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_ WORLD AGRICULTURE, COMMODITY POLICY AND PRICE VARIABILITY =

The prlmary‘empha51s lﬁ thts paper W1ll oevupon goternmeotal
o agrlcoltural commodlty pollcles and their effects upon prtce varlabll-s
slty. It lS the commodlty pollc1es of the governments of the. world |

'.that prov1de the 11nks between what occurs in one’ part of the world
and in the rest of the world's food and agrlcultural systems. ‘

When one. dtscusses prlee varlablllty or 1ts cpp051te orice>‘\
vstablllty, in today s world one must be’ qulte spec1f1c in lndlcatlng ’ )
_the context whlch one is dlscu551ng. bThe market for most rarm orod-b E

ucts is so. tragmented as a result of governmental regulatlons and - o %
lnterrerences wzth trade aCTOSS natlonal boundarles that there often‘ i
is llttle relatlonsh1D between ‘the behav1or of a partlcular prlce
| setles, su;h as:prlces received bytfarmers_iorhgraln,eln |
diffetenteeoontries._*Nottenly-ere"there»substentialtdifferences in
'>otices for apptoximateiy‘theosaﬁé,#roductvetqa’oomentsof'time,_but
ttere a:etoajcr;ehaoges=in the diffetences'over'ti;e;‘ The‘diffet-
eentiaifchaoées refleet‘primarily,the effEcts_of governmeotal-poiicies, %
'thoughlto some small degreegvariations iottﬁeicosts:of ttanspoftations. g
csnvaffect_the‘differenCe in‘prices’betweenttﬁolpoints_it'spasé.

Thefe‘is:aﬁ obvious point,_which I @us; admit”eluded me in ‘ﬁ

seVereiiabortivejeftorts to prepate'this paper,_theﬂli’feei is'Worth}

making: If governments are interested in price stability for
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agricultural commodities, their primary 1nterest is in stability of {: o
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prices w1th1n their own countries. ThlS is not to say that govern— QA o
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ments have no 1nterest in the stability of prices at which farm
products are- traded among nations, ‘but past behav1or of most govern—

ments and even a’ cursory examination of pollcies and programs de51gned

;;to stabilize prices indicate that there is far less concern with the

stability of prices out51de than 1n51de national boundaries.k'This is

hardly a surpr1$1ng conclu31on;

In: fact, the concern of most governments w1th 1nternal price @ ,

*stability, w1th little or\no regard for external effects, 1s comparable

-

i
to the primary concern of governments>w1th internal-resource adjust- . bg
ments in agriculture;"lhe‘agricultural and trade policies that were %
,followed in recent years by most“industrialinations tokminimizeztheir
own need- to adjust force_d o‘ther’:'na'tions to ‘nndergo _‘relatively larger
'adjustments than wonld:have heen needed,if'all‘nations had participated on
a more equal basis 1n‘the required Tesource ad;ustments;

There has been 1ittle recognition of the extent to which one
— & i

-nation or region achieves price stability at the expense of instabillty

e e ey e st e e _ 5 et . .

to othersiwwghis has not been an 1mportant 1ssue in 1nternational
‘negotiationsror in”tradeinegotiations. Where prlce stability has been
.considered an‘issue,.it is in terms of arrangements‘that Wonld limit |
- fluctuations in internatiOnal'pricesfthrough commodity agreements or
bnffer stocks. The‘effects of national policies on price instahility |
elsewhere have received almost no attention in suCh discnSSions.

' The causes of international price instability have generally:



. hrghly elastic. Thus programs desrgned to achreve market prrce stabllrty

eiabeen attrrbuted‘to supplv fluctuatlons due laréely to output
'-varlatlons resultrng from natural phenomena the breakdown of buffer
"fStock arrangements or fluctuatlons in demand over the course of bu51-’;:bfh
.‘ness cycles., Instabrlity has also been attrrbuted to cobweb lrke 5
phenomena for tree crops or sugar where the tlme lag between rnvestment‘hﬁ
-and productron ‘can: be such as-to” lead to alternatrng perlods of hlgh
‘]}and low levels of productlon._ These causes are real there can be no'
Tf;doubt about them. But what can be doubted 1s whether these causes are
;the przmary ones, at least for the very w1de va 1atlons in dnternatlonal
5m5pr1ces of most farm products such as we have seen in the past three ;lﬂVl

o years or perhaps even durrng the Great Depressron. 55f1;'
‘“_fNationalpPriceoStabilization e
Market prrce stabllrzatron requlres that erther the demand or” fmxl
. N
f'supply functrons be very elastlc.f Practlcally, for a glven geographrc

‘farea relatively lrttle can be done to make consumptlon demand unctlons"“

T‘must work through modlflcatlons of the supply functron. ‘The supply func- h
. W

';tlon for a grven geographlc area can be made very elastrc in one of two ) ;p\;.
K,W f%il | e o ",
maln ways - by managrng exports and/or meorts and by storage (ﬁ>‘ R -

0bv1ously the two technlques ecan’ be comblned as they have been in the
vUnlted States:and Canada for ‘most of the past threexdecades.-f

The dlfferent methods of achlevrng a very elastlc supply curve _u‘f

»for a grven geographlc area have very dlfferent effects upon prrces in

rnternatlonal markets., The control of lmports and/or exports to

1‘stab1112e lnternal prrces rncreases the varlabrlrty of prrces elsewhere

P (,M;n it



in the world If 1nterna1 prrces are fully stabllzzed by controlllng !“\\y “

'q"‘”) R )

“‘rthe flow of trade thls means that the prlce elastlclty oF demand for

e oS =

f','

f

'rmports or. the prlce elast1c1ty of supply for exports whrchever is

i T S Mw\r.\w

relevant 1s:zero., Wone of the variattons ln world supply and demand

S

7.1s absorbed by a country or reglon follow1ng such a system. All of the .‘;jt Vt”d

' . price- effects of varlatlons in- supply or demand thus must be absorbed
.by others.r>‘
The effects of such pollcles or natlonal prlce stablllzatlon ‘

-through the control of trade can perhaps be vrsualrzed best through a

o
S v/“'—x\

: uhypothetlcal example.! Assume thatyhalf of the world's consumptron of
graln occurs W1th1n economles that stablllze rnternal prices through

‘ ‘the control of trade. There 1s an autonomous shock that reduces the

-
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~world’s output of-graln byi&zpercent -andgthe.only stocks that ex1st are

'fr-working3stocks; Assume further that the short sTun prlce elastlclty of -
: . ,«a,,vwx
demand for graln for the world 154-0 1., The effects of the natlonal

f-prlce stablltzatzon schemes are to\requlre prlces in the part of the
world: that normally consumes. half of the world's graln to: reduce thezr
use by 8 percent. tIf the prlce-elastrCLty:of demand were_—O.l’ln this
‘part,of.theuwcrld,Ythe_increase‘rnhprice ﬁromvafnorld production short-
) fall of 4'§ercent,-assuming stable demand,lwould be 80 percentv
{f(aptroximateIY)yrﬂIf‘thereswere‘no‘national‘price stabilizationfschemes
‘through the control of‘trade; the_inCrease in nrice’for.the-world wouid

be 40 percent (approxrmately) - Thus half the norld'following”Such

“{schemes doubles the prlce swrngs for the rest of the world unless there ) Wy

. are stocks to-absorb ‘the ‘shortfall in productlon. "»',5 - 'é;% w o
[




- Price Stabilization Through Storage

If prlceswerestablllzed‘through‘accumulatlon and. decumulatlon':f
'gof stocks, demand and productlon varrablllty would be absorbed through
]ochanaes in stoccs. At some cost, przces could be stablilzed w1thin a
'specrfled przce range.- not Wlth certarnty unless the cost approached
vrnflnlty, but with a very hrgh probablllty of success.

In fact durlng the 1960s.. forawheatwand.the feedwgrarns the ”

world came close to havrng a storage system that stablllzed the rnter-

'natlonal przces of these grarns to a remarkable degree. ‘It was a pollcy

operated prrmarlly by the Unlted States and Canada wrth a late a551st h

e e i

i

'from Australia. The’prlmary obJectlve-or the storace pollcles:was not

\'/

prlce stabllzty, the storage functron was 1argely an rnadvertent out- )
growth of efforts toilncrease prices and returns for the grains. In
»fact,‘the‘storage’roleuwas>not only 1nadvertent but was also'largely‘
un&anted,‘ | | e | - | |
One of‘the major factors da,the,substantial modification-ofb
tthe ﬁ.JS. farm,programs‘during thevearly 1960s was thefpoiiticaljcouf
cern overbthe high costs of'storing'the grain.(ahd cottoa) that could
not be drsposed of at the prlce support levels theu prevallrng. ‘Siui-
larly the revisions in our farm programs that came in the 1ate 19605
and early l9705-were motivated by the same considerations - the fear
that stocks,WDuid increase'to levels that could‘not befpolitically
. ,SuétaiﬁEd‘ This was the‘uiewvnot only in theiUhited States;,but‘also
in AustraliavandhCanada.; The three governments‘took steps tonrasa:

*tically‘reduce‘the'production_of,wheatgand, in fact, accomplished this



- end.  In the process, stocks of wheat in the maJor graln exporte*s were .

':substantlally reduced from mld 1970 to mld l972 - by almost 70 mllllon

.lytons or by a thlrd (Johnson, p. 55) The reductlonrln the stocks of '
"ewheat and ‘the unW1lllngness of the Unlted States to accumulate large"‘
quantltles of feed gralns occurred even though the absolute level of
";»graln stocks in the,exportlng countries was’ 31gnlflcant1y lower than_zn
the early 1960s.. In" mid-1960 and mid-1961 the grain stocks‘, of the major
' exporters represented about 15 percent of ‘world grain productlon. In'nid-
1570 such stocks equalled 10 percent of world productlon. Even;So the
‘three major grain exporters‘deslred to,reduce stocks further,tand did'so.
";'As noted.earlier;;the storage_andnpricing'policies ofnthe major
vexportersvachieved,substantial stability of‘the‘export prices.of’grain_
"durlng the 1960s (Johnson, pp. 54 - 55) For the crop’years from‘l§60
‘ through 1971 wheat prlces were held within a range of $S9 to $65 per met-
ric ton in eleven of the twelve years, in one year (1969 0) the annual
average prlce was $53 Corn prices were nearly as stable being held
within a range of $47 to $57‘periton eXceptvfor 1970, thevfear of the corn
blight. ' Even in that year.the annual average‘export price waS‘$61. |
The'hrice stability during the 196§s wasnachieved during a
periodiof significant.variabillty in world.grainhproduction. In facet,
theﬂahsolute’shortfall;of,WOrld grain production belon trendjduring
1961?62 through_1965F66,was greater than.during.1971-72tthrough 1974-75 -
72 million tons compared to 36 million tons. Even if 1970-71 is added to
l‘the later-period‘todinclude the effects of the cornrhlightzon u. s. and
world production; the shortfall for the period in.the'197bg was.62 mi11idnl

tons. The shortfall of production below trend in the 1970s, relative to



trend productlon and consumptlon, was at most two tﬁlrosvas large as
‘durlng the first part of the 1960s (Johnson, p. 51). ,”

Why,then, was the behav1or of the prlces in the' lnternatzonal
markets o dx ferent between theftwo periods?yrone.reason was that the |
major exporters>ﬁad-held'theirfstockjleﬁelsvtoia‘1ower*leve1'io‘the E
-1970s‘thaniinvthe»1§605.‘rThere»is absolutel§lto evi&ence tﬁatbexcept'i‘A
'for India any other country in the world made any effort to lncrease
stocks as an offset to the declines in North Amerlca and Australla

(FAO 1974 P. 7). Thus the change in storage pollcy of the magor N

exporters appeared to be acceptable to the maJor meorters. If there‘

were any anxiety, it dld not find exPreSSLon in lncreased stocks.
' Price Policies and International Instability

But I telieve that"a second reason Qas far ﬁore‘important
as an explanatlon of the dlfrerent prlce behav1or in the 19705 ‘than
durlng the 19605 than the lower 1eve1 of graln stocks in the later
period. This reasonvwas that a much,larger percentage»or ‘the world's
_,grain'production an&‘consumption in the 19705.than'tn the 1960s
. occtrred Within the,frameworkrof po1icies'to achieye internal price
stability'throﬁgh thevcontrol of'imports and/or'exports.-'lt was aot

50 much that bas;c pollcles had changed as it was. that elther the
- ability or the will to pursue price stabilization policies more
effectlvely had changed. |

For example, the‘basic features of>the announced'agriculturalu

and food price policies_of the‘Soviet‘Uﬂion»Were‘the‘same in 1972 as



Viﬁ 1963, Pricesdpaid,to_producera werevfired; add priceslat-ﬁhrch farm»
vproducts were sold ae farm inputs or:to consumers'were‘also fixed and »d
etable. The difference~5etween 19631and-l972,wae:that admuchngreatei g
_ effort-was rade‘rn thejlater year to‘make the~pricea,effecti§e priceér-'
'dto‘more nearly‘eQuate eurrly'to demand at thosevprices. In the earlier 3
‘perlod substant1a1 sHortfalls of supply relatlve to demand were tolerated
in the later perlod serious efforts were made to ellmlnate or minimize the
shortfalls. Thus, after the poor crop of 1963 the SOVlet Union lmported
~ only about a third of the graln productlon shortfall the same relatlon- d‘
shlp;heldkfolloWLng the poor_1965 cTop. But in 1972 73 net. graln lmports
exceededlthe production shortfall relatlve to,the preV1ous year by approx—
imatelyaenoughvto maintain use at the trend_le&el for 1972-73 (Johnson;‘
p. 28). ; | | | |
| ,Sroiiar changes in’tﬁe effectivedese of implementing price
stablllzatlon p011c1es occurred ‘in the European Communlty and, probably,
. in Chlna. It is generally 1gnored that China has lmported more graln,
. on the average, durlngbthe,past three years’than’durlng‘the very dlfflcult:;
year5~inithe early 1960s, or.that since 1965-70 Chdna has had iarger
aggregate uet imoorts of grain than the Soviet'Uniond(ERS, p.w24).3 ‘Itv
appears that the countries of EasternWEurope and WesterovEurope'aISO have
.effectively.impiemented pblicies'to stabiliZe'prices and use (around a
rlslng trend) in recent years. |
In the early part of these remarks I used a hypothetlcal
example in whlch 1t was assumed that half of the world's grain use
occurred within the framework of national price stabilization achieved

primarily'by control of trade, The half was not chosen arbitrarily.



.'Approximateiy half of.the‘worid's grain use‘in~recent'years has .
) occurred in the Sov1et Unlon, the rest of Europe and China (ERS, P.24),
ipThese‘reglons of the world lncreased thevr share of worla graln use from ;
__'49 percent in 1969 7o through 1971- 72 to 52 percent in 1974- 75 In ‘, i
'}:fact the absolute increase in graln use of 68 mllllon tons in thesei
‘-areaslzn 1974 75, compared to the earller perlod almost equaled the in;
crease in world;grain use of 73 milliom tons, the,rest of_the world 1nr‘.
',creased.graincusetby onlyhsimillion tons;"
'-It:would-be-an'interesting’eXercise to7determine'how’much”the‘ o
lncrease in the average prlce‘of graln recerved by farmers lncreased 1n.‘r
vthe world between, say, 1971 and 1973 and 1974 A farmer in the Unlted
=:States would refer.to an lncrease of approxlmately 175}percent in nomrnal
:prlces, though perhaps 75 percent in real prrces.A- I‘have'made a rougha"
rauess for the world as a whole»- and it is 11tt1e more thanAa guess.b
i But«that guess;ls,that the-realeprlce:ofvgraln—recelved.by the world's
, farmers increased by nohmhrefthan'AO‘percent hetween,;371 and’1974. 'Ini
‘thevEuropean'Community\it:appearS'that the real grain price actuaily
'declined'over‘this“period (Johnson, p.i34). |
If a natlon or reglon is successful in: achlevwng price
Stablllty, prlces do not serve the functlon of lnfluenclng elther con-
e:sumpt;on or productlon‘when the world's demand-supply balance'has.
.changed"vThus as noted. before, all of the adjustment to the: varlabll-
ity of supply and demand must be made elsewhere in the world In the
recent perlod these adgustments felT prlmarlly upon two groups of “'
countries - the maJor grain exporters and the IQW‘lncome'developlng

' countries’ that imported -grain.



.;Theré were, of coufse; other féctorS’that increased wcrlé
prices of grain. One was the devaluation of the,Canédiap and‘American.
dollars. Thé_dollér prices of grain could have been increased by such
devaluationsbby perhaps 15 pérceﬁt; With'thatbinéreasé the real price of
~ grain to the major importeré wou1d have remainediunchangéd."There:was-
'obvidusiy some speculative overreaction to the situation that developed
in 1973 and 1974. However, it is not at alI’obviOus ﬁhat the major
speculaﬁors consisted of thoée evil individuals that frequent the grain
: ﬁits of the Chicago Board of’Trade. ‘Governments or‘governmental purchas-
ing agents may well have Béen fa#;more importanti,though this is only an
impression'that I cannot docuﬁent. Another factor was that the major
-~ exporters held too long to too low export prices for grains during the
summer of 1972. Pricing poiidies that had worked reasonably-wéll for
moré thaﬁ a dec#de were simply inappropriate in the'situaﬁion thét arose,
| The radical interference with the operation of the mérket due
bto the U. S. wheat export subsidy resulted in,maintaining the export
price 6£ wheat at too low a level;l‘Without the export subsidy, market
prices would have much more promptly reflected the impact of the
enormous grain exports contracted for in 1972. No one knows, outéide of
a few individuais in Moscow, how much impactVsubstantially-higher grain
'prices-would have had~on,thé amount of Soviet imports. Given tﬁe level.
of purchases already made in 1975 at significantly higher real prices
than in 1972, it is not clear that higher prices in 1972 would have had
a significant impact on.théir importé. :This may sound as though their
behavior was irrational., However, imported grain at $140 to $150 per -

ton is in the range of the Soviet average procurement price and



significantly below marginal procufement pfices.5 It could be true
that in the range of grain prices of $75 to $150 per ton, their import
demand was very inelastic. I do not know that this is the case, but I

would not be surprised if it were.
Reserves and International Price Stability

The conventional argument for a reserve is to offset ~

- uncontrolled variations in-supply. This argument may be valid for an.

individualbcountryrthatvdoes not -engage in intermational trade, It is

i

not the valid explanation for the holding of substantial stocks in

.excess of working stocks for ;he.world‘as a whole. Yagil Danin,

Daniel Sumner and I have estimated the optimal grain reserves for the

‘world for 1948-1973 if there were free trade in graihs‘(Danin, P. 27)};“J.
The‘criterion for'bptimal»grain reserves was that thebexpected

increase in price would eéual the expected increaSe,in,marginalvcost of

storage; Sﬁorage costs were estimated to be $7,50 per ton and a'réal

rate of interest‘ofis percent’ was assumed, Given the probability'disf

triﬁution of world grain production, based on actual variability of |

grain production for a periodlof approximately.twenty-five years, we

foundrthat in only one year out of five would carryover stocks be

expected to be positive, and only one year out of twenty would such

stocks exceed 10 million toms, This waé for a level of world gréin

production of approximately 1,2 ﬁillion tons.b If we had taken

into account deménd variability - the demand fuﬁction was aés&med con-

stant except for a trend coefficient - carryavér levels would have been

increased by a few million tons. However, we assumed a rather low price
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'velasticity of démand (-0.1), and this probably resulted in an
~overestimate df ecarryover levels, |
'.Thus, for the.wé}ld as a whﬁle,vgrain productiqn‘vériability ‘
" is not large enoughﬂto‘make it profitable to hbid large reserves. What}
may make it profitable to hold substaﬁtialzrese:ves»arefthe,go§efh-
' ﬁental’pblicieé'desigﬁed to[échiéve a high degree of price Stgbility,ﬁor
"individual countries gr‘regioﬁal groupings such as the European
Community, These policies result in significant year-to-year vafiability
in thg excess demand and supply functions for{grainfby tﬁéseicountries or
regions, In the absence of reserveé,.such vari;tionS’in the.demanévforuz
© imports ﬁr the supply of exports result in variations in the inter-
national prices of grain; | |
Would it be pr§fitéb1e for someone - gbvernments.or‘privatev

traders - to hold carryover stocks in response to largely’pglicy-induced
variations in import demand and the production variability in thé ﬁajor
exporting countries? Tﬁe answer to that question is clearly in the
affirmative, Before the massive direct and modern govermmental inter;
vention in ﬁhe markets for farm products, which can be dated from about
1930, the private market did hold subétantial carryover stocks of.gréin,
espe;ially-wheat. ‘Stated #pproximately for wheat, in the United Statés
about half of»annual é:oduction deviationé, either positive or negativé,
were offset by variations in carryover ahd'most of the rémainder by
variations:invexporﬁs‘from 1896 through 1927 (Working, p. 173).

| During the first part of this century there existed substantial
interferences with the ﬁrade in grain, but. the interferences éonsisted of

specific tariff duties. In many countries, especially in Western Europe,



the tariffs were highly hrotective, but imports were determined
primarily by market phenouenon:- not by a bureaucrat or a legislature,
Thus it is possible that the current governﬁehtal policies have intro-
duced such a greater degree of uncertalnty into the intermnational graln
market that the private trade would be less effectlve in m1n1m121ng
price fluctuations than it'was a half century ago.

Qulte frankly, we do not know whether lt would be. ln the
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interest of the governments of the magor exporters JOlntly or one of

them to adopt a carryover pollcy for the gralns - not as a prlce support

measure but as an lnvestment. I hope that research that I am Just now
e e o - ‘

beginning, supported by the National Science Foundation, will provide at

o

least a partial answer, An attempt will be made to determlne the prob-

ability distributions of 1mport demand functlooeifor wneat and the feed

grains,  If this can be done, it should be possible to determine what

the carryover'levels for the_United States’or for the major exporters

should he for any givenjtotal,supply at the beginning of a year, One
| assum@tion that will be made is that the'expectedhmarginal return from

the investment*inrcarryover stocks should -equal the-expected marginal

costs,

£

sgiiimlevels ofﬂtefryovers - certalnly much smaller than held by the
major exporters in the early 1960s and probably lower than was held in
1972, 1If true, and I do not know if this will be the case, who should
pay for the losses incurred in holding larger stocks than implied by

the optimal inventory rule? Should it be producers in the exporting

countries in return for greater price stability? Should it be the

-

N



taxpayers'in'the‘major exportinghtduntries?lﬁor-should it be the taxpayers

in the'importing couhtries and consumers generally whovshould pay?

' Roger Gray has made a persuasxve case that it. is consumers who

vgaln from a reserve. pollcy (FAO 1975, p. 7) The case dependsvhto.a con-".

_’S1derable degree, on the assumptlon that the prlce elastlclty of demand

_ becomes smaller absolutely as: the price lncreases.: If this assumptlon ts
correct' then shortfalls;lnHSupplles/such-as were,W1tnessed in 1973 and

1974 result in very large transfers of- 1ncome from consumers’to producers.

. Consumers thus mlght flnd it in thelr 1nterest to subS1dlze the holdlng of

'stocks in a greater amount than would be called for by the optlmal storage‘

P

“or profltablllty rule.

1 Gray-s caselforvconsumer'beaefitS'is.Valid ‘then it is

E 3probablv not 'in the 1nterest of grain producers to sub51dlze or to encour=-

age the holdlng of stocks larger than 1nd1cated by the optlmal carryover

hrulea However, it is p0331ble that the exporters may flnd lt necessary to‘

,hold falrly substantlal reserves as a means of inducing 1mporters to hold
"thelr degree'of self‘suff1c1ency;1n check-or to actually decrease it
.(Johnson, p. 58).

Concluding Comments

The world need not have a period of price instability for major

storable farm’products'such as it has witneSsed,since-lé72 and is likely
'to have over theanext'year‘or.more; Iflthere‘were substantial liberaliza-
tion of trade in farm products, prlce instability. Would be 51gnlflcant1y
reduced for- 1nternatlonally traded products. Trade liberalization would
permit prlvate traders and marketlng firms, whether publicly or privately

- owned, to engage in price and sapplvatabilizing reserves, There would

1<



- remaih considerable priceyinStabtlity;,bdt the wide shihgshot;recent

" and near futurebyears almostrcertainly would be avoided,

| Realistlcally one has to admit that there is little hope of
-enough trade liberalizatlon over the next decade to make a 31gn1f1cant o
'contrlbutlon to 1nternat10nal price stabillty.‘ It is not.only Western*’
'Europe and Japan that would have to modify domest1c>agr1cultural pollcies,
but~a1so the Soviet'Unlon and'Chlna.

- Given the numerous and uncoordlnated national efforts to achlever
-_internal prlce stabillty, the only feasible. approach for achieving prlce
"stablllty,;n,the 1nternatlonal,markets 1s‘through the’creatlon'of com- :
modity reserves; Probably the only 31gn1f1cant p0351bility of establlsh—
ing a reserve poilcy that could be- sustalned and would not destroy the

capac1ty of the price system to approprlately 1nf1uence the allocatlon

of resources and consumptlon dec151ons would be through the cooperative

>
b

. efforts of the ‘three major grain- exporters. But 1f:such~a cooperatlve'
- effortvattempted'to hold price.changes withinIVery_narrowylimits, such as
25 percent, the effort would fail‘due to theiuhacceptably iarge costs |
that-ﬁould_he involved. | ‘U, | B
It is true that price.stability has economic and social values.
However, it must befrecognized that with»national,agricﬁltural:policies
as.they arevin'countrieS'thatbconsume.half of .the world's‘grain,;the
costs of achieving a substantial degree of price’stability‘in“inter- -
national markets will be.large. It'isva truism that the price stability

objective must be related to. a level of costsvthat is ‘acceptable to those

who will bear those costs.
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uDl Gale Johnson ié Eliakim Hastiﬁgs-Moofé ﬁistingqishéd-éerviée Professor
ofvEconomiCS'aﬁ The,UniVersiﬁy of Chiéago. The‘p?épa:aﬁion‘of thislﬁéper ﬁas
:partially:suppofted'by a grént from the Natibnél Scien§e Foﬁndétion‘to;The.Uni-
versity of Chicago. The éuthor is'solelyirespﬁnsibie‘fof the viewsyéxéressed.'

| o - FOOTNOTES T

‘1.. It cou1d béjargued‘that_stbragé}ié a means df‘maiing thé démaﬁdffﬁﬁcfion4
. highly elasti¢. ’Whén stocks arekbeing'inﬁfeésed; it'is éiéarly‘apptdpriate'to
speak f5i ;erﬁs'of-ﬁhé demand function.  Howevgr, since stocks can be:decreased
as weli'as‘iﬁc:eased, and it is the supplj éﬁailablelfor 6onsumption that ad-
jus;s rathér.thaﬁvprices-andvconsumption,tl have considered a_bﬁffer stocks.
'.operation as a meénsuqf_makiﬁg tﬁe supply funcﬁioﬁ f§£ a given time period
highly‘elastic.t-fhe-unde:lYing effeﬁts:are the,séme; of éourse; whethef oné‘
: viewsia buffef‘stoci operafibn as either a demand or'sﬁpply phehpménbn.,

There are some other methods:of'makihg the supply somgwhat'mp:e eiastici
thanrit~would otherwis¢ bé such}as»ma?kEtiﬁg‘limitatioﬁszgr.acreage'éont:ols
or destrﬁ;tion 6f;pért of thé Outpuﬁ.i Price aiscriminaﬁidn; as in fluid hilk
markets, ¢anvbé used to make the supply to one segment of the“market highly
elastic by reducing the”elasticity'of suppiyvt§ o£he£ ségmeﬁts of the market,
But the methods discussed in the ﬁeit are the ﬁaj&fvonesvwiﬁh relétively'brdad
applicability; | | | | B
2. The tons used in this paper are metric tonms.
3. prever; Chinese imports have not exﬁibit’ed the erratic behavior exemplified
by the.tra&e of ﬁﬁe SoﬁietrUﬁion. Chinese grain imports.do nbt éppéatitdbhave :
been significantly_influenced.by the rgai price of gréin..
4, The éstimated‘éhangés in prices do not includé the direct paﬁments received
by U. S, farmers.-vif-these were included in thg’feturns for 1971, thé increase
in returns for £he.1aterbyears would bé significantly less than 175 pefcent.
The data refer td chp‘yéérs.‘ |

5. In this calculation, the value.of the ruble used is.appfdximately 51.40.
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