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Agricultural support costs OECD countries billions of dollars per year
in lost income. It is frequently argued, however, that this is not waste, but
is rather a fair price to pay for a number of "non-economic" objectives such
as thriving rural communities and increased national security. This paper
analyses these objectives and their relationship with agricultural policy. It
draws three conclusions: first, the so-called non-economic objectives (SNOs)
are, in fact, economic; = second, being economic they are amenable to
quantification and economic analysis; and, third, present forms of
agricultural support may be inefficient means to achieve these objectives.

Le soutien a 1l’agriculture colte chaque année aux pays de 1’OCDE des
milliards de dollars. Toutefois, on soutient fréquemment que cela n’est pas un
gaspillage . mais plutét le juste prix & payer pour un certain nombre
d’objectifs ™"non économiques", notamment la prospérité des communautés rurales
et le renforcement de la sécurité nationale. Le présent document analyse ces
objectifs et leurs liens avec la politique agricole. Il en ressort trois
conclusions : premiérement, les objectifs dits "non économiques"” sont, en
réalité, économiques ; deuxiémement, étant économiques, ils peuvent faire
1’objet d’une évaluation quantitative et d‘une analyse économique ;
troisiémement, les formes actuelles de soutien & 1’agriculture sont peut-étre
des moyens inefficaces de réaliser ces objectifs.
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THE SO-CALLED "NON-ECONOMIC" OBJECTIVES OF AGRICULTURAL SUPPORT

INTRODUCTION

Agricultural support costs OECD countries billions of dollars per year
in lost income. It is frequently argued, however, that this is not waste, but
is rather a fair price to pay for a number of "non-economic" objectives such
as thriving rural communities and increased national security. This paper
analyses these objectives and their relationship with agricultural policy. It
draws three conclusions: first, the so-called non-economic objectives (SNOs)
are, in fact, economic; second, - being economic they are amenable to
quantification and economic analysis; and, third, present forms of
agricultural support may be inefficient means to achieve these objectives.

A "number of commentators have sought to explain why OECD countries
pursue agricultural policy if it is so expensive; see, for example, Petit
(1985) or Honma and Hayami (1986). Although this paper may cast some light on
that issue, it does not address it explicitly. Rather it analyses the
economics of the officially stated case for agricultural support.

The paper starts. by summarising the objectives of agricultural policy
as stated in official national documents. These objectives range from income
distribution through income stability, the preservation of rural communities,
family farms and the environment, and national security, to the efficiency of
agriculture. With the possible exception of the last, all of these goals are
popularly held to be at least partly "non-economic", but on closer examination
this turns out to be untrue -- hence our use of the term "so-called
non-economic objective" (SNO).  The critical dimension of each objective is
economic, 'because 1its achievement requires the absorption of resources that
could ‘otherwise be used . for other purposes and because the degree of
achievement of each may be monitored, at least crudely,’in money terms. Thus,
agricultural policy and its objectives should be subjected to economic
scrutiny in exactly the same vay as any other sectoral policies. This entails
asking whether the policy achieves its stated objectives, whether alternative
policies would work better, and whether the objectives of agricultural policy
are consistent with those of other policies. The next section of this paper
elucidates this argument, while Sections II-VI pose the questions with respect
. to some of the various objectives of agricultural policy.

While the paper examines the objectives and consequences of
agricultural policy, the instruments of policy are not described in any
detail, because full accounts are available from various national sources,
including the country studies published as part of the OECD work on the
Ministerial Trade Mandate. However, one might broadly characterise
agricultural policy in a representative OECD country as comprising: a) price
support policies designed to pay farmers higher prices than they would
otherwise get; b) factor market interventions, such as capital grants, input
subsidies, direct tax concessions, and subsidised R & D, almost all of which
favour -non-labour inputs; and c¢) other direct interventions such as disaster
relief, subsidised insurance, and environmental payments. '



The effectiveness of agricultural policy in achieving SNOs varies from
case to case, but a number of broad conclusions may be drawn. First, while
price support occasionally helps to achieve a SNO (e.g. rural population) it
is virtually never the most efficient means of doing so. Second, while
capital- and material-biased factor market policies may boost incomes for
certain farmers, they probably hinder many other SNOs. Third, it is difficult
to - detect major benefits for small farmers from most existing policy packages.
Fourth, while interventions in some agricultural markets might be justifiable
for public good or externality reasons, they should always be targeted
precisely at the areas of identifiable market failure, as, for instance, with
insurance subsidies or direct income supplements. '

Agricultural support is expensive -- World Bank (1986) suggests that it
causes losses of real income of up to $50 billion per year for industrial
countries. The overall conclusion of this paper is that the return on these
costs is low din terms of SNOs. If governments are serious about maintaining
present levels of their SNOs, they could do so at very much lower cost in
terms of the other objectives that have been sacrificed to them.

I. SO-CALLED "NON-ECONOMIC" OBJECTIVES (1)

This section analyses the links between economic policy and the various
social, political and other goals sometimes associated with it. While the
illustrations all concern agriculture, the basic analysis is perfectly general.

The most recent statements of the objectives of OECD countries’
agricultural policy are given in Marcks von Wurtemberg (1987) and OECD
(1987a). At the 1loss of some subtlety of expression, these objectives are
summarised in Table 1. The table distinguishes between those objectives which
are explicitly recorded in the objectives sections of the national reports
(marked X), those which are mentioned elsewhere in the text (marked 0), and
those which may be obviously and wunambiguously imputed from legislation
described in the reports (marked I). Additional goals are occasionally noted
in the reports, but never with the regularity of those listed in Table 1.
Thus, there appears to be a high degree of unanimity among OECD countries
about the purposes of agricultural policy.

Economists frequently criticise agricultural intervention for being
inefficient and wasteful of income. A common response from policy-makers is
that, while this may be so in the narrowly defined terms of GNP, agricultural
-policy is in fact oriented towards a wider set of objectives including
non-economic ones such as those mentioned in Table 1. The existence of
objectives other than maximizing aggregate income is indisputable, but it is’
wrong to characterise them as "non-economic", hence our use of the term
"so-called non-economic objectives" (SNOs)- It is true that most of these
objectives pose analytical difficulties for economists. For example, some
concern social costs and benefits rather than individual ones, e.g. the
environment, while others concern the distribution of economic welfare rather
than its total level, e.g. the level and variability of farm incomes.
Moreover there are usually no markets in vhich the demands for such objectives
may be satisfied directly. Nevertheless, for so long as the objectives are
amenable to measurement and analysis in money terms, even if only crudely,
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they are economic in the sense defined by Pigou (2). They are also economic
in the sense that their achievement requires the absorption of real resources
which could otherwise have been used for other objectives. The economic
dimension lies in the scarcity of resources, which means that choices have to
be made between conflicting desires. ’

Once scarcity is recognised, economic efficiency moves to centre stage,
because societies wish to achieve, in some sense, the greatest proportion
possible of their various objectives. No single objective takes complete
precedence over any other, however, so the economic problem is to mix the
objectives (agricultural and otherwise) in the socially preferred combination,
subject, of course, to the overall resource constraint.

Although the objectives in Table 1 are not immediately comparable with
each other, one may still make statements about the efficiency with which they
are achieved. - The economist’s concept of the "efficient set" defines a weak
but uncontroversial notion of efficiency. This notional set comprises all
possible states of the economy in which more of one objective (say, a SNO or a
level of steel output) necessarily entails less of another. For outcomes
outside the efficient set but still within the set of attainable outcomes, one
can always find a way of improving upon one objective without causing losses
to any other. Thus, provided only that more of each objective is desirable,
making that improvement is worthwhile regardless of the relative weighting of
different objectives. That is, the requirement that society should operate in
its efficient set is independent of values or preferences once "goods" are
distinguished from "bads". '

Provided that - interventions in the rest of the economy are not large
relative to those in agriculture, agricultural policy reduces the supply of
non-agricultural goods by diverting factors of production into agriculture.
The concept of the efficient set requires us to ask whether the SNOs that it
is designed to achieve could not be met at lower cost in terms of those other
goods, 1i.e. to ask how well agricultural policy achieves its goals and whether
_cheaper alternatives exist. In this one must consider the way that
agricultural policy as a whole impinges on the entire set of objectives, for a
piecemeal approach will miss important interactions between policies and
goals. For example, price support may stabilise prices at the expense of
harming the environment (3). :

The tendency for sectoral policies, including those in agriculture, to
have effects other than those intended is well known, and economists have long
understood how to allow for such spill-over effects in policy-making. For
example, suppose a country wishes to stimulate agricultural production:
either a production subsidy or a tariff will achieve this, but the latter,
which raises consumer prices as well as producer prices, will be more costly
because it distorts consumers’ decisions (Corden, 1957). Similarly, if one
wvishes to promote employment, an employment subsidy will be less costly than
an output subsidy because the latter encourages the use of capital and
material inputs as well as labour (Bhagwati and Ramaswami, 1963). Finally, if
one wishes to maintain particular workers’ incomes, income supplements
dominate employment subsidies because they do not distort decisions about
input proportions or -the level of output. All of these examples illustrate
the general proposition that, to cure a market imperfection or to achieve a
SNO, policy should be aimed directly at the phenomenon to be changed. Unless
there are overwhelming practical difficulties in implementing direct policy,



