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GENERAL ECONOM C EFFECTS OF VARYING MARKET CONDITIONS.

D.O.WILLIANS.

MaSSEY AGRICULTURAL COLLEGE.

1. The course of external prices has been one of the chief
econom ¢ influences aff ecting our country. Even in the early
history of New Zealand when we were a conparatively isolated
unit, external prices had inmportant effects on our economc
orgenisation. Thus the Australian gold discoveries in the-
fifties assisted by an upward pricer nmovement which. operated nost
noticeably on the prices of foodstuff g and in this way gave a
greater inpetus to agriculture than to pastoral farmng. The
South Island gold discoveries in bringing a rush of inmgrants,
reinforced the process and gave at least a tenporary prosperity
to the agriculture of the Wakefield settlenents.

- Again'the period fromthe late seventies to the md nine-
ties was one of acute depression associated with a world-wide fell
in prices. During this time our external mnarketing was concerned
with non-perishable products such as gold, wool and agricultural
and forest products; but new markets and new industries were in
t he nmaki ng, The success of refrigeration eventually enabled us
Tto build up an econonmy based on the export of perishable primary
surpluses to distant and (apparently) unlimted narkets, and i-t
altered the whole balance between agricultural and pastoral
farmng. Refrigeration was the technical starting point of our
modern econom c structure, but the course of our economc
evolution was enornously accelerated by developments in orgenisa-
tion within industries and by the support of a steadily rising
price level, Refrigeration gave us new narkets and the
possibility of new industries; co-operation in dairying for
instance nade it possible to serve -those nmarkets efficiently;
and a rising price level nade the whole venture conparatively
easy and profitable. The escape from the great depression
o the seventies and eighties was by way of new markets, new
industries, new organisations and higher prices.

The characteristic outward features associated with this
period of new devel opments were expansion of farming area as well
as greater'diversity of exportable primary products. So long &g
prices kept on rising the margin of occupation expanded. Side
by side with this expansion of area, went the growh of nore
intensive forns of farm managenent once the dairying in particular
becone inportant.

There were other glmost as obvious effects flowing from the
new market conditions. The sane underlyincg forces lie behind the
activity of closer settlement policies. oser settlenment becane
more plausible as an economic theory and as & State policy only
when nore intensive types of farmng became profitable. ¥he
revolt against land -- gggregation had little practical point
so long as wool was our chi ef pastoral export. With tha new
situation created by accessible markets for the products of nore
intensive farming, successive governments sought to make the landmore
accessible to snaller farners. Apart from penal taxes against
estates large in value, this objective was sought minly through
easier tenures and cheaper finance.

The optimsm which sprang from rising prices and from the
natural belief that there was no visible limt to the markets to
be supplied culnminated in the war time boom Rising land val ues
coupled with one of +the nost efficient land transfer systens in
the world,established a virile tradition of farmland trading
and specul ative dealing in properties. The stream of private
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finance seeking investment and the donpetitive finance of the
banks and stock and station conpanies were all caught up in
the same apparently- irrestible process of expansion, inflation
and nortgage specul ation.

Expanding markets and rising prices, then, were accompan-
ied by an extended area of'occupation, a growh in intensive forns
of farmng, the establishme-nt of pastoral farmng as the chief
basis of our export trade, the devel opnent of +tsnureg aimng
primarily at ownership, a notable acceleration in the rate at
which properties changed hands, easy, sonetines |avish, State
and private finance, and land values inflated mainly through

mortgage i ndebt edness. Under the stimulus of these events there
was an enornous increase in the volune and a large increase in
the value of pastoral products. Wth prosperitC?/, came also a
ready adoption of mechwunical aids to farmng and processing

and a marked increase in the per capita output of labour.

Looked at structurally, the outcome has been to develop
an econom c system which is abnormally dependent for its success
upon overseas marketing. 4 few major pastoral products are'
the base upon which our economc structure is built; and by far
the greater part of the output of these products is sold overseas.
Mreover , with the exception of wool, the overseas market neans
the United Kingdom To an exceptional degree our national =wros-
perity depends upon the state of affairs in the narket. The
course of prices for any one of our major exports can directly
and profoundly affect our economc security. Speaki ng broadTy
we have evolved a system based on undiversified products and
undi versified markets.

The effect on us of external market instability is
accentuated by the fact the over large areas, farm ownership is
based on large nortgages and small equities. The magic o f
property has not always turned sand into gold, but too often hag-
turned good earth into mill-stones.,

Failing market prices since 1930 hav%been associated wth two

distinct attitudes of mind.  So long/it was believed that
overseas markets were indefinitely expansible, the donmnant idea
was to increase production as an offset to price decline. This

policy carried conviction because it was universally believed
that the price decline would soon give way to price recovery.
Later, the fall in prices becane so severe and appeared to be so
prol onged, that hopes of early recovery were gradually abandoned.
Some conversion of properties from sheep farmng to dairying
occurred but had not been carried far before dairying too was
afflicted* When next it was proposed to add quota restrictions
of butter exports to quota restrictions of neat exports, New
Zeal and real’ged for the first tine that the era of heappy-go-

| ucky expansion was over.

In the meantine e decade of unstable market conditions had

brouglt abolut certain adjusiments. Tha total area of land in

occupation gradually contracted but under the stimulus of the
ideal of a Targe turn-over, intensive forms of production in-
creased, so that total output was larger.  Extensions Of farmng
finance, private as well as public, were justified on the grounds
that overhead costs were best met by larger output and that a
price recovery would soon close the gap between costs and
receipts. Later when depression was converted into crisis, the
probl em of finance beccame much less +the expansion of farmng

and much nore the maintenance of farmers. The debt burden on
farmng threatened to crush our Key industriecs. The battle for
debt adjustnent split the country into +two canps of nortgagor
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and nortgagee and so raised a class war which sugerseded that of
labour and capital.

Closer settlement acquired an entirely new emphasis.
Formerly it was designed to hit' the land-ezggregators and to
speed up |and occupation, It functioned as intensified
occupation in an enlergingiiotal area. The new policy was _.,
linked to unenployment, not/aggregation; and it has to function
in a contracting total area. The old legislation neant occusa~
tion for occupation's sake; the new, places the enphasis on
efficiency of occupation and introduces the principle that +the
State may dispossess inefficient private enterprise.

Finally in this connection we may- note that problems of
qual ity production have received nmuch nmore urgent attention in the
ost-war years of declining prices and further that the possibi-
ities of improved industrial organisation are now being discuss-
ed nore keenlLy than ever before.

Varying marketing conditions have brought also, changes in

marketing policy. Confining our attention to the nore nodern
period, we can distinguish four phases in the devel opnent, of
marketing techniques The period of rising prices up to the
out break of war was one of individualistic, conpetitive marketing.
During the war period the State played a large part both in
negotiating the conmmandeer agreements and in the devel opnent of
a system of wrice-fixing. | mredi ately after the war there
came a reversion to private conpetitive marketing. Under tiie
pressure of falling and unstable prices, however, the main
exporting groups established Export Boards whose prinme function
wes the cooperative marketing of the export surpluses.

The, pre-war years of expanding narkets and rising prices
presented settlement and production problens rather. than markect-
I ng probl ens. It wasaseller's market. To a large extent
the products sold thensel ves. Increasing output marketed on an
upward flow of prices, with no apparent limt to either process?
made the. question of organised marketing a secondary considera-
tion. War-time necessities of belligerent countries plus in-
flstionary finance nerely accentuated the advantage of geiler
countries. The post-war return to conpetitive selling
revealed its true anarchy once prices began to fall and very
early showed the necessity for marketing adjustment through
or gani sati on. The experinmental marketing of the Boards has
undoubtedly been beneficial although the deepening of the
depression has shown, particularly in the dairy i1ndustry, that
adequate marketing organisation is inpossible wthout sone
control over production,

Now that this country which is so dependent for its
security on the overseas nmarket is faced with the possibility of
further applications of the quota principle we are likely to
enter upon a fifth phase oFf marketing policy. What, from a
markeving point of wview, are the likely repercussions of a
devel opnent of quotas'?

Most of the discussions about quotas have centred round the
question: is the principle a good or bad one? As far as
possible | intend to |eave that issue al one, It would be
necessary to face the issue if ne were considering what
practical political steps we should take to oppose or support
the principle. But we are concerned at the noment with
sonething quite different. e have to consider how & country
which hitherto has organised its economc |life on the basis

of expandi Ng narkets can adjustitself to the situation where
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Its existing markets may cease to expand and may even contract,
We may lament that the world has reached such a state that it has
come to look upon abundance of necessaries a's an econonic evil.

We may even still hope that some international sanity will fprevail
to clear the channels of trade and bring those' who wish to

consune into more. effective touch with those who can produce.

But we must also consider ways and nmeans of meeting a new
situation, regardless of whether we welcone it or not.

In the first place let us be clear that a quota does not
necessarily mean selling less to a given nmarket than before. It
MAY mean that, and in the first instance it alnost certainly
WILL me an that . Later it my mean that overseas markets may
limt the anmount of our annual export increase. Conversely it
could nean that a market may set out a progremme for a progress-
ive reduction in the amount it will annuslly buy from us. Ob-
viously it matters e _-eat deal to us whether a quota mcans a
declining, a stationary or an increasing demand from our consum
ers. and it matters still more if all our major exPorts becone
subject to quota control. It is evident at once, for instance,
that a quota progranme which permtted a nore rapid increase
In frogen meat than in dairying would present a more difficult

probl em than one which reversed the order. Whatever form or
direction quota control takes, however, the principle is
unal t er ed; authority steps in as a new factor in determning
output »  Authority is added to the normal determinants which in
farmng are price and nature. The price factor as influencing
producticn maE\; in fact be completely overridden. if quota
restrictions become universal; but this is not probable. The

| i kelihood is that quotas wll prevent price exercising its
full influence on production.

~That in turn nmeans that individual producers |ose sone
of their liberty of decision as to their farm production pro-
grammes and may in consequence have to face novel farm nmanage-
ment problems.  Such problenms would not be serious if the quota
rinciple turns out to mean no nore than a limtation of incrcese,
ut would be nore serious if it inplied a positive scaling-
down of production. | find it difficult to believe, however,
that those individual problenms would be greater than the present
one of trying to farm on incomes that often have no .contact Wth
costs. his point, however, is nore appropriately discussed in
subsequent papers.

Viewed broadly the general application of quotas would put
an end or a limt to the process by which declining prices coul d
be met by increasing turnover. |f the net effect of reduced
or limted production of necessaries were to raise their priccs
proportionately or nmore than proport|onateI%/, farmng communiti-
es as a whole would be as well or better off. If this were the
result, quotas would sinply invert the process which has marizd
the course of events in recent years -- they would put snaller
turnover and higher prices in place of larger turnover and
| ower prices.

~There is no reason to doubt that a deliberate and gecneral
reduction o taec output of the worlds foodstuffs would raise
their prices by nore than a proportional anount, for it is
characteristic of these comodities that relatively mnor short-
ages have a merked influence on lifting prices, just as snall
gluts can so quickly bring about large falls in prices. I n
principle, therefore, it Is not at 1 necessary to assune _
that a general extension of quotas would involve New Zealand in
bankr upt cy. It may have that result if +the effect on prices
is too small to conmpensate for the reduction in turnover; but
bankruptcy is unavoidable for this country, if on the other hand
an econonmc war on the basis of wunrestricted production cuts
prices substantially bel ow genera1l farm ng costs' of production.
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Much depends on how far quotas go and to what extent they
represent a deliberate restriction of t he vol une of interne-
tional trade. |f they merely add one nore inpediment to world
trade and aim not merely at maintaining the existing degree of
self sufficiency in the countries inposing them but at substan-
tially increasing this self-sufficiency, then they hasten the day

when the world '"as a whole nust admt 1nsolvency. They put the
finishing touch On events which have steadily narrowed the volumse
of trade which has 'to carry an expanding body of debt, But if

quotas turn out to mean that consuming markets give orders for a

| anned increase of output, the basis of trade would be widened.
he big difference between thig type of expansion and the expansion
to which we have been accustomed would be the substitution of =
known and ordered expansion for a speculative and conpetitive
expansi on,

- \Wichever direction quota developnent takes, it cannot
efficiently be net by individuelistic competitive production.
From our point of view as a producer unit, we have to adjust our-
selves to the nation of produg:in? to the ORDER of our customers .
instead of producing conpetitively in advance and anticipation of
demand. s this so terrible, provided the orders be large enough?

The answer to that question seens to.be this: however,
large the orders, +they represent a control and direection of our
cconomic devel opment which can'be 'efficiently coped with only on
the basis of nuch nore conpetent primary organisation than now
exists in this ‘country, I'f quotas camegencrally it Wil be im
possible to cecl Wth them except on ternms of the fullest co-
operation anongst producers. he general aPpllcatlon of quot as,

atever else it pretends, mecans the death of unorgani sed,
conpetitive, individualistic production and marketing.. I f our
custoners plan the volume of their orders for our products, we
must plan the organisation of -production, processing 'and marketing.

This at once raises the point: what authority will apply
the- quota to industry?  Obviously the alternatives are either for
the State to work our detailed regulations to fasten onthe

industry, or for the industry to undertake the task itself,  any
organi sation within the industry nust be much nore conprehensive
than existing organisation if it is to work adequately,! To cite
the dairy industry: is it inpossible to develop a series of

district federations linked 4o each other and to a national council
with powers which start at the producer and end with the consumer?
s anything short of such a conprehensive national organisation
any use, quota or no quota? What other nethod isthere by whici -an
industry can carry out a desired national policy? Without a
national organisation of this production -- marketing type, how
deal adequately with such questions as all-the-year-round dairying,
the production and marketing of new products, the explanation of
new narkets and the production of specialised products for special~-
ised markets: and are not these the essential issues which the
industry must face, urgently if a quota is applied but inevitably
in any' cese? In other words the industry nmust work out a planned
cconomy itself, if it wighes to avoid having one thrust on it.

It is inpossible for this country hurricdly to change its,,
econom ¢ structure which as we have seen is based chiefly On the
export of large surpluses overseas, mainly to the United Kingdom
The inescapable task, therefore, is market better. This nmeans
much more then regulation of shipments. |t means a thorough~
going exploration of existing narkets by s body conpetent to judge
what production adoptions it "is possible to make in this country;
and on the basis of such an investigation it neans fulléer experimen-
tation in the direction of diversifying our primry exports;  and
to do both those it neans a rationalisation Of primary organisction
along the lines suggested. (Sizned) D. 0. Williews.



