

A1l too often in these‘efforts the pr1mary motive behind the
so-called stabilization programs in rea11ty has beLn enhancemcnt of
prices, however. There is a basic d1fference between stub4]12at10n and

price enhancement.

Programs for the enhancement of incomes attempt to raise thé level
of farm prices beyond that which would othervise prevail, either through
- affecting the supp]y of the product com]ng to marhet or stinulating the
demand for the product. Other apprOaches are to reduce costs for the
prcducer, or to transfer income to the producers through direct payments

from the public treasury.

NOTE: This text is the bas1s of Mr. Kutish's oral remarks. It should
be 1sed with the undgrstanding that some material may be omitted

or added durlng presentation.,

Agricultural Policy Course, Washington D. C., August 2-27, 1971.
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The word "stabilize" means to contain variations within reasonable
limits._ Variations in commodity prices are caused mainly by fluctuations
in available market supplies and by changes in domestic or foreign demand.,

Stabilization programs operate to reduce these variations for both‘producers

and consumers through more orderly marketing, by maintaining reserve stocks

in Tine with the risks and uncertainties, and by protection against undue

declines ir demand and through crop insurance programs.

Surplus removal during short-term periods of supply-glut has both
incomé raising and stabilization features. The United States has used
surplus removal to help stabilize the price of perishable products. The
. motive is both to stnbilize prices.in the short-run and to prevent too
sharp an output reduction in response to abnormally low prices resulting

from short-term surpluses.

United States Experience

Theoretically, the question of the "best" amount of reserve grain
stocks to carry in the United States should be based on weather variability
one year to the next, and its interrelationship uith the variability in |
the demand one year to tne next -- coupled with the degree of nrice

variability the nation is willing to tolerate.

A study of farm program history over the past several decades,
indicates that the sive of grain stocks in tne United States in fact has
resulted from decisions made primarily with othor objectives in mind.

In most cases, the stocks were accumu]ated as a by product of farm programs

designed to assist faroors by raising prices.
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The first active public stabi]ization program in the United
States was begun in 1929 when the government established the Federal
Farm Board. The approach Was to attempt to stabilize available market
supplies. Loans were made to coopératives to engage in merchandising
programs, in which commodities were withheld from the market in an
effort to practice "orderly marketing." The collapse in demand from
the 1932 Depréssion proved too much, however, and brought the Farm

Board's death,

The next move by Congress was to establish in 1933 the Agricultural
Adjustment Administration, through'which the government underfook to
control farm production and make limited direct payments to help support
income. The objectivq here was clearly income enhancerient -- to raise
Tfarm prices. Sceretary Hallace proposed an "ever-normal granary" with a
comparison to the biblical parable of storing during the 7 years of plenty
for the years of Tcan. 'His idea wés to use loans and crop insurance in
kind, as a stabilizing mechanism. But the serious financia]-condit{ons
of the cotton and corn producers led the Congress to sct non-recourse loans
at a higher level than Secfetary‘wa]]ace envisioned. The loans were bequn
as temporary measures to give the farmers in advange soma of tﬁe benefits
to be derived from controlled production and to stimulate farn purchasing

power as part of the rccovery.

The Departrent of Aaricul ture atffnpted to reduce hog production and
raise th2 incorne of i favacs by buying pregnant sows and 1itile pigs.
But the public recciion to "Killing those Tlittic Pigs" was so great that
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The Var, followed by early post-war reconstruction in Europe,
provided erough demand to absorb all farm proeduction as well as the

stocks which had accumulated during the 1930's.

With the end of the post~war_reconstruction era in the late 1940's,
'surplus grain stocks in government hands again began to mount. National
farm output once again expanded faster than the market would absorb at
prevailing support prices. Carryover stocks grev,  One of the 1mportant
forces that helped expand farm output ir the post-war years was the
fairly high level of government price cupports. To protect farmers from
a repetition of the 1920-2] collapse of farm prices which followed
World War I -- ¢nd to reward fafmers for their production expansion durii

lorld War I1 -- Congress extended thL wartime price support provisions
for 2 years beyond the war's end. These wartime price supports were
scheduled to expire at the end of 1948, but Congress continued the high

price support loans.

. The Korean Conflict gave a brief relief to mounting surplus farm
stocks, but by 1953 the exparision in stocks again was on its way. Wheat
marketing quotas were rostored in 1954. Then in 1956, in an effort to
restrain proguction, the Congress passed the Soi) Ban Act, encouraging
farmers o retive procuctive Tand in return for payments.  However, this
type of program did not become larqe cnough to greatly restrain output

and th1s program was largely abandoned in 19 59
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By 1961, feed grain carryover stocks had built up to nearly 85
mi117on ‘tons and wheat stocks to more than 1.4 billion bushels. It
‘became apparent that someth1ng more had to be done. It was costing
the Department of Agr1cu1ture over a m1111on dollars a day just to store

and ma1nta1n the surp]us farm stocks in its hands.

So the U.S. governmental farm policy again shifted to stronger
attempts to control grain production while at the same time the Congress
directed the Department of Agriculture to reduce its ho1dings; Supply
control programs for grains and cottor were put into effect. But the

loan rates were maintained relatively high.

Then in the mid-1960's another sh1ft in United States farm policy
too? place. A definite effort was made to partially separate the level
of income objective from the stab1lizafion objective. Commodity loans
were iowered to near or below market prices. The loss in income to
farmers through the lower suppdrt price was offset by direct commodity
payments. HMeanwhile, acreage adjustment efforts were stepped up in an
effort to restrain production in line with demand to maintain a

competitive market price.

Present U.S. government policy takes the position that it would be
unw1se to aga1n accunulate a large government stockpile to hang over the
narket. Experience has shown that once heavy government-owned stocks are

ouilt up, an opportune time to sell o7 the surplus never scems to come.
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Prices that are supported too high complicate the voluntary acreage
adjustment programs for the next year. Farmers then are inclined tb
want to produce mbre of the product and less in&]ined to participate
in the voluntary adjustment programs -- or else the payments for
participation have to be increased in line with the market supported
at the higher level. Too-high prices also restrain the utilization of
thg product as well as encourage product%on by other Nations producing

that product.

The United States Department of Agriculture does not have programs
limiting production of fruits anq vegetables. However, there are programs
available which can affect prices and supplies, namaly Federal-state
marketing orders, various purchasc programs, and promotional efforts both

in the United States, and in a rore limited way, foreign outlets.

Federal-state marketing 6rders for fruits and vegetables have been
autinorized since 1937, They can regulate the handling of these cammoditics
by standardizing packs and grades which can have the effect of regulating
the market and supply. A marketing order, upon approval by two-thirds of
the growers voting, becomes effective, requiring that the product meet
certain size and quality standards in order to be marketed. More than

forty are currently in force.

Fresh and processed fruits and vegetebles are purchased for the
Naticnal Sciool Lunch Program and for distributicn to necdy persons.  Funds
comz fron custons-house receipts. Often these purchases are nade when

certain items are in especially heavy supply.
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Under the Plentiful Foods Program, the Department of Agriculture
viorks with producers and marketing groups to “inform the public of items in

heavy supply in order to stimulate consumption.

International Experiences

Most of the early .international commodity price stabilization schemes
also dealt with price alone. They sect up certain target sale prices for
the comiodities. The exporting countries were not to sell at below theso
prices. In some cascs, export quotas were qssigneq to the different
exporting countries. In some of the agreements importing countries wore

to mzintain certain minimum purchase prices.

No serious efforts at restricting the production at these levels \ere
madge. If the price was high enough to}be profitable, producers expanded
production -~ and stocks piled up. The smaller export producing countries
usually managed to get an incréasing share of the international market at
the expense of the market share of the larger producers. The reason:

The larger producing countries had the biggest stake in maintaining prices.
So tiey found it more in their short-run interest to restrain marketings

Lo o77sct tiue increasad supnly from the small exporters than to continue

to Tigat for Lieir entire share of the ﬁarket and drive down prices..

ﬁﬁt CACCssive sLockS eventually accumulated in the majorlcxporting countries,

hovevar, and price-culting resulted.



Latin American Experiences

Most Latin American governments have established some kind of
governmental agency to stabilize the price of cereal and charge it
with the responsibility for supportlng the pr1ce of cereals to the
producer and at the same time g1v1ng the consumer protection against

unrcasonably high prices later in the season.,

The typical method by which most Latin American grain stabi]izat%on
agencics have attempted to perform this first function -- that of
stabilizing the price to the producer -- is to set a floor price to the
producer. It is carried out by offering to purchase grains from produccrs
at the support price in the harvest period. Often this offer has been
restricted to those producers who signed contracts with the government

stabilization agency.

The stabilization agencies typically have attempted to stabilize
prices to the consumer by subsequently selling the cerecals which they
purchased at harvest. The sales may be made at retail through governmontal
ageney distributors, or wholesale, or through both metiods. In addition,

goverment  agencies have 1mportcd cereals where necded to maintain

adequate supplies and to avoid unnecessarily high prices for consuniars.

In most countries wiere these operations have been carricd on, little
attention has been paid to specific morcures designed to rcduce scasonal

producer prico veriation Leverthele. s, thPfL has becn some reduction
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in the seasonal variation in the price of the basic cereals -- corn, .
grain sorghum, rice and beans -- over the past two decades. This is
probably due to a combination of two forces: 'The increa§ing volume of
trade in these basic cereals and the effecfé of the stabilization agencies
in various countries. The price effects of the increasing movements of
trade have been especially great in deficit producing countries where

this has madc more cereals available in the Tatter part of the marketing

year -- just before the new harvest.

Despite this, in many cases these stabilization agencies have not
been successful in cdntaining the seasonal consumer price variations of
those grains within the 1imits of the maximum and minimum prices the
agency has set for their overall targets. Furthermore, not all producers
have been getting thc'benefits of fhe price floor purchases by the
stabilization agencies. Fany of the small producers have sold their

grain below the minimun support price.

_Part of the problem faced by these price stabilization efforts grous
out of the fact that they also arc frying to maintain farm prices at a
lTevel sufficiently high to raise.farm income. Thus, domestically desivalic
and pb]itica]]y acceptable floor prices have been usad by the stabilization
agencics in addition to the criteria related to price stabilization in

setting minimum price supports,
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Everyone will agree that efforté to raise farm incone, especiq]]y
for the small farmer, are worthy. But in a market setting with ample
trade opportunitiés, efforts to raise farm incoﬁe usually run into
trouble when minimum price supports are set above the level of
neighboring country prices plus the cost of transportation. The
governmental stabilization agency soon finds itself burdened with
purchasing locally produced grain for price support, while grain from
the neighboring countries flows in to keep the local farm price below

the support level.

As a result, a substantially increased share of the local crop must
be taken over by the stabiliztion égency in order to maintain its minimum
price support. The agency scon runs out of sufficient storage capacity.
The Agency finds that a program to f%nancé the purchase and storage of
a major share of the nation's harvest can turn out to be tremendously
expensive -- to say nothing of the need for obtaining the long term
capital to build, the needed grain storage facilities. What's moré, in
many of the developing countries, local grain prices already are high
relative {o world prices. ‘Highgr grain prices are not in the interest
of their consumers and only of shért-run benefit to their prodhcers when

they stinulate imports and create excessive local production.

Tt is clear that the agricultural policy of a country must have some
mechod of raising income to small prodicers other than governmiental

stebitivzaiion auoacios purciasing graia at harvest tise for a floor price
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which attracts grain from neighboring countries. Most developing
countries have had considerable difficulties in implementing
stabilization programs in a Way to reach the great mass of small
producers. Thus, there is need to‘examine the objectives and methods
used by governmental stabilization agencies for price stabilization

purposcs.

As pointed out, the typical stabilization method consists of a*,
harvest-time purchase program. Sometimes, in order to be eligible, a
producer must, sigh an agreement offering to deliver a stated quantity

of grain to the governmental stabilization agency.

The stabilization agency agrees to buy this agreed quantfty of grain
from that producer during the stated post-harvest period -- or sometimes
a smaller proportion of that offered by cach producér if the total amount
offered by a1l preducers exceeds the finances of the hgency. However, the
grain must be delivered: by the producer to the governmental s1]o or warchouse,

and during the stated period.

'Hic method‘ha sevc‘a] shortcom1ngs It resu]ts in a hardship for
smatl- p‘oduccrs uno must assemble and transport swa]] queantities of grain
a 1ong d( anco to be eligible for the price support purchase. In practice,
many ¢on't participate and as a result sell at substantially Tower prices

to intgrn:diarios
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One alternative would be a govefnmenta] loan guarantee or

purchasc agreement for grain with an advancing seasonal price support
level. The grain'support level could increase énough per month from
harvest through the post-harvest period to cover monthly interest and
storage costs. The producervwho'signed up for such a program vould
agree to store the grain and be responsible for maintaining its quality.
He, could either get a loan backed up by the government guarantec of the
support price from a bank or a governmental credit agency, or carry the
grain himself without a loan. The grain could be stored on the farm or

in a private comnercial warchouse.

In some of these countries, farmers don't have the means to fight
rats and insects in their own storage, and local commaicial warchouses
probably arc very much lacking. Here, maybe the answer would be

cooporative storage warehouses.

At the end of tie loan period, the producer would be obligated to
either deliver the grain to the stabi]{zation agency, wino then would pay
the lending agency on the quantity and quality of grain delivered -- or,
if the market price had risen above the guaranteed support, the producer
could sell the grain himself on the market at the market price. Then he
would pay off the loan and interest to the Tending agency. If the producer
had not taken'out a loan but only signad a purchase agreement, he could |
deliver the grain and gat the full suport p}ice Trom the stabilization
agency -- or 17 the pnliel orice vere higher than the supporf price, he
could =it tiw Grain en the markel without having to pay the interest on

t“’L": -l
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In any case, the governnient wiould not have its funds tied up
through;the actual ownership of this grain nor would it have the cost
.of providing physical storage and handling of this grain during this
period. The advance in the ‘support rate probably vould appeal mostly
to tho;é larger proﬁucers who could finance the holding of the grain on

-

their own farms or in commercial warchouses.

Thus, the government's use of funds for outright purchase of grain
during the carly months after harvest could be directed mainly at making
such support purchases available nore easi]x to thg small producers not
able to obtain storage and storage financing for their own on-the-farm
storage. These producers, for the most part, now are not able to take
advantage of the stabilization program. Instead, they must sell at harvest
time to speculators and traders at a lower price. Thus, the availability
of the minimum price support by the stabilization agency would be a
significant ecconomic advantage to a low income group of swall producers.

It would also help to reducé the scasonal variation in the price of grain

by raising the farm price at harvest.

By the time the loans expired, the agency would have resold part of
its earlier purchased grain for consumption -- freeing space for the
takcover of such purchases as would be necessary from its loan guarantee

and purchase agreement activities as described heretofore.,

Such a progien of loan quarentce by tiie governmental stabilization
eqgticy also could fori tiie basis for a governizant Yiconsed and bonded

public varcheuse indusiry aned aid operated by nrivate conaercial interesis.
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Producers could store their grain there for a fee, with the price

protected by the government loan and purchase guarantee.

It is eviaent that a viporous, effective program to encourage
investment capital for the construction and use of both private
cormercial grain storage.and oﬁ~farm_storége will be needed, to implemeht
such a program. Training and technical assistance programs in the
mahagcmcnt of this commercial grain warehousing industry likewise will
be needed. However, it is apparent, also, that to tne extent such
program succeed in expanding both commercial and cooperative private
storage and on-farm storage facilities, the burden of providing storage
facilities by the government itself for price stabilization will be

lessened.



