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SIX-YEAR PLAN: WEW ASPECTS IN AGRICULTURAL PLANNING ETRATEGY

Prof. Samuel Pohoryles

Foreword ¢

Agricultural planning may be dafined as a system of operating,
integrated into the realm of agricultural policy and consisting of
predetermined goals and targets concerning agricultural develop-
ment - to be implemented by means of applying the necessary human and
material resaurces. The strategic target of agricultural planning is to
obtain egquilibrium in the agricnltural sactor in the wide
ssnse of this notion = a supply-demand equilibrium, an export-import
eguilibriom, a balanced relationship between consumption and investment,
ete. This eguilibrium is of utmost importance both economically and

socially.

Bgainst the aforesaid background, the major target of agricultural
planning is to contribute te an op t imal allocation of production-
factors within the agricultural econcmy according to the objectives set by
the State and the Soclety. Planning, in its aggregate level, should corres-
pond to forecasted levels of consumption and exports, the growth of dis-
posable income and saving propensities, the overall national policy of
rasources utilization, econometric analysis of family epending surveys,
specific marketing and motivation-research surveys, employment and income
analysis, examinaticn of the effectivenass of some administrative measures,
investigation of regional relative advantages and the profitability level
of various branches, all of which furnish the planning body with data for
improving the efficiency of central planning.

The trends discernible in the domestic and external demand are
translated, within the planning framework, into guantitative terms of
production facters: land, water, capital and labor. The problem is
not simple, but can be reascnably solved. The behavior of the individual
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consumer may be so irrational as to be unforeseeable. The aggregate of
overall behaviers, however, is so rational that it can be mathematically
formsulated.

Planning's institutional framework is a function of the planning
system, correlating to the major stages of the planning process, which are
all parts of an integral logic.

It is worthwhile to point out that the Six-¥ear Flan 1980-1985 was
prepared during a period most inconvenient for forecasting and planning.
several factors - the amorphous state of the national economy, local and
international inflation, scaring petrol prices, economic reforms - have
combined together to affect the forecasting methodology with many in-
constant parameters, which have caused numerous difficulties.

However, despite the methodological difficulties of tha planning
process, it is still poasible to emphasize those aspects of Israeli
agriculture which have a structural significance that contributes to the
planning system a unique, compensating stabilit ¥ o=
the stability originating from both structural and technoleogical fore-
secable adjustments, as well as from exogenous realignment of the world

market and international economy.

It should be noted that the decade of the 19805 is to be the most
sophisticated decade for the development of Israeli agriculture. It will
combine natural resources constraints (land and water) ;, determined by
the ecological nature of the region, with capital constraint due to the
country's economic situation. This situation constitutes s
contradictine 4in adjectilo, as natural resources

constraints can be overcome throughout a multi-capital technological
Progress.

During the 19808, more than in the past, there will be & marked
growth in the ratio of agricultural eéxport-destinated produce as compared
to the corresponding local-market supply. As regards rural gconomy, it
will become increasingly he ter e genou s, whereupon the labor
force employed in agriculture will drop to a level lower than 30 percent
of the total rural manpower. Also, it has become evident that the
kibbutz farms are highly efficient, as inefficient farming has
been replaced by a successful, sophisticated industry, whereupon the
rural region's agricultural predominance has been dwindling. The Eamily
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farms - moshawvim= are liable to undergo a critical development,
as the structural gap between contemporary adwanced technolegy, and the
small size of production units - which bave remained unchanged since the
19508 - is expected to increase s oc iocoeconomicec polari-
zation toan extent that may endanger the wery foundations of the
cooperative framework, which is the firm backbome of Israeli agriculture
at large. Yet a erisiz of the cooperative famlily farms can be eliminated
if there emerge social and political forces within this sector, that can
refill the cooperative framework with a different, contemporary ideology.

The expansion of non-agricultural activity across the spatial rural
aggregate produces a wide range of intersectoral variety, characterized
by the ecological advantage of each rural settlement. This may be
regarded as more evidence for the 10=-year old claim that the institutional
framework of the Ministry of Agriculture mist be brosdened to become
Kinisetry for Agrienltunre and Rural

Pavelopment.

One direction of agricultural development during the last decade
relates to the prospect for establishinga reglonal coo p-
eration as anew element of Israeli agriculture in its broad
sense: exports of agricultural goods and knowhow. The process is rather
initial = the very beginnings of agricultural cogperation hawve been
established between Isracl and Egypt. It 1s reascnable to assume, however,
that under certain circumatances these beginnings can become a model for
a future cooperation framework, which will affect branch specialization

according to the relative advantage primciplea.

Some of the abovementioned new aspects described in the Six-Year
Plan 1980-1985 will be discubsed more widely later in this article. :

Transition Towards Export=0Oriented Agriculture

For several years, Israeli agriculture has been undergoing a far-
reaching process of transformation from conventional to export-oriented
agricultore, This transformation, whilst generating many prospects, may
have a detrimental effect by restoring, even more acutely, tha same
problems that characterized Israel's agriculture during the third decade
of the State independence - namely, a high demand elasticity and a high

sengitivity to changas.




It appears to me that we have not yet thoroughly understood the
significance of these changes, which upset the historical stability of
agricultural branches = which are operated even today as though the rigid
agriculture of the 1960z and early 1970s has remained quite unchanged.
Already in 1979 agricultural export constitute 28 percent of agricultural
output; furthermore, this export yields a high added value, varyimg between
75% to 87% in flowers,; 80% in avocado, 753% in citrus, 753% in ground-nuts
and 85% in vegetables. Hence, the share of agricultural exports within the
added value 'of total agricultural productien value in 1979 reached some
50%, The export in question is, therefore, a factor hased on e x -amn t 8
structural changes im agricnlture, during a period in which the share of
citrius branch drops [(from 50% today to 25% in 1985), against a parallel
rize in the share of other branches: off-season vegetables, flowers, sub=-

tropical fruits, avocado and cotton.

Such agriculture has a high demand elasticity (which differs from
that of conventional agriculture). Export-oriented agriculture benefits
more fromaneconomie boom yet it is more affected by
crises. Such agriculture makes Israel dependent on world-agriculture
trends, apart from the dependence already existing due to strategic
agricaltural imported inputs and food commodities (graine, sugar, meat,
and of course - petrol), which increasingly binds Israeli agriculture to

exaganous Factore.

Significantly, the aforesaid highly dependent export-criented agri=-
cultural production mostly applied to mo s h a v i m, including young
moshavim, which makes this sector's eccnomy still more precarious.

We estimate that in 1985 Israel's agricultural production may
reach some 42 percent of total agricultural outuput (including raw
material for processing), and to 60 percent of the added walue of total
agricultural ocutput. In other words, the income of nearly half of
Israel's agriculture and 60 percent of its wvalue added will depend on
whatever happens in the markets of Frankfurt, Burich, London and
perhaps Tokyo - no less than on what happens in our own rural settlements.
Whenever international demand rises Israel's farmers will gain a higher
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income. But each crisis that effects those international markets may
trigger off a chain-reaction collapse over Israel's agriculture. Thus,

a mew situation is emerging, in which Israali agriculture ia a function
of the increasing impact of i nternational exoganous
factors, subject to their socially dangerous implications. Such a highly
dependent economy affords no free cholce of farming branches,as determined
by sccioceconomic considerations (hired laber share, etc.).

When there is demand abroad for vagetables or flowers - regardless of
their high share of hired labor - these branches must indeed be operated.

The aforesaid transition towards an export-oriented agriculture
became increasingly vigerous throughout a period when Europe - the major
market for Israel's agricultural exports - has been undergoing certain
processes which are detrimental to Israel, namely: a growing number of
competitors, without exception (The Hetherlands, Italy, Greece, Portugal,
atc.}) are very substantially subsidized by their governments, thus
imposing upen Israel's agriculture of the 19805 an a priori inferiority
inasmich as competition is concerned. In the light of such a situation
it is imperative to exercise éxtreme caution in determining the scope
of the brarches to be operated and, on the pther hand, market-research
mathodologies and strategic forecasting of world-market trends gain
importance. An organizational framework for handling exports, capable
of forming a central coordination between the local producers and their

axports' destination-markets becomes operatively indispensable 1f a
proper logistic system is to be achieved. However, such an administrative-
institutional framework, important as it may be, does not constitute a
solution for complicated structural problems = such as:can the Israel
expart-oriented agrieulture = axpected to yield 60% of the entire

gactor's value added in mid-1980s - compete within the export markets
under unequal rivalry terms, whilst negatively affected by the growing gap
between the rapidly-rising inputs prices (resulting from inflation] and

the relatively slow-rising foreign exchange rates.

An export-oriented agriculture so highly sensitive to inflation-
level implies certain conditions, e.g. a differential, seasonably-oriented

production distribution which, as is well known; 13 not practised in

industrial production.
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Mo douobt, agricultural export which constitutes a structural
component of agricultural production cannot develop under conditions of
a growing gap between the two aforesaid parameters, which determine its
profitability regardless of government export-support peolicies. The above
mentioned gap.expresses the erosion imposed on agricultural
prodoction's profitability of exogepous forcea. The problem arising thereof

15 how to prevent this erosion.

Proventing the erosion in question does not mean a higher amount of

money, -in excess of real values than originated in the agricultural

export system. It actually aims at a redistribution of income, on account
of real wvalues originated within a sector which is unanimougly acclaimed as
being a contributor towards improving the halance of payments.

Hence, the following conclusien is that egquivalent export shounld
by no means be left "to take care of itself” coping with the aforesaid
problams, particularly in the present situation prevailing in the nationsl
economy .,  Government interventiom in this scope does not a priori accelerate
the inflation rate; on the centrary, it encourages a cﬁara:teristically
anti=-inflationary activity. There may be, of sourse, various interivrention
methods - one such method was recently described by H.Lubin with regard
to the citrus branch#®, Anothar method, though wmore controversial, is a
government interwvention through the Bank of Israel. I mean here to
present the problem in principle and negate illusions that agricultural
export can contimae its development whilst there is no protection of its
real achievements. The significance of such protection is = as already
stated above - not support but preventing the ercsion of the real value
of Israel's agriealtural dollar.

Planning Eualitf

Oiminishing the scope of government intervention by means of price
support, as has been evident recently, has upset marketing regularity -

because no instroments which can maintain marketing regularity were

¥ Haim Lubin: A Scdomite Bed Hamed the Dollar Exchange Bate,

Israel's Farmers, 100 Tears of Cltrus - Braws! (no date).
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introduced so far. Here some essential guestions arise: Is a diminished
intervention always more preferable than intervention through plannineg?
Is planning conditioned always on subsidies for planmned products. The
dilemma of exercising "free economy™ or "planned economy" is, as is well
known, & highly controversial subject of modern development; hence, the
planning concept, in its profound essence and purpose, 1s very important

indeed,

Leaving out the philesophical aspect of the problem, it should be
made clear that every society which forms up national goals must exercise
& eartain degree of intervention in order to achieve these goals; other-
wize, the natisnal targets will be exposed to a far-reaching erosion by

the fres market forces.

The methods of "free market" and "planned economy" combined con-
atructive elements with un-constructive implications. The advantage of
planning is in the fact that, in the last analysis, any other method im
less economic and less efficient from a macroeconomic, national aspect.
This is particularly the case with occasional agricultural planning,
as the results of detailed planning are not as good as those of overall
planning. The impact of planning on individual behavicr is much more
complicated than the impact on the behavior of society as an aggregate.
The same deabtfnl conclusion arises with respect to planning's efficiency
which is based on physical supervision (for instance, the ability to
requlate a planting scope by selling plants; or, regulating the
operations of an individual milk producer through milk-production quotas).

This is.caused by the fact that the agricultural preducers, whose
production-costs level is lower than the average - which forms a basis
for the support figures - produce in excess of quotas, whereas the
weak producers, for whom the gquotas are actpally intended, give up

their guatas, or sell them.

What is required in the agricultural system ie by no means to
ralinguish planning, but to find out the proper combination between the
elaments of agricultural planning and the free market forces.

This, as it were, requires & synthesis of an antithesis. In cne of his
lacturaes in Tel Aviv, Abba Lerner, said that everybody can use the

market mechaniss just as he uses electricity. In this he attempted
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to emphasis the technical guality of the tools applied with the price
mechanism. Indeed everyone may be capalbe of applying these tools, but

it is guitse undeisrable that the market forces dictate farmers as to their
farming location or other major principles. From the conceptual analysis
viewpoint, this attitude lends a framework to the Israeli development method.

Az to the guestion whether plamning assumes automatically the
exercising of supports, it appears that in numerous cases the answer may
be negative. The abolishment of subsidies in the livestock branches
raises the guestion whether it is possible to continue planning livestock
production without the aforesaid tool; if it is possible, then what are the

alrternative tools that can be applied instead.

The controversy over pries supports for the consumer of agricultural
produce is not a new phenomenon. Already in 1960 is was investigated in
detail by a public committee headed by David Horowitz (the then Governor
of the Bank of Israel) which discussed the state of agriculture at that time.
This committee concluded that there was no justification for continuing
the supports of agricultural production.

In the past, subsidies were alloted to agricultural production for
the purpose of maintaining low prices for vital consumer commodities,
on one hand, and in arder to encourage the expansion of nationally vital
products on the other hand. However, now that agricultural production
provides the. fall extent of the local market demand and even creates
surpluses, there is no more need of support for maintaining low consumer
prices; they merely contimue to serve as incentives for expanding the
production scope, yet one should expect ne parallel rise in the demand
for the supported. products.* As a consequence of the government's new
economic policy the subsidies for the livestock branches have actually
been abolished.

Since agriculture in the short range is subject to the short-
comings of inelastie supply, and agricultural production is rather slow
in adapting itself to demand changes (particularly im fruit trees or

% An alternative system of means ig required in order to aid certain
groups of populaticn who wWere negatively affected by the subsidies

abolighment. Such a selective ald may have a social significance.
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the dairy branch), and since national and climatic conditions may cause
considerable fluctoaticns of yield - it is required, for the sake of
economizing in resources, as well as offsetting the sharp price rises,
to take advantage of control means, chiefly by finding out the tools

that can replace subsidies.

For example, the dalry branch can be cperated centrally, whereby
individoal production may be enforced through the exercising of a
differsntial prices mechanism. This mechanism operated by the dairy
stations yet supervised by the Milk Production and Marketing Board, may

ensure that the milk produced under planning is sold for ita full
production-cost, whersas the excess milk, namely the amount excaeding
the guota, may receive a marginal price egual te that received by exported

surpluses (milk powder or milk fat). In the pericd of transition to the
new mathed, it is suggested that the government will be senior partner
for sharing responsibility for absorbing production surpluses together
with the farmers, under a ratio of 5 (govermment} to 3 (farmers}. This
appears to be quite applicable in the dalry indostry, which has a central
processing and marketing system, whereas the share of its 'unorganized

marketing' is negligent.

another example is a proposal for a central planning of broilers
whilat imposing operational responsibility upon regional organizations.
These organizations will be allocated seasonal production quotas on a
‘global' scale, based on aggregates of the individual guotas of the
organizations' members. A fixed (basic) marketing price will be set
for planned broilers, yet production quotas will be seasonal.

The government, via the Poultry Production and Marketing Board,
will retain a certain surplus stock for regulating the supply-demand
ratio. Regulating the demand scope and its adaption to the allocated
gquotas will he carried out also through supervision over breeding

material.

Motwithstanding, at this stage no reasonable system of table-
eqggs planning appears in the offing, as this branch is constrained by

its numerous producers and the unorganized marketing advantages. ALl

LY
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planning attempts throughout decades, were of no avail, and only caused

an enormous waste of resources, It seems that in suech a case the
relinguishing of further planning attempts should be censidered nationally
preferable. However, to prevent the producers from an economic collapse it
ig suggested to fix a minimum price for marketing surpluges. Also, it is
imperative to subsidize the mountain-region poultrymen at the very lewvel
of production quotas, to ensore their competition ability, as poultry

constitutes a major secticn of the mountain agriculture.

Paralelly, some advantage can alsc be taken by applying the system
of branch funds in fruit trees and wvegetables for regulating seasomally

affected marketing prices.

These systems reduce the extent of the govermment's financial
support though they do not diminish the scope of regulating
interventiocn This is made imperative by the sconomic situation
pf the country as against a dogmatic anti-subsidy approach. This point
ghonld be made as clear as poassible, because sebsldies are mot subject
to narmative evaluatian - namely, they cannot be defined, gualitatively,
as aither po s i t i wve ar negatiwe. A subaidy can be
inflatlilonary under certain circumstances and d e £ 1 a t 1 o n-
ary under different ones. The ruling ocut of subsidies does not always
restraint inflation, nor is inflatiom always accelerated by any
introduction of a correlative subsidy. Az far as the Israeli agriculturé
is concerned, this has been indicated by highly significant correlations.
In this context, i1t should be pointed ouwt, that the emphasis within ths
modern planning conception should underge a transition from administrative
intervention to application of economic tools, particularly as regards
the price system. Thesa tools can also be applied as auxiliary instruments
for maintaining regularity of the "self propelled” market foreces, though
within a wider framework, which i=s both determined and significantly

directed, by planning.

Planning in itself does not guarantee market equilibrium; not only
because of probable errors throughout the planning stage, but also dum
to the natural gap existing between planning conceptions and implementation
realities, The actual eperations carried out in the field do not always

follow,; or take account of the planning therecf. This is the universal
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character of the "policy making". At least part of the non-equilibrium
phenomena prevailing in agricultural marketing are explained by the abowe
fact.

The Family=Farm Dilemma

In the past, one of the motives for protecting whole milk prices
and accelerating flowers' development was the desire to strengthen the
family farm. Hore indeed lies the Achilles Heel of the Israeli agri-

culture, as the family farm constitutes an important segment of our agri-
cultural sector, yet it emcounters constant hardships in attempting to
cope with difficult stroctural problems which can only be solved by an

overall national effort.

The orisis affecting the cooperative family farm stems from a
copbination af twe major reasons, one being an historical=structural
season and the other - a function of the first one - a rather operative
reason. The size of the family Farm was formally determined some 30 years
ago, when gquotas were determined for the "tangible" resources - land and
water. The farm size was suited to the then existing technology, and €5
the principle of own labor. This farm structure was originally linked
to the principle of egalitarian income and justified the allocation of
resources at un-real prices. Meanwhile, Israel's agricultura has been
undergoing far-reaching changes = in both technology, <rops structuore
and socip-economic considerations, which became gradually more @conomic-

ariented.

Everything then, changed - except for one thing which did not
undergo any formal change: the dimensions of the family farm as regards
land and water. Gradually a conflict was created between the farm-size
and the potential of modern technology (which, as is well known,

takes great advantage of the econcmies-of-scale). As far as scale is

cancerned, the family farm has graduwally become inferior.

Paralelly, two phenomena took place: an informal expansion of
Eamily farms by means of interchanging and informal adjustment of land
and water guotas and even production gquotas. This resulted in more
afficient production unita yet it violated the collectiwity principle
of egalitarianiam.
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Another adaptation process gave vent to the family-farm's trans-
ition from a mixed farm to a one=bramch or two-branch specialired farm.
This brought about two phenomena which are structurally significamt:

& riging demand for capital and a growing hired-labor employment.
Capital, a universal resource now becoming an object for intersectoral
competition, was regarded by the family farme as compénsation for natural
resoirces cobstraints: scarcity of land and water. Many farms have

regarded capital. as a production resource altermative, which has brought

aboot agricultural technology progress to the extent that today the
intensive agricultural farm is not absolutely dependent on the
physical amount of water for yielding a proper income. However, just as
the entire Israsli agriculture becama more sensitive to exogenous changes
owing to a high share of exports within its preduetion volume, so did

the intensive family farm become more sensitive, too, owing to higher
capital demand {as well as a high exports share in some family farms) .
However,; concerning the availability of capital at large, especially
throughout the last two years, the family farm has been inferior in com-
parison to large cooperatives like kibbutzim. The shortcomings of this
situation can be overcoms by Etr;ngth:ninq. within the family-farm
moghavim, the status of the collective association = Aguda - and the
cooperative framework. But this is a complicated problem, especially
today when the moshav is subject to a sharp polarization: on one axtreme
there are large farms which operate more than one production-unit

using hired labor, too; whereas on the other extreme there are settlers
who are part-time farmers, for whose disposal there is a wide
occupaticnal range of possibilities to choose from. This development has
brought about an increasingly growing gap of income and living patterns
within the soshav which makes the already existing polarization even

more severe and endangers the coopérative framework.

In addition, a new rural social class was formed, of persons who
own & ao-called property right (Hahalah) , who lesase their lands to
otehrs and receive rent from their neighbors and also rent for their

part in caollectivel yeowned brnaches, apart from income from ouwtside

work.

The aforesald process leads to ercsion of one of the two basic
elements of the unigue guality of Israeli agriculture, the kibbutz

and the moshav. In the light of such process Israeli society cannct
"
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remain indifferent, even though it reguires effective support of farms
that are actually needy. Higher income level at those farms could be
achieved either by transition to non-agricultural alternmatives or by

securing production-resources to an extent that will enable thoge farms

to become economically independent.

Tt also appears that the non-agricultural alternative in the
rural areas as a complementary extension for agriculture is reasonable
and suits the Israali reality; it is guite an advisable alternative as

long as capital-intensive small farms are gnable to sustain themselwves.

The developmant of hemogeneous agriculture in the Israeli village
ghould be looked upon as an historical epimd.e-. The Israeli answer to
this problem ia that an hetarogenesous aevelopment produces a wide
variety of alternatives; namely, instead of the limited opportunities
offered by the homogenously agricultural village, the hetercgenous
willage (combining both agriculture and non-agriculture} has a much

wider manesuwering range.

Rural heterogeneity actually contributes to agriculture's

efficiency , as it affords the abhandoning of large parts of inefficient
agricultural branches supported by government budget aimed at securing

a minimum income lewvel.

The experience of the kibbutz in this area ls guite a prototype:
it consists only of a selectively efficient agriculture and industry
{or other non-agricultural branches), which significantly raise=s the
level of income derived from agriculture. The problem of structural
changes in the family farm can only be solved in either one of the
two following ways: a radical change of producticn resources, or a

sophisticated hetercgenization of farming eperations. In the light of

the Israeli reality the latter solution seems more practical.







L

=1d=

Regionalization of Flanning and Developmant

Another aspect of modern agricultural and rural develcpment is to
bring about a regiomal planning. The process will be evident in the near
degade, although it will have a more wvigorous impact only throughout the
gacond half of the 1980s. There is no doubt that this expected development
makeg it imperative to start planning and to establish proper strategy

TIOW . Certain trends and sub-trends within the process are referred to in

the cross section analysis presented in the enclosed B-Year Plan.

All forecasted agricultural changes predict a rise in the share of

the regional factor, as well as the regicnal sub-aggregate. Technological

prograss and economic processes will bring about, a different pace in the
development of the wvarious regions. As a congequence, changes will occur
in the allocation of inter-regiomnal production
P& 80 UECe B, as the criteriss far the allocation will be an
optimalized rate of return for each rescurces-mix (hence, for the deri-
vated demand factors mix). Against this background it is reasonable to
assume that an integration into the village of non-agricultural branches
will remove some of the constraints which so far have hindered agri-
cultural production from becoming optimalized. Inter alia, one can point

out, hypothetically, some major anticipated changes.

- Price policy, which in the past encouraged reglons of a low relative
advantage to develop certain products contrary to optimalization con=-
siderations = will have a wider range of criteria, as the aforesaid
principle will be applied over a system combining agriculture, industry,

gervices, 8tc.

- agricultural production restraint poliecy - which has prevented a
planned inter-regional transiticn towards utilizing the full relative -
advantage potential - will be able to manceuvre itgelf within a wide

range of production and employment alternatives.

The methodology which will make such planning possible, will be
baged on linear programming, which in the long run will be integrated
and coordinated with the reguirements of the agricultural aggregate's
entire scope, including its rural.structure and new settlement components.
The accumulation of input-output coefficients, and detailed information
acquired for disaggregation or re-regiocnalization of the Israeli agri-
culture on one hand and the regional aggregate on the other, will enable
the computation of the basic coefficients and parameters essential for
solving out the integrative models.

%
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