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ABSTRACT 

U.S. a g r i c u l t u r a l  expor t s  dec l ined  sha rp ly  and s u b s t a n t i a l l y  i n  

t h e  e a r l y  1980s. This d e c l i n e  has been due i n  l a r g e  measure t o  a 

worldwide slowdown i n  economic growth, t h e  enormous debt  problems of 

t h e  developing c o u n t r i e s ,  and t h e  s t r o n g  va lue  of t h e  d o l l a r .  These 

f a c t o r s  have worked toge the r  t o  reduce t h e  demand f o r  U.S. a g r i c u l t u r a l  . 

expor t s .  Other f a c t o r s  such a s  f o r e i g n  a g r i c u l t u r a l  p o l i c i e s  and 

product ion ,  t h e  U.S. embargo on s a l e s  of a g r i c u l t u r a l  commodities t o  

t h e  USSR, and U.S. domestic commodity programs have been c i t e d  a l s o  a s  

r e spons ib l e  f o r  t h e  r educ t ions  i n  a g r i c u l t u r a l  expor t s .  

This  r e p o r t  reviews b r i e f l y  t h e  sources  of t he  s p e c t a c u l a r  growth 

i n  U.S. a g r i c u l t u r a l  expor t s  i n  t he  1970s, and then  examines i n  d e t a i l  

t he  reasons  f o r  t h e  poor performance of U.S. a g r i c u l t u r a l  expor t s  i n  t h e  

1980s. I m p l i c a t i o n s  of t h e  d e c l i n e  i n  U.S. a g r i c u l t u r a l  expor t s  f o r  

improving the  expor t  performance of U.S. a g r i c u l t u r e  a r e  b r i e f l y  d i s -  

cussed.  
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WHY U. S . AGRICULTURAL EXPORTS HAVE DECLINED 
I N  THE 1980s 

INTRODUCTION 

u.S. a g r i c u l t u r a l  expor t s  dropped s h a r p l y  i n  t h e  e a r l y  1980s a f t e r  

more than  a  decade of  remarkable  expansion. The reasons  t h a t  have been  

advanced t o  e x p l a i n  t h e  s u b s t a n t i a l  and l a r g e l y  unan t i c ipa t ed  d e c l i n e  i n  

a g r i c u l t u r a l  expor t s  a r e  t h e  s u b j e c t  of t h i s  r e p o r t .  

To understand b e t t e r  what happened t o  U. S. a g r i c u l t u r a l  e x p o r t s  

i n  t h e  e a r l y  1980s i t  i s  u s e f u l  t o  r ev i ew  b r i e f l y  t h e  causes  of t h e  

s p e c t a c u l a r  growth of a g r i c u l t u r a l  expor t s  i n  t h e  1970s. Following t h a t ,  

t h e  r ea sons  f o r  t h e  poor performance o f  U.S. a g r i c u l t u r a l  expor t s  i n  t h e  

1980s w i l l  be d i s cus sed  i n  some d e t a i l .  The l a s t  s e c t i o n  of  t h e  r e p o r t  

w i l l  i d e n t i f y  some of t h e  po l i cy  i s s u e s  suggested by t h e  expor t  performance 

of  U.S. a g r i c u l t u r e  i n  t h e  e a r l y  1980s. 

The focus of t h e  r e p o r t  i s  on t h e  four-year per iod  from 1980 t o  1983 

du r ing  which a g r i c u l t u r a l  expor t s  reached t h e i r  peaks i n  bo th  volume and 

va lue  and then  dec l ined .  k 'hi le  a g r i c u l t u r a l  expor t s  a r e  f o r e c a s t  t o  

i n c r e a s e  i n  terms of v a l u e  dur ing  1984, t hey  w i l l  be n e a r l y  s i x  b i l l i o n  

d o l l a r s  l e s s  than  t h e i r  1981 l e v e l .  
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The commodities whose e x p o r t s  grew most r a p i d l y  were co rn ,  wheat, 

and soybeans. Average annual r a t e s  of growth f o r  t he se  commodities a r e  

shown i n  Table  2.  Exports  of  co rn  reached a  maximum of  61 MMT i n  1980, 

more than s i x  t imes  t h e i r  1970 l e v e l .  Exports  of wheat a c t u a l l y  peaked 

a t  n e a r l y  45 MMT i n  1982. The volume of soybean expor t s  i n  1982 was 

more than twice  t h a t  of 1970. In  t h e  s e v e n t i e s  and t h e  e a r l y  e i g h t i e s ,  

t h e s e  t h r e e  commodities have c o n s i s t e n t l y  accounted f o r  more than h a l f  

o f  t h e  va lue  of U.S. a g r i c u l t u r a l  e x p o r t s  and th ree -qua r t e r s  of t h e  volume. 

Table  2.--Average Annual Rates  of  Growth f o r  Exports  o f  
Khea t ,  Corn and Soybeans, Calendar Year 1970-1980 

Commodity Value Quan t i t y  
% 

Wheat 18.2 6.8 

c o r n  16.4 14.4 

Soybeans 12.9 5.6 

Source: U.S. Department of A g r i c u l t u r e ,  Economic Research Serv ice .  

The growth markets f o r  U. S. a g r i c u l t u r a l  expor t s  included n o t  o n l y  

t h e  European Community (EC) and Japan,  bo th  t r a d i t i o n a l  marke ts  f o r  t h e  

United S t a t e s ,  but a l s o  t h e  developing and c e n t r a l l y  planned c o u n t r i e s  

(Table  3 ) .  I n  f a c t  dur ing  t h e  1970s t h e  r e l a t i v e  importance of t h e  EC and 

Japan d e c l i n e d  while  t h a t  of t h e  developing c o u n t r i e s ,  e s p e c i a l l y ,  and 

t h e  c e n t r a l l y  planned c o u n t r i e s ,  t o  a  l e s s e r  e x t e n t ,  increased .  Together  

t h e  developing and c e n t r a l l y  planned c o u n t r i e s  accounted f o r  58  percent  o f  

t h e  growth i n  U.S. a g r i c u l t u r a l  e x p o r t s  from 1976 t o  1981, while  t he  EC, 

Japan and t h e  o t h e r  developed c o u n t r i e s  accounted f o r  42 percent  of t h e  

i n c r e a s e   able 4 ) .  



Table 3.--Value o f  U.S. A g r i c u l t u r a l  Exports  by Major 
Impor te rs ,  F i s c a l  Years 1976 and 1980 t o  1983 

Impor te rs  

EC 

J apan  

Other  
Developed 

Developing 

C e n t r a l l y  
Planned 

To ta l  

Source: U.S. Department o f  A g r i c u l t u r e ,  Economic Research Se rv i ce .  
Fore ign  A g r i c u l t u r a l  Trade of t h e  United S t a t e s ,  annual  supplements ,  
1976 t o  1983. 



Table  4.--Change i n  t h e  Value of U. S. A g r i c u l t u r a l  Exports 

Impor te r  1976-8 1 198 1-82 198 1-83 

$ b i l .  % $ b i l .  % $ b i l .  

EC and J a p a n  5.98 

Other  Developed 2.81 

 evel loping 9.36 

C e n t r a l l y  
p 1 anned 2.88 

T o t a l  21.02 

Source:  Tab le  3 .  



Why d i d  U.S. a g r i c u l t u r a l  e x p o r t s  grow so  d r a m a t i c a l l y  dur ing  t h e  

1970s? The main r ea sons  were rap id  economic growth, e s p e c i a l l y  i n  t h e  

developing c o u n t r i e s ,  t h e  e a s y  a v a i l a b i l i t y  of e x t e r n a l  c r e d i t ,  and t h e  

r e l a t i v e l y  s t eady  d e p r e c i a t i o n  of  t he  d o l l a r  throughout t h e  decade.  These 

f a c t o r s  worked i n  combination t o  i n c r e a s e  t h e  demand f o r  bo th  foodgra ins  

and f e e d s t u f f s ,  p roduc t s  i n  which t h e  United S t a t e s  en joys  a  c m p a r a t i v e  

advantage. Food and a g r i c u l t u r a l  p o l i c i e s  of t h e  developing c o u n t r i e s  and 

t h e  USSR and o t h e r  c e n t r a l l y  planned c o u n t r i e s  a l s o  worked t o  s t r e n g t h e n  

t h e  demand f o r  U. S. a g r i c u l t u r a l  p roducts .  

Income grew more r a p i d l y  i n  t h e  developing and c e n t r a l l y  planned ' 

c o u n t r i e s  du r ing  t h e  s e v e n t i e s  t han  i n  t h e  developed c o u n t r i e s .  11 I n  - 
t h e  developing c o u n t r i e s  income growth averaged around 6 . 3  pe rcen t  du r ing  

t h e  1970s, with incomes i n  t h e  middle income c o u n t r i e s  such a s  Mexico, 

B r a z i l ,  South Korea, and Malaysia growing more r a p i d l y  than  i n  t h e  lower 

income c o u n t r i e s .  Income growth i n  t h e  c e n t r a l l y  planned coun t r i e s - -  

t h e  Sov ie t  Union, E a s t e r n  Europe, China--averaged around 5 pe rcen t  du r ing  

t h i s  decade. In t h e  developed c o u n t r i e s ,  income grew a t  a  much lower 

r a t e  of 3.5 pe rcen t  per  yea r .  

Ex te rna l  c r e d i t ,  f o r  a  v a r i e t y  o f  purposes ,  was r e a d i l y  a v a i l a b l e  

t o  bo th  t h e  developing and c e n t r a l l y  planned c o u n t r i e s  dur ing  t h e  1970s. 2 1  - 

1/ World Bank, World Development Report ,  v a r i o u s  i s s u e s ;  and In t e rna -  
t i o n a i  Monetary Fund, World Economic Outlook, v a r i o u s  i s s u e s .  

2 /  Will iam R. C l ine ,  I n t e r n a t i o n a l  Debt and t h e  S t a b i l i t y  of  t h e  
world- cono om^, I n s t i t u t e  f o r  I n t e r n a t i o n a l  Economics, Washington, D. C. , 
September, 1983. 



The 1973 o i l  p r i c e  i n c r e a s e  by t h e  c o u n t r i e s  of t h e  Organiza t ion  o f  

Petroleum Export ing Count r ies  (OPEC) r e s u l t e d  i n  t h e  t r a n s f e r  t o  those  

c o u n t r i e s  of b i l l i o n s  o f  d o l l a r s  i n  o i l  revenues t h a t  t hey  could n o t  

absorb  i n  t h e i r  own e c o n m i e s .  These funds were depos i t ed  i n  commercial 

banks which then  r ecyc l ed  t h e  "pe t rodo l l a r s "  by making l o a n s  mainly t o  

t h e  middle  income o r  newly i n d u s t r i a l i z i n g  c o u n t r i e s  of t h e  Third Cor ld  

t h a t  were judged t o  be  good c r e d i t  r i s k s .  Not on ly  were t h e  p e t r o d o l l a r s  

i nves t ed  i n  p r o j e c t s  t h a t  p o t e n t i a l l y  would gene ra t e  sources  of income w i t h  

which t o  repay  t h e  l o a n s ,  t hey  were a l s o  l e n t  f o r  gene ra l  ba lance  of pay- 

ments  support .  Typica l  of t h e  l a t t e r  kind of l ending  were loans  t o  non- 

OPEC developing c o u n t r i e s  t o  h e l p  them pay t h e i r  h ighe r  o i l  import b i l l s .  

 his kind of lending  did no t  enhance the  debt  s e r v i c i n g  c a p a c i t y  o f  t h e  

developing c o u n t r i e s .  Macroeconomic developments,  d i scussed  below, 

which adverse ly  a f f e c t e d  U.S. a g r i c u l t u r a l  expor t s ,  a l s o  exacerbated t h e  

debt  problem of t h e  developing c o u n t r i e s .  These included r i s i n g  r e a l  i n t e r e s t  

r a t e s  i n  t h e  United S t a t e s  and o t h e r  developed c o u n t r i e s ,  a  g loba l  re- 

c e s s i o n  which reduced expor t  e a rn ings  and debt  s e r v i c i n g  c a p a c i t y ,  and t h e  

l a r g e  a p p r e c i a t i o n  of t h e  U.S. d o l l a r  which con t r ibu t ed  t o  a d e c l i n e  i n  p r i ce s  

of primary product expor t s  of t h e  developing c o u n t r i e s .  

W r i n g  t h e  s e v e n t i e s ,  t h e  fo re ign  exchange earn ings  from t h e  commodity 

expor t s  o f  both t h e  o i l  expor t i ng  and t h e  non-oil  expor t ing  developing coun- 

t r i e s  were a l s o  growing r a p i d l y .  C r e d i t  a v a i l a b i l i t y ,  e s p e c i a l l y  t h e  

ba lance  of payments s u p p o r t ,  coupled with t h e  increased  fo re ign  exchange 

ea rn ings  enabled t h e  developing and c e n t r a l  l y  planned c o u n t r i e s  t o  in- 

c r e a s e  imports  of a l l  k inds .  These c o u n t r i e s '  imports of f eedg ra ins  and 



soybeans increased  i n  o r d e r  t o  suppor t  an increased  demand f o r  l i v e s t o c k  

products .  The developing and c e n t r a l l y  planned c o u n t r i e s  demand f o r  

foodgra ins  a l s o  increased  du r ing  t h e  decade. The United S t a t e s ,  a  low- 

c o s t  producer w i t h  abundant a g r i c u l t u r a l  r e sou rces ,  was i n  a  good p o s i t i o n  

t o  meet t h e s e  i nc reased  demands f o r  food, f eedg ra ins  and o t h e r  f e e d s t u f f s .  

~ e x i c o  i s  a prime example of t h e  economic f o r c e s  a t  work dur ing  t h e  

1970s and how t h e y  a f f e c t e d  U.S. a g r i c u l t u r a l  expor t s .  3/  Mexico's expor t  - 
e a r n i n g s  i nc reased  from $3 b i l l i o n  i n  1975 t o  $16 b i l l i o n  i n  1981. I t s  

r e a l  per  c a p i t a  income was i n c r e a s i n g  a t  an annual r a t e  o f  3.6 pe rcen t .  

Meat consumption inc reased  by 45 pe rcen t  over  t h e  same per iod .  The v a l u e '  

of food imports from t h e  United S t a t e s ,  mainly c o r n ,  g r a i n  sorghum, and 

wheat,  reached $2.7 b i l l i o n  i n  1980. By 1981, Mexico was t h e  t h i r d  l a r g e s t  

market i n  t h e  m r l d  f o r  U. S. a g r i c u l t u r a l  e x p o r t s .  

Exchange r a t e s  a l s o  began moving f r e e l y  a g a i n s t  one ano the r  dur ing  

t h e  e a r l y  1970's a f t e r  having been bound toge the r  i n  f i xed  r e l a t i o n s h i p s  

s i n c e  t h e  end of World War 11. 4 /  From 1970 t o  1979 t h e  d o l l a r  f e l l  i n  - 
3 /  U. S. Department of A g r i c u l t u r e ,  Economic Research S e r v i c e ,  Debt, 

T r a d e a n d  Payments I s sues  and U. S. -Mexican Economic In t e rdependenc ie s ,  
ERS S t a f f  Report No. AGES84067; David E. Erwin and Maury Bredahl ,  Fu ture  
Dimensions o f  A g r i c u l t u r a l  Trade,  U n i v e r s i t y  of LMissouri, A g r i c u l t u r a l  
Experiment S t a t i o n  Report No. 312, Columbia, Missouri ,  August 1984; 
and U.S. Dept. of  A g r i c u l t u r e ,  Fore ign  A g r i c u l t u r a l  Trade of t h e  United 
S t a t e s ,  annual  supplements ,  1981 and 1982. 

4 /  G. Edward Schuh, The Exchange Rate and U.S. A g r i c u l t u r e ,  American 
J o u r n a l  of A g r i c u l t u r a l  Economics, v o l .  56, no. 1 ,  1974, pp. 1-13; G. 
Edward Schuh, A g r i c u l t u r e  i n  an  Open Economy, Testimony presen ted  t o  t h e  
J o i n t  Economic Committee of t h e  U.S. Congress, Washington, D.C.  A p r i l ,  
1984: G Edward Schuh, P o l i c y  Options f o r  Improving t h e  Trade Performance 
oE U.S. Agr i cu l tu re  prepared f o r  t h e  Nat ional  A g r i c u l t u r a l  Forum, January  
1984; James Longmire and Ar thur  Morey, Strong Do l l a r  Dampens Demand f o r  U.S. 
Farm Expor t s ,  Foreign A g r i c u l t u r a l  Economic Report No. 194, December 1983. 



va lue  by 30 percent  a g a i n s t  o t h e r  major world c u r r e n c i e s .  Th i s  de- 

p r e c i a t i o n  of t h e  d o l l a r  which was f a i r l y  s t e a d y  throughout  t h e  decade,  

reduced t h e  c o s t  o f  U.S. a g r i c u l t u r a l  expor t s  i n  f o r e i g n  c u r r e n c i e s  and 

f u r t h e r  s t imu la t ed  demand. 

A g r i c u l t u r a l  p o l i c i e s  o f  bo th  t h e  developing and t h e  c e n t r a l l y  

planned c o u n t r i e s  a l s o  helped t o  i n c r e a s e  t h e  demand f o r  U.S, a g r i c u l t u r a l  

canmodit ies .  Many developing c o u n t r i e s  followed "cheap food p o l i c i e s "  

which kept food p r i c e s  low t o  domest ic  producers ,  provided l i t t l e  

i n c e n t i v e  t o  t h e i r  own f anne r s  t o  i n c r e a s e  product ion  and a s  a  r e s u l t  

s t imu la t ed  t h e  demand f o r  food imports .  - 5 1  A common element i n  such  

p o l i c i e s  i s  an overvalued cur rency  which makes imports  cheap and e x p o r t s  

more expensive.  The USSR and t h e  c e n t r a l l y  planned c o u n t r i e s  o f  E a s t e r n  

Europe a l s o  followed food and a g r i c u l t u r a l  p o l i c i e s  t h a t  s t imu la t ed  t h e  

demand f o r  a g r i c u l t u r a l  commodities. - 6 1  In t h e  e a r l y  s e v e n t i e s  t h e  USSR 

e v i d e n t l y  dec ided  t o  ma in t a in  t he  consumption of l i v e s t o c k  p roduc t s  f o r  

i t s  people even when g r a i n  s u p p l i e s  were s h o r t .  Th i s  meant t h a t  t h e  USSR 

had t o  import food g r a i n s  and f e e d s t u f f s  i n  o rde r  t o  meet t h i s  domestic 

p o l i c y  o b j e c t i v e .  The Eas t e rn  European c e n t r a l l y  planned c o u n t r i e s  

followed s u i t .  In  a d d i t i o n ,  t h e  USSR and t h e  E a s t e r n  European c o u n t r i e s  

5 /  Char les  E. Hanrahan and G. Edward Schuh, Food Po l i cy  i n  Developing 
~ount ' ;- ies,  U. S. Dept . o f  A g r i c u l t u r e ,  Economic Research Se rv i ce ,  Foreign 
~ g r i c u l t u r a l  Economic r epo r t  No. 193 ,  December 1983. 

6 /  D .  Gale Johnson, Agr i cu l tu re  i n  t h e  C e n t r a l l y  Planned Economies, 
~ a ~ e r - ~ o .  82-15, O f f i c e  of A g r i c u l t u r a l  Economic Research, U n i v e r s i t y  o f  
Chicago, J u l y  21,  1982. 



s u b s i d i z e  t h e  consumption of l i v e s t o c k  products .  These food s u b s i d i e s  

a l s o  con t r ibu ted  t o  an expansion of demand f o r  a g r i c u l t u r a l  imports .  

A l l  t he  f a c t o r s  d i scussed  above c o n t r i b u t e d  t o  i nc reased  demand f o r  

U.S. a g r i c u l t u r a l  expor t s  throughout t h e  s e v e n t i e s .  A t  t h e  beginning of 

the  1980s t h e r e  appeared t o  be every expec ta t ion  t h a t  t h e  expor t  boom of 

the  preceding decade would cont inue .  The complete turnaround i n  economic 

cond i t i ons  i n  t he  e a r l y  1980s and i t s  consequences f o r  U.S. a g r i c u l t u r a l  

t r a d e  were l a r g e l y  unan t i c ipa t ed .  





THE DECLINE I N  U.S. AGRICULTURAL EXPORTS 

The dramat ic  r e v e r s a l  i n  the  e a r l y  1980 ' s  of t he  economic c o n d i t i o n s  

of t h e  previous decade p r e c i p i t a t e d  a  sha rp  drop i n  U.S. a g r i c u l t u r a l  expor t s .  

Frau 1981 t o  1983, t h e  va lue  of U.S. a g r i c u l t u r a l  expor t s  f e l l  by more than 

$9 b i l l i o n  d o l l a r s .  The volume o f  a g r i c u l t u r a l  expor t s  f e l l  by more t h a n  

19 MMT  able I ) .  There i s  wide agreement t h a t  worldwide economic re- 

c e s s i o n ,  t h e  enormous debt  problems of t h e  developing c o u n t r i e s ,  and t h e  

r ap id  a p p r e c i a t i o n  of t he  U.S. d o l l a r  have been t h e  major  c o n t r i b u t o r s  t o  

t h e  weak demand f o r  U.S. a g r i c u l t u r a l  expor t s .  7/ In  add i t i on  t o  t h e s e  - 
macroeconcanic f a c t o r s ,  a  number of o t h e r  f a c t o r s  a r e  f r equen t ly  c i t e d  a s  ' 

sources of  t h e  d e c l i n e  i n  U.S. a g r i c u l t u r a l  expor t s .  8 /  These i n c l u d e  - 
increased  worldwide product ion of major  a g r i c u l t u r a l  commodities, t h e  

a g r i c u l t u r a l  and t r a d e  p o l i c i e s  of fo re ign  c o u n t r i e s ,  t h e  p a r t i a l  U. S. 

embargo of s a l e s  of a g r i c l t u r a l  commodities t o  t he  USSR, and U.S. com- 

modity programs which i n  conjunct ion  with the  h i g h  va lue  of t h e  d o l l a r  

reduce t h e  compet i t iveness  of  U.S. products  i n  world markets.  Although 

t h e r e  i s  broad agreement about t he  e f f e c t s  of t h e  changed economic 

c o n d i t i o n s  of t h e  1980s on U.S. a g r i c u l t u r a l  expor t s  t h e r e  i s  much l e s s  

agreement about t h e  e f f e c t s  of t h e  o t h e r  major f a c t o r s  l i s t e d  above. 

7 /  Council of Economic Advisors,  Annual Report,  February 1984; G. 
~ d w a r 7  Schuh, P o l i c y  Options.. . ; Dale E. Hathaway, A g r i c u l t u r a l  Trade 
P o l i c y  f o r  t he  1980's  i n  h ' i l l iam R. Cl ine ,  e d . ,  Trade po l i cy  i n  t he  
19801s ,  I n s t i t u t e  f o r  I n t e r n a t i o n a l  Economics, Washington, 1983. 

8 /  John Dunmore and James Longmire, Sources of Recent Change i n  
U .  S. G r i c u l t u r a l  Expor ts ,  U. S. Dept. o f  A g r i c u l t u r e ,  Economic Research 
Se rv i ce ,  S t a f f  Report No. AGES831219, January 1984. 



Macroeconomic Fac to r s  

~ f f o r t s  by t h e  major i n d u s t r i a l i z e d  developed c o u n t r i e s ,  i nc lud ing  

t h e  United S t a t e s ,  i n  t h e  e a r l y  1980s t o  reduce i n f l a t i o n  i n  t h e i r  

economies by slowing t h e  growth i n  money supp l i e s  r e s u l t e d  i n  a  world- 

wide slowdown i n  economic a c t i v i t y .  These r e s t r i c t i v e  monetary p o l i c i e s  

r e s u l t e d  i n  h ighe r  i n t e r e s t  r a t e s  and slowed economic growth, f i r s t  

i n  t h e  developed c o u n t r i e s  and subsequent ly  i n  t h e  developing and 

c e n t r a l l y  planned coun t r i e s .  These monetary p o l i c i e s  worked t o  

achieve t h e  d e s i r e d  r educ t ions  i n  i n f l a t i o n .  Rates of i n f l a t i o n  i n  t h e  

c o u n t r i e s  t h a t  a r e  members of t h e  Organiza t ion  f o r  Economic Cooperat ion 

and Development (OECD) dec l ined  from an average of 12 percent  i n  1980 t o  

7.5 percent  i n  1982. - 9/ The economic slowdown i n  t h e  OECD c o u n t r i e s  a l s o  

depressed t h e  demand f o r  goods imported from t h e  developing c o u n t r i e s ,  

and consequent ly reduced t h e i r  fo re ign  exchange earn ings  and slowed 

t h e  growth of t h e i r  economies. In  t h e  e a r l y  1980s incomes i n  t h e  

developing c o u n t r i e s  were growing only about h a l f  a s  r a p i d l y  a s  they  

had grown i n  t h e  s e v e n t i e s .  The h igher  i n t e r e s t  r a t e s  i n  t h e  developed 

c o u n t r i e s  a l s o  added t o  the  debt  s e r v i c e  burden of t h e  developing and 

c e n t r a l l y  planned c o u n t r i e s ,  s i n c e  many of t h e  deb t s  owed t o  canmercial  

banks i n  t he  OECD c o u n t r i e s  were loans with v a r i a b l e  i n t e r e s t  r a t e s .  

Both t h e  reduced expor t  ea rn ings  and t h e  h ighe r  i n t e r e s t  r a t e s  

exacerbated t h e  debt  problem t h a t  had been growing i n  t h e  1970s. By 

- 

9 /  CEA, 1984. - 



1982, many developing c o u n t r i e s  had accumulated debt  s e r v i c e  o b l i g a t i o n s  

t h a t  exceeded t h e i r  expor t  earn ings .  An " i n t e r n a t i o n a l  l i q u i d i t y  c r i s i s "  

was provoked i n  August of 1982 when Mexico announced t h a t  i t  could n o t  

meet t h e  i n t e r e s t  payments due on i t s  nea r ly  $85 b i l l i o n  of l oans  from 

fo re ign  c r e d i t o r s .  The Mexican debt  c r i s i s  caused banks i n  t h e  developed 

c o u n t r i e s  t o  c u t  back on new lending  t o  o t h e r  h e a v i l y  indebted c o u n t r i e s .  

As a  r e s u l t ,  t h e  deb to r  developing c o u n t r i e s  found i t  neces sa ry  t o  s eek  

r e l i e f  from c r e d i t o r s  i n  t h e  form of reschedul ing  of d e b t s  and t o  undertake 

economic a u s t e r i t y  measures,  monitored usua l  l y  by t h e  I n t e r n a t i o n a l  

Monetary Fund ( IMF) ,  t o  improve t h e i r  s h o r t  run t r a d e  balances.  10/ For - 
t h e  most p a r t  t h e  a u s t e r i t y  programs involved import r e d u c t i o n s ,  i n -  

c  luding food and a g r i c u l t u r a l  import s ,  and currency deva lua t ions  designed 

t o  s t i m u l a t e  expor t s  i n  exchange for  new loans  and debt  r e schedu l ings  

t o  meet sho r t run  f i n a n c i a l  o b l i g a t i o n s .  

The debt  problem and t h e  a u s t e r i t y  measures designed t o  cope wi th  

i t  have had a  s u b s t a n t i a l  e f f e c t  on U.S. a g r i c u l t u r a l  expor t s  t o  developing 

c o u n t r i e s  (Table 5 ) .  I n  L a t i n  America, f o r  example, U. S. a g r i c u l t u r a l  

e x p o r t s  dec l ined  by n e a r l y  $2  b i l l i o n  from 1981 t o  1982. More than 

h a l f  of t h a t  d e c l i n e  was accounted f o r  by Mexico whose a g r i c u l t u r a l  

impor ts  from t h e  United S t a t e s  dropped by $1.3 b i l l i o n  o r  54 percent  f r o m  

1981 t o  1982. Other major deb to r  c o u n t r i e s  i n  L a t i n  America such a s  

~ e n e z u e l a  and Braz i l  a l s o  cu t  back sha rp ly  t h e i r  a g r i c u l t u r a l  imports  

from t h e  United S t a t e s .  

l o /  C l ine ,  I n t e r n a t i o n a l  Debt. - 



In  t h e  e a r l y  1980s t h e  va lue  of t h e  d o l l a r  i n  terms of o t h e r  major 

world t r a d i n g  c u r r e n c i e s  i nc reased .  As t h e  d o l l a r  increased  i n  v a l u e ,  

f i r s t  t h e  volume and then  t h e  va lue  of U.S. a g r i c u l t u r a l  expor t s  d e c l i n e d .  

Between January  1980 and December 1983, t h e  va lue  of t h e  d o l l a r  ad jus t ed  

fo r  i n f l a t i o n ,  went up by 45 pe rcen t .  - 111 During t h e  same pe r iod ,  farm 

p r i c e s  i n  t h e  United S t a t e s  were f a l l i n g .  The p r i c e  of  co rn ,  f o r  example, 

f e l l  by 5 percent  dur ing  t h i s  per iod .  However, while t h e  p r i c e s  f o r  

farm commodities were f a l l i n g  i n  t h e  un i t ed  S t a t e s ,  t hey  were r i s i n g  i n  

terms of t h e  c u r r e n c i e s  of  import ing c o u n t r i e s .  Thus, importing c o u n t r i e s  

i n  1983 were paying about 40 pe rcen t  more i n  r e a l  t e r n s  than  they were . 

~ a y i n g  i n  1980 t o  buy U.S. co rn .  

Because a g r i c u l t u r e  i n  t h e  United S t a t e s  ea rns  about 25 pe rcen t  of 

i t s  g r o s s  r e c e i p t s  from expor t s  i t  i s  p a r t i c u l a r l y  s e n s i t i v e  t o  t h e  

111 CEA 1984 and J e r r y  A. Sharp les ,  Alan Webb, and Fo re s t  Hol land ,  
h'orld-ade and U.S. Farm P o l i c y ,  U.S. Department of A g r i c u l t u r e ,  Eco- 
nomic Research S e r v i c e  S t a f f  r e p o r t  No. AGES840521. 



Table 5.--Foreign Debt a t  t h e  End of 1982 and U.S. Agr icu l tu ra l  
Exports t o  Selected Countries ,  Calendar Years 1981 and 1982 

 orr rowing Country To ta l  Debt U.S. Agr icu l tu ra l  Exports 
198 1 1982 ................................. $ b i l l i o n  .............................. 

L a t i n  America 288.1 5.30 3.40 

Argent h a  
B r  az i  1 
Chile 
Colanbia 
Ecuador 
Mexico 
Peru 
Venezuela 

Asia 108.8 4.14 3 .80 

Indones i a  
Korea 
Ma1 ays i a 
Phi l ippines  
~ a i w a n  
Thailand 

Middle East 
and North Af r i ca  

Algeria 
Egypt 
I s r a e l  
Ivory Coast 
Morocco 
~ i g e r i a  
Turkey 

Tot a1 514.5 14.99 11.71 

Source: Debt numbers a r e  from Morgan Guaranty Trust  Company of New York, 
World Financial  markets,  June 1983; U.S. a g r i c u l t u r a l  expor ts  
a r e  from U. S. Dept . of Agr icul ture ,  Economic Research Serv ice ,  
~ o r e i g n  Agr icu l tu ra l  Trade of the  United S t a t e s ,  Calendar Year 
1983, Washington, D. C .  1984. 



e f f e c t s  of i n t e r n a t i o n a l  economic developments. Agr i cu l tu re  i s  not a lone  

however i n  f e e l i n g  t h e  e f f e c t s  of t h e  s t rong  d o l l a r  on t r ade .  121 Because - 
t he  s t rong  d o l l a r  makes U.S. expor t s  more expensive,  a l l  s e c t o r s  of t h e  U.S. 

economy which depend on t r a d e  f o r  a  s u b s t a n t i a l  p o r t i o n  of t h e i r  s a l e s  

have experienced reduced demand and lower incomes. Large ly  because of t h e  

s t rong  d o l l a r  which makes imports  cheaper  and expor t s  more expensive,  t h e  

U.S. merchandise t r a d e  d e f i c i t  which was n e a r l y  $70 b i l l i o n  i n  1983 

i s  expected t o  be around $130 b i l l i o n  i n  1984. 

The r i s e  i n  t h e  va lue  of t h e  d o l l a r  s i n c e  mid-1980 r e f l e c t s  p r i -  

m a r i l y  t h e  high r e a l  i n t e r e s t  r a t e s  i n  the  United S t a t e s  r e l a t i v e  t o  

o t h e r  c o u n t r i e s  and t h e  b e l i e f  t h a t  t h e  United S t a t e s ,  i n  c o n t r a s t  t o  

many developing and some developed c o u n t r i e s ,  i s  a  " s a f e  haven" f o r  

c a p i t a l  investment .  The apparent  s t r e n g t h  of t h e  U.S. economic recovery ,  

t h e  reduced expec ta t ions  of i n f l a t i o n ,  h igh  demand f o r  c r e d i t  by government 

and by p r i v a t e  bor rowers ,  and t h e  favorable  t a x  t rea tment  accorded investment 

i n  t he  United S t a t e s  a r e  a l s o  probable causes  f o r  the  cont inued skrong 

va lue  of t h e  d o l l a r .  The d o l l a r  i s  l i k e l y  t o  remain s t rong  and p r i c e s  

of  U.S. e x p o r t s  high a s  long a s  t hese  cond i t i ons  p e r s i s t .  

Foreign Product ion  

Another f a c t o r  a f f e c t i n g  t h e  denand f o r  U.  S. a g r i c u l t u r a l  expor t s  

has  been fo re ign  crop  product ion (Table 6 ) .  From 1981 t o  1983 f o r e i g n  

121 Ki l l i am A.  Cox, F l e x i b l e  Exchange Rates  and U.S. I n d u s t r i e s ,  
CRS ~ G o r t  No. 84-63 S, September 1984. 



product ion of wheat i nc reased  by about 26.5  MMT. 131 Among t h e  e x p o r t e r s ,  - 
Canada, Argent i na ,  and t h e  EC a l l  experienced s u b s t a n t i a l  i n c r e a s e s  i n  

product ion.  Importing c o u n t r i e s  such a s  China and I n d i a  a l s o  i nc reased  

t h e i r  product ion.  These g a i n s  i n  ou tput  meant g r e a t e r  a v a i l a b i l i t y  o f  

wheat f o r  domestic consumption i n  t h e  c a s e  of  import ing c o u n t r i e s  and 

g r e a t e r  a v a i l a b i l i t y  o f  expor t ab l e  s u p p l i e s  i n  t h e  c a s e  of t h e  expor t i ng  

c o u n t r i e s .  Increased  fo re ign  s u p p l i e s  probably worked i n  tandem wi th  t h e  

Table  6.--Foreign and U.S. Product ion  of  Wheat, Coarse Gra ins ,  
and Soybeans, 1981 and 1983 1/ - 

--------- M i l  l i o n  Met r ic  Tons--------- 

Fore ign  Product  i on  1981 - 1983 - Change 

h'heat 377.9 404.4 +26.5  

Coarse Grains  533.7 530.7 - 3.7 

Soybeans 

U . S . Product i on  

Kheat 

Coarse Grains  

Soybeans 

11 Crop years .  - 

Source: Fore ign  A g r i c u l t u r a l  Se rv i ce ,  Foreign A g r i c u l t u r a l  C i r c u l a r ,  
Gra ins ,  v a r i o u s  i s s u e s .  

131 U.S. Department of A g r i c u l t u r e ,  Foreign A g r i c u l t u r a l  Se rv i ce ,  
~ r a i n 7  Fore ign  A g r i c u l t u r a l  C i r c u l a r ,  va r ious  i s s u e s  and Soybeans, v a r i o u s  
i s s u e s .  



h ighe r  exchange v a l u e  of t h e  d o l l a r  t o  w a k e n  t h e  demand f o r  U.S. wheat 

expor t s .  

~ o r e i g n  s u p p l i e s  of  c o r n  and o t h e r  c o a r s e  g r a i n s  dec l ined  from 1981 

t o  1983 and thus  probably s t rengthened  t h e  demand f o r  U.S. c o a r s e  g r a i n  

expor t s .  Corn ou tpu t  was down s u b s t a n t i a l l y  du r ing  t h i s  per iod  i n  

Argent ina,  South Af r i ca  and Thai land ,  t h e  United S t a t e s '  major compe t i t o r s  

i n  corn  expor t s .  Small i n c r e a s e s  i n  world soybean product ion  probably 

had a  s l i g h t  nega t ive  e f f e c t  on t h e  demand f o r  soybean expor t s  from t h e  

United S t a t e s .  

~ o r e i g n  A g r i c u l t u r a l  P o l i c i e s  

The a g r i c u l t u r a l  p o l i c i e s  o f  o t h e r  c o u n t r i e s ,  b o t h  t r a d e  and domest ic  

farm p o l i c i e s ,  a r e  o f t e n  c i t e d  a s  r ea sons  f o r  t h e  d e c l i n e  i n  U. S. a g r i c u l -  

t u r a l  expor t s .  It i s  d i f f i c u l t ,  however, t o  d i s t i n g u i s h  between the  sho r t run  

and longrun e f f e c t s  of  t h e s e  p o l i c i e s  on U ,  S. a g r i c u l t u r a l  t r a d e .  

I n  t h e  EC, s u r p l u s e s  of wheat and wheat f l o u r  have developed a s  

a  r e s u l t  of h i g h  i n t e r n a l  p r i c e  suppor t s  which s t i m u l a t e  domest ic  produc- 

t i o n .  Rather  than s t o r e  t h e s e  exces s  s u p p l i e s  of g r a i n ,  t h e  EC e x p o r t s  

them t o  f o r e i g n  markets .  The h i g h  domest ic  p r i c e s  f o r  t h e s e  products  

have n e c e s s i t a t e d  l a r g e  expor t  s u b s i d i e s  i n  o r d e r  t o  move the  s u r p l u s e s  

i n t o  i n t e r n a t i o n a l  markets .  North Afr ica  and t h e  Middle East  have been 

t a r g e t  marke ts  f o r  t h e s e  expor t .  The United S t a t e s  has  t r i e d  t o  ma in t a in  

i t s  s h a r e  of t h e  market i n  t h i s  r eg ion  by  making subs id i zed  a g r i c u l t u r a l  



c r e d i t  a v a i l a b l e  t o  importing c o u n t r i e s .  It does not  appear however, 

t h a t  t h e  r e l a t i v e  market sha re s  of t h e  EC and t h e  United S t a t e s  f o r  

wheat and wheat f l o u r  i n  t h e  Middle Eas t  i n  t h e  1980s have been 

apprec i ab ly  changed a s  a  r e s u l t  o f  t h e  EC subs idy  p o l i c i e s .  I n  t h e  

longer  run t h e  e f f e c t  of t h e  EC's domestic and t r a d e  p o l i c i e s  has  pro- 

bably  been t o  g ive  t h e  EC a  l a r g e r  s h a r e  of t h i s  r e g i o n ' s  market  than  i t  

would have had with lower domestic p r i c e s  and no,  o r  l e s s  generous,  

expor t  subs id i e s .  

A major  e f f e c t  of EC p o l i c y  ove r  t h e  longrun has been t o  s h i f t  

t h e  EC from a  n e t  importer  t o  a  n e t  expor t e r  of wheat. A t  t h e  beginning  ' 

o f  t h e  19709, t h e  EC imported over  1 4  MMT of wheat. By 1980/81, t h e  EC 

was a  n e t  expor t e r  of over  10 MMT of wheat. In t h e  per iod  1980181 t o  

1982183 when U.S. a g r i c u l t u r a l  expor t s  were d e c l i n i n g ,  t h e  EC inc reased  i t s  

n e t  expor t s  of wheat and wheat f l o u r  by 1.5 m i l l i o n  MMT. During t h e  same 

pe r iod ,  U.S. n e t  expor t s  of wheat and wheat f l o u r  dec l ined  by 2.0 MMT. 

( I f  t h e  drop  i n  U.S. wheat and wheat f l o u r  expor t s  i s  measured from 

1981182 t o  1982/83, t h e  drop i n  e x p o r t s  was 8.9  W.) 

Canada, A u s t r a l i a ,  and Argentina have been fol lowing p o l i c i e s  i n  

t h e  1980s t h a t  aim a t  maximizing t h e i r  expor t  volumes. Canada has made 

improvements i n  i t s  g r a i n  t r a n s p o r t a t i o n  i n f r a s t r u c t u r e  t h a t  enhanc e  

i t s  c a p a b i l i t i e s  t o  expor t .  These c o u n t r i e s  have not made product ion 

adjustments  a s  t h e  United S t a t e s  has  i n  o r d e r  t o  b r i n g  Qorld s u p p l i e s  i n t o  

b e t t e r  ba lance  w i t h  demand. They have been ab le  t o  main ta in  t h e i r  market 

sha re s  e s p e c i a l l y  f o r  wheat dur ing  t h e  r e c e n t  per iod of  d e c l i n i n g  U.S. 

a g r i c u l t u r a l  expor t s .  A l l  of them r e l y  more heav i ly  than  does the  United 



S t a t e s  on b i l a t e r a l  agreements which h e l p  t o  ma in t a in ,  but probably n o t  

i n c r e a s e ,  t h e i r  market  sha re s .  These o t h e r  e x p o r t e r s  a l s o  appear  t o  be  

b e n e f i t t i n g  from h i g h e r  U.S. p r i c e s  a t t r i b u t a b l e  t o  t h e  s t r o n g  va lue  o f  

t h e  d o l l a r .  Success ive  deva lua t ions  by Argent ina  i n  p a r t i c u l a r  dur ing  

t h e  e a r l y  1980s have brought i t s  wheat p r i c e s  about 30 percent  below 

U.S. expor t  p r i c e s .  - 14/ 

The Embargo on S a l e s  of  A g r i c u l t u r a l  Commodities t o  t h e  USSR 

A t  v a r i o u s  t imes  dur ing  t h e  1970s and 1980s t h e  United S t a t e s  

h a s  embargoed o r  c o n t r o l l e d  e x p o r t s  of c e r t a i n  a g r i c u l t u r a l  p roduc t s ,  

e i t h e r  g l o b a l l y  o r  s e l e c t i v e l y ,  f o r  domestic supply  o r  fo re ign  p o l i c y  

r ea sons .  - 15/ In  1973, f o r  example, soybean expor t s  were temporar i ly  

embargoed t o  hold down domestic p r i c e s  t o  l i v e s t o c k  producers who used 

soybean meal a s  an important  feed ing red i en t .  The soybean embargo was 

j u s t i f i e d  a l s o  a s  a  means o f  m i t i g a t i n g  t h e  i n f l a t i o n a r y  p re s su re s  of  

soybean expor t s  on consumer food p r i c e s ,  e s p e c i a l l y  p r i c e s  of l i v e s t o c k  

products .  

The most r e c e n t  embargo imposed by t h e  United S t a t e s  was on s a l e s  of 

g r a i n  t o  t h e  USSR fo l lowing  i t s  invas ion  o f  Afghanis tan.  This  embargo 

i s  o f t e n  c i t e d  a s  a  major  r ea son  f o r  t h e  d e c l i n e  i n  U.S. a g r i c u l t u r a l  

expor t s  du r ing  t h e  e a r l y  1980s. 

The embargo on s a l e s  of commodities above those  a l r eady  con t r ac t ed  

fo r  under t h e  terms of a  Longterm Grain Agreement (LTA) between t h e  United 

14/ I n t e r n a t i o n a l  Monetary Fund, I n t e r n a t i o n a l  F inanc i a l  S t a t i s t i c s ,  
and uT. Dept. o f  A g r i c u l t u r e ,  Fore ign  ~ g r i c u l t u r a l  Trade of t h e  United 
S t a t e s ,  v a r i o u s  i s s u e s .  

15/ Penelope C .  Cate ,  A D e s c r i p t i o n  and Chronology of  Embargoes, 
~ o r a t z i u m s ,  and Suspensions of  U. S. A g r i c u l t u r a l  Exports  S ince  1970, 
CRS Report No. 81-235 ENR. Washington, D.C . ,  October 16 ,  1981. 



S t a t e s  and t h e  USSR went i n t o  e f f e c t  on January  8 ,  1980. The embargo was 

l i f t e d  on Apr i l  2 4 ,  1981. U.S. wheat and coa r se  g r a i n  e x p o r t s  t o  t h e  

USSR dec l ined  a s  a  r e s u l t  of t h e  embargo. U.S. g r a i n  e x p o r t s  t o  t h e  USSR 

dur ing  t h e  J u l y  1979 t o  June  1980 market ing year  t o t a l e d  15.2 MMT; i n  t h e  

J u l y  1980 t o  June 1981 market ing yea r ,  U.S. wheat and c o a r s e  g r a i n  e x p o r t s  

t o  t h e  USSR were 8.0 MMT. 16/ However, i t  was dur ing  t h i s  per iod  when t h e  - 
embargo was i n  e f f e c t  t h a t  U.S. a g r i c u l t u r a l  expor t s  reached t h e i r  peak 

l e v e l s ,  f o r  volume i n  1980 and va lue  i n  1981. It i s  l i k e l y  t h a t  t he  

expor t s  l o s t  t o  t h e  USSR were r e d i r e c t e d  t o  o t h e r  c o u n t r i e s  a s  o t h e r  ex- 

p o r t e r s ,  n o t a b l y  Argent ina ,  moved t o  meet Sov ie t  import needs t h a t  were 
' 

no t  be ing  m e t  by t h e  United S t a t e s .  

While  i n  t h e  s h o r t r u n  t h e  embargo on t h e  USSR appears  t o  have had 

l i t t l e  e f f e c t  on U. S. a g r i c u l t u r a l  e x p o r t s ,  i t  could  have more s e r i o u s  long- 

run consequences.  17/ The use of  embargoes has  c r ea t ed  some u n c e r t a i n t y  - 
about t h e  r e l i a b i l i t y  of t h e  United S t a t e s  a s  a  s u p p l i e r  of a g r i c u l t u r a l  

c  cnmnodi t i e s .  

As a r e s u l t  of such p o l i c i e s ,  no t  on ly  t h e  USSR b u t  a l s o  o t h e r  

c o u n t r i e s  may make p o l i c y  changes e i t h e r  t o  become more s e l f - s u f f i c i e n t  

i n  a g r i c u l t u r a l  p roducts  o r  t o  s ecu re  a l t e r n a t i v e  sou rces  of food s u p p l i e s  

and t h e r e f o r e  could r e l y  l e s s  on t h e  United S t a t e s  f o r  meeting t h e i r  food 

and a g r i c u l t u r a l  product  demands. Foreign po l i cy  c o n s i d e r a t i o n s  a r e  

l i k e l y  always t o  e n t e r  i n t o  t h e  USSR's d e c i s i o n  t o  buy g r a i n  from t h e  

16/ U. S. Department of A g r i c u l t u r e ,  Foreign A g r i c u l t u r a l  S e r v i c e s ,  
The ~ E i n  S i t u a t i o n  i n  t h e  USSR, Fore ign  A g r i c u l t u r a l  C i r c u l a r ,  v a r i o u s  
i s s u e s .  

17/ Schuh, P o l i c y  Options.  - 
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United S t a t e s ,  bu t  so  w i l l  world p r i c e s  and i t s  own a b i l i t y  t o  i n c r e a s e  

i t s  g r a i n  product ion .  The smallest Sov ie t  g r a i n  crop i n  f i v e  y e a r s  of 

poor c rops  is  l i k e l y  t o  make 1984185 a  r eco rd  year  f o r  U.S. g r a i n  s a l e s  

t o  t h e  USSR. 181 - 

U.S. P r i c e  Support  Programs 

Another f r e q u e n t l y  c i t e d  reason  f o r  t h e  s h o r t  run  d e c l i n e  i n  U.S. 

a g r i c u l t u r a l  expor t s  is t h e  l e v e l  of p r i c e  suppor t s  ( l o a n  r a t e s )  f o r  

g r a i n s  and f e e d s t u f f s  i n  t h e  United S t a t e s .  - 19/  The argument is  made t h a t  

U.S. p r i c e  suppor t s  f o r  g r a i n s  and f e e d s t u f f s  a r e  h igh  i n  r e l a t i o n  t o  

p r i c e s  i n  t h e  world market .  High U.S. p r i c e  suppor t s  which e s t a b l i s h  a  

high world f l o o r  p r i c e  encourage o t h e r  producing c o u n t r i e s  t o  i n c r e a s e  

product ion  and e x p o r t s .  Proponents of t h i s  argument p o i n t  t o  world 

markets  f o r  wheat and tobacco t o  i l l u s t r a t e  t h e  e f f e c t s  of h i g h  (and 

r e l a t i v e l y  s t a b l e )  U.S. p r i c e  suppor t s  on U.S. a g r i c u l t u r a l  e x p o r t s .  - 201 

Market p r i c e s  i n  t h e  United S t a t e s  f o r  wheat were w e l l  above suppor t  

l e v e l s  throughout  most of t h e  1970s. During t h e  1980s,  however, t h e  

wheat l oan  r a t e  has  s t a b i l i z e d  t h e  market p r i c e  of wheat,  t h a t  i s ,  t h e  

181 U.S. Department of A g r i c u l t u r e ,  Economic Research S e r v i c e ,  
~ ~ r i c ' ; r i t u r a l  Outlook, October ,  1984. 

191 Schuh, P o l i c y  Options.  - 
201 Sha rp l e s  and o t h e r s ,  World Trade and U.S. Farm Po l i cy .  - 



l oan  r a t e  has  put  a  f l o o r  under market p r i ce s .  Between 1981 and 1983, 

U.S. wheat expor t s  dropped 10  MMT and s t o c k s  of  wheat increased  by 11 

MMT. However dur ing  t h e  same pe r iod ,  o t h e r  wheat expor t ing  c o u n t r i e s  

increased  t h e i r  p roduct ion  of wheat by 10 MMT and increased  t h e i r  expor t s  

by 8 M M T .  K i t h  lower suppor t  l e v e l s ,  t he  argument goes ,  t h e  United S t a t e s  

would have been more ccmpe t i t i ve  i n  t h e  world wheat market,  t h a t  is, 

t h e  United S t a t e s  would have been a b l e  t o  s e l l  i t s  wheat on world markets  

and avoid t h e  accumulation of s tocks .  

Tobacco i s  used a s  another  example. Tobacco has  been under p r i c e  

suppor t s  and product ion c o n t r o l s  s i n c e  t h e  1930s. In  t h e  e a r l y  1950s 

t h e  U.S. s h a r e  of world tobacco e x p o r t s  was 35 t o  40 percent .  U.S. n e t  

expor t s  ( e x p o r t s  minus imports)  accounted f o r  30 t o  35 percent  of world 

tobacco  expor t s  i n  t he  1950s. In  the 19809, U.S. n e t  expor t s  were l e s s  

than  10 percent  of world tobacco expor ts .  The conclus ion  drawn by 

many i s  t h a t  high p r i c e  suppor t s  f o r  tobacco have provided an "umbrella" 

over world tobacco p r i c e s ,  and encouraged t h e  expansion of product ion and 

t r a d e  by o t h e r  c o u n t r i e s .  

Suppor te rs  of t h i s  l i n e  of reasoning conclude t h a t  U. S. a g r i c u l t u r a l  

expor t s  would b e  more compet i t ive  i n  world markets i f  l oan  r a t e s  would 

r i s e  o r  f a l l  i n  response t o  market cond i t i ons .  The a l t e r n a t i v e  t o  p r i c e  

suppor t s  determined l e g i s l a t i v e l y  t h a t  i s  most o f t e n  proposed t o  enhance 

U.S. compet i t iveness  i s  t o  i n t roduce  f l e x i b i l i t y  i n t o  t h e  procedure f o r  

de te rmining  p r i c e  suppor ts .  Severa l  methods could be used t o  make t h e  

de t e rmina t ion  of p r i c e  suppor t s  more f l e x i b l e .  Loan r a t e s  could be 

indexed t o  t h e  va lue  of t h e  d o l l a r  so t h a t  p r i c e s  would f a l l  when t h e  va lue  

o f  t h e  d o l l a r  increased  o r  r i s e  when t h e  va lue  of t he  d o l l a r  dec l ined .  



Moving averages o f  market p r i ce s  a r e  another  poss ib l e  b a s i s  f o r  making 

loan  r a t e  de t e rmina t ion  more f l e x i b l e  a s  i s  indexing loan r a t e s  t o  t he  

c o s t  of product ion.  Trying loan  r a t e s  (and t a r g e t  p r i c e s )  t o  market 

cond i t i ons  would a l s o  presumably r e s u l t  i n  the  a d d i t i o n a l  advantages of 

reduced s tocks  and lower government o u t l a y s .  

Whether lower loan  r a t e s  i n  t he  f ace  of c u r r e n t  economic c o n d i t i o n s  

would r e s u l t  i n  l a r g e r  expor t s  of U.S. a g r i c u l t u r a l  products  depends on 

how respons ive  expor t  demand i s  t o  changes i n  p r i ce .  - 2 1 /  Thi s  responsive-  

ness  t o  p r i c e  changes i s  termed by economists t h e  p r i c e  e l a s t i c i t y  of  

demand. It i s  de f ined  a s  t h e  percentage change i n  the  q u a n t i t y  demanded ' 

of a  product due t o  a one percent  change i n  p r i ce .  Demand i s  s a i d  t o  

be e l a s t i c  i f  a  change i n  p r i c e  r e s u l t s  i n  a  more than p ropor t iona l  change 

i n  t h e  q u a n t i t y  consumed. Conversely, demand i s  s a i d  t o  be i n e l a s t i c  

i f  a  change i n  p r i c e  r e s u l t s  i n  a  l e s s  than p ropor t iona l  change i n  q u a n t i t y  

consumed . 
If expor t  demand has  an e l a s t i c i t y  g r e a t e r  than one, t hen  a  lower 

p r i c e  w i l l  r e s u l t  i n  a  more than  propor t iona l  i nc rease  i n  t h e  volume o f  

purchases,  and t h e  t o t a l  revenue ( p r i c e  t imes q u a n t i t y )  f o r  t h e  expor t  

market w i l l  i n c r e a s e .  This  i s  t h e  economic l o g i c  behind t h e  no t ion  t h a t  

lower l oan  r a t e s  f o r  U.S. a g r i c u l t u r a l  cunmodities would enhance the  pros- 

p e r i t y  of U. S. a g r i c u l t u r a l  producers.  

There i s ,  however, no r e a l  consensus on j u s t  how p r i c e  respons ive  

t h e  demand f o r  wheat and o t h e r  g r a i n  i s ,  a l though t h e r e  i s  a g r e a t  d e a l  

of consensus t h a t  expor t  demand f o r  t hese  commodities i s  more p r i z e  res -  

ponsive than  domestic demand. There a r e  a  number of reasons why expor t  

21/ J a s p e r  Womach, The E l a s t i c i t y  of Demand f o r  Kheat and Farm 
~ o ~ i c ~ ~ r n ~ l i c a t i o n s ,  CRS,  84-595 ENR, Apr i l  5 ,  1984. 



demand f o r  wheat i s  more p r i c e  respons ive  than  domestic demand. Wheat 

imports  make up only  a  small  p o r t i o n  of t h e  food s u p p l i e s  i n  t h e  im- 

po r t i ng  c o u n t r i e s ,  so adjustments  can e a s i l y  b e  made i n  consumption. 

Impor te rs  can switch t o  a l t e r n a t i v e  wheat s u p p l i e r s  such a s  Canada, 

Argent ina,  A u s t r a l i a  o r  t h e  EC. In t h e  longer  run ,  an importing coun t ry  

can  inc rease  i t s  wheat product ion o r  t h e  product ion of o t h e r ,  s u b s t i t u t e  

g r a i n s .  Never the less ,  t h e r e  i s  s t i l l  disagreement over  j u s t  how re spons ive  

t o t a l  wheat demand i s  t o  p r i c e  changes. I n  a  r e c e n t  review of t h e  l i t e r a t u r e  

on t h e  e l a s t i c i t y  o f  demand f o r  wheat, Chase Econometrics i d e n t i f i e d  44 

s t u d i e s  cha t  i nd ica t ed  wheat demand i s  r e l a t i v e l y  i n e l a s t i c  and 20 s t u d i e s  t h a t  

i nd ica t ed  an e l a s t i c i t y  g r e a t e r  t han  one. Only four  s t u d i e s  found l a r g e  

p r i c e  e l a s t i c  demand f o r  wheat. 22/ - 
While lower loan  r a t e s  might make U.S. a g r i c u l t u r a l  e x p o r t s  more 

compet i t ive  i n  world marke ts ,  lower p r i c e s  t o  i n d i v i d u a l  producers ,  who 

i n  t h e  sho r t run  a r e  not  a b l e  t o  i nc rease  t h e i r  product ion so e a s i l y ,  would 

mean lower incomes, even though income t o  t h e  t o t a l  a g r i c u l t u r a l  s e c t o r  

might i nc rease .  In  a d d i t i o n ,  landowners w u l d  a l s o  be adverse ly  a f f e c t e d  

a s  lower l oan  r a t e s ,  t r a n s l a t e d  i n t o  lower p r i c e s ,  depressed land r e n t s  

and va lues .  Farmers who a r e  exper ienc ing  f i n a n c i a l  d i f f i c u l t i e s  could  

a l s o  be h u r t  by lower p r i c e s ,  e s p e c i a l l y  i f  t hey  have cash  flow problems. 

These c o n s i d e r a t i o n s  r a i s e  an i s s u e  about t he  e f f e c t i v e n e s s  of p r i c e  

22/ Chase Econometrics,  I n c . ,  P r i c e  E l a s t i c i t y  of Demand f o r  Wheat, 
~ u ~ u s r 1 0 ,  1984. 



pol icy  as  a means of d e a l i n g  with t h e  problems of low income i n  farming, 

a n  i s sue  beyond t h e  scope of t h i s  r e p o r t .  23/ - 

23/ Some of t h e  po l i cy  a l t e r n a t i v e s  f o r  dea l ing  wi th  t h e  problem of low 
incomrhave been d iscussed i n  a  number of r e c e n t  r e p o r t s :  U. S. Congress,. 
J o i n t  Economic Committee, Subcommittee on Agr icu l tu re  and Transpor ta t ion ,  
Toward t h e  Next Generation of  Farm Pol icy ;  hea r ings ,  98 th  Congress, 1st 
s e s s i o n ,  p a r t  I, May 19, 25, 26 and June 8 ,  1983; U.S. Congress, 
Committee on Agr icu l tu re ,  N u t r i t i o n  and Fores t ry ,  United S t a t e s  Sena te ,  
Farm P o l i c y  Per spec t ives :  S e t t i n g  t h e  Stage f o r  1985 A g r i c u l t u r a l  Legisla-  
t i o n ,  Committee P r i n t ,  98th  Congress, 2nd Session,  Apri l  1984, Washington, 
D. C.  ; and Agr icu l tu re ,  S t a b i l i t y  and Growth: Toward a Cooperative Approach, 
An Agr icu l tu ra l  Po l i cy  Study of t h e  Curry Foundation (overview of Discuss ion,  
prepared by Don Paar lberg  and Howard H j o r t ) ,  Kansas C i t y ,  Missouri ,  May 2 1  
and 22, 1984. 


