Public Policy and Government Programs
· Public policy refers to that body of status, legislation, laws, rules and programs at the federal and state level that have impact on the economic system in general and on our food and fiber marketing system in particular
· Public policy can be divided into regulatory and facilitative dimensions

· The antitrust legislation is the most important part of the regulatory policy

· Facilitative public policy is quite different. Included are 

· publicly supported research

· market news activities

· the activities of the statistical reporting services to report crop and livestock data

· other related programs as part of the MoA, DAM or other governmental agencies

· These efforts are designed to inform and otherwise help the producer and other buyers and sellers who are not in a position to do this things for themselves

Regulatory Policy
· Regulatory policy often block mergers and acquisitions that would increase farm size

· Most analysts would agree the general foals of antitrust and regulatory policy include:

1. preventing restraint of trade due to collusive action by a group of firms

2. preventing price fixing where the forces of price competition are blocked by inter-firm arrangements

3. preventing price discrimination where there is no economic justification for the price differences

4. preventing the adoption and use of pricing arrangements that impose rigidities on the workings of the price mechanism

The Structure-Conduct-Performance(S-C-P) Model

· An implicit goal; of public policy has been to protect and promote a setting that approaches the conditions of pure competition

· The S-C-P models postulates a predictable relationship between the structure of the industry, the conduct (behavior) of firms within that industry and the performance of the firms or industry subsystem
· Several characteristics of market structure could be identifies. Easily, the most widely used is seller concentration, which refers to the extent to which the economic activity is concentrated in the hands of a few large firms

· Among other characteristics of structure are buyer concentration, barriers to entry, and the degree of product differentiation

· Buyer concentration refers to the extent to which buying volume is concentrated in the hands of a few large firms

· Barriers to entry include those forces that make entry into an industry difficult – patents, copyrights, control of a key input, differentiated products and established brand names
· Conduct refers to the behavior and action program by firms given the structure within which they operate. Pricing policies, non-price competition, expenditures on advertising, actions to change market share etc.

· Performance refers to the end result of the pattern of conduct that evolves. The consuming publics is generally concerned with performance since this is the observable part – price levels, pricing patterns, profit margins, investment and reinvestment of profits, research and product development etc

· According to the S-C-P models, a pattern of conduct can be predicted which, in turn, leads to a predictable pattern of performance
                             S    C     P

The Economic Issue
· From the S-C-P model comes increased concern for large size and related high levels of concentration 

· But there can be a cost associated with reducing or restraining increases in concentration ratio

· High levels of concentration do not necessarily men an undesirable pattern of conduct and subsequent performance
· The economies of size can be very important in many sectors of the economy. Public utility firms are example

· On the other hand, extremely large size is not always needed to capture most of the potential economies of size
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Cost structures reflecting significant economies of size

· Analysis for each industry or sub-industry grouping is needed to guide the particular policy extended to that particular industry

Facultative Policy
· Much of publicly supported activity that would fall under facilitative

· Publicly supported research is very much a part of the ongoing public policy

· research at the universities

· the ministry of agriculture

· various other state agencies generates the scientific knowledge the individual or small firm could not provide for themselves

· published information is used by farmers, market analysts for private firms, university researcher and others
Government Programs
· Prices can be influenced by government programs either directly or indirectly

· A price freeze or a price ceiling has direct impact 

· Government influence price indirectly by exerting influence on supply, demand, or both

Production Controls and Price Support
· Production agriculture is vulnerable to the problems of price variability, to overproduction, is hurt by periodic droughts, and is prone to financially ruinous cyclical swings in production and price
· A price support set above the equilibrium price will prompt increased production

· Each unit produced will contribute something to fixed costs and the producer will expand production


The impact of price supports on price, dd, ss and the quantity available to consumers
· If price is to be supported in such fashion, controls will be needed to keep production from running at levels that continually add to the surplus stocks the government or some outside party will be required to hold 

· If the quantity that would be taken at the support price OPs, the situation is stable and the level of stocks will remain relatively constant

· But if the demand shifts, the situation is out of equilibrium and another round of adjustments will be required 

Reserve Programs

· Transfer of supply from the current to a later marketing year
· Price is pushed higher in the current period

· Lower price in the later period
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Impact of a multi-product reserve program on price for a storable grain in current and future time periods

· The impact of the reserve program depends on the particular price levels in the program and the length of run we are considering

· Later price depends on many other economic forces but assuming reserve program could tend to make them lower

Price freezes or Price Ceilings
· When quantity demanded will exceed the quantity supplied then shortage will result
· Normally price freezes come during periods of high prices the freeze level will typically be bellow the equilibrium price

· This mechanism will be assessed if supply were sufficiently flexible


Illustration of the impact of a price freeze or price ceiling below the equilibrium price

































