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SUMMARY

The world food crisis, Britain's reliance on imported food
and feedstuffs and balance of payments difficulties were

some of the factors which lent weight to the call for
increased self-gufficiency in Britain's agriculture in the
1970s. This project considers two main areas: an investie
gation of the impact of radical agricultural change, designed
to increase self-sufficiency, on the balance of payments;
and, an appraisal of the potential role of the food industry
within a radically different food system. The study proceeded
by: aun examination of the principles of agricultural policy
and its development in Britain; an overview of the mechaniam
and meaning of the balance of payments; a consideration of the
debate on agricultural import saving; the construction of
radical agricultural strategies; the estimation of effects

of the strategies, particularly to the balance of payments;
the role of the food industry and possible innovations within
the strategies; a case study of textured vegetable proteina;
and, the wider implications of implementation of vadical
agricultural alternatives. Two strategies were considered:

& vegan system, inveolving no livestock; and, an intermediete
syetem, including some liveatock and dairy cattls. The

study concludes that although agricultural change could in
principle make a contribution to the balance of payments,
implementation of agricultural change cannot be justified

for this purpose alone. First, balance of payments problems
can be solved by more appropriate methods. Second, the

UK's balance of payments problem has disappeared for the time
being owing to North Sea 0il and economic recession. Third,
the political and social consequences of the changes investi
gated would be unacceptable. Progress in UK food policy is
likely to be in the form of an integrated food and health
policy.
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CHAPTER 1

PROBLEMS WITH BRITAIN'S FOOD

"Then you should say what you mean', the March Hare
went on. ’

'I do', Alice hastily replied; 'at least = at least
I mean what I say - that's the same thing, you know'.
"Not the same thing a bit!', said the Hatter. You.
might just as well Bay that "I see what I eat" is
the same thing as "I eat what I see"!'.

(Lewis Carroll, Alice's Adventures

in Wonderland)




The Technology Policy Unit's (TPU) interest in the production
and consumption of food in Britain was aroused by a number

of events in the early 1970s. The world food crisis, at

its most serious in 1974, focussed attention on the com=

plexities and injustices of the production, distribution

and consumption of :t‘.“cnfzsd.i.ﬁ1 The World Food Conference in

Rome, 1974 was a recognition of the fact that drastic
action was required to prevent recurrence of the mass
ptarvation seen earlier that year. Indeed, with concern

about the scarcity of the world's resources, energy supply

and ever increasing population running at ites height,
the desire to overcome 'the world food problem' resembled

a panicked crusade.

Undoubtedly many people, including academics,in
both developed and developing countries were prompted by
these events to become involved in some aspect of food

policy. Undoubtedly, the TPU was concerned and wanted to

contribute in some way. One result of this surge of
interest was a mushrooming of literature and expression

of views on everything from development questions to

putritions.

One particular concept that was much discussed
was self-sufficiency. Indeed, among the recommendations
of the World Food Conference in 1974 was a resolution to

promote national self-sufficiency in food:




sseoBtriving in accordance with each country's
respective conditions for the maximum possible
degree of self-pufficiency in basic foods is the
fundamental approach to the salugion of the food
problem of developing countries.

Although the resolution was aimed specifically at
developing nations, the discussions about self-sufficiency
in Rome marked the beginning of an upsurge of interest

in the West and particularly in the UK. Some people

would say that the world food crisis gave the concept

of self-spufficiency a measure of credibility which it had
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not possessed before.

Self=sufficiency was of great interest in Britain:
there is no comparable developed country with such & low
proportion of its food domestically produced. Consequently,
a number of studies were published in the mid-1970s concerned
with the possibility and desirability of inereased British

food self-==-z=su:’:’i‘ic:'Lem:ysl+ Indeed, the Ministry of Agriculture,

Figheries and Food, hardly radical in its outlook, reflected

the times with its own White Paper, Food from Our Own Resource3@5

The point that was stréssed over and over again in
writings about Britain and self-sufficiency was over-
reliance on imported foods, particularly to support the
livestock industry. Roughly. speaking, the UK imports nearly
half of its food requirements; in 1976 Britain's visible
trade deficit was about £3.5 billion and the value of UK

food imports was more than & billien@6




The answer seemed obvious. It would seem logical
to increase the UK's domestic agricultural output; if
Britain were to become self-sufficient in food it would

wipe out the balance of payments deficit.

Increased self-sufficiency would also allow
improvements to be made to the populationis diet. By
the mid=1970s, a consensus was emerging about links
between diet and the so-=called Western 'diseases of
affluence’. The high consumption of saturated fats,
particularly animal fats, refined carbohydrates and

lack of dietary fibre were all implicated in diseases

such as coronary heart disease, diabetes, some forms of
CELICET efco? Since the high consumption of animal products
were though@ to be at least partially responsible for these
digeases, it would seem desirable to eat less meat and

dairy produce and more vegetables and cereals. It would

also be consistent to alter our agriculture by becoming

more self-sufficient and to produce less animal produce

and more cereals and vegetables.

Other benefits that seemed possible from increased
self-sufficiency included the release of grain destined
for British animals to people starviﬁg abroad, and the
recapture of the social benefits of man's relationship

with farming, nature, etc.

10




This was the background to the TPU's interest in food.
The Technology Policy Unit was set up in 1974, broadly
speaking, to assess the impact of technologies on smociety.
A study of radical agricultural change was consistent with
the Unit's aims and, consequently, work began in 1975.
First, it was decided to limit the study to change in feod
and agriculture in Britain. Second, it was decided that
the best approach would be to conduct & technology
assessment of the impact of a shift from animal-based to

plant-based agriculture.

The first projectg investigated the posasibilities
for a totally plant-based agricultural system in England
and Wales and assessed the effects on farming, diet, land
use, etc. A crop plan was constructed assuming current
technology but excluding livestock. The general
conclusion of this study was that, in principle, plant-
based agriculture was possible and that nutritional
self-pufficiency could be achieved provided the population
adopted a vegan diet (i.e. containing no animal products

whatsoever).

In 1976 two amsociated projects were begpun. One of
these investigated the potential for cropes which were as
yet unexploited in Britain (i.e. oilseed crops such as

oilseed rape, lupins and sunflowers, and leaf protein)

11




and industrially produced proteins (i.e. single cell
proteins produced from organic wastes, or by-=products
from. the oil and gas industry)ga Both of these projects

were assisted by the Vegetarian Society.

This is the third part of the TPU's study of the
potential and desirability for change in the UK food
system. Each project stands on its own but the intention
was also that, in conjunction, they would present a
complete picture. This project mainly considers two
areas: first an investigation of the effects of radical
agricultural change to the balance of payments; and
second, an appraisal of the potential role of the food
industry within the strategies. The project was assisted
by cooperation between the TPU and Cadbury Typhoo Limited,
and their assistance was particularly valuable in connection

with the role of the food industry.

Self=pufficiency and credibility

I have described how the popularity of the concept of
gelf-pufficiency was a big incentive for its study in the
TPU. Thue, it makes sense to begin by finding out more
about it. Self-sufficiency (be it in food or any other
goods) is a measure of the extent to which a country's
copsumption is met by domestic production. The degree

of self-sufficiency is expressed as a percentage. There

are & number of approaches to meapuring self-gufficiency

12



in food:1o

1) In terms of food energy.
2) In monetary terms.
3) By assessing the contribution to food production from

imported means of production.

Often; measures of self-sufficiency ignore 'hidden' inputs
which may be imported. TFor example, on the face of it

the UK is self-sufficient in poultry meat, but this does
not take account of the huge amounts of imported inputs

necessary (i.e. feedstuffs, energy and so on). The result

of this, and the fact that there are a number of ways of
meaguring self-sufficiency, is a wide range of figures

quoted for self-sufficiency levels.

Many arguments have been put forward in favour of
increased self-sufficiency in the UK. For example, it

has been said that greater self-sufficiency would:

1) Reduce Britain's import bill, make a substantial

. contribution to the balance of payments and alleviate

~ the constant balance of payments deficits.

2) Ensure greater security for the nation's food supplies
in times of crisis (not so much in times of war but
vather when supplies are short owing to a crisis in
world food production).

3) Be less wasteful of the world's scarce resources (energy,
land, fertilisers, etc).

13




L) Allow an improvement in the nation's diet.

5) Be consistent with the desire to aid those countries
with malnourished populations by diverting foods to
them currently fed to UK livestock.

6) Improve the quality of life spiritually and socially
by strengthening the relationship between man and the
land.

7) Allow the ending of exploitation of animals.

This project was mainly concerned with an investigation
of the first of the above proposals. Nevertheless, the
other points have figured from time to time and in

varying degrees of importance throughout the study.

Opinions about self-sufficiency since the 1960s have
fallen roughly into two main camps. The first group have
put forward some or all of the views described above.
Their argument is usually based on the belief that it is
simply quite foolish to import food into this country if
it can be grown here, or other resources if they can be
done without. Imports should be avoided at all costs, an
increase in domestic agriculture output would 'aid the
balance of payments' and be beneficial to the environment,
diet and developing countries. This group consisted of
conservationists, ecologists, vegetarians, scientists,

writers, students and so on.ﬂl‘I

1%




The second group were made up almost entirely of
economists. Generally speaking, economists were apt
to dismiss the'subject of self-:sufficiency:‘]2 the mere
mention of the term by an economist meant putting his
credibility with his colleagues in question. It is
interesting to note that it is almost entirely the
first group who used the term self-sufficiency. OfHagan
remarks that 'self-sufficiency is not quite respectable

13

in economic circles'.

Why have economists ignored the concept of self-
sufficiency? Ritson, quite rightly, points out that a
country's self-sufficiency level should not be regarded
as a potential problem in itself.']l+ Varying the degree
of self-sufficiency might assist in solving a particular.
problem but all too often this was translated to mean that
the achievement of higher self-sufficiency levels was the

major objective of government policy.

Ritson was also astute enough in 1975 to point out that
the real question was not 'Can Britain feed itself?' but
'To what extent should Britain feed itself?!'. Of course,
it is possible, in principle at least,to prévide a categorical
answer to the former of these questions; an answer to the

latter, however, is not such a straightforward matter.

Despite this, the point should be made that economists

have been reluctant or have failed to understand the desire

15




to meet objectives other than those based on economics;
they seemed to be unable or unwilling to take account of
health, nutrition and dietary factors, and social and moral

issues.

Strategies for agricultural change

The main intention of the project was to examine the
effects of the introduction of radical agricultural
strategies to the balance of payments. This would, it

was hoped, allow some conclusions to be drawn as to the
possibility of increasing self-sufficiency levels as a
means of solving balance of payments problems in Britain.
The project proceeded by the construction of models of
alternative agricultural systems. These models were

then monitored to discover the implications for

Britain's trade in food, feedstuffs and other agricultural

imports.

Two strategies were eventually studied. The first
was an extension of the vegetarian cropping plan constructed

by Thompson,15

adapted to generate figures for alterations
to the import and export of agricultural goods. The model
assumed current technology, did not include crops that were

not already commercially grown in Britain and excluded all

livestock.

16




The second strategy which was constructed included
some livestock and a dairy industry but, again, with the
emphasis on the production of cereals and vegetables.

An analysis of the models allowed figures to be calculated
of import saving. However, the calculation of import
saving raised many questions. For example, what is the
relationship between import saving and contribution to the
balance of payments; and, what is the difference between
agricultural expansion and agricultural change. The
questions raised were addressed and are presented in

chapters 2, 3 and 4.

The potential role of the food manufacturing industry
is discussed in chapter 7. The development of the food
industry is.traced in Britain and innovation in new
products are discussed. A case study of innovation in the
food industry looks at the manufacture of textured vegetable
proteins from soya beans. The case study includes an examination
of the marketing of a new textured vegetable protein product
by Cadbury-~Typhoo Limited. The chapter also discusses other
products that could be introduced by the food industry and the
overall scope for development of the food industry within the

strategies.

Finally, the study would not be complete without an
assessment of the way in which implementation of the

strategies would take place. Thus, chapter 8 examines the

17




effects of introduction with particular emphasis on

the political changes implied in the plans.

Questions such as British membership of the.
European Community in the light of a policy of agri-
cultural import saving are considered. Would the UK
be able to pursue the goal of increased self-sufficiency
whilst maintaining its membership of the EEC? Self-
sufficiency may have been made respectable by the world
food crisis,16 but many people believe that self=-
sufficiency policies are too important to be left to

individual countries or even regions.

Britain's food problem, if indeed it is a problem,
is certainly a product of its history and politics.
If it is decided that radical change in agriculture,
diet or political system is the course by which Britain's
problems will be solved, it is essential that this be
based on an understanding of the principles of agricultural
economics and the legacy of the development of food policy

in this country over the past two hundred years.
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CHAPTER 2

THE DEVELOPMENT OF AGRICULTURAL POLICY

IN THE UK ECONOMY

During the recent negotiations concerning the terms of British
entry into the European Economic Community (EEC), many opponents
of British membership argued that it would be detrimental for
the 'agriculturally efficient' British to join forces with

the 'inefficient Europeans', énd that the Common Agricultural
Policy (CAP) would only serve to protect the 'peasants of
Europe'.1 Leaving aside the question of efficiency for the
moment, this stance appears to be extraordimarily impudent

when one considers that the role of agriculture in Britain is

less important than in any other country in the world.
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McCrone points out that:

One of the chief characteristics which distinguishes
British agriculture from that of other nations is the
small part it plays in the national economy. There
is no other country in the world which produces so
small a proportion of its own food supply, employs so
small a part of its working population in agriculture,
or earns from the production of food so small a part
of its national income.

Green goes further:

The average Briton happens to be a particularly well-
fed member of one of the least agrarian societies the
world has ever known ........ In spite of that he
confidently expects to enjoy large, uninterrupted and
varied supplies of high quality food at lower prices
than anywhere else in the civilised world.
In the United Kingdom, less than 3 per cent of the working
population is now employed in agriculture, producing the
comparatively high figure of nearly 3 per cent of the gross
domestic product. Thus, Britain produces about fifty per
cent of its total food requirements and about two thirds of
indigenous-type food rsupplies..LJr However, it should be noted

that about 10% of the whole workforce is involved in the

production of food in one way or another (see Table 2.1).5

The reasons for the relatively unimportant part played
by agriculture in the UK economy can be discovered by an
examination of agricultural policy during the last two hundred
years, because the present position has largely been determined
by both Britain's domestic and foreign economic policy, and

agricultural policy during this period.

20




(1979).

Table 2.1: Employment in food, agriculture and allied industries

Sector

Food, drink and tobacco
Fertilizers

Agricultural machinery
Tractors

Retail and distributive trades
Agriculture and. fisheries
Total

Total employed in UK

Number employed

679400
11300
28200
33600

1257082
370000
2379582
22400000

Source: Department of Employment

Gazette, June 1979, HMSO, London

21




Agricultural policy is a topic which is little understood.
Thus, before considering its development in this country, it
would be useful to outline the social, economic and political
principles on which it is based. To most people in this country,
being a member of the EEC simply means that they have to buy more
expensive food. Few people understand, or are even remotely
aware of, the economic problems which food producers face, and
the consequent measures that governments take to control the
supply of food. In this next section, the major problems of
agriculture are pinpointed and the objectives of agricultural

policies are considered.



Aims of agricultural policies

Josling interprets agricultural policy to mean:

c-«-- that set of measures taken by central governments
which are aimed at influencing, directly or indirectly,
agricultural factor and product markets.

Perhaps it can best be described as the role of state involvement

in agriculture concerning the formulation and administration of

programmes of support, advice,; protection and control.

The reasons for government support and intervention in
agriculture are, ultimately, dependent on certain political
objectives; concerning employment, income distribution, and the
price and nature of the food produced. However, some objectives
for certain policies seem to gain favour simply because they may

be popular with one particular interested group.7

One often cited objective is the maintenance of a large
agricultural population. The belief that this was desirable used
to be based on the fact that farmers and farm-workers could provide
a useful source of manpower in time of war. However, more recently
the arguments in favour of high numbers of people working on the
land have rested on the socially stabilising effects that they have
or the community. There is little eyidence to suggest that farmers
or farm-workers are happier than the urban dweller, but this line

of thought is popular.8

4 second reason that is often put forward is that the maintenance

of a high level of self-sufficiency in agriculture is essential during
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periods of war, and that Britain should not allow the poor
agricultural position before both world wars to develop again.
The me;its of these strategic reasons are questionable in the
light of the changing nature of war, but still deserve con-

sideration.

Another objective, which has gained great favour, and is
of great importance to this thesis, concerns the balance of
payments. Briefly, the argument rests on the belief that the
support of domestic agriculture or, more specifically, the
development and expansion of agriculture, may relieve balance
of payments difficulties.9 This is basically an application
of the theory of tariffs, turning the terms of trade in favour
of the country concerned and, thereby, assisting the balance
of payments.1o This argument has, at times, gained great
currency in Britain, and is perhaps a manifestation of the fact that
Britain is the largest importer of foodstuffs in the world.11The
importance of this argument to this project demands that it be

discussed at greater length in Chapters 3 and 4,

Undoubtedly, the major objective of agricultural policies
in recent years, in developed countries at least, has been to
maintain the incomes of the farming community, and to improve the
efficiency of agricultural production and marketing.12 As
Hallett suggests, this objective arises because of the inability
of the market economy to work efficiently in agriculture,
particularly with respect to income distribution.13 There are two
main problems here for the agricultural sector: low and

fluctuating incomes. These are largely a result of the peculiar
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nature of both the supply of, and to a lesser extent, the
demand for agricultural products. Low incomes are a conse-
quence of the .demand inelasticity for food, and fluctuating
incomes are mainly due to the uncertainty and nature of

agricultural production.1

Demand inelasticity for food

Engel first showed the relationship between income and expen-
diture in 1857, and formulated an empirical law, which states
that the proportion of income spent on food declines as income

rises (see Figure 2.1).15

Since 'Engel's law! was formulated, many empirical studies
in almost all countries have confirmed, in principle, this
simple relationship.16 Individual foodstuffs, of course, may
not be inel;stic, such as fillet steak or caviar, and an increase
in income may not necessarily cause more food to be consumed.
Nevertheless, it would be untrue to suggest that the pattern
of food consumption remains unchanged whilst incomes vary:]7
As incomes rise there are substitution effects from cheap,
starchy foods to more expensive foods such as meat and fruit.
However, there is a characteristically low increase in con-
sumption resulting from either increases in consumers'! real
incomes, or falls in the price of food. That 1s to say, there

18

is both a low income and price inelasticity for food.

These features of demand have one major consequence. As

societies become more wealthy, the proportion of the national

25
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of income
spent on
food

Income

Fig.2.1

Relationship between income and food expenditure

Source: Engel, op cit, Ref 15
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income spent on food decreases, and thus, farmers' incomes will
increase less rapidly than the rest of the society, producing

19

relatively poor farmers.

Cochrane was impressed by the inelasticity of demand for
food and hypothesized that farmers were on a 'technological
treadmill', on which farmers had to run merely to stay in the
same place.20 The treadmill hypothesis states that, in a com-
petitive agricultural sector, the adoption of new technology
by the progressive farmers, to lower their costs, turns the
terms oftrade against agriculture, necessitating the rest of the
sector to adopt, adapt or move out. But, since total revenue
decreases in conditions of inelastic demand, there must be some
net exodus, further technology, or a new agricultural system,

to maintain per capita incomes.

Although price supports may be used to bolster farm incomes,
it can only be a short term measure, and the solution has
traditionally been sought through the improvement of farm
structure. This structural reform, basically a process of in-
creasing the size and improving the layout and equipment of

farms, has the following effects, according to Green.21

a) Decreases the number of farmers and increases the remainders!
share of a decreasing amount spent on food.

b) The people removed from farming would be more happily
and gainfully employed in industry, and would, at the same
time, add to the general prosperity of the nation.

c¢) Their removal would allow farms to become larger, and

~
£

50, ex hypothesi, more efficient.
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d) Being more efficient would enable them to produce even
cheaper food.

e) In~this way, an entirely beneficial spiral would be
created, and would continue for as long as it was

possible to keep moving people from the land.

However, the validity of such a process is questionable.22
Firstly, the fact that there is so much intervention, in terms
of subsidies, production grants, structural aids, levies,
tariffs and quotas, makes it difficult to determine the price
at which agricultural produce is sold, and to be sure that it
truly reflects the economic price of production. Similarly,
consumers demands are distorted by subsidies, taxes, education
and advertising. In short, it is simply untrue to say that
the supply and demand of agricultural produce takes place
within & free market; so, this simple theory of farm structure
may not be the most appropriate in this highly interventionist

system.

Furthermore, it has long been thought by many agricultural
economists that the law of diminishing returns operates more
quickly in farming than in other industries and that economies
of scale eventually become outweighed by the problems of

23

managing large enterprises. Therefére, farm structure theories,
although important, do not reflect the complexities of

agricultural production and must, for the time being, be

considered as insufficient.
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Inelasticity of food supply

Fluctuating incomes are a consequence of the large fluctuations
that occur in.the price of agricultural goods. Agriculture is
rendered extremely sensitive to price changes, especially when
falling, because of the inflexibility of supply.25 Supply is
inelastic for several reasons. First, the length and uncer-
tainty of the productive process must be considered. Unfore-
seen variations in yield are common, due to climate, disease
and other natural factors. Second, there is an economic lag

26

between expenditure and receipts, and an immobility of capital.

The eventual consequence is that prices drop sharply when
the demand for agricultural products fall. Thus, the tendency
for incomes to be low and to fluctuate goes hand in hand with

2
surplus production.7

The solution lies, apparently, in price policies which,
by the use of taxes, subsidies, quotas, tariffs, intervention
buying, production control and marketing, try to alleviate the
discrepancy between supply and demand.28 Therein lies the

basic aim of any food policy. It is, gquite simply:

1) to keep food production and consumption in balance,
allowing neither, if possible, to become permanently and
heavily in surplus; and,

2) to keep food producers and consumers in economic, if not
political, balance, allowing neither group to exploit the

29

other immoderately.
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However, the economic effects of farm support policies are
difficult to ascertain. Gale Johnson remarked recently that
he kngw of no government that could answer even the most
simple questions about the economic effects of its policies.30
This, combined with the apparent failure of farm supports to
solve rural poverty, and the seemingly insatiable demand for
government finance, suggests to many people that the solution
may be elsewhere. Josling explains the pressure that builds
up:

Most governments faced with such demands, convincingly

backed up by statistics on farm incomes and costs,
cannot resist the temptation to limit imports.31
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The development of state interventionism in British agriculture

There are three reasons for the inclusion of an historical
examination of British agriculture policy in this thesis.

The intention is,

a) firstly, to demonstrate how the principles of agricultural
economies, outlined above, have been put into practice, in

general terms, over the last few hundred years;

b) secondly, to trace the level of state involvement in

agriculture; and,

c) thirdly, to discover the extent, and the causes, of the

decline of the small farmer in Britain.

The Acts of Enclosure

The general decline of British agriculture has been particularly
characterised by the disappearance of the peasantry, the small
farm owner-occupants, which has survived to a much greater

22

extent in many parts of Europe. The loss of this group is

often attributed to the Acts of Enclosure.33

Enclosure involved
the re-arrangement of formerly common land or open fields into
self-contained private land-units, or the division of formerly

common, but uncultivated land (woodlands, rough grazing, waste-

. i
land, etc.) into private property.3

Far from being one solitary act, there were over four

thousand Acts of Enclosure affecting well over six million acres;
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i.e. about one quarter of cultivated acreage. It has become
common to imagine the era of enclosure to be between the period
1760-1780 and, between the Napoleonic Wars, 1793-1815; although
it is~true that the majority of the parliamentary Acts were
concentrated in these periods, evidence suggests that enclosure
was taking place as far back as the early sixteenth century,
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and continued until well after the end of the French Wars.

However, the view that enclosure took place at the end of
the eighteenth century, combined with an imagined agricultural
revolution of farming methods, has led to the belief that the
small farmer was almost eradicated overnight, creating a new
itinerant group of hungry and landless people. Certainly there
was extreme poverty and suffering, but it did not occur in this
manner. This misconception was used by many early socialist
writers to pépularise the idea that enclosures were designed
to produce a suitable workforce for the industrial revolution.
Marx indicted enclosure as the instrument by which the landlords,
following up their earlier'thefts of state lands', carried out
a 'systematic robbery of the communal lands' of the people
with the objective of creating large capitalist farms and setting
free 'the agricultural population as proletarians for manufacturing

6
industry'.3

Mingay suggests that the period of decline of the small
farmer was much earlier, probably during the period from 1660
to 1750.37 Land tax evidence shows that the numbers of small

farmers actually increased between 1760 and 1830.38 The reason
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for this earlier decline has been attributed to the effects of
generally low prices, and heavy taxation between 1688 and 1715.

Small farmers failed and their small units were amalgamated into

39

larger areas.

This hypothesis is more realistic and also suggests that
there was no sudden agricultural revolution. The modern
interpretation indicates that a continual process of improvement
operated within agriculture.go The agricultural revolution was
a more protracted affair, stretching back over centuries rather

than decades.

Enclosure could be said to represent the final recognition
of a process of reorganisation that was a constant feature of
the improvement in farming methods and farm structure; that
people undoubtedly suffered was more a manifestation of the
injustices of the existing political system. ZEnclosure facilitated
the improvement of farm methods through experiment and innovation,
new crops and methods of rotation and better fertilisation.
Economies of scale were generated which the 'open-field! system
did not allow, and, as a result, agricultural productivity roughly

doubled during the sixteenth century.41

The decline of the small farmer has been almost complete
in Britain, and this is important to note in the context of this
thesis, because it would be necessary toreverse this process, to
reintroduce the small farm owner-occupier, for the successful

implementation of the strategies suggested in Chapter B.
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Corn laws, repeal and laissez-faire

The Corn Laws were an example of government attempts to establish
a balance, as described earlier in this chapter, between consumers
and producers.42 Like enclosure, the Corn laws were not the
result of a single act, but stretched back to the early Middle
Ages.43 Simply speaking, their original purpose was to establish
a guaranteed food supply to a largely agrarian community by
preventing speculation and monopolitistic practices, by the

regulation of internal trade and the restriction of imports.

From 1660 onwards, imports were regulated by a sliding scale
of duties, but as long as Britain was a net exporter of grain,
the laws were of minor importance as a measure of import
restriction.45 It must be remembered that in 1750, Britain still
exported half a million tons of grain.46 Grain has always
played a disproportionately large role in policies of agricultural
protection, again due to the inelasticity of supply and demand.
Chambers encapsulates the problem for grain producers:

Unlike the fatstock and dairy farmers, the corn producers
had to face no foreign competition and the more intractable
consequences of an expanding but inelastic demand. (The
population of Britain was increasing rapidly during this
period, doubling between 1750 and 1830). A fall in the
price of meat would be partially cushioned by an increase in
the amount consumed; the relatively fixed demand for bread
corn caused prices to fluctuate disproport&onately to the
changes in the size of the harvest ....... 7

But, by the end of the Napoleonic Wars, conditions were different.

By the year 1800, Britain was importing three-quarters of a

million tons of grain and, as a consequence, the Bill of 1815 raised
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domestic prices and effectively prohibited imports. The

aims of the Corn Laws had become perverted by those who benefitted
most from them - the land-owners.48 It was an easy matter for

the ianded aristocracy to push these Bills through Parliament,

due to their enormous political power. Of the five thousand

or more members who sat in the House of Commons between 1734

and 1832, about three quarters had their principal economic
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interest in land. Thus, the landed gentry, who had benefitted
by the construction of an essentially aristocratic farming
structure through the Acts of Enclosure and high food prices

and rents during the war time period, sought to make further gains

by the prevention of imported grains.

All of these factors, the Poor laws and a rapidly increasing
population contributed to some of the worst food poverty ever
seen in Bri%ain; but, the effect of expensive bread was to
galvanize the common protest agaimst the Corn Laws through the
formation of the Anti-Corn law League and similar bodies.50
Eventually, the pressure to remove the oppressive Corn Laws
became too great, and resulted in the reformation of Parliament
under the Reform Act of 1832?1 The Repeal of the Corn laws was
completed in 1846 and had such far reaching consequences that
it is justly remembered as a landmark in British political

history.

Green has suggested that here was Britain's 'revolution?',
encapsulated between the years 18322, when the first Reform Bill

was passed, and 1846, when the Corn Laws were repealed.52
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It was a revolution fought in terms of food, and has determined
that, ever since, Britain would be ruled democratically rather
than aristocratically, that society would be dominated by
commeréial and industrial rather than landed interest, and that
the British would be, largely, a nation of consumers rather than

producers of food.

The consequences of Repeal were widespread and, ultimately,
devastating for British agriculture. Some of its effects were

not realised for thirty years, and could not have been foreseen

]

Ay

by Sir Robert Peel, who was instrumental in the adoption of a

poliey of free trade. There were three major effects.

e

Firstly, the landowning oligarchy, that had ruled Britain
for a century and a half, lost its political, and then its

Sk

economic, poOwer.

Secondly, and perhaps of more importance to agriculture,
the farmers lost their economic power too, since the farm
structure left by enclosure blurred the distinction between the
working peasantry and the landowners. Evidence suggests that
the small farmers that had survived the process of enclosure

could not survive the effects of Repeal@55

The third effect, and probably the cause of the first two
effects, was obscured for thirty years. Although the level of
imports had risen, the price of wheat remained fairly constant

foy about thirty years, whilst other agricultural prices had
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risen sharply. A succession of poor domestic harvests in the

late 1870s, coupled with the cessation of the wars on the
Continent and the USA, and the advance of transport, brought
British farmers face to face with the harsh realities of

free trade.56 Poor harvests could no longer be offset by a
rise in prices, due to the competition of cheap foreign grain.
The import of wheat, which had been about forty eight per cent
of total consumption in 1868-1878, rose to between sixty and

seventy per cent.57 When ‘cheap food! arrived, rents and prices

were driven down, destroying the economic base of both landowners

- 58

and farmers.

The Repeal of the Corn Laws opened the way for free trade
and eventually brought ‘cheap food! to Britain. With it came an
unstoppable decline in British agriculture. The Golden Harvest,
which had reached its peak in 1870, was over.59 The decline
was meteoric. Of the three million acres of wheat being grown
in 1870, only one million remained in 1931, and the arable
acreage, including that cultivated during enclosure, shrank from
18 to 12 million acres.60 The proportion of the working
population in agriculture dwindled from 13.1 per cent in 1871 to
6.8 per cent in 1931; and the ratio of agricultural to non-
agricultural incomes is estimated to have fallen to sixty three

per cent in 1900 and to sixty one per cent by 1930.61

Despite the disastrous effects on domestic agriculture, the

policies of laissez-faire worked well for Britain for a considerable

period. Britain was able to take advantage of its Empire, which
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included large food producing areas, and of the progress in

transport, to feed her people to a higher standard than

almost anywhere in the world. When it came to a choice
between cheap food and British farmers, it was political
suicide to favour more expensive food; and it is still a

sensitive political issue.

Free Trade came and went, and with it cheap food. The
myth remained, and still does to some extent, for an even longer

period, but eventually the disorganised farming community, com=-

bined with the need for increased domestic production during
the first and second world wars, forced the government to

re-introduce some measure of protection.

The end of free trade

A price had to be paid for the benefits of cheap food, and it
was the bankruptcy of British agriculture. The price was felt
during the first world war, when the British began the slow

and expensive rehabilitation of agric:ultu:t“e.6LP At the outbreak

of war, Britain had no plan for raising food production, but by

1918 extensive control had been established which pguaranteed

prices to farmers, compelled the ploughing of grassland, and allowed
all essential foodstuffs, whether home=grown or imported, to be
bought or requisitioned by a central body, known as the Food

Cmntrmllere65

The war had thus necessitated a return to proe
tectionism and a reversal of laissez-faire policies toward

agriculture. The change of attitude was short-lived, howsver,

for the Agriculture Act of 1920, which gave mome puarantee af
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prices to farms, was repealed the following year, and agriculture
was abandoned during the post—war depressiona66 Domestic food
supplies dropped as low as one guarter of domestic demand,

67

as the general price trend was downwards.

However,; a drastic change was to occur in agricultural policy
due to the great economic depression which began in 1929968 With
the new coalition National Government came a comprehensive tariff
aystem, enacted by the Agricultural Marketing Acts of 1931 and 1933,
and the Imported Duties Act of ﬁ952969 Britain retained the benefit
of its Empire by the concessions of the Ottawa Agreements Act of
1932, which pgave preference to the import of Fmpire goods, and a
reciprocal arrangsment for British export manufactures: this did

little to assist British farm@rs$7g

So, although there were attempts to support agriculture
in the 19%0s, the traditional policy of cheap food was still an
important factor. The legislation of this period was influenced
by the all pervading depression, and the restrictionist devices

employed reflected the timesa71

The second world war had a greater effect on agriculture
than the first, and Britain entered the war with a prepared plan
of action. In September 1939, the Ministry of Food was formed,
and became the sole buyer and importer of &1l major foodstuffs;
existing food stocks were requisitioned; price controls were
imposed and rationing was introducada72 Compulsory cropping,

the reclamation of derelict land and the eviction of inefficient

farmers combined to bring the arable acreags back to its record
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peak of the 1870s, although output only increased by about

20 per cent due to the slaughter of livestockj5

British famers had to make considerable effort and sace
rifice during the war but the system of guaranteed prices
greatly increased their prosperity, and farmers did not want
to see their position eroded again, as it had been at the end

7k

of the first world war.

Post-war policy

Prior to theaccession to the Treaty of Rome and the previous
debate on the Buropean Economic Community, British postewar
agricultural policy had developed in three phases¢75 In the
immediate post-war period, both Labour and Conservative governe
ments pursued a policy of expansion with little regard for the
76 ’

cost.

By the mid-1950s, greater emphasis was placed on the cone-
trol of Exchequer expenditure and economic efficiency; domestic
farm-support policy reflected the easing of the world supply

77

situation.

During the early 1960's, efforts were made to control

external access to the U.K. marketg78

With the trend from
shortages to surpluses on world markets came the increasing
problem of imports. Farmers complained frequently of dumping

and the argument of the import saving role of agriculture wag

invoked. The lengthy discussion which ensued, reviewed in
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Chapter 3, did not result in great restriction, but some
quotas were introduced to prevent dumping of some goods,

notably butterf79

The basic policy of government intervention within a
framework of economic and social forces, laid down in the

Agriculture Act 1947, was:

1) to ensure food supplies at reasonable prices, whilst the
parties involved in agriculture received equitable
treatment; and

2) to ensure that British agriculture made an appropriate
contribution to the development of the British economy as

a whole.
The Aét declared that the objective of policy was that of:

csssspromoting and maintaining, by the provision of
guaranteed markets and assured prices ccc..s. BUCh

part of the nation's food and other agricultural

produce as in the national interest it is desirable

to produce in the United Kingdom, and of producing

it at minimum prices consistent with proper remuneration
and living conditions for farmers and workers in agri-
culture and ag adequate return on capital invested in
the industry. L

The main instrument of farm support during this period was the
system of guaranteed prices implemented through the Annual
Review procedure, and commonly knownras the deficiency payments
scheme, TFarmers sold their output for the best warket price

they could obtain, but any difference between the average market

price thus realised and the puaranteed price determined at the
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Annual Review, was made good in the form of a government

82

bonus paid retrospectively on each unit of output sold.

Britain's use of this method of support was unique,
although its adoption had been recommended in the report of
the Haberler panel, appointed by GATT.,B3 The advantages of
a system of direct income support, rather than price support
were two fold. Tirstly, the price of food was lower for
consumers and, consequently, consumption was stimulated.
Secondly, the cost of direct income payments was included
in the national budget, and the public scrutiny of the costs
would act as a control on prertectimtxiszm.8L'L Although
deficiency payments aided farmers with most to sell, low
income farmers could benefit from production grants and
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subsidies on milk, sheep and cattle.

Later in the 1960s, a combination of several factors,
including international agreements, the costs of the
deficiency payments scheme, the intention to enter the E.E.C.
and the view that agriculture could assist the balance of
payments, led to a modification in policy toward an expansion
programme aimed at import saving086 The effects were a shift
towards greater protection through the regulation of imports,
transferring the burden of support from the treasury to the
consumer. In effect, the transition period to the EEC's msystem
of farm support began long before the Heath goverument accepted

the terms of entry to the Community in ﬁ97ﬁ¢87
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The Common Apgricultural Policy and Britain

Food and agriculture in this country have been dominated by

the Common Agricultural Policy (CAP) since Britain became a
member of the European Community on 1st January 1973%. This
required Britain to adopt the CAP, which had been formulated

in 1957 under the Treaty of Rome. The creation of an agri-
cultural community was an important aspect of the essentially
Franco/German alliance which the European Community undoubtedly
wag in 1957. Agriculture was,; and still is, the most powerful
instrument of European integration and fhe Treaty of Rome can
be seen as a bargain struck between German industry and French

agriculture.

The agricultural objectives of the Treaty of Rome were

five in all: -

a) to increase agricultural productivity;

b) to ensure thereby a fair standard of living for the
agricultural population:

¢) to stabilise markets;

d) to guarantee regular supplies; and

&) to ensure reasonable prices in éupplies to consumers.

The Treaty of Rome provided little indication of how
these objectives were to be achieved, and it took about ten
years for detailed proposals to be presented by the Buropean
Commission to the Council of Ministers. Primarily responsible
foy the four principles which eventually emerged was Sicco
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Mansholt. These were:

a) common organisation of the market with common prices for
the main pfoducts;

b) free trade between the member countries:

c) a single~trading system with non-member countries;

d) joint financing of the cost market support for farm
produce,; and the subsidising of exports of agricultural
products to non-member countries and the contribution by
the Community to the cost of modernising the agricultural

economy.

The price support system

The policy operates in two main ways. It protects the Community
market againg both low and high prices in world markets through
threshold prices or export restrictions, and it guarantees a
minimum price for the basic agricultural products through inter=
vention prices or direct payments to producers. The basic
premise underlying the price support system is that farmers!'
returns should be received directly through the market. For all
products, except potatoes; wool, mutton, lamb and some horti-
cultural products; there is a support system, although the
arrangements for all commodities differ slightly. The system
for cereals was the first to be introduced, and the method

adopted has been applied to other products.

There are three types of support prices for cerealsj the
itarget price’, the "intervention price' and the 'threshold
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price’. The target price is the desirable market price, and
represents the average price the system is designed to maintain.
The target price is fixed at the level which it is hoped
producers will achieve on the open market in that area of the
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Community where grain is in shortest supply.

The intervention price is set at between 12 and 20 per
cent below the target price, and is the price at which the
Intervention Authorities are ready to buy cereals to maintain

prices; it is, therefore, the price that the farmer is

The threshold price is calculated such that, when grain
is imported at any port around the Community, it will ssll at
about the target price, or a little more, in the Duisburg area.
Each day variable levies are calculated in Brussels, making
up the difference between the lowest cif offers on world
markets and the threshold price. These levies are payable
on each consignment shipped into the Community from none-
member countries, to prevent farmers of member states being
undercut by cheap imports. Similarly, export subsidies or
restitution payments may be paid enabling EC produce to be

gsold on world markets where prices are lower.

Thus, the prices of cereals are maintained at a high
level by the use of the threshold price and variable levy,
which prevent imports of cheap grain, and the intervention
price, which prevents the home market being flooded through

.90
oversproduction.
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The preen pound and Monetary Compensatory Amounts

When the U.K. joined the E.E.C. in January 1973 her agricultural
industry entered a negotiated transitional period which ended

at the end of 1977. During this period the support prices of
U.K. farm products were raised by a series of transitional

steps to those of her other community partners. From the

ist January 1978 the U.K. farmer has received exactly the

same institutional price, measured in units of account, as any
other community farmer. As their name implies, units of account
(u a) are simply an accounting convention by which the
Commission sets support prices. These prices are translated
into each countryis currency by means of special exchange rules,
fixed by the Council of Ministers; known as representative or

green rates.

The provision of a single system of price support was
conceived during a period of fixed exchange rates. Within this
context it was theoretically possible to implement a policy of
common support prices which would be effective throughout the

Community.

However, the abandonment of the fixed currency system in
the early 1970s, and the adoption of a floating system of
exchange rates, has caused great problems to the application
of common prices. As currencies have bheen allowed to Tluetuate
against one another, these green exchange rates have produced
price levels for agricultural products different from those
which would apply if fixed parities or market values were umed

fo ealculate prices.
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For example, the green mark maintains agricultural prices
higher in FR Germany than is justified by the market value of
the m;rka Conversely, the green pound was worth more than the
market rate for sterling, although recently the disparity has
not been so great due to successive devaluations of the green

pound and the strength of sterling.

Clearly, a fixed agricultural exchange rate is an
anomaly in a period of fluctuating exchange rates, but moves
to eliminate the disparities have been hampered for political
and economic reasons; the undervalued green mark benefitted
German farmers,; whereas the overvalued green pound benefitted

British consumers.

Thus, agricultural imports into the UK attracted an import
subsidy whichallowed the trader to sell goods on the British
market at a lower price than he actually paid for them.
Similarly, the British exporter had to pay a levy which nullified
any competitive advantage resulting from the strength of the
green pound. The taxes and subsidies charged to remedy this
situation are known as Monetary Compensatory Amounts (MCA),

and in 1977, these payments cost the EEC about £500 million.

More recently, with a steadily increasing rate of
exchange for sterling caused by high interest rates and North
Sea oil revenues, the position has been reverssd. The green
pound has become artificially under valued effectively
subsidising UK exports of agricultural goods and making food
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more expensive to UK consumere.
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Problems of the Common Agricultural Policy and British agriculture

Firstly, it is pertinent to ask if the CAP has met its objectives,
broadly stated.in the Treaty of Rome. It would appear that the
CAP has met its first objective, the increase of agricultural
productivity, since, between 1958 and 1974, the average amount
produced for each person working in agriculture increased annually
by about 6.5 per cent. 7% This was due to a combination of the
total amount produced, and a decrease in the number of people
working on the land. However, it is unlikely that the CAP was
directly responsible since little effort has beesn placed on the
structural improvement of Buropean farms. Productivity may
actually have been held back by the price policy, snabling low
productivity farmers to stay in business; it is likely that other

factors contributed to the increase in productivity.

It is difficult to assess the effect of the CAP on farmers®
incomes, because they are largely self-employed and do not
usually receive a wage. However, it would appear that farmers!
incomes have risen, although not as fast as the incomes of the
people working in other industries. Furthermore, the CAP has
sccentuated the gap between the rich and poor farmers, since the
farmers who produce most receive the highest reiurnamgz It is
for this reason that some critics have dubbed the CAP 'the

Kulak's f.:h,smf'“t;e:t*‘ﬁgbr

Has the CAP achieved market stability? Between 1968 and
1974, prices for farm produce fluctuated much less within the

FEC than in the rest of the world. For example, wheal prices
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varied by an average of three per cent in the EEC compared
to an average of eleven per centon world marketsa95 But
stability of prices has been achieved at a high level;

food prices in the EEC can be up to 320 percent higher than

96

on world markets.

The CAP has probably come closest to achleving the
objective of security of supplies. The EEC is self-sufficient

in a large number of different typ
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s of food. However, im many
products there have been large surpluses; notably in dairy
products, wine and olive oil. Surpluses are estimated to
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have cost the EEC about £2000 million in 1976.

The final objective of the CAP conceruns the productian
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of food at reasonable prices. Reasonable prices are difficult
to define, but considering the high cost of food within the
EEC compared with prices on world markets, the majority of
people would say that the CAP does not emsure production of
food at reasonable prices. The CAP tries to protect farmers®
incomes through high prices and it is the consumér who, to

a large extent, pays for this protection.
In this brief review, several consequences have emerged:

a) the CAP has failed to improve the incomes of many poor
farmers;
Iy the CAP has caused expensive over production in some productsg

and,
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Major criticism of the policy has been aimed at the ineffectual
price policy. Many critics argue that it is impossible to
use the price mechanism to both balance supply and demand,

and to give farmers a reasonable income.9

Common sense would indicate that any policy which
guaranteed a market at high prices to farmers woulq produce
surpluses, and be expensive to operate. The cost of the CAP
is of particular concern to the UK since the CAP accounts for
about 70 per cent of the Community budget and, in 1980, the

. 39
UKwas expected to be the largest contributor.””

Critics of the CAP suggest that there is now nc longer
free trade in agricultural goods in Europesr The existencs
of MCAs, which are in effect border taxes, would support this.
Their existence is further evidence of the strain that monetary
instability has imposed on farm policy, and is undoubtedly a

major factor in the failure of the CAP.

There is now a widespread belief that the CAP has become
doctrinaire, over protectionist and, ultimately, 111&.:1:‘6:8&3'_15x‘t::.i‘t:.}’T]O’i
The need for reform has never been greater but change appears
to be e#tremely Qifficult in the face of the differing intereats
of farmers, consumers and the individual member states of the
EEC. Of course, it is now nigh impossible for Britain to
implement policies which are solely to the benefit of British

farmers or consumers; but even so; agricultural policy in the

FEC is not controlled by a i Supra-national’ body. The Council
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of Ministers, which is made up of ministers who represent
national interests, effectively makes the decisions; Britain,
with the smallest agricultural interests of any of the member

states, would seem to have the least power in effecting reform

of the CAP.




Conclusions

This review has traced the involvement of the state in
British agriculture, and shown the general trend for
increasing intervention. One cannot ignore the apparent
failure of government to effectively regulate the production
of food in most developed countries, and in particular to

overcome the problems of farm incomes. It appears that

there is an inability of the market economy to cope with

the problems of agriculture.

Combined with the rise in state intervention in agri-

culture, we have seen, in this country, an almost complete
loss of the small farmer,; together with a general decline
in the agricultural sector. McCrone summarises the reasons

for the minor role of agriculture in Britain today:

There is little doubt that the small part played by
agriculture in the British economy, compared with the
economies of any of the Continental neighbours, is
largely due to the United Kingdom's long adherence

to free trade and laissez-faire. Both France and
Germany embarked on policies of proteation in the
18708, while Britain waited till the 1920s; and
undoubtedly this saved them from the overseas com-
petition which forced British agriculture to contract.
This contraction affected not only output but the
amount of labour employed, the area of Jand cultivated,
and even the total agricultural area.

Thus, the legacy left by the last two hundred years of
agricultural policy, combined with EEC membership, and its
restrictions on individual policy, create encrmous problams

that would have to be overcome for the successful implementation

i
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of any radical changes in British agriculture.
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CHAPTER

THE BALANCE OF PAYMENTS AS NEMESIS

There still prevails, even in nations well acquainted
with commerce, a strong jealousy with regard to the
balance of trade, and a fear that all their gold and
silver may be leaving them.

(David Hume, Of the Balance of Trade, 1742)

The term’the balance of payments' has a ring of familiarity -
to most people. It is only necessary to listem to the
evening news on the television occasionally to have heard
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it being used, usually in severe tones. But,
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that few people really understand what it is really all

about.
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To tackle the concept of agricultural import saving,
one of the main concerns of this thesis, an understanding
of the rudiments of the balance of payments, possible
adjustment policies and measures taken by UK governments
in the past is essential. A consideration of plans to
increase domestic agricultural production combinsd with
policies of import substitution makes two assumptions:
first, that the meaning of balance of payments is under=
stood;and; second; that the UK does indeed have a balance
of paymenis problem. The purpcse of this chaptar; thaa,
is to clarify the meaning of the balance of payments and

to put the proposition of import saving into parspective
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The principles of the balance of payments

The balance of payments is not, as many people imagine,

& precisely defined term; rather it is a loose unifying
concept which is applied to the international accounts of
any country. As such, its meaning is easily misinterpreted
and its application often c‘;c:nfused.;'i Broadly speaking,

the balance of payments can be described as a systematic
record of all economic transactions between residents of

the reporting country and residents of all other ccuntriesag
The transactions may involve a flow of real resources, such
as goods or services, a movement of foreign asssts or

3

liabilities or transfer payments,

It is now common practice to divide the external accounts

of the UK into three sets of items:

1. Current account items consist of exports and imports of
goods (known as 'visibles'), and services, investment income
and various transfer payments (known as 'invisibles'). The
difference between the import and export of vieible goods is
often known as the "trade gap', and the sum of the visible
and invisible accounts is known as the 'balance on current
accountt. All of these items are collected together becauss
the majority are directly related to flows of national income
and expenditure, whether public or private, and are closely
related to movements in foreign and domestic incomes. The
current account shows, broadly whether'the UK has added to,

or reduced, its net external assets in any pericd. It ism,
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therefore, an important indicator of the current economic
health of the nation, which is why the state of this balance

attracts considerable attention.

2. Investment and other capital transactions are gathered
together because all capital flows correspond to changes in
the stocks of foreign assets and liabilities of the UK and,
as such, are made up of the inward and outward flow of money
for investment and international grants and loans. The
addition of the current and capital accounts is sometimes
called the basic balance; the total of investment and other
capital flows, together with the balancing item (see below)
is known as the Total Currency Flow (TCF) and can be treated

as the net balance of autonomous transactions.

3. Official financing can be described as the measurement

of cash movements between the U.K. and overseas. Thus,

changes in the official reserves, which are mainly the sterling
equivalent of gold and convertible currencies held in the
government's account by the Bank of England, are shown in

this account. Official financing also includes net transactiocns
with overseas monetary authorities,; such as the International

Monetary Fund (LIZB’IF);L‘L

The presentation of the accounts is analagous fo a
double=entry accounting system, in which each tramsaction
involves both a credit and debit and; s0,appears twice. In
this typs of recording, the total of all entries should bs

equal to zero, and hence the use of the term the balancs of




payments. In practice, however, errors and omissions arise
because of the many different sources from which the accounts
are.compiled, and the time~lag between the recording of
transactions and the corresponding payments. The balancing
item is therefore introduced so that the sum of the identified
transactions plus the balancing item add to zero in true

accounting fashion.

The way the accounts are presented is shown in summary
form in Table 3.1. Two main balances are shown: firstly,
the current balance, which shows if the U.K. has had a surplus
over expenditure; and, secondly, a line is drawn to show the
total sum (current balance plus net investment and capital
transactions plus balancing item) that has to be met by,

or contributes to, official financing.

A further distinction is made between ‘autonomous’ and
icompensatory! items. Those transactions which appear above
iine 21 (in Téble 2%.1), within the ‘*balance for official
financing®,; are autonomous. This balance is financed by
the accommodating or compensatory items which are "below
the line. The distinction is based on whether the transactiocans
iﬁvolved‘have arisen from commercial or political reasons
(autonomous), or from financial consideratioms by U.K.
monetary authorities (compensatsfy}ie The structure of ths
accounts is summarised in Table 3.2. Thus,; it may be mislsading

1
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Table 3.1: The presentation of the balance of payments
Item 1970 1972 197k 1976
: No.
Current account
Visible trade:
Exports (f.0.b.) 8121 9 4h9 16 538 25 416
Imports (f.o.b.) 8 146 10 151 21 732 28 987
Vigible balance =25 =702 =5 194 3 571
Invisibles: '
Services and transfers (net):
General govermment -4 86 =561 ~858 -1 546
Private sector (and public corporations) +650 +834 41 181 +2 533
Interest, profits and dividends (net):
General government ~269 ~143 =355 ~652
Private sector (and public corporations) +325 677 +1 661 +1 831
Invisible balance +720 +807  +1 629 +2 166
CURRENT BALANCE 1 +695 +105 =3 565 =1 405
Capital transfers 2 = - =75 -
lnvestment and other capital transactions
Official long-term capital 3 =205 255 =276 =158
Overseas investment in UK public sector 4 =10 +120 +252 +203
Overseas investment in UK private sector 5 +8328 +773  +2 278 2 053
UK private investment overseas 6 <789 =1 383 1 149 -2 100
Overseas currency borrowing or lending (net) by
UK bankss
Borrowing to finance UK investment overseas 7 +180 +725 +270 +165
Other borrowing or lending (net) 8 +292 254 564 =271
Exchange reserves in sterling:
British government stocks 9 +63 +65 ~124 14
Banking and money market liabilities 10 +130 +222  +1 534 <1 421
Other external banking and money market
liabilities in sterling 1 +266 -9 +148 +255
Import credit 12 +1h +196 +159 +169
Export credit 13 =395 =409 <809 -1 178
Other short-term transactions 1k +188 «399 48 =543
Total investment and other capital transactions
items 3 to 15 15 +572 <690 +1 671 <2 81k
Balaneing item 16 +20 =680 +323 +591
EFEA loss on forward commitments 17 - - - -
Balance for official financing (items 1, 2 and 15
to 17) i8 +1 287 =1 265 ~1 646 =3 628
Allocation of Spscial Drawing Rights 9 +171 +124 - -
Gold subscription to IMF 20 =3 = - =
Total (items 18 to 20) 21 +1 k20 =1 141 -1 646 =3 628
Qfficial financing
Net transactions with overssas monetary
iﬁiéorltles 22 13k bhﬁg _ +1 018
el o . ities 23 =1 161 86k = =3l
Other monstary authorities
P i “rency borrowing: i
by public sector under exchange cover schems e = =  #11 i +1 ;bj
Transfer from dollar portfolio to remervas 20 or rom - e
Téa-ginga on (+)/additions to (=) official reaerves 27 i +692 =105 83
28 =1 420 +1 941 fké hal

TOTAL OFFLCIAL FINANCING

7

. CSO. Annual Abstract of Statistics 1977, HMS0, london, 1577, p325
¢ ¥
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Table 3.2: The structure of the accounts

Net credit
or debit

Current account A z

|

Investment and other !

: capital transactions B E
; Balancing item C h
f Balance for official financing (A+B+C) |
|
: Official financing ~(A+B+C) |

Source: Central Statistical Office, The UK Balance of Payments,

1967-77, HMSO, London, p.67.
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by definition the balance of payments must always balance.
When more is spent on imported goods and services than is
earqed through selling goods and services to the rest of

the world, then the result is a deficit on current account.
The fact that external assets have been consumed will also
show up in the other accounts. If the deficit has been
financed by borrowing, then it should show up in the capital
account, whereas if currency reserves have been utilised to
finance the deficit, i% will be recorded under official

financing.

Deficits may be financed by borrowing or reducing
currency reserves for a considerable time depending on ths
size, frequency and reasons for the deficit. Howsver, the
capacity to borrow money, often with attached conditions
(e.g. the Qecent loans from the International Monetary
Fund), or liquidate reserves is obviously limited, and if the
deficits are large and continuous then a more permanent

adjustment may be necessary.

Balance of payments adjustment

Given that a country needs to restore balance to its extermal
accounts, there are a number of measures theoretically
possible: Ritson identifies three broad kinds of policy

option:

tiong
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to allow a currency depreci
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to apply domestic monetary or fiscal measures designead
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to reduce the general level of prices in the domestic
market relative to prices in other countries, when
these prices are converted at the prevailing rate of
exchange; and,

3. to introduce measures designed to restrict certain
categories of imported products or to increase the

quantity of certain categories of exported products.

Currency depreciation or devaluation lowers the price
of exports in terms of foreign currencies and raises the price
of imports on the home market. Economists have traditionally
favoured this method because of the welfare merits of the
free trade solutiona7 But the cost of such action is
similar to an unfavourable change in the terms of trade
(the ratio of prices of home and foreign produce). For the
pame resources, used in the production of exports, less
foreign exchange is earned with which to pay for imports.
In order to maintain the status quo more resources have to be
diverted to the production of exports, and toc the dissuasion
of home consumption. Devaluation may cause a loss of real
income rather than any benefit to the balance of payments, and
has a detrimental effect on unemployment. The fact that it
may also stimulate inflation is another matter. The general
hope is that the benefits of increased foreign and domestic
demand for home produced goods may offset any loss dus to an

unfavourable movement in the terms of trade.

The second measure, deflatian, reduces the aggrsgats
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demand in the economy as & result of dom
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fiscal policies. This results in lower levels of national
income, employment and imports. Examples of monetary
policies include increases in interest rates and contraction
of the money supply; fiscal policy includes increases in

taxation or reductions in government expenditure.

The British government adopted a ‘stop-go' or stabilisation
policy, especially during the mid-1960s, to try to restore
balan36=8 Fiscal and monetary controls were used to preserve
the exchange rate. These controls, together with the trade
cycle, produced subsequent periods of stagnation and rising
unemployment which, in turn, encouraged successive governments

to stimulate the economy.

The third option can be described as 'expenditure-
switching' .policies, as opposed to the 'expenditure-reducing’
measures of deflation.9 These measures attempt to switch
expenditure from foreign-produced to home~produced goods.
Although there are two possible aspects = the stimulation of
exports and the restriction of imports - the respounse of
exports to stimulation is slow. The effect of import
restrictions, on the other hand, can be felt almost immediately,

and the measures available are easy to implement.

Imports may be restricted by the use of commercial
controls (i.e. guantitative restrictions and embargoes,
tariffs, quotas etc.) or fiscal controls (devices of exchangs
control, multiple currency practices, capital transfer

veatrictions etc.).
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Switching has the effect of adding directly to the
demand for home-produced goods, thereby creating employment
or excess demand and inflation, should full-employment
exist; it would also tend to improve the balance of payments,
1f excess demand and inflation were preventedejo

The case for import restriction, with particular
reference to agriculture; is analysed in greater depth in
Chapter 4. Although the measures outlined above act in different
ways, 1t should be remembered that all balance of payments
adjustment policies must involve some cost, or welfare loss,
to the community because of their implications for the
pursuit of general economic objectives (such as employment,
income distribution, regional disparities and economic
grow’ch).’H An improvement in the balance of payments does

not come free of charge.

The U.K. balance of payments in practice

The balance of payments has been high on the agenda of all
post=war British governments and appears, to most people,

. o . . . 12
to have prevented the achievement of major economic objectives.
Politicians, economists and the media have combined to convince
us that the UK suffers from a semi-permanent balance of
payments iproblem’; to many people 1t appears that Britain

is constantly on the verge of international bankruptcy.

luch political currency has been made of the suggestion that

Britain is fliving beyond her meaﬁs*,“and by common agreement

(92N
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the problem is that we import more goods than we export.
Mr. Callaghan, then Chancellor of the Exchequer, said in

the 1967 devaluation debate:

I am not seeking to ascribe any responsibility to
anybody for failing to try to export, I am merely
pointing out the fact that it is industry which
does the exporting, and industry which imports,
and if the two do not balance, eventually we get
into uisequilibriumeﬁ5

He was not the first to state the problem in these
terms; Dr. Dalton, Chancellor in 1947 argued that:
Our trouble is this yawning gap between exports

and imports. Therefore all our measures mﬁst bie
aimed at narrowing this gap at both ends.

By the end of 1947 the slogan ‘export or die? had
.’]

T

been colned and is still being used today. A cursory
glance at Britain's visible trade figures will confirm
that, with two exceptions, since the second world war

(in 1956 and 1958) Britain has consistently had a visible

trade deficit.1

However, a more thorough examination of the vigible
trade figures reveals that there has been a continuous
visible trade gap since annual trade statistics were first
compiled in 169?ﬁ17 Yet, the period between 1697 and the
present has been extremely prosperous for Britain, and,
indeed, one of the most prosperous of any nation in the
history of the world. Thus, the first assumption = that
Britain has in the past been a net gxporter of poods - is

false; and furthermore, it ims also untrue that; in ordsr
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to be a wealthy nation, it is necessary to export more

goods than is imported.

The reason, of course, is that generally speaking,
Britain's invisible earnings have been large enough to
compensate for any deficit om visible trade. In 1977,
invisible exports were about 50% of visible exports,
and accounted for about ome third of all Britaini% expartseig
Britain is now the second largest exporter of invisible

trade after the USA and, on a per capita basis, Britain is

An examination of the current account shows that, from

1697 until 1931, the UK's balance om current account was

always in surplus except for the first world war period.
There were minor deficits between the wars but the BSecond
world war had an enormous effect on the balance of payments.

In the 1940s the UK was forced to liquidate many of its

overseas assets and to borrow substantial sums to pay for

the war with the result that, although on average the current
balance continued in surplus, the immediate post-war period -
saw considerable change. After 1958 the current balance tended
downwards into deficit until 1967, when sterling was devalued.

This caused the current balance to recover temporarily until

the rige in the price of oil by the Organisation of Petroleum
Exporting Countries (OPEC) in 1973. The consequence of the
oil crisis was that record visible deficits were registeved

in 1973 and 1974 and also a record deficit on current account

65




of about £3500 million in ﬁ97h920

The current balance has recovered since 1974 and in 1978
there was a surplus of about £1000 millionazi Without doubt,
the major factor in the recent recovery of the current balance
has been the growing importance of North Sea oil. HNorth Sea
0il contributed about £1000 million to the current account in
1977 and, including the contribution to the capital account, the
benefit to the basic balance was about £2300 millian;gz Further=
more, foreign exchange receipts accrued from North Ssa oil were
forecast to increase annually until 1980 by £1000 million, with

subsequently smaller increases until 1990.77

2
Fd

In the Brockinmgs Report , Cooper suggested that the UK

—— ¥
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balance of payments position, at least until 1966, could be

summarised in terms of four propositions:

1. The UK is normally a net exporter of long-term cagital,
with a surplus on the current account.

2. The visible trade balance is normally in deficit, but the
invisible balance normally offsets this.

3, The role of the UK as banker to the Overseas Sterling
Area (0SA) gives volatile short-term capital flows an
important position in the balance of payments.

l,. The trading, investing and international financial
activities of the UK are carried out with an inadequate

under pimning of foreign exchange reserves.

Metcalfe, summarising the experience of the period From

1955 to 1975 suggests thatz/
(8}




esec.the one crucial factor appears to be the persistent
weakness of the visible trade account which more than
offset the steady improvement in the invisible surplus.

The res?lting current account deficits combined with the
propensity to export long term capital progressively
ugdermined the ability of the UK to act as an international
flpancial centre by borrowing short and lending long. The
principal result of this has been the termination of the
UK's role as & banker to the OSA and the persistence of
disruptive changes of international confidence in the
external value of sterling. The advent of North Sea oil,
of course, raises the possibility of eliminating, at least
temporarily, the state of fundamental disequilibrium as the
improvement in the current account for 1977 illustrates.
However,; this still leaves the longer term question of

how the decline in international competitiveness can be
reversed bgfore the benefits of North Sea oil are
exhausted. 0

The UK balance of payments has obviously been affected
by a number of economic factors since the second world war, not
least of which are the adjustment policies which successive
governments have implemented in attempts to alleviate dis-
equilibrium in the accounts. Again, it must be stressed that
any measures taken to improve the balance of payments must
result in a cost to the community in some way or other. This
applies whether devaluation, deflation or import restriction
measures are used. Although theoretical economists advocate
the former, both Labour and Conservative governmenta, since'
the second world war, have only resorted to devaluation when
their 'stop-go' policies of deflation and reflation have
failed. Import controls have been resisted, in gensral,
although some tariffs have been levied on particularly
vulnerable products, (esg. cotton). The reamons for the
general lack of enthusiasm for import restriction by many

economists and governments is discussed in Chapter 4.




The UK problem

Given that the UK has tended to suffer from balance of payments
disequilibrium, many explanations are given for the causes.

The argument that is most often heard is that the UK has
failed to export sufficient manufactured goods. Metcalfezé
indicates that the UK share in world exports of manufacturers
has declined dramatically from 20.4% in 1954 to B8.%% in 1976.
This, comsidered with the expansion in world trade at thes
historically unprecedented rate of between 7 and 10% per year
between 1959 and 1973, supports the claim that the decliuns

in UK industrial competitiveness is, in part, responsible

for the weakness of the intermational accounts. Furthsrmors,
the UK was the only major industrial nation to sxpsrience &

substantial decline in export share.

The evidence from the growth of manufactured imports
again indicates that Britain's manufacturing industry is not
able to compete with their US, European and Japanese counter=
parts. However, the growth in invisible earmnings must not
be forgotten. As mentioned, an a per capita basis, the UK

is the largest exporter of invisibles in the world.

The enormous increase in the price of oil initiated by
OPEC is often blamed for recent troubles. Although the hugs
deficits on current account, which occurred in the early
19705, may be due to the effects of oil increases, this
cannot be a fundamental cause for imbg;an03s Furthermore,
the UK now 8arns considerable foreign gxchangs through oil
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xports; 1t is ironic that increases in the price of oil in

the future will benefit the UK balance of payments.

A similar reason given for balance of payments problems
in the 1970s is UK membership of the Eurcpean Community. The

effects on the balance of payments on UK accession tc the

Community were complex. But, it can be said that the removal

of all trade barriers between the UK and other members; the
cost of supporting the CAP and contributionm to the Commanity

oncern 1is

<

budget must all be detrimental to the accounts-

also expressed over the possible deterioration in the long-

al

B

Manser suggests that the UK does pot TUun & CommEYs
deficit but rather a political and military deficit. If
government expenditure on arms, the maintenance of military
forces abroad and aid to developing countries were removed

from the accounts; a commercial surplus would result.

There are many other factors which are often cited as

having contributed to UK international payments difficultiegi
including inflation, confidence in sterling and the adoption
of a system of floating exchange rates. However, the possible
reason for imbalance with which this thesis is primarily
concerned is the heavy dependence on imported food and fesdstuffa.
Of course this is not unrelated to many of the above mentionsd
factors. In 1976, Britain imported food and fesdstuffs at

4 cost of more than £4000 million, which was considerably move
than the deficit on currert account in any year, except 1974
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It is a fundamental aspect of this thesis to ascertain whether
dependence on agricultural imports contributes to balance of
payments disequilibrium and whether the expansion of, or radical
change in, domestic agriculture could improve the balance of

payments by import substitution.




The bogus problem

Most discussion of the balance of payments implicitly
assumes that a 'strong' or 'satisfactory' balance of
payments is an economic necessity of life. But what
exactly constitutes a satisfactory balance of paynments?

It is usually assumed that a 'trade-gap' is unsatisfactory
but, as already shown, the UK has consistently haa a trade
gap during its predominantly prosperous development.
Similarly, a deficit on current account may not necessarily
give rise to problems. The balance of payments only becomes
a problem when total receipts of foreign exchange are
insufficient, or not consistent enough, to allow a country
to sustain its way of life or implement the policies it

desires.
Foreign exchange is required by the UK:

1. to enable its residents to purchase desired goods and
services from abroad;

2. to finance overseas development for the comnstruction of
factories and the purchase of foreign securities;

3. tovallow the support of less developed countries by
official aid;

4, to repay accumulated foreign debts;

5. to add to official reserves of gold and foreign exchange,
and

6. to finance the maintenance of a British diplomatic and

military presence in strategic parts of the world.

o
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The sources of foreign exchange to meet these requirements

are earnings from exports, short and long-term capital inflows,

and drawing from reserves. This implies that the pursuit of a
satisfactory balance of payments must firstly allow the pursuit
of desired economic and political goals..29 Furthermore, a
satisfactory balance of payments must also allow the achievement
of other domestic policies. If the international accounts
balance at the expense of other goals, such as employment
levels, stable and reasonable prices, or even consumer choice,

then does this qualify as 'satisfactory'?

In short, in the words of Samuel Brittan, the balance of

payments is a 'pseudo-problem' and is largely self created:BO

Examples of real problems include the pressure of popu-
lation on limited land in the South-~East, bad industrial
relations, or an unsatisfactory productivity performance.
Those cannot be tackled by a uniform alteration in any
set of numbers. If wages and prices were half or twice
of what they are, or it the pound were devalued to Z1.40
or revalued to g4.80, there would still be no more land
in the South=East, industrial troubles would not change
their nature, and the underlying level of productivity
would be no different. The balance of payments is on the
other hand a pseudo=problem because its nature and size
is an arbitrary one depending on artificial ratiocs of
this kind. A change in international exchange rates

or in the ratio of money wages at home and abroad,
unconnected with any fundamental change in performance,
can transform a vast surplus into a tremendous deficit,
or vice versa.

To concoct a problem through concentration on the
earning of foreign exchange, and then to imvoke guilt im

people by suggesting that it is due to their laziness or bad
1

‘W

management is fbogus patriotism®.
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It is my view that concentration on the UK balance of
payments is misplaced., There may be no fundamental cause
for the seemingly depressed economic state of the UK and
its international accounts other than an obsession that a
problem exists. Indeed, recent improvements in the current
account resulting from a strong pound, high oil prices and
ever increasing flows of oil from the North Sea hés meant
that concern over the balance of payments has waned. Never-
theless, with 2.5 million unemployed, industrial stagnation
and persistence with monetarist policies, the UK economy

has not been in such a bad state since the 1930s.
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CHAPTER 4

AGRICULTURAL EXPANSION AND THE

BALANCE OF PAYMENTS

The case for agricultural expansion has traditionally gone
hand in hand with the more general argument for the imposition
of import controls. Such ideas usually stem from concern for
the balance of payments, or more specifically, for the

accumulation of deficits on the current account.

The basic assertion is quite simple. Firstly, economists
have noted that the UK has had persistent balance of payments
deficits. The implication is that levels of imports are too
high or exports too low or both. Since it is difficult to

influence exports in the short term, it is easier to coucsntrats




on cutting imports. So, why not let all goods which can be
produced at home be protected and limit imports on these
goods? Thus, the balance of payments problem can be solved

without cutting national expenditure through higher taxes or

lower government spending, etc.1

More specifically, economists, and later agriculturalists,
have witnessed the steady increase of imports of food and
feedstuffs such that now the UK is heavily dependent on imports
Br about half its food supply. It is taken for granted, by
many, that should UK agriculture be expanded and be accompanied
by a policy of import restriction and substitution, then this
would cause a vast improvement in the balance of payments. In

reality, this proposition is far more complex.

The purpose of this Chapter is to examine this simple
description of the case for agricultural import saving in
greater detail. By analysing the literature which has accumulated
on this matter it is hoped that it may throw light on the specific

strategies described in Chapter 5.




The debate

Since the possibility of agricultural expansion has been seen,
in the main, as a means of solving balance of payments diffi-
culties, it is not surprising that much of the work parallels
concern about the balance of payments. Conseguently, nearly
all of the work is post- second world war, with tbe debate

climaxing in the early 1970s.

The debate could be said to have begun with the publication
in 1950 of an article by Blagburn.2 Blagburm calculated that
it took £123% of the nation's resources to preduce about‘£100
of food, valued at import prices. Robinson and Marris3 replied
by arguing that although the value of exports produced by £123% of
resources might be as high as £200, 'The extra output must not
only be produced, but also sold, and sold almost certainly at
worse terms'. They went on to estimate that the elasticity of
demand for UK exports would have to be as high as 2.5 to make the
transfer of resources from agriculture to export industries
worthwhile. So began a long and heated debate,. MacDougall,
realising that Robinson and Marris were, in fact, advocating
an application of the theory of tariffs, poimted out that the
possibility of fretaliation' had been ignored. The assumption
that a country has the ability to turn its terms of tradea in
its favour by a policy of domestic expansion and import

restriction had ignored the possibility of retaliatory measures

*The terms of trade is the ratio of the import prices index to
the export prices index. The ‘terms of trade effect' refers

to a situation in which a reduction in the demand for an
agricultural country's products may force prices down: whereas§
a reduction in the sales of UK manufactured goods may result in
the price of its remaining exports being raised.
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from countries who import UK goods. An improvement in the

terms of trade results if export prices rise more quickly

than import prices.

Na.rris5 continued by attempting to find a relationship
between the quantity of UK exports and the natiom's terms of
trade, and concluded that an increase in UK exports would result

in a deterioration of this ratio.

Morgan and Paish6 disagreed. They argued that because
the UK was a large importer of agricultural produce and
exported mainly manufactured goods, its terms of trade would
change with world terms of trade for agricultural produce.
Furthermore, since the majority of UK exports went to
counfries dependent on agricultural exports, their capacity
to import industrially manufactured items would also be
related to the world's changes in agriculture's terms of trade.
Therefore, an improvement in the world terms of trade for
agriculture would be associated with a deterioration in the
UK terms of trade, but would also increase UK exports of finished
goods to primary producing nations. Marris did mot accept ’i:hisi
but it was later shown that UK exports did increase in the

19505 and 1960s under these conditions,7

Robinson8 tried to measure the cost in terms of home
resources, of saving foreign currencies by import substitution.
9

Using data for the period 1938-1954,” he estimated that about

£100 of extra agricultural output had been obtained at a cost

of about £150 of resources.
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McCrone10 made his contribution by presenting a formal
treatment of the theory of tariffs to agricultural protection.
He later emphasised that the nature of the camse of the balance
of payments influences whether or not a particular measure
represents an appropriate solution to balance of payments
disequilibrium.11 For example, if the balance of payments
deficit was due to a gold and dollar shortage, then a decrease
in imports of food from agricultural countries would not
increase gold or dollar supplies, since most of UK trade with

these countries was conducted in sterling.

The criterion of net contribution to the balance of
payments was introduced by Moore and Peters.12 This they
defined as the import value of a marginal increase in agricultural
production when adjusted for its import content, the impact upon
the terms of trade, the reciprocal loss of exports and the
opportunity cost of the resources used. Their analysis
turned the calculation on its head by estimating what would be
the effect on the balance of payments of a marginal decrease in
agricultural imports. Then, assuming that agricultural outpgt
has an import content of about 25%, a reduction in agricultural
output of £125 million would require an increase in food imports
of about £100 million. The effect of increasing purchases on
the world market would be to push up import prices. They
estimated that this would increase the import bill by about

£10 milliocn to £110 million.
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If agricultural output was reduced by £125 million

resources employed in agriculture would be released to

other industries, including labour and industrial capacity
in agriculture's allied industries. The calculation assumes
that labour productivity is higher in export industries than
in agriculture, and that the labour released would@d produce
3% more in other industries. Using two cases, ome in which
resources would shift easily into other sectors, amd the

other with low resource mobility, production of exportable

products was estimated to increase by between £116 million
and £154 million. Such increases in the productiomn of exports

would increase imports of industrial raw materials, and an

increase of exports of this order would necessitate some

reduction in export prices.

The extra import content of additional industrial production
was estimated at between £14 million and £20 million. Added to
the extra import bill of £110 million, this makes the additional
imports required between £124 and £130 million. The reduction in
export prices needed to sell a larger volume of goods abroa@ would
reduce the increased revenue from £154 million and £116 million

to £111 and £88 million respectively.

The net effect on the balance of payments would be the
difference between the total increase in imports of between
£130 and £124 million, and the increase in exports of between

£111 and 88 million, i.e. £19 and £36 million.




Thus, a reduction in agricultural output of £125 million

valued at import prices would reduce the balance on current
account by between £19 and 36 million, representing between
15 and 2% of the change in the output. Moore and Peters
concluded that although the positive net contribution of
agriculture was comparatively small, 'Support of the industry
clearly appears to be worthwhile from the balance of payments
point of view.....! Phillips and Ritson13 argued that this

. did not follow from their calculations. A comparison of the
balance of payments contribution of a certain value of resources
in agriculture with export industries' contribution by éssuming
that the resources start in agriculture and have to be shifted
towards manufacturing industries biases the calculation in
agriculture's favour. They also pointed to the limitations
of a calculation concerned with a contraction of the agri-

cultural industry.

Furthermore, according to Moore and Peters, if the net
contribution is positive then the extra agricultural output ;l
plus the beneficial effects of the decrease in import prices
exceeds the cost of expansion. In terms of marginal analysis
this méans that the net marginal product of rescurces in
agriculture is greater than elsewhere. In effect, the net
contribution to the balance of payments as defined? measures
the extent to which a redistribution of resources contributes
to economic growth, and only coincides with the contribution
to the balance of payments under conditions of full employe
ment and nc policy of internal deflation.
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This illustrates some of the confusion which often
arises in calculations like this. Firstly, it is all too
easy to define a concept which does not truly represent the
effect on the balance of payments. Secondly, it shows that
the theoretical case for agricultural expansion must be
considered sepafately from a policy of import substitution.
Only if it is accepted that there is a case for iﬁport
substitution as an effective means of correcting a balance of
payments deficit can it then be argued that the agricultural
industry offers better scope than manufacturing industry for

investment of resources.

Houston14 has defined three criteria which may be useful

in an evaluation of the potential contribution of an expansion

in domestic agricultural production to the balance of payments:

1) Gross import saving.
2) Net import saving.

3) Real contribution to the balance of payments.

The gross import saving or displacement measures the valus Gf

a marginal increase in domestic production, and the second
measures the net change in the cost of imports when no adjustment
has been made for the impact upon import prices. The third
measures the difference between the net changes in the import
bill and export earnings, adjusted for the impact upon import

and export prices.




The gross import saving represents the simplest and most
incomplete measure of the contribution to the balance of
payments, being nothing more than the decreased volume of
imports required, valued at import prices. No account is taken
of the direct or indirect costs attributable to the implemen=

tation of a marginal expansion of agriculture.

The direct costs involved refer to the increased imports
required arising through expansion. In other words, they are
the imported inputs (e.g. fuel, fertilisers, machinery etc)
needed to produce the increased output. When these direct
costs are deducted from the gross import saving, the remainder

represents the net import saving or displacement.

These two criteria were employed by the Economic
Development Committee for Agriculture when they reported on

Agriculture's Import Saving Role in 1968.15 Summarizing their

approach to the relationship between agricultural expansion and

the balance of payments, the report said:

Our calculations have necessarily been confined to asasssing
the gross and net import saving consequences of the proposals
for expansion, after taking account of any additional imports
that such an expansion would call for. But the import

saving is not synonymous with the contribution to the

balance of payments. The latter depends not ouly on the
volume of imports replaced, but on any changes in the tarms
of trade which policy might produce and on the sxtent to
which reduced imports lead, via a cut in the incomes of forsign
countries, to a reciprocal fall in British exports cor red
with the level they might otherwise attain. usnarally
speaking the Tterms of trade effect?! of agricultur % &
f
T

¥pansion
is likely to be favourable, but it may be partly offset or
even exceeded by the irgciprocal effect¥s. The nst result

CahﬁDt be predicted, but it is likely that the r-:‘
effect would be greater for a country whoss impos
Britain account for a high proportion of its total
hich is in a weak balance of payments position.
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We have not been able to explore these complicated
mgttgr§ in detail or to assess their quantitative
significance. Such work as has been done on this question,
however, indicates that agricultural expansion does make a
positive contribution to the balance of payments, although
not necessarily to the full extent of import saving. It is
clear that more research is badly needed on the net
contribution made by agriculture and by other industries
to the balance of payments, either in the form of import
saving or export earnings. A more effective appraisal of

these problems will not be obtained until this research is
carried out.

The United Kingdom has had a substantial balance of
payments deficit for a number of years. Imports of
temperate zone agricultural products in this period have
averaged just under £1000 M a year. Against this back-
ground, and whilst appreciating the difficulties of
assessing the quantitative significance, we consider that
if the agricultural expansion envisaged could, in fact,
contribute to a net import saving of over £200 M a year,
this would represent a major contribution to strengthening
the national economy.

The calculations of the Economic Development Committee were
based on several assumptions. Firstly, that the correction of
the balance of payments is the first prerequisite of economic
growth. Secondly,they omitted from their calculations any
estimate of the opportunity costs of the resources to be used

in the expansion of domestic agriculture. Resources used in

agriculture implies an opportunity lost to use them elsewhere.

However, it would seem probable that there would be a
correlation between net import saving and the real contribution

to the balance of payments.

The Agriculture’s Import Saving Role report prompted a

number of studies to investigate the missing areas - reciprocal

trade effects, price effects, opportunity cost of resources, etc.
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Notably, Phillips and Ritson16 investigated the possi-

bility of reciprocity in trade with particular reference
to how a reduction in UK agricultural imports might affect
demand for UK exports. They defined reciprocity as a

situation whereby a change in imports in one year causes a
change in that country's exports in the same or subsequent

year. They pointed to three ways in which a change in the

value of UK imports could affect demand:17

1) By direct retaliation.
2) Balance of payments effects.

3) Income effects.

Direct retaliation might occur,; for example, where bilateral
trade agreements exist. When trade is controlled or influenced
by central governments, the opportunity to sell goods to a
country may be dependent on the purchase of imports from

that country. The restriction of imports from that country
may bring about retaliation by the cancellation of orders

from UK exporters.

With fixed exchange rates, a reduction in the value of a
country's exports will, all other things being equal, reduce
the balance of trade. In many countries, liquid reserves are
inadequate to bridge the gap until new outlets can be devsloped.
Consequently, they are forcesd to place restrictions on imports to

balance trads.

oo
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Any country which exports goods to the UK obtains some
of its national income from this trade. Thus, any decrease
in the amount of UK imports will reduce the national income
of that country, part of which would have been spent on
UK exports. A multiplier process will cause the national
income of the UK's trading partner to fall by more than the
value of its loss of exports: national income falls reducing

imports and encouraging exports.

By examining data from nime exporters of primary products
to the UK, Phillips and Ritsomn tried to see what had

happened to UK exports to these
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in UK imports from them. Using correlation and regression

analysis they produced a series of ‘reciprocit

0

for each of the nine countries. These coefficients
represented the changes in exports associated with given

changes in imports.

Then, applying these 'reciprocity coefficients® to
the level of import saving projected by the NEDC's report,

Agriculture's Import Saving Role, an attempt was made to

calculate the net contribution to the balance of payments.
Using the NEDC projected value of net import saving of

£218 million, they estimated that the balance of payments




net contribution would be reduced to about £115 millicnaé

Since the reciprocal effect was defined as the change
in the value of exports resulting from a change in imports,
and value is defined as price times the quantity, then this

incoporates the terms of trade effect mentioned above.

18 . : . Co
Houston =~ attempted to estimate the extent to which past
periods of agricultural expansion could have contributed to

an lmprovement in the balance of payments through import

substitution. He concluded that there was scop

[¢}]

for improvement

in the balance of payments through a policy of agri

ultural

i
]
Ci

expansion coupled with domestic expenditure reduction, within

strict conditions. However, he again emphasissed that ths

[4}]
]

extent of this improvement would be substantially less than the
estimates of gross and net import saving. Despite the enormous
fluctuations from year to year, Houston showed the real
contribution to the balance of payments to be about 50% of

the gross import saving and about 70% of the nqt import

saving.

ﬁThere is a discrepancy in the Phillips and Ritson article
iReciprocity in International Trade‘gAJaurﬁal of Apricultural
Economics, Vol. 20, No. 3, September 1969? D 3@3u3ﬁ69 On page
%1% they state that, iIf we allow for rec;prcclty on the remaining
£71.3% million at only 15 per cent of net import saving theq the
net Balance of Trade contribution would be approximately &£103%
million or about one half of the NEDC projected value of net
import saving.®

I presume from their caleulations that this figure of gﬁgﬁ
million refers to the amount of exports lost through rﬁclpﬁgﬁltyﬁ
and not the net contribution to the balance of payments. Thuse

Net import saving = export loss = net contribution to
; balance of paymente

£115

£t

£218 m - £103 m
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Houston also compared the effectiveness of general

deflation policies with import substitution. Although
there are difficulties in quantifying the effectiveness,
he surmised that the reduction in total expenditure

necessary to bring about an improvement would be greater

with general deflation than with agricultural import
substitution. However, this would depend largely on the

opportunity cost per pound real contribution by the

agricultural industry and also to the extent to which

deflation policies are accompanied by the associated
changes in both the import bill and export earnings, over

and above the initial contraction in import expenditure.

Houston stresses the importance of the opportunity cost
of resources. It is difficult to evaluate the relative merits of
import substitution in alternative sectors. This could not be
achieved in a single calculation but would involve an estimation
of the opportunity cost and the real contribution for all
import competing industries. The scope for import substitution
in manufacturing industry, however, would appear to be greater

for two reasons:

1) Firstly, there is a limit to the potential for agricultural
import substitution because of climatic constraints. Only the
import of temperate foods could be realistically replaced =

an obstacle that manufacturing industry does not have to overcoms.
Furthermore, imports of manufactures are greater, and lock liks
growing faster than agricultural imports.
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2) Secondly, productivity in manufacturing industry is greater
than in agriculture. However, this statement needs considerable
gualification. In the first place, there is difficulty inm
comparing the factor productivity within competing industries.
Table 4.1. shows the total factor productivity im agriculturs

as a percentage of that in other industries. Alse, although
average productivity levels may be higher in industry, it doss
not follow that resocurces currently employed in agriculture would
have a higher level of productivity if transferred to an

industrial sector.

e

A better indicator of which industry would be wmost suitabls

for a policy of import substitution is the opportunity coet. The

™

a

opportunity cost is simply the alternative production foregone
as a result of transferring resources into one particular
industry, thereby depriving another of the benefit of those
resources. Thus, the opportunity cost includes some measure of
the mobility of resources between differing industries.
Agriculture has a high immobility of resources and, consegquently,
a high opportunity cost of resources. However, many economists
have pointed to the difficulties and complexitiees in these
calculatians and suggest that extreme caution should be

applied in any interpretation of productivity, resource

allocation and opportunity costeﬂg

Ritson;ao returning to the theory of tariffs, pointed out that

the argument that the UK could turn its terms of trade in its
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Table 4.1: Total factor productivity in agriculture as a
percentage of that in manufacturing, distributive

trades and all industries.

1946 1952 1961 1965

Manufacturing 70 68 67 62
Distributive trades 89 91 62 63
A1l industries 63 70 83 81

Notes: Marginal productivity of capital was measured sxclusivs
of changes in stocks.

A. M. Houston, Ilmport Substitutian and the Balasnce of
Eg ments, PhD Thesis, Department of Economics,
University of Exeter, 1970, p.18k4.




favour by restricting agricultural imports might only be
valid in the context of a balance of payments deficit.

With free exchange rates, a country would not exploit a
position of monopoly selling power by the imposition of
measures which reduced its guantity of imports. Thus,

the presence of a balance of payments deficit is critical
in the application of the theory of tariffs to agricultural

protection:

1) not only because this makes retaliation less likely;

2) but also because it is only under these conditions that
an inverse relationship between quantity of exports and
level of domestic agricultural cutput can be assumsd.

Ritson21 has summarised the factors relevant to a calculation
of agriculture's balance of payments contribution, and this

is shown in Table 4.2.

The characteristics of the debate about agriculture
and the case for import saving was epitomis ed by the contribution
of Josling and Winegarteus?'2 In this publication, Wineg&rtap
put the case for import saving in agriculture and this was
answered by Josling. Winegarten, at the time chief economist

for the National Farmers' Union argued that:

1) Britain has to run a surplus on the balance of paymesnts of
some £3%00 million a year, for several years, in order to
pay off the accumulation of short term international

indebtedness in recent years.
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Table 4.2: Factors influencing the net contribution of

agricultural support to the balance of payments

Credit Debit
A Import saving of domestic E Increase in supply of UK
agriculture exports facilitated by

release of sources
B UK monopsony power

F Increase in demand for UK
C UK monopoly power exports facilitated by
income and reciprocity in
D Import content of exports foreign countries

foregone
G Eifects of retaliation
against support of UK
agriculture '

ort content of agri-
tural cutput

b
e

mp
ul

I Import saving forsgans
resulting from release of
resources from agriculture

J Import saving to be valued
at import prices

Source: Ritson, op cit, Ref 7.
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2) This would place an 'enormous additional burden' on our
export industries and so, as a ‘necessary underpinning
measure' we need to give much more attention to import
BAVINg.

3) Many industries are candidates for import saving, but
calculations are complex.

L) The case for agriculture is the most straightforvard.
Agriculture could, given the right incentives and
confidence, contribute about £220 million a year in net

import displacement at the end of a five year sxXpansion

programme.
5) A& policy to expand agriculiturs would wsan that we could
"loock forward to the end of constraints on gensral

economic growth' stemming from persistent balance of
payments problems.

6) Agricultural expansion is justified in terms of the
economic use of the nation's resources apart from the

balance of payments position.

According to Josling, Winegarten's argument is based on false

assumptions and misinterpretation:

9) The outstanding debts need to be kept in their true
perspective.

2) Costs are involved, which Winegarten does not consider,
in the achievement of a target surplus.

2) The attainment of a large balance of payments surplus is

not especially desirable.
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%) Selective import substitution is not necessarily the most

appropriate policy for balance of payments stabilisation.

As I have discussed in Chapter 3, the balance of payments
accounts are often misinterpreted. Josling, replying to

Winegarten has this to say:
f

To conjure up images of imminent bankruptcy with such
phrases as Britain is 'living far beyond her means,
accumulating large debts which one day will have to be
repaid' is to misrepresent the true position of one of
the richest countries in the world. The 'burden' of
our short-term debts is political and not economic.
However, Josling concludes that agriculture can make
substantial contributions to national objectives through

increases in productivity and the conseguent release of

labour to other sectors. But, ‘artificial’ expansion,

through higher price supports, distorts the value of resources,

is a clumsy method of dealing with secular international
monetary adjustments, and the true costs of such policies

are always likely to outweigh the benefits.
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The end of the debate?

The successful application of the UK for membership of the

EEC brought to an end; at least for the time being, the
application of the theory of tariffs to UK agricultural

trade. This was due to the importance assumed by administered
prices in the CAPaE3 However, the debate has found a new
companion with the reawskening of interssts in agricultural

i

self=sufficiency=d

i

together some conclusions arising from the plethora of work
generated in the 1960s and 1970s. If there is any general
conclusion then it must certainly be to smphasise the complsx
nature of the subject and the calculations attempted, and to
indicate that large errors can occur when the problem is over
simplified. Secondly, the source of the deficit of the
balance of payments is important in considering measures to
alleviate the disequilibrium. Thirdly, it is important to
realiBe the differences between import saving and contribution
to the balance of payments. Although there is likely to

be some correlation, they most certainly are not synonymous.

Fourthly, that before agriculture is established as a sector

offering a high potential for import saving, the whole question

of whether import saving is the most appropriate instrument for

affecting the balance of payments must Dbe resolved.

Finally, after considering evidence of agricultursis past

contribution to the balance of payments; one must concluds tha

410
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there is little reason to believe that a policy of agricultural

expansion would aid the balance of payments. Ritson25

concludes that:

The balance of evidence, therefore; suggests that the
contribution of agricultural support to the balance of
payments, if any, has been small. The cost of such
contribution may be viewed either in terms of exchequer
subsidies, or reduction in the total volume of goods and
services in the country because of a mal-distribution

of resources. Whichever way it is viewed, the implication
is that if the government of the UK has maintained
agricultural support at its present level on the grounds
that it was necessary to assist the balance of payments,
then this has been an ill=chosen policy.



CHAPTER 5

STRATEGIES FOR AGRICULTURAL CHANGE

This chapter describes the formulation, and the problems
incurred in their construction, of alternative strategies
for agriculture in the UK. These strategies were designed
to test the hypothesis that if the UK were to reduce its
levels of imports by a policy of agricultural chaunge, then

there would be a positive contribution to the balance of
payments.

Thus, these altermatives were constructed such that
they did not rely so heavily on imported food amd feedstuffs,

as the UK currently does. Implicit; therefore,; is the fact

Ao
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that the UK becomes more self-sufficient in food, and hence
expands its agriculture. However, agricultural expansion and

agricultural change are not one and the same.

By describing the characteristics of the alternatives
suggested in this chapter, and by comparison with the work
discussed in Chapter 4, the differences between change and
expansion, and the way in which they affect the balance of

payments, will be brought out.

The strategies

The study compares two alternative strategies for agricultural
production with the system currently used in the UK and examines
their effects on the levels of UK food imports and sxports,

and consequéntly their effects on the balance of payments.

This chapter briefly describes the current system of agriculture

and then shows how the alternatives were constructed.

The alternatives consist of a Vegan system, i.e. a system
in which no meat or animal products are produced, imported or
consumed in the UK, and an Intermediate system, which includés

meat and dairy production and consumption.

The suggested strategies can be imagined to lie on a

continuum, as shown in Figure 5.7.

These two systems were chosen for a number of reasons.
First, it is assumed that it is undesirable to shift towards

a more meat oriented production and consumpticon pattern. Iu
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dietary terms there is mounting evidence that the UK population
consumes too much animal produce, but perhaps of more
importance in the context of this study; the consumption

of more meat would require increased imports of animals, meat

and feed and other imports.

The Vegan system was chosen because it offers a number of
advantages. Primarily, it can be easily defined, is simple to
work with and acts as a boundary or limiting case. Furthermore,
this study has been able to utilise the work of Susan Thcmpsani
on a vegetarian cropping plan for England and Wales, undertaken

in the Technology Policy Unit.

The second, Intermediate system was chosen hecauss it wss

1

felt that although it was valid to examine the effects of an
extreme vegetarian agriculture, it was too far from reality.
The intention of the second alternative was to consider a
strategy which bears some resemblance to the current system
without relying too heavily on imports and could, possibly, be

implemented.




The current system of agriculture

This section is intended to give a brief sketch of the

system of agriculture currently employed in the UK, and will
serve as a control to which the alternatives can be compared.
Time and space limit the extent of this description and

little would be gained by a detailed analysis. There is a
great deal of literature om the subject should @or% information

. 2
be regquired.

The United Kingdom of Great Britain and Nevthern Ireland

has a total land area of about 24 million hsct
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about 79% is used in agriculture. However, Table 5.7. shows
that much of this is rough grazing land and has littls

potential for crop production.

Agricultural land is also categorised according to its
quality. Land is graded as 1 or 2, which includes land
suitable for the widest range of crops with the greatest
productive potential; grade 3, which is valuable for cereals,
roots and grass to moderately good for oats, barley, roots aqd

grass; and grades 4 and 5, which are described as of 'limited

3

potential'.

In England and Wales, only 12% of the farmland falls into
the top two categories; furthermore, Scotland possesses about
two-thirds of the total rough grazing in the whole of Britain.
Although Scotland has yet to be included in the Agricultural
land Survey, a rough approximation of the areas under the five
grades in Britain can be estimated, as in Table D5.2.

100




Table 5.1: UK agricultural land use (1976)

Hectares (1000) Acres ('000) % of total

Crops and fallow 4802 11866 19.9
Temporary grass 2314 5717 9.6
Permanent grass 4950 122232 20.5
Rough grazing 6768 16725 28.1
Other 212 770 3.0
Total agricultural land 19146 47310 79. 4
Total UK land 24100 55600 100.0

Source: LEconomic Development Committee for Agriculturs,
Agriculture Into the 1980s: Iand Use, NEDO, HM30,

London, 1977.
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Table 5.2: Estimated land classification areas in Britain
Grade Area (million acres)

1 1
2 15
3 16
4 7
5 17

Source: K. Mellanby, Can Britain Feed Itself?, Merlin Press,
London; 1975, p 11.
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A comparison of Tables 5.1« and 5.2. suggests that
arable crops and temporary grass cover all the land of
grades 1 and 2 and most of that in grade 3. Permanent
grass would seem to be grown on grades 3 and 4, and grade

5 coincides with rough grazing areas.

Furthermore, the quality of land is distributed
geographically throughout the UK and, hence, the éype
of agriculture practiced varies from region to region.
There are other factors, such as climate, altitude,
tradition, etc,; which also help to detsrmine agricultural

practices.

The demand for land in the UK for industrial, urban,
road, forestry and other uses is high. The Ministry of
Agriculture, Fisheries and Food give a figure of 32000
hectares annual loss of agricultural land, with an additional
30000 hectares being afforested each year; many are becoming

4

concerned by these excessive losses of agricultural land.

It is now estimated that about 550000 people are
employed in agriculture, representing about 2.6% of the total
labour force, producing about 2.7% of the total UK Gross

Domestic Products5

By now it is well established that the UK is heavily
dependent on imports for the continuation of its food supply.

In broad terms, the UK produces about one=half of all its food
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requirements, or about two-thirds of temperate foods,
although many imported imputs are required to achieve

)
this. Table 5.3 summarises UK self-sufficiency levels

for some commodities.

The pattern of food imports can be described briefly.
Firstly, large quantities of animal feedstuffs are imported
to support the intensive livestock industry. There are
substantial 1mports of hard wheats from North America for
the production of the characteristic "British loafi; U.K.
wheat is used for animal feed, biscuits, cakes with a sm=ll

amount used for bread making.

Vegetable oils, used for margarine, cooking oils, etc
have been imported in large quantities, although oilseed rape
will almost certainly be grown in increasing amountss? However,
there will be continued imports of oilseeds and beans, particularly
soya, for which the defatted meal is a major constituent of
animal feeds. The UK is also dependent on large imports of sugar
cane to support its large refining industry, alfhough this industry
is currently in a state of great flux. It is almost certain
that, with the present overcapacity and competition with sugar

beet, cane imports will have to shrink.

For animal products, again the situation varies. Thie UK
is self-sufficient in milk, eggs, poultry meat and pork,; but
imports a considerable proportion of its butter; cheese, ham,

bacon and lamb requirements.
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Table 5.3:

supplies, 1975-76

Quantities of home-produced as a percentage of new

Commodity
Wheat
Barley

Oats
Oilseed rape
Sugar
Potatoes

Apples (mot cider)

Pork

Bacon and ham
Poultry meat
Egegs

Liquid milk

Condensed milk (full cream)

Milk powder (full cream)
Milk powder (skim milk)

Cream
Butter

Cheese

Percentags

o O -3 T
WO\ D

g
" O

57
100
L7
102
100
100
112
147
216
95
19
60

Source: Ministry of Agriculture, Fisheries and Food, UK Food

and Farming in Fipures, HMSO, London, 1978.
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The gross output of British agriculture was estimated at
about £6000 million in 1976. Table 5.4 summarises the imputs
and outputs for British agriculture. In terms of output valus,
livestock is by far the biggest contributor,; followed by farm
crops, milk and milk products and horticulture. The table

also shows inputs and the calculated farming net income, which

has been falling in recent yearsag
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Table S.4: Output, input and net income of British agriculture,

1976 (£ million)

Output Input
Total crops 1469 Total expenditure 3269
Total horticulture 596  Gross input 3240
Total livestock 2158 Gross product 2760
Milk and milk products 1295 Depreciation 600
Egges 3o Net praduct. 2160
Other livestock products 3k labour, rent and 1002
Sundry output and receipts 76 interest
Produce grants 114 ??i:iﬁgizztsizggmﬁ 1835
Work in progress =19 appreciation)
Output stock exchange =16
Gross output 5999
Final output 5545

Source: Cmnd 7058, Annual Review of Agriculture 1978, HMSO,
London, 1978.
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The vepan system

A vegan system was chosen as a suitable case for study for

& number of reasons. Firstly, it can be easily and precisely

defined. Veganism, as defined by the Vegan Society, is "the
practice of living on the products of the plant kingdom to

the exclusion of all food and other commodities dgrived wholly
or in part from animals‘aﬂo More specifically, Barkas
defines a vegan diet as one ‘which omits all animal foods

but includes a mixture of unrefined cereal products, legumes,

11

]
nuts, vegetables; and fruit supplemented with vitamin BTZ “

Secondly, there was the availability of a recent study by
Susan Thowpson within the TPU;12 This project was intended,
in part, to complement Thompson's work; thus, it seemed both
logical and convenient to study the effects of a vegan system

on the UK's food trade and the balance of payments.

Thirdly, the exclusion of meat and animal products from
the agricultural system reduces the number of variables involved,
and simplifies its investigation. Finally, the study of the
effects of a vegan system enables some conclusion to be reached

on the effect of meat consumption on the balance of payments.

Thompsonﬁs constructed an alternative cropping plan for
agriculture in England and Wales, which would yield food and
nutrients capable of supporting the basal nutritional needs of
the population of England and Wales entirely from plant sources.
Table 5.5 shows the Initial Crop Plan Gonstructed, compared
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Table 5.5: Initial crop plan for England and Wales

Lrops Hectares % of % of % of
Arable Arable Arable
Area in 1973 in 1944

Wheat 1,378,270 24 19.8 21

Barley 1,585,130 27,7 33.2 1z

Cats 305,573 5ok 3.4 15.3

Rye 41,549 0.7 0.1

Maize 3,586 0.06 0.02

Early potatoes 24,597 0.4 0.4 )

Main crop potatoes 175,669 3.1 2.7 ) 6.7

Tield beans 62,978 1.5 1.1

Turnips and swedes 24,510 0.4 0.8 3.3

Cabbage 22,407 Ol 0.0k

Oilseed Rape 47,559 0.6 0.2

Sugarbeet 202,012 3.6 3.4 2.8

Hops 6,399 0.1 0.1 0.1

Orchards 57,446 1.0 1.0 1.8

Small fruit 13,317 0.2 0.2 0.2

Open Air Vegetables 254,357 L7 3,2 2.7

Glass house crops 1,928 0.03 0.03

Flowers, bulbs, etc 15,116 0.3 0.3

Other crops 18,203 0.3 0.2 11.6

Lucerne 29,355 0.5 0.2

Grass (temp) 1,301,552 23.0 26.0 204

Fallow 57,853 1.0 1.0

Source: S. E. Thompson, The Potential For and Limitations Of a
) Shift From Animal-based to Plant-based Agriculture and
Food Production in England and Wales, PhD Thesis,
Technology Policy Unit, The The University of Aston in

Birmingham, 1979.
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with the reality of 1973 and 194k, and Table 5.6 shows the

potential output and the level of nutritional self-sufficiency

from the plan,

The vegan system that is to be studied here is essentially
that constructed by Thompson, with a few minor modifications.
However, the study of the system requires certain assumptions

to be made, and these are listed below.

1) Production and consumption of meat and animal produce
excluded.

2) Trade in meat, animal produce and animal feed requireﬁ@nts
excluded.

3) Trade in selected crops, vegetables and fruit permitted.

4) Only crops currently commercially cultivated in the UK
considered.

5) Working area taken to be the 1973 arable acreage for

England and Wales.

In keeping with the definition of a vegan diet, meat and
animal products would not be produced or consumed under this
regime. Consequently, imports and exports of animals, meat
and ani@al products and the feedstuffs necessary to sustain

the current livestock industry are excluded.

Although the cropping plan provides nutritional selfe
sufficiency, the inclusion of some imports of vegetables,
cereals, other crops and fruit would be permitted. This

would not only make the diet more palatable, but would also
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Table 5.6: Potential output of energy and protein from plan and

nutritional self=sufficiency

srepsn Mergy o5 Protein
MGJ = 10 7J) (tonnes)
Wheat 75.6 738642
Barley 86.0 42650
Oats 19.41 141712.5
Rye 1.7 O7kels
Maize 0.4 1615
Early potatoes 1.47 72474
Main crop potatoes 18.73 1057564
Field beans 0. 47 53352
Turnips and swedes 0.7 869z
Cabbage 0.6 15115
Oilseed Rape (as oil) 1.5 -
Sugarbeet (as sugar) 20.02 -
Brussels sprouts 0.4 9075
Cauliflower 0.2 5832
Carrots 0.8 5688
Beetroot 0.3 3092
Broad Beans 0.2 3957
French and runner beans 0.1 o 2hks
Green peas 1.02 20857
Dried peas 1.29 22970
Parsnips 0.3 2535
Onions 0ok 3899
Lettuce 0.1 1874
Watercress 0.01 5h3
Total (rounded) e3e 1607257
with 30% wastage 162 1125087
factor removed
Self-sufficiency (with 125% (87%) 230% (167%)
waste removed)
%f@du@@ieﬁ in Enpland and Wales, Phb thesis, Technology Poliey

Bait, The University ol heton in Birmingham, 1979,



allow some conclusion to be drawn on the value of imports
saved by the elimination of the production and trade in
animals, meat and animal products.

Effectively, this system

excludes the livestock industry.

However, this does raise another complication. Presumably,
the continued imports of non-animal foods would be surplus to
requirements - nutritional self-sufficiency has already been
achieved. The effect would be surplus domestic production.

To take account of this surplus production, one of two

assumptions must be made:

1) The surplus could be exported.

2) Domestic production could be reduced.

For ease of calculation, it is simplest to assume that less

would be grown at home. In effect this allows more margin

for error but also underestimates the potential savings in imports.
Only crops currently cultivated on a commercial scale

are considered. Although exotic crops such as sunflowers,

lupins and soya beans are being tested, their potential

in the UK is uncertain. However, pilseed rape ie included.

It has now become accepted by many farmers, particularly

as a break crop and because of its value in the vegetable

oil industry.

Although the working area of this system is taken to be

the 1973% arable acreage of England and Wales, the trade
figures used ave for the United Kingdom of Great Britain and

Northern Ireland. However, this doeg not present any serious
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problems. The majority of the UK's arable acreage is to be

found in England and Wales, as is most of the population.

Purthermore, land is not the constraint that one would
imagine. Thompson showed that England and Wales could become
nutritionally self-sufficient by using only about 50% of the

available agricultural 1ande14
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The intermediate system

The construction of the model for an intermediate strategy
posed some of the most difficult problems encountered in
the project. The desire to investigate another strategy
was, in part, a result of dissatisfaction with the vegan
strategy. Although a vegan system allows certain bioad
conclusions to be drawn, and is valuable in defining

boundary conditions, it does not seem to be the most

appropriate or practical system for the UK.

Firstly, the vegan system was studied because it offered
a way in which the UK could overcome its reliance on imported
food and feedstuffs. However, it is not necessary to stop

meat production and consumption to achieve this goal.

It is right to question current practices of livestock
production but the emotional rejection of the use of animals
in agriculture is unscientific. There are ecological niches
which only animals can fill.. Firstly, many upland areas &are
only suitable for rough grazing. In the vegan system
suggested above, about 50% of the agricultural land would not
be used. Sheep and cattle could graze these areas without
competing with humans for food. Furthermore, pigs and

chickens could be fed on waste and household scraps.

Mixed techniques of farming are more efficient than

monocultural farming methods because animal wastes could be
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used as manures for crops, and surplus or waste crops can be

fed to livestock. There are logical and ecological reasons

for the inclusion of livestock in an agricultural system,
and thus; the purpose of the intermediate system was to cons-

truct a model which recognised this but also did not rely on

intensive rearing methods.

Another cause of dissatisfaction with the vegan alternative
was its unrealism. The original cropping plan was designed to
find out if it was physically possible to achieve nutritional
selfwsufficiency for the population from plant foods. Hawever%
the changes required to implement such & scheme would be enormous.
Fven the drastic position during the second world war was not
sufficient to evoke a system as radical. But, the most
critical factor, leaving aside the merits or disadvantages of
a vegan diet, is that the population of the UK would never
voluntarily accept the dietary, political and social upheaval
involved, under normal social, economic and political conditions.
The desirability and effects of the implementation of both the
vegan scheme and the intermediate alternative are discussed
in detail in Chapter 8. For now, it is enough to note that
the intention of the intermediate system was to take account

of these factors and attempt to present a more realistic,

yet still radical, alternative.
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A rational agriculture

The desire for an agriculture which would produce a nutritionally
healthy diet and use resources more conservatively prompted
geveral writers, agriculturalists and ecologists to broach

the subject. A spate of articles appearing in the mid-=1970s

with titles such as Can, Should or Must Britain Feed Itselfl,

reflected the times.

Blaxter15 proposed a reduction in the beef herd to a
third of its current size and an increase of 30% in the
dairy herd for milk production. He suggestsd that most dairy
bred beef calves should be killed at or shortly after birth
for low quality veal. The cersal and legume acrsages should
be increased and there should be widespread introduction of
oilseed rape. Potato and sugar beet acreages would be increased
by 70%. This would produce a diet with substantially less meat,
fat, sugar and fruit but more dairy produce, vegetables,
cereals and potatoes. The diet would perhaps bg low in fat,
despite the imcreased production of oilseed rape, but this

would affect the palatability rather than the nutritional

status of the diet.

Mellanby16 argued that Britain currently produces about
15 million tonnes of cereals from 9 million acres, which alone

would give the population 90 grams of protein and 3000 Keal

each per day, ise. enough to support Britain on an uningpired

diet. He suggested that the dairy herd should be maintainesd

at around its current level, or even slightly increased,

—5
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providing butter, milk and some meat (about 11b per person

per week). The sheep flock would be maintained in upland
areas but pigs, poultry and the pure=beef herd would be
severely reduced. Wheat would have to be used as a direct
human food; requiring bread to be baked with home grown

wheat, and sugar consumption would fall to about 0.5 1b per

person per week.

Waikin Williamsﬁ7 suggested a trade=off between livestock
production and milk and egg production. The short—fall in
protein, as a result of the drastic reduction in the beef
herd, lowland sheep flock, pigs and poultry could be made up
by doubling egg production and increasing milk production by
60%. He suggested an alternative for increasing protein
supplies; protein rich grain crops such as peas, beans and
home-grown oilseed residues could either complement or

eventually replace the increased milk and egg production.

Tudge18 describes a system which he calls a rational
agriculture. A rational agriculture is defined simply as,
ione designed to make the best use of the country’s own land,

while meeting the nutritional needs and gastronomic aspirations

of its people'.
Rational agriculture is founded on three principles:

1) It is designed to use energy conservatively and yet to

produce as much human food as possible from the available

land.
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2) It reflects nutritional theory and is designed to produce

food that nourishes people.

%) It is designed to meet gastronomic aspirations.

Tudge, constructing his rational agriculture along these lines,

first outlined the nutritional and gastronomic requirements

that must be met:

9) Energy - carbohydrate is the most convenient source.
2) Vitamins and minerals.

3} Protein and essential fat.

k) Meat, egegs and milk = not vital but desirable.

5) Green vegetables, fruit and salads - again desirable.

Tudge argues that, although human protein needs have been
over-emphasised, it makes sense to ensure that the agricultural
system is geared to protein production. The most productive
protein source, i.e. the highest protein yield per hectare

that can be used by humans and grown in the UK is the potato.
About half a tonne of protein per hectare would be a reasonable
yield. Furthermore, the protein/energy ratio is roughly what

humans require. Thus, Tudge considers the potato as the oute

standing staple crope

Cereals and legumes would also be given high priority as
gtaple foods because of their high protein yields per hectare.

If a country based its food production around these three

classes of food, Tudge believes the problem would be practically

solved, The only other requirements would be for mome micros

iperale and essential fates = and for
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some exciting flavours.

Tudge imagines non-competitive livestock (cattle and
sheep mainly, but possibly antelope, deer and horses) grazing
on upland areas to produce small but significant amounts of
lean meat, a small dairy herd supplemented by surplus crop
production, and scavenging pigs and poultry fed on the waste
from the system. Vegetables and fruit would be produced for

vitamins and minerals, but also for their flavour.

The results predicted for this conceptually simple\
idea are extraordinary: an agriculture which would employ
more people in interesting jobs; use less energy and resOUrces
produce a soundly-based nutritional diet and enable an
exciting cuisine to‘develop. Tudge has since followed his
work on rational agriculture with a cookery book demonstrating

s 1
the culinary possibilities. ?

Tudge's reasoning seems Jogical and almost compelling but,
attractive though his proposal for a rational agriculture may
be, it is largely founded on common sense, supposition and
speculation, and has 1ittle substantial evidence for support.

Similar criticisms could be levelled at the other studies

mentioned above.
However, the similarity of many of the ideas proposed in

these studies suggests that this would be & reasonable starting

point for the construction of an intermediate systems Sifting

through the ideas, the intermediate system might:
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1) Be largely crop-based.
2) Retain or increase sheep on uplands.
3) Have a smaller pure beef herd.

k) Have a smaller dairy industry.

5) Have a much smaller pig and poultry production capacity.

However, an analysis of this scheme is much more complex and
would immediately introduce a variety of new variables and un-
knowns. For example, at what level should each type of live=
stock be set? And once the levels have been chosen, there
wowld be immense problems in calculating the amounts of feed
they would require. This would be an important part of cal=
culating how much could be supplied from the vegetarian

cropping plan and how much would need to be imported.

A system along the lines mentioned above was seriously
considered but appeared to present too many analytical problems,
and could not have been realistically tackled in the time
available. However, it did indicate that the cogstruction

of the intermediate system would have to be less ambitious, amnd

lend itself to analysis more easily.

This suggested that the intermediate system should
utilise as much information as possible, accumulated from
and that any other information necessary

the vegan system,

should be easy to obtain, manipulate or calculate.
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In the light of this reappraisal, it was decided that the

intermediate system would:

1) be an extension of the vegan system, retaining the previously

devised vegetarian cropping plan;

2) not include pigs or poultry, but would retain sheep at 1976
levels:

3) have a dairy industry of the same magnitude as the 1976 levels;

L) not have a pure beef herd - meat would be obtained as a
by~product of the dairy industry; and,

5) would assume current livestock husbandry practices.

Thus, the livestock numbers for the intermediate system
were set as shown in Table 5.7. Some livestock, such as sheep
and dairy cattle, have been included at the same level as 1976,
s0 that data on their feed requirements were easily obtainable.
Similarly, pigs, poultry and pure beef cattle have been excluded
50 that the amount of feedstuffs that they would not require

can be simply calculated.

The retention of the vegetarian cropping plan means that
the question of which crops and how much should be grown is
already answered. Again, however, given that nutritional
self-sufficiency has already been achieved, additional
production of meat and dairy produce, and possibly imports
of animal feedstuffs, might cause surplus domestic crop
production. As before, it is assumed that some land would he
taken out of food production if necessary; alternatively,

food could be exported or the land could be used for timber.
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Table 5.7: UK livestock numbers for the intermediate system

(thousands)
1976 Intermediate

Total cattle and calves 14069 L4167
Of which: dairy cows 2228 3228

beef cows 1764 -

heiffers in calf 939 ‘ 939
Total pigs 7736 -
Total poultry 134286 -
Sheep and lambs 28104 28104
Ewes 11215 11215
Yearlings 2487 2487

Source: Ministry of Agriculture, Fisheries and Food, UK Food and
Farming in Figures, HMSO, London, 1977.

122




Currert husbandry practices wWere assumed so that animsl
feed requirements per head would remain unchanged, allowing

the calculation of new feeding requirements for the new

levels of livestock.

Effectively, this intermediate system is a modified

version of the vegan system. This affects the method of

analysis since certain study areas do not need to be duplicated.
The technique employed was to assess in what way the imports
required by the vegan system would be altered by the

inclusion of a dairy industry, and sheep on upland areas.

In what ways would the inclusion of sheep and dairy
cattle alter the scheme? As previously mentioned, land
would not be a constraint, since the vegetarian.cropping
plan would use only about 50% of the available agricultural
land; the rest, suitable only for grass, would be ideal for
sheep and dairy cows. The only other disruption would
arise from the feedstuffs this livestock would require.
Thus, after calculating the feedstuffs needed, it is

necessary to calculate how much of this, if any, could be

produced from surplus home production and what would need to

be imported.
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Agricultural change ang agricultural expansion

At this point it is appropriate to consider the vegan and

intermediate systems against the background of literature

discussed in Chapter 4. How do the systems I have constructed

relate to the findings of Moore and Peters, Houston, Ritson

and Phillips and others?

Although there are certain aspects of previous work that
can be utilised, such as the concepts of gross and net import
displacement, and real contribution to the balance of payments,
there are some fundamental differences between the work of the
19508 and 19605 and this study. The important variations can
be understood by describing the difference between agricultural

expansion and agricultural change.

The work described in Chapter 4 was based on agricultural
expansion. Past studies usually considered the effects on the
balance of payments of a marginal expansion of domestic
agriculture, along its present lines. Using conventional
macroeconomic marginal analysis, most of this work examined
the costs of producing a marginal increase in product. For
example, in Figure 5.2, the additional output (q2 - qq) at an
additional cost of Py = p19 would displace a certain amount
of imports. Then, depending on the assumptions made, some
calculation would be made of the effect on the balance of
payments, taking into account import saving, additional costs,

gtc, .

-~
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However, the study being attempted here is based on

agricultural change. Agricultural change differs from
expansion in that an improvement in agricultural efficiency

is 1nvolved. Ritson defines a technological (or productivity)

. 20
improvement as:

ssese. & change in the state of human knowledge which
allows more of a product to be produced from a given
combination of inputs, or alternatively, allows the
same level of output to be produced using less of at
least one input, with no increase in the use of other

inputs.
A productivity improvement can be represented by a shift in

the isoproduct curve away from the origin, ij.e. C B0

1= G
that following the improvement, any given combination of
inputs would lie on a higher isoproduct curve (see Figure 5.2).
Thus, the same increased domestic consumption would be achieved

at a cost of p3 = Pgi it is possible that p3 could even be

less than p1.

Care should be taken before assuming that because costs
are reduced the quantity supplied will increase, because the
fall in total cost associated with the productivity improvement

may not necessarily increase with output, although it is

certainly likely.

In what ways would the systems I have proposed offer an

improvement in productivity? Firstly, by removing the livee

stock industry completely in the vegan plan, the population

could be fed without the need for resources used in intensive

feeding of livestock. BY Riteon's definition, the same output
L SGAINE . B i e
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for reduced input equals increased efficiency. Similarly,

the intermediate system includes less animals than the

current system, requiring less resources. The importance

of the way in which moves towards self-sufficiency are
achieved when considering any effect on the balance of

payments, is stressed by Ritson:

It is often regarded as self-evident that an increase

in agricultural self-sufficiency will ‘aid the balance

of payments', but whether or not a particular measure
will improve our external balance depends on the reason
for the deficit. At present we appear simply to be
attempting to consume a greater value of goods and
services than we produce, (following the rise in the
price of 0il)s This means that an improvement in the
balance of payments can only come about if we are prepared
to cut our consumption or if we are able to increase
production. JFor this reason, an increase in agricultural
self=gsufficiency which is brought about by an improvement
in agricultural productivity or a change in food con-
sumption habits would probably improve the balance of
payments. An increase in agricultural self-sufficiency
brought about by a diversion of resources to agricultural
production or an attempt to force a change in food
consumption habits, very probably would not.

Now, referring to Table 4.2, further reasons why agricule
tural change rather than agricultural expansion may make a
positive contribution to the balance of payments become
evident. On the credit side, the vegan and intermediate
systems have all the characteristics listed. The import
savings accrued by the schemes are calculated in Chapter 6.

UK monopsony POWer refers to the imposition of tariffs and

the price of food imports, and UK monopoly power refers to

the taxation of exports. Both B and C would be possible
measures of enforcing an import saving policy and it is
through such measures that the UK would improve its terms of
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trade. Also, some exports would be foregone as a result

of import saving and the import content of those lost exports

would also be credited,

On the debit side, there are several differences.
Since an increase in resource inputs into the plans is not
hecessary, resources would not need to be transferred from
other sectors, i.e. there would be no opportunity cost in this
case. Thus, E is not a debit of the vegan or intermediate

systems.

However, the reciprocal and income effects (F), and the
retaliatory measures (G) would still apply. The import
content of the additional agricultural output should not

apply, or be almost negligible.

Again, since resources do not need to be transferred,
other sectors are not prevented from making import savings,
and consequently,(I)does not apply. Finally, as a part of the
calculation of import savings in Chapter 6, prices are

automatically valued at 1976 import prices.

Thus, the contention is that the vegan and intermediate
systems described in this chapter, being examples of strategies
for agricultural change, facilitate import and other savings,
but do not involve such great costs as the plans of agricultural
expansion described in Chapter L, It is, therefore, possible
th