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Z_ PARITY AND THE AGRICULTURAL SECTOR7 113346

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:
WE ARE HERE TODAY AT THE REQUEST OF THE SUBCOMMITTEE TO

DISCUSS OUR STUDY OF PARITY AND THE AGRICULTURAL SECTOR. ON

SEPTEMBER 26, 1978, WE ISSUED A STUDY ENTITLED, "CHANGING
CHARACTER AND STRUCTURE OF AMERICAN AGRICULTURE: AN OVER-
VIEW." BECAUSE THAT STUDY ONLY MENTIONED PARITY BRIEFLY, YOU
ASKED US TO EVALUATE THE CONCEPT OF PARITY PRICES TO A GREATER
DEGREE AND TO IDENTIFY THE IMPACTS THAT COULD BE EXPECTED
FROM PARITY~-LEVEL PRICE SUPPORTS FOR AGRICULTURAL PRODUCTS,
PARTICULARLY THE SECONDARY IMPACTS. AS YOU KNOW, PARITY IS
ESSENTIALLY A CALCULATION WHICH MEASURES THE PURCHASING POWER
OF FARM COMMODITIES TODAY IN RELATION TO THEIR PURCHASING

POWER DURING THE BASE PERIOD OF 1910 TO 1914.
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OUR 1978 STUDY QUESTIONED THE ABILITY OF THE FARM SEC-
TOR TO WITHSTAND SUPPLY-DEMAND FLUCTUATIONS IN THE FACE OF
3 DECADES OF FARM CONCENTRATION. THIS QUESTION OF THE
AGRICULTURAL SECTOR'S ABILITY TO WITHSTAND ECONOMIC BUFFETING
IS A STARTING POINT IN OUR DISCUSSION OF PARITY BECAUSE THE
ESSENCE OF U.S. FARM POLICY SINCE THE 1930s HAS BEEN TO
PROVIDE A CERTAIN LEVEL OF ECONOMIC SECURITY TO THE FARM
SECTOR THROUGH PROGRAMS MANY OF WHICH WERE LINKED TO PARITY.

THE IMPORTANCE OF THE FARM SECTOR AND ITS INTERRELATION-
SHIP WITH OTHER SECTORS WAS RECOGNIZED AFTER WORLD WAR I
WHEN FARM PRICES PLUNGED, FARM INCOMES DECLINED, AND FARMERS
CUT BACK ON PURCHASES OF ALL TYPES OF MANUFACTURED GOODS.
FARM EQUIPMENT PRODUCERS WERE PARTICULARLY HARD HIT AND THE
IDEA OF STRENGTHENING THE FARM ECONOMY WAS FIRST CONCEIVED
AND FOSTERED BY MANUFACTURERS WHO DEPENDED ON FARM PUR-
CHASES FOR THEIR OWN LIVELIHOOD. DURING THE 1930s, A PARITY
FORMULA WAS ENACTED BY THE CONGRESS TO IMPROVE FARM INCOME
SO THAT THE FARM SECTOR COULD BUY GOODS AND SERVICES FROM
OTHER SECTORS.

TODAY, THERE ARE GENERALLY THREE PARITY MEASURES: éARITY
PRICES, PARITY INCOME, AND THE PARITY RATIO. WHEN FARMERS
ASK FOR 100 PERCENT PARITQ, THEY MEAN 100 PERCENT OF PARITY
PRICES. WHEN POLICYMAKERS SAY THAT FARM COMMODITIES BUY
ONLY 60 PERCENT OF WHAT THEY DID IN 1910-14, THEY ARE

USUALLY REFERRING TO THE PARITY RATIO. WHEN OTHERS SAY THAT
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FARM INCOMES MUST BE MAINTAINED AT A PARITY LEVEL, THEY ARE
PROBABLY TALKING ABOUT IMPLEMENTING SUPPORT PROGRAMS BASED
ON PARITY INCOME.

IT IS APPARENT THAT PARITY, AS IT IS USED BY DIFFERENT
PEOPLE, CAN REFER TO MANY DIFFERENT THINGS DEPENDING ON WHICH
ELEMENT OR SPIN-OFF OF THE ORIGINAL FORMULA IS BEING USED.
THE ESSENTIAL INGREDIENT OF ALL OF THESE PARITY TERMS IS THE -
SAME, HOWEVER. THAT IS, PARITY WAS EXPECTED TO MEASURE THE
ECONOMIC WELL-BEING OF THE FARM SECTOR RELATIVE TO OTHER
SECTORS.

ONE REASON YOU HAVE ASRKED US TO STUDY PARITY IS THAT
THE ECONOMIC STRENGTH OF THE FARM SECTOR TODAY IS SUSPECT.
FARM CONCENTRATION OVER 3 DECADES HAS HAD THE BENEFICIAL
IMPACT OF INCREASED PRODUCTIVITY AND LOW CONSUMER PRICES.

FOR EXAMPLE, ACCORDING TO THE BUREAU OF LABOR STATISTICS, THE
| RATE OF INCREASE OF FARM WORKERS' PRODUCTIVITY HAS AVERAGED
75 . PERCENT MORE OVER THE PAST 20 YEARS THAN THAT OF MANU-
FACTURING WORKERS. BUT TOO MUCH CONCENTRATION INCREASES
RISKS AND REDUCES THE ABILITY OF THE FARM SYSTEM TO ADAPT TO
CHANGES .

AT YOUR REQUEST, WE EXAMINED INTO THE PARITY CONCEPT AND
PARITY FORMULA AND ASSESSED HOW WELL PARITY TRACKED THE WELL-
BEING OF THE FARM SECTOR. WE WERE NOT ABLE TO CONCLUSIVELY

AND HOLISTICALLY ASSESS THE IMPACTS OF PARITY-LEVEL PRICE
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SUPPORTS ON WORLD TRADE AND ECONOMIC DEVELOPMENT, ON THE GEN-
ERAL ECONCMY, THE FARM SECTOR, RURAL COMMUNITIES, AND CON-
SUMERS BECAUSE CURRENT EVALUATION TECHNIQUES PRIMARILY MEAS-
URE SHORT TERM ECONCMIC IMPACTS, AND DO NOT CONSIDER SECONDARY
IMPACTS SUCH AS IMPACTS ON RURAL VIABILITY, LONG-TERM IMPACTS
ON RETAIL PRICES, SOIL CONSERVATION, ETC. THERE PRESENTLY IS
NO GOOD FRAMEWORK FOR EVALUATING THE SECONDARY IMPACTS OF
POLICY OPTIONS SUCH AS THOSE WHICH WOULD RAISE OR LOWER
SUPPORT PRICES.

WE, THEREFORE, DECIDED TO BUILD ON OUR EARLIER STUDY OF
FARM STRUCTURE AND DEVELOP A CONCEPTUAL FRAMEWORK FOR FORM-
ULATING AND EVALUATING POLICY ALTERNATIVES ON A BROAD RANGE
OF FACTORS.‘jTéIS WAS DONE BY IDENTIFYING FARM PROBLEMS AND
THE UNDERLYf&G REASONS FOR THOSE PROBLEMS: |

OUR REVIEW CONSISTED OF INTERVIEWING AGRICULTURAL AND
DEVELOPMENTAL ECONOMISTS AND SPECIALISTS; FARMERS; AND VARIOUS
FARM AND COMMUNITY SUPPORT GROUPS. WE ALSO INTERVIEWED AND
OBTAINED DATA FROM OFFICIALS AT USDA; AGENCY FOR INTERNATIONAL
DEVELOPMENT, DEPARTMENT OF STATE; BUREAU OF THE CENSUS, DEPART-
MENT OF COMMERCE; INTERNAL REVENUE SERVICE; DEPARTMENT Oé
'LABOR; FEDERAL RESERVE BOARD; AND THE FARM CREDIT ADMINISTRA-
TION. WE REVIEWED SIMULAfION MODELS AND RESEARCH LITERATURE,
LEGISLATION, AND RELATED DOCUMENTS AND PUBLICATIONS CONCERNING

FARM STRUCTURAL TSSUES AND AGRICULTURAL PRICE POLICY.



WE DID NOT REVIEW THE MATHEMATICAL DETAILS OF THE
PARITY FORMULAS OR THE APPROPRIATENESS OF THE CALCULATIONS
TO ACCURATELY REFLECT FARMERS' INCOME AND EXPENSES. (AN
ANALYSIS OF THE DAIRY FORMULA WAS DONE IN OUR REPORT,
"ALTERNATIVES TO REDUCE DAIRY SURPLUSES," (CED-80-88,
DATED JULY 21, 1980).) |

THE PARITY CONCEPT

WE EVALUATED THE CONCEPT OF PARITY WHICH WAS DEVELOéED
NEARLY 50 YEARS AGO. PARITY IS STILL A RALLYING POINT FOR
MANY OF TODAY'S FARMERS. MEMBERS OF THE CONGRESS AS WELL
AS MANY FARMERS AND FARM SUPPORT GROUPS RELY ON PARITY AS
A BAROMETER OF THE FARM SECTOR'S ECONOMIC WELL-BEING. ALSO,
GOVERNMENT PRICE SUPPORT PROGRAMS HAVE BEEN, AND SOME STILL
ARE, LINKED TO PARITY ALTHOUGH THE SUPPORT LEVELS HAVE NEVER
BEEN 100 PERCENT. SUPPORT LEVELS HAVE RANGED FROM 60 TO
30 PERCENT.

PARITY 1S USEFUL AS A BAROMETER OR INDICATOR OF ECONOMIC
WELL-BEING. CHANGES IN THE PARITY RATIO HAVE TRACKED (1)
STRUCTURAL CHANGES (AS THE RATIO HAS FALLEN SO HAVE THE
NUMBER OF FARMS):; (2) CHANGES IN FARMER'S MARGINS ON A PER
UNIT BASIS; AND (3) NET FARM INCOME FROM MARKETING RECEIPTS.

PARITY DOES NOT, HOWEVER, ADEQUATELY REFLECT TOTAL FARM
SECTOR WELL-BEING, TOTALvPERSONAL INCOME OF FARM FAMILIES,

OR INCREASED FARM ASSETS AND EQUITIES.
FOR MANY YEARS}‘THE,TRENDS IN U.S. AGRICULTURE HAVE BEEN

TOWARD GREATER TECHNOLOGICAL ADVANCES, DECLINING MARGINS,



DECLINING NUMBERS OF FARMS, AND INCREASINGLY LARGER FARMS.
ALTHOUGH THE NATION HAS GENERALLY BENEFITED FROM THESE TRENDS,
RECENT STUDIES HAVE SUGGESTED THAT IF THE TRENDS CONTINUE
UNABATED, THE SECONDARY IMPACTS MAY WELL BE A LOSS OF FARM
SECTOR RESILIENCY, A DECLINE IN RURAL VIABILITY, A CUTBACK IN
EFFORTS TO CONSERVE OUR FERTILE SOIL, AND LESS COMPETITION.
PARITY BY ITSELF IS NOT A GOOD INDICATOR OF SECONDARY IMPACIﬁiJ

PARITY LEVEL PRICE SUPPORTS

YOUR SECOND QUESTION WASﬁ-WHAT WOULD BE THE IMPACTS OF
e

PARITY-LEVEL PRICE SUPPORTS% rAS PREVIOUSLY STATED, THE EVAL-
UATION AND ANALYTICAL TECHNIQﬁES CURRENTLY AVAILABLE WOULD
NOT GIVE US A TOTAL PICTURE. NOT ONLY DO WE NOT KNOW WHAT
THE SECONDARY IMPACTS WOULD BE, WE DO NOT KNOW WHETHER THERE
WOULD BE MORE OR LESS FARMERS OR WHETHER CONSUMERS WOULD BE
BETTER OR WORSE OFF IN THE LONG RUN. WE DO KNOW THAT CON-
SUMERS WOULD PAY MORE FOR FOOD IN THE SHORT TERM AND THAT
NET FARM INCOME WOULD RISE.

ON THE BASIS OF OUR WO#K, WE HAVE CONCLUDED THAT THE
CONGRESS AND OTHER POLICYMAKERS NEED, IN ADDITION TO PARITY
A BROADER FRAMEWORK TO USE IN DEVELOPING, ANALYZING, AND
EVALUATING FARM POLICIES AND PROGRAMS. WE HAVE DEVELOPED,
IN THE TABLE ATTACHED TO MY STATEMENT, A PROPOSED FRAMEWORK
WHICH NEEDS FURTHER DEVELOPMENT BY USDA TO FLESH OUT THE
PERTINENT ISSUES AND SUBISSUES. THE\ERAMEWORK, HOWEVER, CAN

BE A STARTING POINT FOR USDA AND OTHERS IN SETTING UP A



SYSTEMATIC METHODOLOGY FOR CONSIDERING THE IMPACT OF VARIOUS
ALTERNATIVE POLICY OPTIONS.

SOME OF THESE IMPACTS ARE CONSIDERED IN SETTING POLICY
TODAY. OUR PROPOSAL WOULD ASSIST IN ENSURING THAT ALL MAJOR
IMPACTS ARE SYSTEMATICALLY CONSIDERED IN FORMULATING AND
EVALUATING AGRICULTURAL POLICY. OUR CONCEPTUAL FRAMEWORK
VISUALIZES THAT ECONOMICS, SOCIAL SOUNDNESS, ENVIRONMENT
AND POLITICS PLAY OVERLAPPING ROLES IN THE PROCESS OF DETER-
MINING A DESIRED FARM POLICY. '

THAT CONCLUDES MY STATEMENT, MR. CHAIRMAN. I WILL BE

GLAD TO RESPOND TO ANY QUESTIONS.
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»" CHART 1 '
‘'CHANGE IN TOTAL FARM NUMBERS,' AVERAGE
FARM SIZE AND THE PARITY RATIO
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*CHART 3

VARIATION IN THE ANNUAL PARITY RATIO
FOR ALL FARM PRODUCTS
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CHART 5

NET FARM INCOME FROM FARM MARKETINGS
(CONSTANT 1972 DOLLARS)
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TABLES,
FROPOSED CONCEPTUAL FRAMEWORK FOR U.S. FARM POLICY FORMULATION AND EVALUATION

Economic Assessment

Social Impact

- ——

Environmental Assessment
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