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"Farm policy must be a pluralistic
policy to achieve a number of values;
it therefore will always be diverse
and involve much more than econo-
mics. Like it or not, so is the real
world'"

Hathaway

INTRODUCTION ;

The contribution of economisis and of cconomic research to the ob-
jectives and the means of agricullural poliey is limiled. In a political
decision many considerations additional to economic ones play and must
plav a part. The economisl will never be able to have a decisive voice in
this voloniary process. In policy-making he has a service functicn. Iie
will have to increasc knowledge of the situation and the cconomic rela-
tions in agriculture. This knowledge is required for a better insight into
the cconomic implicailions of allernatives in agricultural policy.

Siressing the service function of economie research in agricultural
policy does not mean an underestimating of the importance of this func-
tion, Policymakers still have to operaie 1oo much without a sufficient
knowledge of the economic consequences of their decisions. The politic-
ians can noi be blamed [or this, They are faced with problems that call
for decisions at short notice, We may at most ask oursclves whether the
politicians, in making these decisions, make adeguate use of the know- -
ledge and the ingighi that research has so far provided, This is a matler
of communication and coordination between research and policy, about
which later will be said something more. Honesty compels to state here
that cconomisis among themselves often fail to agree about elementary
matlers like supply response, factor mobilily and impacts of price sup-
port, No wonder thal polilicians go their own way.

The laie H.D. Louwes, an outstanding man in the Duich agrlcultural
world, used 1o say: "It's not economists that we need in the firsi place,
hul statesmen'. This mayv be true: the relative shorilage of real states-
men is prohably greaier than that of economists, But in agricultural po-
licy. like in other fields too, the polilician cannot do without economic
research. To put il in even stronger terms, in the coming decades agri-
cultural policy will have to he increasingly guided by the results of eco-
nomic research. '

Before describing how agricullural economic research in the Nether-
lands has developed in the course of time in close relation to the develop-
meni of agricultural policy. a short descriplion is given of agricultural
problems and the objectiv s of the government's endeavours with agri-
culture, .



THE AGRICULTURAL PROBLEM IN THE INDUSTRIALIZED
COUNTRIES

The view regarding the essense of agricultural problems must largely
determine the goals of agricultural policy and the means to be used. A
profound analysis of the problems - and that is the agricultural econo-
mist's task - is a prerequisite of an agricultural policy aiming at solving
these problems or alleviating their social consequences.

The problems of agriculture in the industrialized countries with a
rapid economic growth after the World War IT may be subdivided into (a)
a price determination problem and (b) a structural problem,

price problem

After the period of food shortage during and in the first years after
the Second World War, a relative surplus of many agricullural products
manifested itself in the course. of the 1950's. On the world market the
prices dropped to a level at which the producers in many countries were
no longer receiving a reasonable reward for their productive effort,
Practically all industrialized countries then switched to protection of
their agricultural producers. With the aid of a whole range of instru-
ments the national markets were primarily reserved for the national
producers. As a result of this growing nationalism the world market be-
came a caricature of the concept of market. In the beginning the price-
fall of agricultural products was regarded as = temporary recession;
price policy was motivated as a policy of stabilizatlion of price fluctuations
in the interest of both the consumer and the producer. But soon the drop
in the price-level proved to be of a structural nature. The policy of price
stabilization became one of price support, with steadily increasing
charges on the national budget.

The cause of the structural overproduction in respect of the effective
demand must be sought - to put it briefly and therefore incompletely -
above all in the technical development in West European and North Ame-
rican agriculture, Through the use of new agricultural techniques (fer-
tilization, disease-control, selective breeding, mechanization, etc.) the
productivity of land an labour increased rapidly. This increase in pro-
ductivity is manifested in a rapid growth in output, The total inpul in
agriculture has not decreased; the reduction of the factor input (notably
of labour) has been compensated for by an increase in the non-factor in-
put (the use of labour-saving and land-saving capital: machinery, arti-
ficial fertilizer, more productive varieties of plants and breeds of ani-
mazls), .

Ag a result the total supply has grown more quickly than the effective
demand for agricultural products. This demand, at the relatively high
level of prosperity in Europe and North America, rises only slightly as
prosperity increases further. The output-increasing effect of lechnical
development resulis therefore in a drop in price-level and (without price
supports) in a drop in the income-level of the farming section of the po-
pulation, .

This price drop does not lead to a noieworthy contraction of the supply



and to restoration of the market equilibrium. The main cost-items in
agriculture (land, durable capital goods and family labour) have in gene-
ral a very low alternative yield if used outside agriculture. The factor
mobility is therefore very low, even medium-long term. Consequently
the price elasticity of supply is very low, Incidentally, the same applies.
to the demand for many agricultural products, The market mechanism
therefore responds particularly badly to the important role alloted to it
in our market economy. We expect the market mechanisin to work in
such a way thal product supply and demand are keyed to each other and
that the remunerations of labour and capital in the various lines of pro-
duction do not differ much from each other. In agriculture little comes
about of this dualseffect,

structural problem

The mention of technical development ag an important cause of the
price problem in agriculture has also indicated the heart of the structur-
al problem, the second aspect of the difficulties in agriculture. Owing to
the changed price relationship between labour and capital (under the in-
fluence of the general economic developmernt), mechanization of labour
has become more and more profitable. However, the production units in
agriculture have become too small to achieve an optimum relation be-
tween labour, capital and land. On an increasing number of farms the
labour supply has fallen fo the minimum of one man. In that case a
further increase in labour productivity (a prerequisite of income in-
crease) is possibly only by increaging the size of the farm. With the
given total agricultural area, increasing farm sizes are possible only if
the number of farm decreases. The process of farm liguidation is going
on, but it proceeds much more slowly than would be desirable from the
purely economic point of view, A farmer does not leave agriculture will-
ingly. Many {arms are only terminated when there is no successor.

AGRICULTURAL POLICY

Againsgt the background of this short degeription of the problems of
agriculture, the measures that the governments of the industrialized
couniries take for the agricultural industry may be arranged in two
groups, viz.: (a) market and price policy and (b) structural policy.

The aim of market and price policy is to protect the income position
of the farmers against the consequences of unbalanced price determinat-
ion, These measures, which consist in an isolation and regulation of the
national market (by levies or resirictions on imports, subsidies for ex-
ports and support buying on the home market) cure symploms, go to
speak. They try to improve the market position of the national producers
atl short notlice, '

Structural policy is the sum of measures that try to speed up the pro-
cess of adjustment in agriculture. The main theme of this pelicy is the
acceleration of the outflow of labour from agricullure and the improve-
ment of the farm size structure, It will be clear that the effect of struc-



tural policy on the profiiability and income position of agriculture can
only be evident long-term.

It seems useful to consider the difference between price policy and
structural policy when discussing the role of agriculture economic re-
gearch in shaping agricultural policy, '

The situation and development in the Netherlands are taken as an
example. The reader must bear in mind that for some years now agri-
cultural policy has increasingly become a matter for the Furopean Eco-
nomic Community (E.E.C.). It is consequently inevilable that also have
to be dealt with the contribution of agricultural economic research to-
wards the common agricultural policy of the E.E.C. The proposals of the
European Commission regarding future agricultural policy in the E.E.C.,
the socalled Manshoelt-Plan, will therefore also have to put in an appear-
ance,

AGRICULTURAL ECONOMIC RESEARCH AND PRICE POLICY

In the Netherlands the relation between price policy and agricultural
economic research finds evident expression in the founding of the Agri-
cultural Economics Research Institute (AERI), the only research insti-
tule in the Netherlands that engages in agricultural economic research,
The founding of the AERI just before the Second World War resulted
from the need of farmers organizations on the one hand and the Minister
of Agriculture on the other for an objective basis for the price fixing for
agricultural products., The AERI was given an independent status and was
financed on a 50/50 basis by the authorities and farming.

Price policy was thus clearly the reason for systematically under-
taking economic research in agriculture. The objective of price policy
was to guaraniee a reasonable income for the farmers on farms satisly-
ing certain conditions regarding size. The production costs on these
farms therefore determined the level of the guaranteed prices to be fix-
ed. The AER] was given the tagk of calculating these production costs.
To be able to do so the AERI kept {(and still keeps) the acoounte of some
1500 to 2000 farms, scattered all over the country, As siated, these
farms had to meet certain eriteria of price policy, notably with respect
to the size of the farm and the quality of the farmer.

These accounts gave a good picture of the profitability of farming in
the various parts of the Netherlands. From them the AERI made unit
costs-calculations per product. These calculations formed the basis for
the annual negotiations between the farming industry and the Minister of
Agriculture on the level of the giaranteed prices,

These calculations were keyed to their aim: determining guaranteed
prices. Thus with regard to the evaluation of land, own labour and own
capital, certain guidelines applied which had been drawn up by the
government and the farming industry and which formed a starting-point
for the AERI.

We may conclude that the function of economic research in price po-
licy in those days was still a highly passive one; the AERI functioned as
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a calculating centre.

But this relatively subordinate role did have important side- effecta on
the development of agricultural economic research in the Netherlands,
notably on farmmanagement regearch. Owing to the large number of
farmaccounts kept by the AERI a considerable amount of reliable, em-
pirical statistical material became available, which could and can be
used for many more purposes than price policy. Using these data, the
AFERI has made a thorough investigation of the causes of the considerable
differences in farm operating results, Use has been made for this of
factor analysis, among other techniques. These accounts are also an
important source of data for farm programming.

The conclusion can be that the requirements of price policy have heen
a major injection (financially too) for the development of farmmanage-
ment research. The agricultural extension services have in turn been
able to use this in advising the farmers.

from product-approach to farm-approach

Price policy in the Netherlands was, as mentioned before, based on
the unit costs calculations of the Agricultural Economics Research In-
stitute. In principle these unit costs were only starting-points for the
fixing of product prices with the aim of guaranteeing the farmers a
reasonable income, In practice the cost prices calculated by the AERI
proved to be taken as gospel, notably by the interested parties. As a re-
sult the government did not have enough scope to follow a real price po-
licy. Even a slight differcnce from the calculated unit costs in the fixing
of the support prices encountered great opposition from the farmers-
organizations and Parliament.

A price policy based on cost calculations per product, as followed for
years in the Netherlands, proved notably to offer inadequate scope for
making allowance for the developments of production and consumption on
the market. If for a given product, e.g. wheat, the sales outlets decline
through a decreasing consumption, it is of course necessary to pass on
this market development in price policy, for instance by reducing the
price of wheat in respect of other products. A price policy based on unit
cosis calculations per preduct proves to have insufficient scope for these
market considerations. One of thc few incentives in the price sphere to
which agricultural produciion still reacts properly, namely changes in
price relations, is placed under too much restraint in such a price poli-
cy.

When it gradually became clear at the beginning of the 1960's that
price policy could no longer turn a blind eye to market developments,
the product approach in price policy was replaced in the Netherlands by
the farm approach. Theunit costs calculations per product were replaced
by profitability calculations per farm. From then on the prices of pro-
ducts were so fixed thal the income aimed at could be achieved per farm.

Since then the Agricultural Economics Research Institute hasnot
- made any further cost price calculations per product. The accent now
lies on the results of the farm as a whole. The farmers were at first
against this relativization of the function of the cost price as a bagis for
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price policy, This opposition scon ebbed away, In those years (from 1962)
the gradual build-up of the common market and price policy ih the EEC
limited the freedom of national policy. In that period the gradual equal-
ization of the price-levels in the six member-states of the EEC was
decisive for prices, which in those days still had to be fixed nationally,

price policy in the EEC

The common market and price policy in the EEC, which has entered
fully into effect since 1968, introduced & new phase for agricultural eco-
nomic research in the Netherla.nds but also in the other countries of the
EEC. '

Now that the EEC fixes the common prlce level, an obvious question
i8 what criteria apply to the level of these prices (i.e. the target prices
and guide prices). It must be said that these criteria are not vel in exist-
ence. The very generally defined objective in the agricultural section of
the Treaty of Rome "stabilization of the markets and reasonable consumer
prices” is not a clear guideline for the determination of price-levels.
Nor is there present in the EEC as a whole a represenfative picture of
the economic results of the farms in the various regions and farm types.
This is a prerequisite of the concretization of a given objective with re-
gard to the income position of the farming population. This lack has also
heen clearly felt. The European Commission is therefore building up
what it calls an information network: the accounts will be kept in a uni-
form manner and the results calculated of about 15,000 farms scattered
all over the EEC.

We thus see here the same development as in the past in the Nether-
lands (and also in West Germany). The need to have a basis for price
policy calls for a considerable amount of agricuitural economic re-
gearch. This consists in the first instance of the registration of farming
results, but will - as in the Netherlands - definitely also entail the ana-
lysis of the results. As a consequence, knowledge of facts and interre-
lations in agriculture will be increased.

The chance that in the EEC price policy will be fitted into a strait-
jacket of calculations {as threatened in the Netherlands) is in our opinion
not great, for two reasons, In the first place the circumstances of pro-
duction within the EEC differ greatly. Within the large common market
the spread in incomes will always be particularly large for this reason,
whatever calculation basis should happen to be chosen for the fixing of
prices, Average unit cosis per product or average farm results have
much less force of expresgion than in a small and relativelv more homo-
geneous rogion like the Netherlands, In the second place, the common
price policy has been confronted from the very outset by high and more-
over rapidly rising costs, which are the expression of a growing dis-
equilibrium between production and consumption. This holds in particular
for milk, a very important product for income in agriculture, In these
circumstances there is little chance that the common target price for
milk would be detlermined unilaterally by the wish to reimburse the
cattle farmers for their costs, the market aspects being ignored. In fact
the opposite is more the case, ag evidenced by the proposals of the Euro-
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pean Commission in its Memorandum "Agriculture 1980", According to

these proposals, price increases for products with surpluses are out of
the question for the time being despite the steady rise of costs.

projections of supply and demand

As a result of these increasing surplus-problems, the gignificance and
the function of agricultural economic research in respect of price policy
have been considerably changed. At first the task of the regearch -~ as we
have seen - was confined to cost calculations or profitability data that
formed the most important basis for price policy.

In the course of the 1960's it has proved impossible to maintain a
price policy that tried exclusively to adjust the prices of agricultural
products to rising cosis. For products with an export surplus the costs
of this price policy became steadily higher, because the prices on the
world market underwent a real drop and because domestic production of
certain products {notably milk) roge more quickly than consumption, as
a result of which the export surplusses increased.

These developments compelled the government to make increasing
allowance in its price policy for the developments of production and con-
sumption on a medium-long term. The attention of agricultural economic
research was and is directed above all towards these matiers. The AERI
has alao made a forecast of supply and demand of agricultural products
in 1975 for the Neiherlands,

Forecasts of production and consumption are difficult investigations.
As siated, they are nowadavs frequently made (FAO, OECD, ete.), but
there is a great diversity in methods and assumptions. In general it must
be said that the forecasting technique is still in its infancy and that the
results of forecasts have a great uncertainty margin.

The key to these problems lies in the reaction of the supply of agri-
cultural products, This is an old controversy among agricultural econo-
miets. The fact that it still exists proves that all the research that has so
far been done in this field has been unable as yet to give sufficiently de-
cisive answers, In the A.E.R.l. study for the Netherlands we have taken a
lot of trouble to include in the forecasting model the factors that deter-
mine supply {and there are many of them). By means of a regression
analysis of the changes in supply in the period 1952-1962 the coefficients
of the factors which we consider relevant have been quantitatively deter-
mined. This supply function is extrapolated to 1975, taking into account
the changes that may be expected to occur in the coming period in the
exogenous variables (prices of products and means of production, in-
come, increase in productivity). So far the supply model has proved to
offer a reasonable explanation of the changes that have occured since the
base period. There are discrepancies, but these are largely ascribable
to changes in exogenous factors which were not foreseen. From the
methodological point of view the investigation is, in our opinion, not
. without merit; this in no way implies that for this reason the predictive
power of the forecasting model is better than that of simpler forecasting
methods; that is something only the future can show.



economic research as adviser

Much attention is paid to this forecasting investigation because it is
closely connected with the problems facing agricultural policy today, not
only in the EEC but also in the USA, for instance. An increasingly cen-
tral position is being occupied by the question whether the political
desire to protect incomes in agriculture will still be possible via the
traditional instruments of agricultural price policy., The European Com-
mission says openly that the farmers cannot expect too much more from
price policy, because the market no longer permits of further price in-
creases. It therefore thinks that the improvement of the income pogition
will have to come above all from a more rapid structural improvement,

In these circumstiances the importance of agricultural economic re-
search to agricultural policy becomes in our opinion of greater weight
than before, Its position becomes more that of adviser in the formulation
of the ends and the choice of the instruments of agricultural policy.

In the first place research will have to try, by improving the fore-
casting techniques, to inform the politician earlier and with more cer-
tainty about the conseqguences for the market and for the Treasury of an
unchanged continuation of the exigting measures.

In the second place research will have to confront the politician with
the consequences of alternative measures, so that he can see the effect
of a choice from these alternatives.

Research will also have to try to protect the politician against too
onesided a view of the surplus problem. A government always tends - as
does the Commission of the EEC - {o identify the costs of agricultural
policy with the budgetary expenditure involved. In this reasoning a price
policy for a product with an export surplus is a charge. Products with a
degree of self-sufficiency of less than 100 come off much better. The
consequence of this view is that attempts are made to reduce the pro-
duction of products with an export surplus (by relative price reduction or
far-reaching measures such as slaughtering bonuses), the products for
which there is still an import requirement being left aléne. It needs no
further explanation that such a policy must lead to an increasing isolation
of the domestic market from the outside world, and that the possihle eco-
nomic advantages of international specialization and international ex-
change are in this way completely subordinated to the endeavour to mini-
mize the charge for the Treasury (instead of for the national economy as
a whole). This point is stressed because this one-gided approach to
price policy (not only in the EEC, but also in the US4) is leading to an
increasing disintegration of world production and worlid trade of agri-
cultural products, This practice of agricultural price policy is the com-
plete opposite of the many statements that the solution of the problems
on the agriculiural markets will have to be sought in worldwide commo-
dity agreements.
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AGRICULTURAL ECONOMIC RESEARCH AND STRUCTURAL POLICY

Interpreting structural policy in the broad sense, it may also be taken
to include the large investments of governments in techmcal agrlcultural
research, extension and education.

This agricultural policy, which has been followed in the Netherlands
{and in many other countries) since the turn of the century, had after all
the aim of increasing the productivity of agriculture and in this way
strengthening the farmer's income position. Without a doubt this policy
has had tremendous results. Thanks above all to these public invest-
ments agricultural production has been able to keep pace with the rapid
population growth in the last century. Productivity of the scil and of
labour have regularly increased, so quickly, indeed, that agricultural
producers as a group have suffered more than they have gained from
technical development, as we already noted in the brief description of
the price problems in agriculture, It had been primarily the non-agri-
cultural sectors that after all have reaped the benefits of government in-
vestments in agricultural technical research, ete. This agricultural poli-
cy has therefore primarily been one of general development, which has
had a considerable effect on economic growth in the industrialized
countries of Western Europe and North America in the last century,

However, in this context the word "structural policy" is restricted to
the measures for furthering the adjustment of the agricultural structure,
The agricultural structure is the whole of eircumstances of production
that can't be changed hy the individual farmers. The following instances
may be given: subdivision of holdings, the size of holdings, the size of
farms, the opening-up of agricultural areas, alternative employment. In
the introduction we have seen thal, under the influence of the rapid tech-
nical and general economic development, it is precisely these structural
circumstances of production that form a handicap for an efficient re-
combination of factors of production in agricuiture, notably labour and
land.

Gradually the conviction has grown in the postwar years (sooner in
the one country than in the other) that government must give agriculture
a helping hand in this process of structural adjustment. In the present
circumstances a good structural policy will have to set itself the aim of
accelerating the reduction of the farming population. To achieve this
goal a range of measures is required, of which the creation of non-agri-
cultural employment in rural regions is the most important, but probab-
ly also the mosi difficult. In the Memorandum "Agriculture 1980" of the
European Commission the stress is rightly laid on the need for these
large-scale structural changes.

pioneer function of economic research

What is the role of economic research with regard to this structural
policy ? For an answer to this question, too, the situation in the Nether-
lands is considered first.

Unlike the research into price policy, that into structural policy has
played the part much more of "pioneer". In the shaping of price policy,
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research, as we have seen, played mainly the passive part of calculator.
The structural problems of agriculture on the other hand, were already
pointed to and analysed by the economists (and notably by the AERI) in
an early stage. Long before the authorities and the farming organizations
dared to speak openly ahout the need for an outflow of people from agri-
culture, the AERI was making studies in depth of the adverse effect of an
unfavourable man/land ratio on operating results. Agricultural econo-
mic research has, with these studies, greatly fostered the knowledge of
and the development of opinicn on the fundamental problems of agricul-
ture. In this way it has gradually convinced the farmers themselves and
their leaders that the future of agriculture cannot be assured only by a
policy of supportprices, but that in addition the organization of agricul-
ture will have to adjust drastically. It is understandable that it cost the
agricultural organizations some effort to face up to this, It takes coura-
ge as leaders of a farmers organization to recognize and to admit to
your members that the number of farmers is much too large and that
many of them will have to disappear. Such a process takes time. More-
over, it is a necessary condition for the implementation of a structural
policy by the government. After all, such a policy will not be acceptable
- and therefore politically feasible - until the people concerned sees the
need for such measures and is prepared to cooperate in their imple-
mentation. :

Research has now made thinking in agricultural circles - certainly in
the Netherlands - ripe for following a pelicy which essentially aims at
structural improvement. This is an important achievement of economic
research. It was able to perform this function only becauge there was a
basis of trust. Farming regarded the Agricultural Economics Research
Institute as its own institute, which worked in its interests by making
calculations for the fixing of prices. The farmers were ultimately also
prepared to accept - though at first hesitantly - the need for radical and
painful changes in agricultural structure, The reaction would have been
more negative if research had not been so close to agriculture.

The conclusion from the above must be that agricultural economic re-
search in the Netherlands had made an essential contribution towards the
shaping of structural policy and has played an aective part in this process.
And it will definitely have to continue to do go in the future,

memorandum of the European Commission

_ In the discussion of the radical struetural policy that the Eurcpean

Commission has opened in its Memorandum, agricultural economic re-
search will also have a major contribution to make. Let me mention a
few issues that seem important:

The European Commission veices the expectation that with a modern-
ized farm structure - i.e. considerably fewer farms with a much larger
area on average - the market mechanism for agricultural products will
be much better able to perform its function. The Commission expects
that the farmers (possibly organized in producers' organizations) will
start to react again to prices in such a way that the market will not be-
come glutted, It therefore expects from the structural improvement a
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solution to the present problems of surpluses. As a result of this, the
costs of price policy will by 1980 have fallen to charges which the
Treasury can bear. Many economists do not share this expectation of the
Commission. The poor functioning of the market mechaniam is not a
consequence of the cutmoded farm size structure but of the very large -
number of suppliers who each, as individuals, have no influence on the
price. This will not change essentially if the number of farmers in the
EEC reduces from 10 million to 2.5 or even 1 million. The economists
will have to warn the EEC politicians about this illusion of the Commis-
sion, even though this contains the recognition that neither the traditional
price policy nor the structural policy will be able to key production to
demand. !

Another point of importance to research is the gize of modern and
efficient farms to be aimed at in the EEC. In the Memorandum a number
of norms are given for this: 80-120 hectares (200-300 acres) for arable
farms; 40-60 cows for cattle farms. These norms are considerably
hipher than the actual average farm size. And yet the Commission wishes
to bring about these farms as quickly as possible by means of subsidies
and by merging a number of smaller farms. After these large units have
been formed the too dense labour force will have to be thinned out. This
view of the route to be followed and the final target is in our opinion in-
sufficiently founded on the resulis of economic research on various
points; this relates both to the norms for the farm size and to the ef-
fectiveness of the route suggested.

As third pointis to mention the land policy that will have to be created
as a part of structural policy. In the first place there is the problem of
the mobility of land: how is the creation of efficient working units to be
fostered ? Needless to say, this i closely connected with the rate of
farm termination. In the second place there is the problem of the finan-
cing of the land. It will hecome increasingly difficult for the farm in the
future to finance the land itself. This may mean a handicap for the so
desired process of farm amalgamation, It is therefore of great import-
ance that the farmer is not obliged to own the land, but can lease it. This
requires well-regulated leasehold law and suificient interest on the part
of non-agriculturists in investment in farmland. The economist too will
have to ponder these problems.

COORDINATION OF RESEARCH AND POLICY

In the Netherlands research was for a long time a joint affair of farm-
ers and agricultural workers on the one hand and the government (Minis-
ter of agriculture) on the other. In our opinion that was a good form of
organization, for two reasons:
- research was close to those concerned and thus could expect a posi-

tive attitude towards the results; . :
. = in this way research was given guidance by the practical questions of
the farm and of agricultural policy. This has greatly benefited the ef-
ficiency and the utility of the research performed.
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On the strength of the experiences in the Netherlands, attention have
to be drawn to this interaction of research and policy. In the EEC com-
mon price policy ia now definite and there are plans for the harmoniza-
tion of structural policy. However, economic research is still far from
coordinated. The machinery of the Eurcpean Community in Brussels has
only a very limited research capacity. Spread over the 8ix member-
states there are certainly a large number of institutes that engage in
agricultural economic research, but this capacity is still insufficiently
directed towards the problems that common agricultural policy faces
now and will face in the future,

As an example may serve the forecasting research into agricultural
product supply and demand in the medium-long term. In all member-
states of the EEC studies are being made in this field. However, there is
gtill a large degree of diveraity in assumptions and methods, Aggregat-
ion of the national forecasts into a consistent forecast for the EEC as a
whole, for which there is a considerable need, has as a result not yet
proved possible. And yet a reliable insight into the developments of sup-
ply and demand on the big EEC market is precisely a prerequisite of
drawing up a reliable forecast on a national basis, That certainly applies
to a relatively amall area like the Netherlands. As just explained, the
AERI has made a forecast for the Netherlands which we are rather proud
of, especially from the methodological point of view. However, the weak
spot in this forecast is the influence of the developments of supply and
demand in the rest of the EEC. We tried to incorporate these exogenous
factors in our forecasting model via an estimate of the prices that the
Dutch producers will receive for their products in 1975. In these prices
we have been obliged to capture the whole of the EEC influences on the
sales possibilities of Dutch agriculture. It will he clear that the uncer-
tainty of this mass of factors is particularly great (growth of production
in the EEC, location of production within the EEC, growth and location of
consumption, the influence of the common price policy, etc.). These ex-
ternal influences of the big EEC market are so dominating for the future
of Dutch farming that it may be asked whether our study in depth of the
supply response of Dutch farmers had any point to it, given the great un-
certainty with regard to the exogenous influences.

To deepen our forecasting investigation on this point we are at
present making a study of the interregional competitive relations within
the EEC and the changes which it i8 expected will occur in them. As a
small inbtitute we are therefore now obliged to extend cur field of work
to the large area of the EEC. It is becoming evident that such an invest-
igation is beyond our capacity, in the first place because we cannot put
enough manpower on the job, but also because we do not have sufficient
knowledge of agriculture in the various regions of the EEC,

This illustrates quite clearly that the common agricultural policy will
have to lead to a coordination of agricultural economic research in the
EEC, in order to avoid fragmentation of research capacity and to guaran-
tee an adequate orientation of research towards the problems facing
agriculture and agricultural policy. From the necessary interaction of
‘economist and politician both agricultural policy and agricultural re-
search will reap the benefits,
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