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Economics often seems a canfising and confentious discipline. Television screens and newspapers

bonbard us daily with incomplete and contradictory explanations of our nation's economic affairs.

What s lost in the confusion is that in many areas of research, economists generaily agree on

the efficiency or inefficiency of certain policies. While disagreements abound in the field of
MACroeconemics, in microeconomics economists have been building an accepted body of knowledge that
transcends ideological labels. This microeconomic consensus extends to any number of issues where
public discussion and governmental policy fly in the face of the empirical research of academic
CCOROMISES.

Take the movement towards trade protectionism, for example. Political leaders and opinionmakers are
divided over its appropriateness. But for many years, a growing number of both liberal and conservative
economists have been producing evidence that protectionism lowers rather than raises a nation’s
standard of living.

This gap between scholars and those who write abour and shape public policy has been widening as
economics grows ever more technical in nature. Economists write and publish for other economists,
which makes it difficult for even the most dedicated journalist to obtain a clear and straightforward
explanation of contemporary economic problems.

The Manhattan Institute hopes to ease this technical bottleneck with the publication of its Economic
Research Directory. The Directory coniains essays by twenty-four economists and policy analysts who
describe clearly and comprehensively the most current research in their respective fields. Along with the
essays are listings of academics in each subject area who are willing to provide information and expert
analysis for journalists and policymakers.

In the selection of contributors and experts, we have tried to achieve a mix of established scholars and
younger academics who are producing important policy-oriented research. The topic areas are alse a
blend of raditional fields in economics and specific policy issues that promise to be long-term subjects of
public discussion.

The Directory is geared to journalists and other media specialists who need information quickly and
[ree of technical jargon. At the same time it directs its readers to the most current economic research and
thus can be equally useful to government officials, students, and academics unfamiliar with a specific
policy area. By making economics more accessible, the Institute hopes to raise the level of discussion of
economic issues and thereby create the basis for more enlightened public policy.
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Agriculture

by E.C. Pasour, Jr.

The Agriculftural Adjustment Act (AAA) and
a host of other restrictions on competition were
instituted in the 1930 to increase farm prices
and incomes. Although the emphasis and
details have changed over time, agricultural
policy today is remarkably similar to that of the
New Deal. Moreover, in view of the drastic
changes in agriculture during the past fifty
years and with outlays for farm programs in
fiscal 1983 up some 75 percent {over 1982),
there are ample reasons (o reconsider the basis
for these programs.

Many farm program expenditures cancel
each other out because of their countervailing
impact on prices. Price support programs for
milk, sugar, feed grain, wheat, tobacco, and
other commodities increase producer prices by
restricting output. Food stamp, school lunch
and other programs subsidize food purchases
which also increases the demand and price of
farm products. On the other hand, govern-
ment-supported research activities and subsi-
dized credit, land, and water resources
increase farm yields, which tends to reduce the
price of farm products. Owners of farmland
benefit from government programs that raise
product prices as well as from supply-oriented
research, technical assistance, and subsidized
input prices. Hence, the major beneficiaries of
government largesse in agriculture are owners
of farmland and government employees who
administer the programs.

Agricultural policies have not been signifi-
cantly altered by the deregulation movement of
the fate 1970°s and carly 1980°s, which affected
transportation, energy, and other areas. Thus,
the fundamental policy issue is not how to fine-
tune current programs but what is the rationale
for the complex array of current agricultural
programs? Although the “public interest” is
likely to be cited as the major justification for
each farm program, the interests of the public-
at-large are often ill-served. For example, the
sugar support program results in domestic
prices being about three times the world price
of sugar. This is highly profitable to the 15,000
domestic sugar producers who benefit, on the
average, by some $40,000 per year. Yet, in
consuming only about 100 pounds of sugar per
year, each of us as individual consumers bears
a relatively small cost. Thus, individual pro-

4

ducers have a huge stake in the sugar program
but individual consumers have only a small
incentive to fight it. The sugar program which
benefits the few at the expense of the many is
not unigue. In most agricultural programs the
benefits to producer groups are highly concen-
trated while costs are widely diffused among
consumers and taxpayers.

The policy of government promoted and
sanctioned agricultural cartels is increasingly
being challenged. Price supports, marketing
orders, credit and export subsidies, are not
consistent with the competitive market pro-
cess. It should be emphasized that the cost of
farm programs is not restricted to direct budget
outtays. The programs increase food prices to
consumers and have an adverse impact on
entreprencurial freedom and flexibility. More-
over, price supports which raise domestic food
prices above world market levels are funda-
mentally incompatible with free international
trade and prevent mutual gains from trade
which arise when the output of goods and ser-
vices is determined by comparative advantage
in production rather than political power. The
huge increase in outlays for U.S. farm pro-
grams and the growing protectionist move-
ment throughout the world increase the
urgency of reassessing both the rationale and
the effects of these policies.
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Antitrust

by D.T. Armentano

Antitrust theory and policy underwent a fun-
damental transformation in the 1970%s. To
appreciate that transformation, and to under-
stand current policy issues, it is necessary to
briefly review the rationale for rraditional
enforcement of the antitrust laws.

The traditional public view of antitrust laws
was that they protected consumers from
increasing business concentration and monop-
oly power. From this perspective, vigorous
enforcement of antitrust statutes was thought
necessary to promote competition, efficiency,
and consumer welfare.

This traditional view came under increasing
criticism in the early 1970’s. Antitrust scholar-
ship demonstrated that many cases against
companies were based on unrealistic models of
competition and monopoly. Moreover, numer-
ous empirical investigations failed to discover
any evidence that concentrated markets were
inefficient, or that large firms were able to
exercise monopoly power. Indeed, the revi-
sionist literature increasingly associated
monopoly power with goverament regulation
and restrictions on entry into markets, and not
primarily with unrestricted market production
and exchange. Finally, a review of the classic
antitrust cases revealed that the firms indicted
and convicted were (by and large) reducing
costs and prices and engaging in an intensely
competitive process. It became apparent that
the law had been placing too much emphasis on
protecting competitors at the expense of com-
petition. The stage was set for the abandon-
ment of traditional antitrust enforcement and a
“new direction” in antitrust policy.

The new direction in antitrust policy is pre-
mised on the belief that the major threat to
consumer welfare is not the competitive pro-
cess, but rather horizontal agreements between
competitors that aim to restrict output and raise
prices. Accordingly, at the Antitrust Division of
the Department of Justice, enforcement has fo-
cused on price-fixing agreements between com-
petitors and specific horizontal metgers that
exceed permissible governmental guidelines.

Antitrust policy has been “relaxed” with
respect to business conduct that is unable to
restrict market output. For example, there is
solid academic support for the view that price
discrimination is part-and-parcel of a competi-

6

tive market process and should nor be prose-
cuted. In addition, non-price vertical agree-
ments—including intrabrand agreements
between manufacturers and dealers—are seen
by many economists (and even by the Supreme
Court in the landmark 1977 Sylvania decision)
as enhancing overall market efficiency and
competition. It is now recognized that internal
business growth and even higher market “con-
centration” may simply imply superior eco-
aomic performance and it is generally accept-
ed that antitrust should not restrict such behav-
ior. In short, much of antitrust policy has now
been reformulated along the theory that only
agreements that restrain market output ought
to be of concern to the antitrust authorities.

However, it would be incorrect to imply that
there is universal agreement among profes-
sionals concerning the new directions in anti-
trust policy. Traditionalists oppose the recent
“relaxation” of antitrust enforcement and
maintain that such policies encourage concen-
tration and the growth of corporate monapoly
power.

On the other hand, economists of a far dif-
ferent persuasion hold that the flat prohibition
on horizontal (price) agreements is irrational
and that the current merger guidelines are both
arbitrary and economically counterproductive.

Despite these disagreements, the trend
towards evaluating the competitive process
rather than market concentration per se will
continue to dominate research in the coming

‘years.
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