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Foreword
Susan Offutt, Administrator
Economic Research Sewice, US Department of Agriculture
Agriculture is one of the most resilient and adaptable sectors of developed
country economies. Over decades and from one growing season to the next,
farmers alter decisions about input and output use to match the market conditions
they face. In the United States, the combination of technological advance and the
availability of remunerative off-farm employment opportunities brought about
significant reduction of labour on American farms, even as output and
productivity soared. The scope of possibilities for output substitution - among
grains, between grains and livestock, over fruit and vegetable choices - has been
a source of prosperity for farmers, many of whom are among the most successful
entrepreneurs. Not all such change has been voluntary or welcome, but the sector
as a whole has managed well.
The notion of adjustment in agriculture, then, is not new. Adjustment occurs
in response to economic events, in the near and longer term. One might ask,
then, what is the role of agricultural policy in this adjustment process? In the
United States, farm policy has never fundamentally altered the trajectory of
change, but has in some cases affected the pace of change. The
institutionalization of what began as emergency income support in the 1930s has
likely slowed the movement of labour out of the farm sector. On the other hand,
policies can accelerate change. For example, the risk-reducing effects of price
supports and the planning rigidities imposed by supply controls encouraged
specialization. Even if long run effects are small, in the here and now policy can
affect the sector and so act as a determinant of the distribution of gains and
losses from change.
Until fairly recently, farm policy analysts did not think of government
intervention explicitly in terms of its role in retarding or facilitating adjustment
to economic or policy change. However, the idea of adjustment assistance is not
new. As Jagdish Bhagwati in his recent book In Defense of Globalization,
(Oxford University Press, New York, 2004) has pointed out, the United States
appears to have made a distinction between adjustment to domestic and foreign
competition. The broad social safety net (e.g., unemployment compensation)
seems to suffice as a response to shifts in economic opportunities occasioned by
change in domestic firms' behaviour or policies that primarily affect domestic
markets. But politics has differentiated that circumstance from the one in which
explicit change in government policy will affect the degree to which Americans
face foreign competition. Trade adjustment assistance programmes date to the
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Kennedy Round, where they were instrumental in gaining the support of labour
unions for opening American markets. With the inclusion of agriculture in
multilateral trade negotiations, beginning with the Uruguay Round, the concept
of adjustment assistance in response to subsequent policy reform became more
relevant to agriculture.
The work of this book spans the globe, evaluating the experience of
agriculture in countries that have faced significant change and adjustment.
Australia and New Zealand are two very good and instructive examples.
Ultimately the decision to provide adjustment is based on equity considerations what is fair - and is properly made by the political system. Economists, however,
can help policy makers assess the consequences of change, in understanding
where the burden of adjustment is truly felt. Analysts can work through
alternative designs for compensation and adjustment assistance that effectively
address equity concerns without unduly compromising the efficiency gains
arising from policy change, especially in the context of multilateral trade
liberalization.

Agricultural Adjustment and Policy
Reform - Introduction
David

landf ford' and Berkeley ill^

The Pennsylvania State CJniversityl
Imperial college2

The Aim of This Book
In this book we focus on economic adjustment resulting from agricultural policy
reform and ways of facilitating the adjustment process. The traditional emphasis
of policy in OECD countries has been on price and income support for farmers.
Annual costs of support for consumers and taxpayers averaged over $320 billion
between 2001 and 2003 (OECD 2004). Existing policies face mounting criticism
because of inefficiency in achieving domestic policy aims and impacts on
international trade. Despite such criticism it has been extremely difficult to
change the fundamental orientation of agricultural policies.
The agricultural sectors of developed countries will face continuing pressure
to adjust, regardless of whether current agricultural policies are reformed.
However, policy reform would increase adjustment pressures and strengthen
political imperatives to address the issues involved. Doubts about the ability of
farmers to adapt may retard the process of reform. If concerns can be shown to
be misplaced and cost-effective ways of dealing with adjustment issues can be
identified, reform may be less difficult to achieve. This book develops the case
for the reorientation of public policy for agriculture away from a largely
defensive approach to change, to one that facilitates adjustment. That would
result in a more efficient agricultural sector, lower public expenditures, and
greater flexibility in achieving broader social aims.
The next 5 to 10 years are likely to witness a number of policy changes. In
the European Union, where the primary means of supporting agricultural
incomes has been shifting gradually from price support to direct payments, the
future of such payments is under debate because of their high costs and the
implications of further enlargement of the Union. From an expanded
membership of 25 countries in 2004, further enlargement is likely in 2007
(Bulgaria and Romania) with the prospect of Turkey joining later. Many of the
new members have agricultural sectors that will need to be restructured to be
competitive. The EU's existing structural policy schemes are due to expire in
2006. A new set will be introduced for the period 2007 to 2013, which will have
to accommodate the needs of an enlarged Union. Policy priorities are likely to
shift from income support for farmers to environmental objectives and a broader
focus on regional and rural development.
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In the United States, where there was an expansion of financial support for
agriculture under the 2002 Farm Act, growing budgetary pressures are likely to
dominate debate over the 2007 Farm Bill. The high continuing costs of current
programmes, recognition that they may not be effective in dealing with farm
problems, and concerns about their effects on the competitive position of US
agriculture will stimulate a reconsideration of the future direction of US policies.
At the international level, the Doha round of negotiations under the World
Trade Organization (WTO) will likely require changes in the agricultural
policies of developed countries. Major issues are increased access to markets, the
elimination of export subsidies, and greater discipline on levels and forms of
domestic support. While the negotiations may not be concluded quickly,
adjustments resulting from a final agreement are likely to affect the future
direction of agricultural policy in developed countries.

The Context of Agricultural Adjustment
Agriculture's declining role in modern industrialized economies and its causes
(including slow growth in demand and rapid technological advance) are well
established and seem likely to continue (Chapter 4). History shows that
downward pressure on the income derived from farming is a permanent
characteristic. The need for the industry to adjust is a continuing requirement.
Adjustment comes in many forms, though at the aggregate level the most
prominent indicators are changes in the number of farms and the size of the
labour force.
At the level of the individual farm, a range of responses can be seen. Some
operators choose to increase the scale of their business, typically by purchasing
or renting land, in order to generate larger revenue and net income. Some opt to
intensify production and generate higher output from the same land base. Many
farmers or members of their households allocate a larger proportion of their
resources (labour and capital) to non-agricultural activities or leave farming
altogether. Those who do not adjust in these ways usually find that change is
eventually brought about through the unwillingness of potential successors to
tolerate the low level of rewards from farming. This has led to sustained net outmigration of labour from agriculture and a decline in the total number of farmers,
in particular those who are devoted full-time to agricultural activities.
Structural change in the agricultural sector has economic, social and
environmental implications that extend beyond farming. The balance between
these elements varies between countries and over time. However, a common
feature is that agriculture has a political prominence that greatly exceeds its role
as a contributor to national income and employment. This is reflected in the
extent to which governments of developed countries have intervened to support
agriculture. The present shape of the sector has been conditioned not only by
underlying technical and economic forces that affect the production of
agricultural commodities, but also by past policy decisions.
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Government policies for agriculture have generally attempted to blunt the
impact of the economic forces driving change, but the principal forms of
adjustment have continued to operate. When policy reform takes place, larger
and more rapid changes can be expected. If impediments to factor reallocation
can be addressed efficiently, the use of public resources to facilitate adjustment
can be justified. Opposition to reform by those who incur private costs may also
be overcome if those costs can be addressed.
In order to design future adjustment policies there is great value in examining
recent examples of policy reform, their outcomes, and the approaches used to
facilitate change. This is the contribution that we hope to make.

The Structure of the Book
The structure of the book is straightforward. Two chapters analyse recent
adjustments in the agricultural sectors of the European Union and the United
States (Chapters 2-3); Chapter 4 assesses the forces that are likely to generate
further pressures for change. Policy reform is one such driver; Chapters 5 and 6
focus on the extent to which recent and prospective reforms may be expected to
require further adjustment in the European Union and the United States.
Chapters 7-12 form a series of six case studies of policy reform and
agricultural adjustment. Despite a limited number of recent examples of reform
in developed countries, these provide valuable insights into adjustment issues
and policies.
The ability of farmers and farm households to adjust to policy reform is a key
concern. Chapter 13 and 14 examine evidence on the ability of farmers to adapt
to changes in economic conditions, drawing on experience in The Netherlands
and the United States.
The potential use of specific measures to promote adjustment .in agriculture is
a key issue. Chapters 15 and 16 provide perspectives on this issue for the
European Union and the United States.
In the final chapter we bring together the lessons learned to identify future
options for agricultural adjustment policy in developed countries.
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