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INTRODUCTION BY JOHN SPARKMAN, CHAIRMAN,
SUBCOMMITTEE ON AGRICULTURAL POLICY

Agriculture has posed one of the most perplexing and intractable
problems facing the economy during the past decade. While national
income. employment, and output have advanced to new peaks, net
farm income, except for a brief period during the Korean conflict,
has fallen or barely held its own. M5{eanwhile, farm numbers and
employment have persistently declined. Government programs have
provided support for farm income but have encountered difficulties
that are by no metnis resolved. The problem is not a new one; it has
been a matter of public concern at least since the 1920's.

The Joint Economnic Committee, whose responsibilities under the
Employment Act of 1946 require it to make a continuing study of
matters relating to economic growti and stability necessarily has a
keen interest in the causes of the farm problem, how it relates to
developments elsewhere in the economy, and possible means of allevi-
ating it. In its report on the January 1957 Economic Report of the
President, the committee announced its intention to establish a Sub-
committee on Agricultural Policy to inquire into current and prospec-
tive trends in agriculture and the factors responsible for them. The
subcommittee was directed to concentrate its study upon problems of
farmers who produce the great bulk of the farm products marketed.
Studies by the Subcommittee on Low-Incomie Families in 1949 and
1955 supplement the current inquiry in describing economic problems
faced by families living on farms.

The current study looks toward a better understanding of the com-
plex farm problem and the implications of dealing with it rather than
toward specific legislative proposals. The subcommittee has invited
experts from universities, government, farm organizations, and else-
where to prepare papers oln assigned topics and to appear at hearings
to be held in the form of panel discussions during the week of Decem-
ber 16-20, 1957. The papers are presented in this volume. The sub-
committee is most appreciative of the time and effort that have gone
into the preparation of the papers and is confident that their useful-
ness will extend beyond the purposes immediately at hand.
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I. THE FARM PROBLEM AND ITS RELATION TO
ECONOMIC GROWTH AND DEVELOPMENT

(PAPERS FOR PANEL A)
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THE FARM PROBLEM AND ITS RELATION TO ECONOMIC
GROWTH AND DEVELOPMENT

THE UNITED STATES FARM PROBLEM IN RELATION
TO THE GROWTH AND DEVELOPMENT OF THE
UNITED STATES ECONOMY

Theodore W. Schultz,' University of Chicago
From a policy point of view, poor countries as a rule are up against

what may est be called a food problem: people do not have enough
food, although they use most of their income to acquire food; food
prices are frequently deemed to be too high; and these countries find it
hard to expand their output of food. On the other hand, rich countries
as a rule are confronted by a farm problem: they have an abundance of
food and of other farm products, increases in farm production come
easily, farm prices are often deemed to be too low, farm surpluses are
accumulated, but farm incomes stay low, and both the Government
and the farm sector find themselves in difficulties. The United States
is no exception to this rule; it is the richest of all countries, and it may
also be said to have the biggest farm problem.

Is there, then, something in the very nature of economic growth and
development that has made countries rich, that has given rise to this
farm problem ? This is, as I see it, one of the central questions put to
panel A.

Before turning to this question, let me touch briefly on three other
ways of looking at the farm problem. One view is that poor countries
simply caimot afford large governmental appropriations to aid agri-
culture, whereas rich countries can do so. From this it may be inferred
that rich countries provide all manner of aids to agriculture because
they can afford it, and not because there are any basic economic differ-
ences between poor and rich countries. That poor countries cannot
afford to be generous in the aids that they give agriculture is true
enough but, as I shall show, there are basic differences underlying both
consumption and production, when one compares the economy of poor
and rich countries. Another view is that the farm problem is a con-
sequence of Government policy and programs; poor countries are
spared these particular policy mistakes because they cannot afford
them. The farm problem in the United States and in other rich coun-
tries, according to this view, would not have arisen if the respective
governments had only permitted prices to function. There is much to
be said for this assessment, because there is no doubt that in the United
States, existing farm programs do impair the functioning of "relative
prices," and a good deal of the farm problem so visible in terms of sur-
pluses is a consequence. Still another view is that the difficulties of
agriculture are composed of many particular problems-a wheat prob-

I I am Indebted to my colleagues, D. Gale Johnson and Zvl Griliches, for giving me theircriticisms on an early draft of this paper.
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POLICY FOR COMMiERCIAL AGRICULTURE

lem, a cotton problem, a corn problem, and so on; and that there is no
general farm problem as such. This is the kind of fragmentization
that has come to characterize our Federal farm policies and programs
in recent years. Not much, however, can be said in favor of this way
of looking at the United States f arm problem. We are, also, in danger
on this score of trying to draw all too many fine distinctions between
"highly commercial" and "less commercial" farms, and the various low
income parts within agriculture.

But let me now turn to the central question. In my judgment, it is
indeed appropriate for this committee to study agricultural policy, be-
cause the United States farm problem of the late fifties is fundamen-
tally a consequence of the general growth and development of the
United States economy. I shall present an analysis to support this
statement by examining three basic characteristics of growth and
development that lie at the root of the farm problem. They are as
follows:

(1) Economic growth means that national per capita income rises.
As this income rises, the per capita demand for farm products increases
less than one-fifth as much as does the demand for nonfarm products.

(2) The economic growth of the United States for a long time has
come as much from improvements in the quality of human and non-
human resources as it has from the combined increases in the size
of the labor forces and in the stock of physical capital. 2 These im-
portant improvements in the quality of human effort and of capital
that increase output relative to (traditional) inputs are not confined
to nonfarm products for which the demand is increasing rapidly, but
they also are taking place in many parts of agriculture that produce
products for which the demand is of slow growth.

(3) The economic growth of the United States has been increasing
very substantially the price (value) of human effort relative to the
price of nonhuman inputs, taken as a class: and, as a consequence, it
has been necessary to substitute capital for labor at many points in
the economy. This substitution in combination with economic growth
characteristics (1) and (2) above has given rise to very difficult labor
transfer problems for agriculture.

As I proceed, I call the first of these characteristics, the income
effects, as a shorthand for the effects of rises in national income upon
demand; the second, the quality effects, meaning by this the effects of
the improvements in the quality of capital and labor upon production;
and the third, the substitution effects, as representing the effects of the
rises in the price of human effort relative to other inputs upon the
combination of inputs employed in production.

I. INCOME EFFECTS UPON DEMAND

If the demand for farm products were to increase at the same rapid
rate as does the demand for all nonf arm products taken together, the
farm problem would soon disappear. Or, had the demand for farm

ISee my paper Agriculture and the Anplication of Knowledge. A Look to the Future.
W. K. Kellogg Foundation. Battle creek. Mich., June 1956. Also, Moses Abraniovitz,
Resources and Output Trends in the United states Since 1S70, Occasional Paper 52, Na-
tional Bureau of Economic Research. New York, 1956. Professor Ahramovitz finds that
only ono-half of the increases In net national product (income) can be explained by
additions to the stock of physical capital and Increases in total man-hours. I give his.
estimates In pt. II of this paper.
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POLICY FOR CO.MMERCIAL AGRICULTURE 5
products increased as rapidIly Is has total consumer demand in recent
decades, it is impossible to believe that the United States would now
have too many resources committed to farming; there would be, in-
stead, a. concern about ways of increasing agricultural production to
stay abreast of such a rapid increase in demand in order to avert a
serious food problem.

For example, between 1940 and 1956, total consumer demand in the
United States increased about 90 percent. If the demand for farm
products had risen this much, the 37 percent increase in farm output
would have been wholly inadequate; instead, it would have taken
21/2 times as large an increase in farm output to have satisfied such
an increase in demand. Even if the demand for farm products had
increased at only one-half the rate of total consumer demand since
1940, the production adjustments in agriculture required because of
quality effects and substitution effects, could have been taken in stride.

The following estimates of income, consumption, and of the income
elasticity of the demand will help us gage these income effects upon
demand.

1. Rises in per capita incone

(a) Fabricant,3 in the 34th Annual Report of the National Bureau
of Economic Research, states that the "average per capita volume of
goods consumed or added to the tangible capital stock of the Nation"
had multiplied over fourfold between 1869-73 and 1949-53; this rise
in per capita (real) income averaged only slightly under 2 percent per
annum. What is a fourfold increase like? Fabricant puts it thus,
"The average family in the ULited States had an income of somewhat
over $5,000 in 1953. If we progress at as high and consistent a rate in
the next 80 years as in the last, our grandchildren or great- grandehil-
dren will have average family incomes of about $25,000 of 1953
purchasing power-a level now attained only by the top 1 percent or
so of the Nation's families."

(b) Abramovitz in Occasional Paper 52 of the National Bureau of
Economic Research, already cited, presents a nuinber of measures of
United States economic growth between 1869-78 and 1944-53. With
the period 1869-78 set to equal 100, his estimates for three of these
measures for 1944-53 are as follows:
(1) Population…-------------------------- --------------------------- 334
(2) Net national product (income)…-----------------------------------1,1325
(3) Net national product per eapita (income)-------------------------- 397

The average rate of growth of the net national product implied is
3.5 percent per annum, and the net product per capita grew by 1.9
percent per annum.

(c) Kuznets' pioneering studies in measuring national income and
its components are well known. Fabricant and Abramovitz have

"Solomon Fabricant. Economic Progress and Economic Change, 34tb Annual Report,National Bureau of Economic Research, New York, nMay 1954.

97226-57-2
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built on his estimates. Kuznets also takes account of the leisure made
possible by economic growth. From Kuznets I we have:

Flow of goods Flow of goods
to consumers to consumers

Decade (billion dollars, and leisure
at 1929 prices) (billion dollars,

at 1929 prices)

1869-78 -8.1 9. 3
1939-48 ----------.---------------------------------------- 100.3 154. 3

The rise in leisure is impressive; we shall have more to say about its
role in a growing economy when we discuss the rise in the value of
human effort (relative to other inputs) used in production.

(d) Between 1940 and 1956: To bring the more recent rise in income
into focus, we turn to the Economic Report of the President.5 The
estimates are as follows:

Disposable personal in- Personal consumption ex-
come at 19561 prices pessditures at 1950 prices

Year
Total Per capita Total Per capita

Billion Billion
Dollars Dollars

1940 -148 $1, 116 139 $1, 054
1956- 287 $1, 705 266 $1, 581

Percent Percent Percent Percent
Percent increase -- 94 53 90 50

The principal inference to be drawn from these income estimates
(a) through (d) above, is that the economic growth of the United
States has resulted in very substantial rises in per capita incomes.
Leisure has also been increasing impressively as a consequence.

Wte now turn to one of the iiiany effects of these rises in inicome,
that is, their effect upon the demand for farm products. We thus
leave aside their effects upon savings and upon other consumer goods,
although we shall touch upon these by implication.

2. Rises in per capita consuanptwon of farim products
The consumption of food does not increase at anywhere near the

same rate as does the- rise in income. Although this characteristic is
now well known, and generally accepted as true for rich countries,
we need to review the estimates. We shall use here the AMIS esti-
mates of United States civilian consumption of food.,

(a) Between 1909 and 1953: The AMS per capita food consump-
tion index starts with 1909; accordingly, we calmot review develop-

4 Simon Kuznets, Income and Wealth of the United States, Trends and Structures.
Cambridge: Bowes & Bowes. 1952. See especially tables 5 and S.

5 Economic Report of the President. Transmitted to the Congress January 23, 1957.
Table E 14.

o It is important to distinguish among various conceptions of food: (1) Food in terms
of "retail-weight equivalent" has been declining a little, per capita consumption de-
clined from 1,612 pounds in 1909 to 1,531 pounds in 1954 (see USDA Agricultural Fland-
book 62. table 38) * (2) at the other end of the scale, we have measures of food that
include smany or all of Its related services (which have been increasing at a greater rate
than have the purchases of so-called farm foods weighted by their prices) and (3) the
retail-price -weighted measures of food, for example, the old BAE estimates (now AMS
estimates) which are closer to farm foods than those in (2). See ch. 5 of my Economic
Organization of Agriculture, New York, McGraw-Hill, 1953.
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meints back to 1870 as we dlid in the case of per capita income. Per
capita food CollSulmption 7 Was 13 percent larger in 19.53 than it had
been in 1909; wIbereas, the per capita flow of all goods to consumers
fully doubled.

(b) Between 1940 and 1956: By using these two dates, we can coin-
pare the 53 percent rise in per capita disposable personial income, re-
ported under 1 (d) above, with the rise in per capita consumption
of food. The latter rose only 8 percent. however, from an index of
95 in 1940 to 103 in 1956. (The consumer price index of food, howv-
ever, rose somewhat relative to the index of nonfood between these two
d(ates.)

(c) Nonfood farm products: Dalys reports estimates of the per
capita nonfood uses of the following major farm products:

1925-29 1955 Change
in percent

Cotton -27.7 pounds 26.5 pounds -4
Wool, apparel ----------------- 2.1 pounds- 1.7 pounds -19
Toobacco- 9 pounds- 12.2 poundS +36
D)isposablo personal Inhcome, 1956 prices (1929) - $1,081 per capita.-. $1,60 per capita-- +54

Sections (a), (b), and (c) above simply reaffirm what is well estab-
lished; that is, that in the United States the per capita consumption
of food and uses of nonfood farm products increase relatively little
with rises in per capita income.
3. The inwome elasticity of the demnand

Consumption is not the same thing as demand. Demand has two
legs: one is income and the other is price (consisting of income ef-
fects and substitution effects), even when we leave changes in taste,
the composition of the average family, and related factors, aside. A
rise in the relative price of farm products may counteract the effects
of a rise in income.

Between 1940 and 1947-49, the price of foods to consumers rose
substantially more than did the price of nonfood (goods). The
index of per capita food consumption rose, even so, from 95 to 100;
it would have risen somewhat more than this, had food prices main-
tained their 1940 position in the scale of consumer prices. Between
1947-49 and 1954, it was the other way around; the nonfood con-
sumer price index rose 16 percent and that of food 12 percent, 9 but,
despite the fall in the price of food (relatively), the per capita con-
sumption of food rose only 1 percent, whereas per capita income rose
10 percent.

The concept of income elasticity will serve us at this point, for it
is a way of separating out the income effects upon demand. Impor-
tant advances have been made in estimating the income elasticity of
the demand, especially for food.

As we entered the postwar vears, I ventured the estimate that the
income elasticity of the demand for farm products in the United

7 tSDA, Agricultural Handbook 62, supplement for 1954 to Consumption of Food in
the United States, 1909-52, October 195.5. table 39.

5 Rex F. Daly, The Long-Run Demand for Farm Products, Agricultural Economics
Research. USDA. July 1956. table 5.

9See table 52 of USDA, Agricultural Handbook 62, already cited.

7
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States, based on prewar experiences, was in the neighborhood of
0.25,10 meaning by this that a, 10 percent rise in per capita income,
other things unchanged would increase the demand for farm prod-
ucts only 2.5 percent. Bince then, however, per capita incomes have
risen 53 percent (between 1940 and 1956, see above) and such a rise
implies a, somewhat lower income elasticity, because as we become
richer the income elasticity of the demand for farm foods would be
expected to decline.

Daly,"1 using 1947-49 price weights, gives the following estimates:
(1) Food consumption per capita, as measured by ASM index_------- 0. 2-0. 25
(2) That part of food consumption per capita, produced on United

States farms…-------------------------------------_________ 0. 15

A simple way of illustrating the demand implications of the esti-
mates and analysis of part I is to take the period between 1940 and
1956, during which the United States population rose by 27 percent
and per capita real income about 50 percent (I use 50 percent rather
than 53 percent figure for convenience). Let us suppose that there
were three producing sectors-A, B, and C; that A was as large as
C in 1940; and, that the relative prices of product were unchanged.
We could then have as follows:

Increase
in

demand
Distri- Growth Rise in from pop- Distri-

bution of in popu- per capita Income ulation bution of
Sector demand lation income elasticity and demand

in 1940 income in 1956
between
1940 and

1956

(1) (2) (3) (4) 05) (6)

Percent Percent Percent Percent Percent
A. Agricultural products 10 0.15 36.5 7. 2
B. Bulk of consumer products (nonfarm) so 1.00 90.5 80. 0
C. Vacation and entertainment services 10 1.i85 144. 5 13. 8

Total ------ 100 27 50 1.00 90.5 100.0

From these illustrative figures, we observe two things: (1) The de-
mand for products of sector A increased only 36.5 percent, whereas
that of sector C rose 144.5 percent (col. 5); and (2) that in the redistri-
bution of the total demand among the sectors the share of sector A de-
clined from 10 to 7.2 percent and the share of sector C went up from.
10 to 13.8 percent (col. 6).

II. QUALITY EFFECTS UPON PRODUCTION

By quality effects, it will be recalled, we mean improvements in the
quality of resources used in production, and the effects of these im-
provements upon production. The accumulation of useful knowledge

iS In my Agriculture in an Unstable Economy. New York: McGraw-Hill, 194.5. ch. 3.
11 From a recent paper by Rex F. Daly, already cited. He also gives estimates for each

of the major farm prodiicts in this paper. It should be noted that the studies of Margaret
Reid. Dorothy Brady, and Milton Friedman, separating changes In Income into permanent
and transitory components. implies that these above estimates are a bit on the low side.
See Milton Friedman, A Theory of the Consumption Function. Princeton : Princeton
University Press, 1957.
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makes possible such improvements; for example, a bushel of hybrid
seed corn is miuch better than a bushel of open pollinated corn in grow-
ing corn in most of our producing areas. So it is with mnany other
plants. Animals, too, haive, been impior-ecl so have insecticides,
fertilizers, niachiniery, equipment. Nor are these improvements re-
stricte(l to nonhuman inputs. 1-uman effort also has risen greatly
in quality whether one expresses it in terms of abilities, skills, training,
or education. Then, too, and very important, the human agent is more
prepared to (lo things in new ways; he is, thus, less tradition bound
thran formerly.

These improvements in the quality of resources are one of the basic
characteristics of our kind of economic growth; they appear to ac-
count for most of the rise in output relative to traditional Inputs and,
therefore, for a large part of the impressive increases in income which
we reviewed in the pal t I of this paper.

Holw is this characteristic of our economic growth related to the
-United States farm problem? Between 1940 and 1956, the United
States demand for farm products increased about 37 percent; that is,
United States consumers -were prepared to buy this much more at
the same relative price. Let us suppose that in farming there had
been no improvements in the quality of inputs -vhlatsoever, and that in
order to have increased farm output enough to satisfy the increase in
demand, .37 percent more inputs were required. With no change in
the input mix, this means that it would have required 464 million in-
stead of 339 million acres of crops harvested, and a farm labor force
(family workers plus hired workers) of 15 millions, and similar in-
creases in the other inputs. (Note, however, that in 1956 fewer crop
acres were required than in 1940 and the farm labor force had declined
from 11 to 8 million.) What these figures illustrate is that, had there
been no improvements in the quality of the inputs used in farming,
even with the slow rate of increase in the demand for farm products,
it is hard to believe that the farm problem that is now upon us could
possibly have arisen.

The following estimates may be lhe]pful in taking our bearing on in-
creases in output relative to inputs; these increases in output in ex-
cess of inputs are here represented as having risen from improve-
inents in the quality of inputs.

(1) Between 1869-73 and 1944-53, the estimates of Abramovitz 12

for the United States economy are as follows:
Rate of increase

in, percent per annum
Output (net national product) up from 100 to 1.325…------------------------3. 5
Input of resources (man-hours and capital) up from 100 to 381____________-1. 7

Imputed to quality effects…----------------______________________ 1. 8

(2) Between 1899 and 1953, Kendrick 13 estimates for the United
States private domestic economv show:

Rate of increase in
percent per annuns

O utput (real product)…-------------------------------------------------- 3. 3
Input (labor and capital) ____ _1. 6

Im puted to quality effects…--------------------------------------- -1. 7

" Occasional Paper 52, already cited.
=' John W. Kendrick. Prodinctivitv Trends: Capital and Labor, Occasional Paper 53,

National Bureau of Economic Research, New York, 1956.

9
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Kendrick found, however, that the increase in output relative to inputs
was larger between 1919 and 1953 than it had been between 1899 and
1919. Expressed in terms of quality effects, it was 2.2 and 1.1 percent
per annum for the two periods, respectively.

(3) For United States agriculture between 1910-14 and 1945-49, we
have as follows: 14

Rate of increase in
percent per annuml

Farm output up from 100 to 159 -------------------------------------- 1. 34
Farm inputs up from 100 to 108_--------------------------------------- .23

Imputed to quality effects--------------------------------------- 1. 11

A further breakdown of these estimates indicates that between 1910-
14 and 1920-24 virtually all increases in farm output were won by the
application of more inputs (farm output rose 8 percent and inputs 7
percent). It is after 1920-24 that the quality effects of inputs begin
to take place and at a remarkable rate even during the depression years
of the thirties.

(4) United States agriculture between 1940 and 1955: Estimates for
this period differ somewhat from those above in that the USDA has
revised and improved its input series. The preliminary input esti-
mates, however, are not complete; they include labor, land, buildings,
machinery, fertilizer, and lime combined on the basis of average 1947-
49 cost rates."5

Rate of increase in
percent per annum

Farm output up from 100 to 135_---------------------------------------- 2. 00
Farm inputs up from 100 to 104_---------------------------------------- .25

Imputed to quality effects--------------------------------------- 1. 75

The inference to be drawn from part II is that only a small part of
the increase in farm output during recent decades has come from in-
creases in the traditional farm inputs; most of the increase in output
appears to have come from what we have called quality effects-that is.,
from improvements in the quality of inputs. These improvements,
have substantially increased the effective supply of farm inputs. Had
there been none of these improvements, it would have required 35
percent more farm inputs in 1955 compared to 1940, whereas only L
percent more farm inputs were in fact used.

III. SUBSTITUTION EFFECTS UPON THE COMBINATION OF INPUTS

Another basic characteristic of our economic growth has been the
rise in the value of human effort: The price of it has gone up rela-
tive to the price of producer goods, and this change in two sets of
prices has brought about much substitution. This substitution has
been occurring in every nook and cranny of the economy, agriculture
has not been spared.

But since this substitution is a general characteristic, why single
out agriculture? The reason for doing so is that the combination
of (1) a slowly increasing demand for farm products, (2) a rapid

"o These estimates are from my Economic Organization of Agriculture, New York:
McGraw-Hill, 1953, table 7-5.

'5USDA, Possible Methods of Improving the Parity Formula, a mimeographed report
required by sec. 602 of the Agricultural Act of 1956, January 31, 1957, table 4.

10
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improvement in the quality of inputs in farming, and (3) these sub-
stitution effects has made agriculture a rapidly declining sector of
the economy in terms of the labor force (here I include family aswell as hired workers) who ean earn a living from farming that is
on a par with the earnings of comparable workers in other occupations.

Our view is that, since 1940, the improvements in the quality of
inputs used in farming have increased farm output about as much as
population growth and rises in per capita income have increased the
demand for farm products. Accordingly, had there been no appre-
ciable change in the combination of human effort and producer goods
employed ill farming, we might presume that a farm labor force of
about 11 millions would now be required, as was the case in 1940.
Had this been the pattern of development, the burden that would
have been placed on farm people to leave farming would have been
only to offset the effects of the high reproduction rates on the natural
increase in the farm labor force. The burden, however, that has
been placed on the "out movement of farm people from farming"
has been much greater than this; from 1940 to 1956 the farm labor
force fell from 11 to S millions, and the real economic rub is that ithas not been nearly enough.10

We nowv turn to a brief review of changes in input prices and
changes in the combination of inputs. As the price of human effort
rose relative to the price of producer goods, we would expect the
quantity of producer goods employed in production to rise relative
to the labor force. We do not claim, however, that we are able in
this way to separate out the substitution effects from all the quality
effects and other developments that have occurred. All that can be
said is that the direction of the observed substitution is not incon-
sistent with the hypotheses implied in our expectation.

1. Between 1929 and 1955: In both years the United States had
approximated full employment. Prices of labor and producer goods
in the United States rose as follows:

Index, wivth
1929=100Labor: Average hourly earnings in all manufacturing rose from $0.57 in1940 to $1.88 in 1955_____________________________________----------- 330Producer goods:

N ew construction…------------------------------------------------- 245Durable equipment----------------------------------------------- 190Commodities at wholesale----------------------------------------- 179Metals and its products…-----------------------------…- --- 204Rubber and its products…------------------------------------- 172Nonmetallic minerals…----------------------------- ----------- 171Chemicals and allied products--------------------------------- 167Fuel, power. and lighting materials---------------------------- 154Lumber and wood products ---------------------------- --- 387
The first 2 items are from table E-5 of Economic Report of the President, alreadycited. The next 6 items are the BLS commodity prices at wholesale.

'5 This paragraph is not inconsistent with pt. II (p. 9), at which point we reasoned thathad there been no Improvements in the quality of inputs and no change in the combinationof inputs in farming, a farm labor force of 15 millions would have been required to satisfythe 37 -percent increase in the demand for farm products. In the above statement weintroduce and take into account the improvements in the quality of Inputs and then pointout that, had there been no substitution between human effort and producer goods infarming-that is, no change in the combination of inputs-a farm labor force of 11 mil-lions would still have been required.
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We now turn to some estimates of the quantity of labor and of
capital to indicate the relative increases between 1929 and 1955.17

Index, with
Labor: 1929=100

Employment up from 47.6 to 63.2 millions-------------------------- 133
Man-hours…------------------------ -------------------------------- 110

Capital: From 1929 to 1955_------------------------------------------- 141

2. Between 1940 and 1955: We shall restrict this section to U. S.
agriculture. Input prices rose as follows: Index, with

Human effort: l 1940-100
Hired farm workers up from $0.17 to $0.68 per hour------------------ 400
All farm labor and management up from $0.20 to $0.65 per hour_----- 325

Producer goods: 2

All such goods--------------------- -------------------------------- 200
Building and fencing materials- -______________________ 249
Seed- -_ 243
Motor vehicles------------------ ----------------------------------- 225
Farm machinery--------------------------------- 206
Farm supplies------------------------------------------------------ 184
Motor supplies----------------------------------------------------- 165
Fertilizer…---------- --- …------------------------------------------- 155
Farm-produced feed- -_______-_____-_____-------------------------- 214
Farm -produced livestock…------------------------------------------- 205

1 USDA, Possible Methods of Improving Parity Formula, already cited. Table 8.
2 USDA, The Farm Cost Situation, May 1957, p. 2.

The price of all producer goods in farming on the average doubled

between 1940 and 1955. The "price" of human effort, however, fully
tripled. We thus would expect widespread substitution of producer

goods for human effort.. Unfortunately, there are no precise esti-

mates of the particular rates of substitution such as we have reviewed
in the case of the income elasticity of the demand for farm products.

The data, however, tell us somethillg about the trends in quantity of

inputs used and inl the changes that have occurred in the input mix

in farnminox
Index, Sith

Human effort: 1940 =100
Farm employment fell from 11 million in 1940 to 8.2 million in 1955 '- 75
'Man-hours for agricultural production fell from 20.4 billion to 14.5

billion __________________ _____________-_-__-_------------------- 71

Producer goods:
Physical assets-farm real estate, livestock, machinery, and motor ve-

hicles at 1940 prices, rose from $41.9 billion in 1940 to $50.9 billion
in 1955 3-------------------------------- 122

Physical assets used in farm production-real estate less dwellings,
crops held for feed, livestock, machinery, and equipment less 60 per-
cent of the value of automobiles, and demand deposits used for pro-
duction. rose from $83.3 billion in 1940 to $104.7 billion in 1956 in
1947-49 dollars 4________________._________________________________

- 126
Major farm inputs other than labor-land and buildings, fertilizer and

lime, mechanical power and machinery (depreciation, interest on
investment), and operation of motor vehciles totaled $6.53 billion in
1')40 mand $11.1.5 billion in 1).55 in 1947-49 dollars --- ----------------- 171

USDA, 1957 Agricultural Outlook Charts, November 1956, table 6.
3 ARS, Changes in Farm Production and Efficiency, 1956 summary, August, 1957,

table 12.
3 ARS, The BTalance Sheet of Acriculture, 1955, August 1955, table 2.
' ARS, The Farm Situation, May 1057, based on estimates appearing in More Capital

Goods Used in Farm Production, by R. P. Christensen and R. J. Muck, and supplementary
figures.

6 USDA, Possible Methods of Improving Parity Formulas, already cited, table 4 and
supplementary figures.

1"The difference in "employment" and "man-hours" is one measure of the effects of the
increase in leisure. The capital figures are from Raymond Goldsmith, A Study of Savings
in the United States. vol. III, Princeton 'University Press, 1956, and supplements by 37th
Annual Report, National Bureau of Economic Research, New York, May 1957.
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Before we consider any of the inferences to be drawn from these
figures, it should be said that we are not, unaware of other classes of
input substitution that have been taking place. There are those that
arise out of improvements in the quality of a particular producer du-
rable, as a result of which it is worth more, and this brings on substitu-
tion: Hybrid seed corn replaces open-pollinated seed corn; tractors
replace horses; grain combines replace grain binders and threshing
machines, and so on, among producer goods within farming. Rela-
tively cheap fertilizer acts as a substitute for farmland. There has
also been some substitution between hired farmworkers and family
farmworkers; the average hourly wage of hired farmnworkers was 4
times as high in 1955 as in 1940, whereas the average hourly earnings
of all farm labor (hired and family) and management rose only 31/4
times. Consistent with these changes in farm w ages and earnings, the
number of hired workers had declined one-third, and that of family
workers only one-fourth, between 1940 and 1955.

In the estimates that we have reviewed in this section, we have con-
centrated on the prices and quantities of producer goods and of human
effort employed in farming. Our economic growth has been increas-
ing the price of humcn effort relative to that of producer goods. In
agriculture, this change in the structure of prices has made it neces-
sary to employ a smaller labor force and a larger quantity of producer
goods. It has, since 1940, led to a 30-percent reduction in the farm-
labor force, because the total demand for farm products has not in-
creased enough to employ as many as formerly to advantage in farm-
ing and at the same time absorb the remarkable improvements in the
quality of inputs that have taken place.

More specifically, we have observed that, from 1940 to 1955, the price
of human effort in farming rose from an index of 100 to 325. whereas
the major physical assets used in farming rose considerably less,
namely, to an index of 236 (the price of human effort, therefore, rose
38 percent relative to these physical assets). Meanwhile. man-hours
for agricultural production fell from an index of 100 to 71, and phvsi-
cal assets used in farm production rose from 100 to 126. (Accord-
ingly, producer goods increased 77 percent relative to human effort in
farming.)

The changes in major inputs used in farming give a more precise
picture of what has been happening on this score. As before, the
price of human effort stands at 325 in 1955 compared to 100 in 1940:
the price of the input services of producer goods, however, appears to
have only doubled; accordingly, in this comparison, the price of hu-
man effort rose 63 percent relative to the other inputs. For the

13
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quantity of farm labor and of other major (selected) inputs, we have as
follows:

[In billions of 1947-49 dollars]

Other Total inputs
Year Farm labor selected

inputs X

(1) (2) (1)+(2)

1940 .--- ------------------------------------------------------- 13. 6 6. 5 20.1
1955 -9. 8 11. 1 20.9
Change (percent) -- ------------------------------- -28 +71 +4

1 These inputs are the same as those referred to above as "major farm Inputs other than
farm labor." (See footnote 5, preceding table.) The study by a staff member of the ARS
of farm inputs has not been completed. The "Total inputs" column does not, therefore,
account for all inputs used in agricultural production. Those minor groups that are not
included may represent upward of 15 percent of all inputs in 1955. There are some indi-
cations that these inputs have increased at a somewhat faster rate than have the "Other
selected inputs."

Our conclusion is as follows: The hard core of the United States
farm problem is a labor-transfer problem. Many farm people who
have been accustomed to earning their living at farming are being
compelled to leave farming and enter upon other occupations. This
farm labor transfer problem has come upon us as a consequence of
three basic characteristics of our general economic growth. With our
kind of economic growth, the demand for farm products is of relatively
slow growth; the improvements in the quality of inputs go on apace
throughout the economy, including farming; and the price of human
effort rises relative to the price of producer goods. There, thus, flows
from these basic characteristics three classes of effects which we have
called demand effects, quality effects, and substitution effects. These
effects in combination explain, in large measure, the nature and severity
of the United States farm problem that now confronts us.



TRENDS IN AGRICULTURAL PRODUCTIVITY

Glen T. Barton, Agricultural Research Service, United States
Department of Agriculture

During the last quarter century,. farm production per unit of re-
sources used increased substantially. The rise in output per man-hour
in agriculture was greater than in manufacturing, for example.
Greater efficiency of farm production has aided industrial expansion
in two ways. It has provided relatively cheap sources of food and
raw materials. Also, it has released manpower needed in expansion
of industry. AMore efficient use of resources in both agriculture and
the nonfarm segments of the economy have meant increases in our
level of living in the United States. The rapid increase in farm pro-
.duction per unit of resources, especially since the start of World War
II, also has had an important relation to the problem of adjusting
farm production to market demand.

To measure trends in agricultural productivity. we can relate
changes in total production to changes in use of a single resource,
such as land or labor, to changes in a group of resources such as
labor, fertilizer, and machinery, or to changes in the total of all pro-
'duction resources used.' Farm people and farmland have been the
two most important production resources furnished directly by agri-
culture and major attention here will be given to trends in production
-per unit of these resources. Specifically, the purposes of this paper
are to show some of the significant trends in agricultural productivity,
to indicate the chief factors associated with these trends, and to point
out some of the major consequences of greater productivity to both
agriculture and the economy as a whole.

THE LONG-TER-M PERSPECTIWE

Figure 1 shows the long-term trends in farm output and the use of
three important agricultural resources-farmworkers, cropland, and
work animals. Except for major interruptions during the drought
and depression period of the 1930's, the volume of farm output for
human use in the United States has trended upward since 1870. Out-
put is now about five times as great as it was nearly a century ago.
Farm employment, acreage of cropland, and number of horses and
mules trended upward, along with farm output, from 1870 to about
the time of World War I. Volume of farm output, acreage of crop-
land, and number of work stock were each about three times as great
in 1920 as in 1870. Farm employment increased by two-thirds during
this period.

IThe term "productivity," as used in this paper, means the ratio of total output to the
qla atity of a single resource, such as labor, or to the quantity of a group of resources.
changes In this measure do not reflect changes In marginal productivity of resources.
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FIGURE 1
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Significant changes in these agricultural trends occurred following
World War I. Total acreage of cropland for the Nation as a whole
stabilized and has changed little since 1920. In general, increases
in acreages of cropland in regions west of the Mississippi River have
about offset decreases in regions east of the river. Numbers of work
stock took a sharp downward trend after 1920. Today there are less
than half as many horses and mules on farms as in 1870, and less than
one-sixth as many as in 1920. Farm employment, also started its down-
ward trend following World Wtar I. It is estimated that average farm
employment now is about the same as in 1870, and only 60 percent of
that in 1920.

As mechanical power in the form of tractors, trucks, and autoino-
biles replaced work stock and farmers bought their power instead of
raising it, millions of acres of cropland and large quantities of other
resources were released for output of farm products for human use.
This was a dominant factor in the continuation of the upward trend
in farm output during the interwar period. Mechanical power and
machinery also replaced farmworkers.

The upward trend in farm output and the downward trends in farm
employment and horses and mules became more pronounced during
and following World War II when farmers speeded up their rate of
adoption of improved farming practices.

The trends shown in figure 1 indicate clearly that production per
farmworker has risen almost constantly since 1870. The average
farmworker today is associated with nearly five times as much farm
output as in 1870. Output per farmworker has doubled in the last
20 years. Thus a given amount of output can now be obtained with
half the number of farmworkers used just before World War II.
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The effects of the longtime rise in output per farmworker are
shown dramatically by the data on number of persons supported per
farmworker (fig. 2). One farmworker today "supports" himself
and about 20 others. In 1820. the average worker on farms supported
himself and only three others. Advancing technology and increasing
contribution of nonfarmworkers to farm production aided in this
large increase in number of persons supported per farmworker.
Nevertheless, a decreasing proportion of our total labor force was
needed to supply our growing population with its needs for food,
fiber, and tobacco. (See fig. 3.) This meant that workers no longer
needed on farms were available for producing nonfarm goods and
services and thus raising our level of living.

FIGURE 2
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FIGuRE 3
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An upward trend in output per acre of cropland became evident
about 1920. The end of World War I marked the beginning of major
substitution of nonfarm production goods for farm labor, farmland,
and farm-produced animal power. A more detailed examination of
the productivity trends over the period since World War I follows.

PRODUCTIVITY TRENDS SINCE WORLD WAR I

Increasing production per acre, per animal, and per man-hour has
dominated the farm picture in the United States during the last gen-
eration. Drought and depression slowed the upward trend in crop
production per acre during the interwar period (fig. 4). Beginning
about 1940, however, a sharp upward trend began. Average produc-
tion of crops per acre in 1957 may be a record thus far and a fourth
larger than in 1940. Livestock production per breeding unit-milk
per cow, eggs per hen, and so on-rose slightly more than crop produc-
tion per acre during this period. From 1919 to 1940, production per
breeding unit increased by more than a third, in contrast to a rise of
about 15 percent in crop production per acre.

Output per man-hour of farm labor has about doubled since 1940, an
increase in farm output of more than a third being obtained with 30
percent fewer man-hours (fig. 5). This was a rapid acceleration of
the trend during the interwarv period when output per inana-lour rose
by less than half.

Gains in labor productivity in agriculture have compared favorably
with those in manufacturing (fig. 6). The increase in output per
man-hour of farm labor was only a fifth as great as in manufacturing
during the interwar period. But labor productivity in manufacturing
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went up by less than half from 1940 to 1955, when productivity of farm
labor doubled.

FIGURE 4
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FIGURE 6

SOURCES OF GREATER PRODUCTIVITY

Advances in technology have been the chief basis for the rise in
productivity of farm labor, cropland, and animals. An increasing
dependence of agriculture on nonfarm goods and services has accom-
panied the upward trend in productivity, especially during the last 15
years. Capital investment in agriculture also increased substantially
during this period. Value of capital assets, other than land and build-
ings, per farmworker has about doubled since 1940.

Increased mechanization has been the dominant influence in the up-
ward trend in labor productivity in agriculture. During the interwar
period, mechanization accounted for more than half the increase in
output. During the last 15 years its influence on output has been less
pronounced but it has resulted in a rapid reduction in farm labor re-
quirements. Farmers now have more than 4.5 million field tractors-
about 3 times the number on farms in 1940. The number of motor-
trucks has increased by about the same proportion. The number of
newer type machines, such as field forage harvesters and pickup balers
has increased greatly since the end of World War II (fig. 7). The
number of each of these farm machines is now 12 times as large as it
was in 1945.

Greater use of fertilizer is a major reason for the upward trend in
crop production per acre in recent years (fig. 8). Fertilizer use in
agriculture is now nearly 31/2 times as great as in 1940. Fluctuations
in farm income did not influence annual use of fertilizers in the last
decade as much as they had done earlier. Use of fertilizer continued to
trend upward in the period following World War II even after realized
gross income leveled off.
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FIGURE 7
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Greater use of hybrid corn seed and of improved varieties of other
crops, as well as large quantities of new and better pesticides have

97228--57-3

A

21



POLICY FOR COMMERCIAL AGRICULTURE

added to our crop yields. Additions to our irrigated acreage and in-
creasing use of supplemental irrigation have contributed to the same
end. Improvements in livestock and poultry, and heavier feeding of
better balanced rations, which involves greater dependence on pur-
chased feeds, have helped in getting more livestock production per
breeding unit. Greater yields of both crops and livestock have com-
bined with increased mechanization in raising production per man-
hour of farm labor.

The rising productivity of farmworkers, cropland, and animals has
been associated with a substitution of purchased goods for these agri-
cultural resources. This substitution of nonf arm for farm resources
has been especially rapid during the last 15 years (fig. 9). The quan-
tity of fertilizer and purchased feed, and the number of tractors and
trucks used on farms, for example, have increased at a more rapid rate
than volume of farm output. Man-hours of farm labor, cropland, and
horses and mules used per unit of farm output have decreased greatly.

IGURE 9
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TRRNDS IN PRODUCTIVITY OF TOTAL RESOURCES

The evidence is that farm output per unit of total resources has been
rising as is indicated by the data in figure 10. Farm output per unit
of total resources may have increased by nearly 25 percent from 1940
to 1955. Compared with 1920, we may now be getting 40 to 50 percent
more farm output per unit of all resources.
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FIGURE 10
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From 1940 to 1955, total farm output rose by 35 percent. During
this period, increasingly greater quantities of machinery, fertilizer,
and other nonfarm resources were used in farm production. Increases
in these resources were largely offset by the decline in both farm labor
and resources used for the production and maintenance of farm horses
and mules. The rise from 1940 to 1955 in total resources used probably
was only about 10 percent. Moreover, preliminary results of researchon this subject show only a nominal rise in total resources used in agri-culture from 1910 to 1940, when volume of farm output increased by
more than a third. Thus the large increases in farm output are mainly
the result of a shift in resources used with an accompanying rise inproductivity of these resources. The increases in output per unit oftotal resources represent significant technological progress in agricul-
tural production.

INEPLICATIONS OF GREATER PRODUCTIVITY

Our trends in agricultural productivity have important implica-
tions to economic growth and development both in agriculture and
the nonfarm sectors of our economy. The upward trend in agricul-
tural productivity has meant that over the years relatively fewerresources have been needed to suply our Nation's requirements for
food, fiber, and tobacco. Production resources, especially manpower,
thus have been released for producing ever greater quantities of non-
farm goods and services. This has meant. a rising level of living forall our people. In the absence of the productivity gains registered in
agriculture, a much larger proportion of both the Nation's labor force
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and of its capital goods would be needed to meet our present needs for
farm products, and our level of living would not be nearly so high.

Rising productivity has several implications to agriculture. Un-
questionably, in the long run, farm people have shared in the rising
productivity of both the farm and nonfarm sectors. Greater effi-
ciency of farm production has permitted farmers to increase their real
incomes over the longer run.

However, increases in farm output in the World War II and postwar
periods have tended to outrun the current growth in market demand
for farm products. The volume of farm output produced in any given
year represents the quantity of resources used in agriculture multiplied
by the productivity of these resources. As increases in productivity,
or in output per unit of resources, have been the chief basis for our
increases in level of living, a prevention of further rises in productivity
would have unfortunate economic consequences. Currently, a major
adjustment alternative would appear to be in the area of encouraging
a general reduction in resources used in agriculture. In the long run,
the problem is one of adjusting the rate of increase in farm output to
the rate of growth in market demand. Here also, adjustments in
quantity of resources used in agriculture would appear to be more
economically desirable than a dampening of the rise in output per
unit of resources.

In the past, agriculture has made important adjustments in trans-
ferring resources to other sectors of the economy. This has been true
especially during the last 15 years. For example, from 1940 to 1956,
the number of farmworkers was reduced by 3 million, or nearly 30
percent. Further evidence of the large adjustment in labor resources
is the fact that 28 percent of all farm operators worked 100 days or
more off their farms in 1954. This was about twice the proportion in
1939. The adjustment in production resources is evident in other
ways. About a third of the tracts of farmland purchased in recent

years were bought to enlarge existing farms. This means that large
numbers of farm operators believe that they presently have sufficient
family resources and accumulations of machinery and other capital
goods to farm efficiently a much larger acreage than they are currently
farming. The importance of past adjustments in this regard is indi-
cated by the fact that the average acreage per commercial farm in the

United States has increased by more than 50 percent since 1940
(fig. 11).
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FIGURE 11
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The rapid adjustment in agricultural labor resources in recent years,
both in terms of the sharp decreases in number of farmworkers and
in the increasing importance of off-farm employment of farm op-
erators, points up the great dependence of farm people on nonfarm
jobs. Farm people thus have a major stake in economic stability in
the nonfarm sectors and are becoming increasingly vulnerable as re-
gards economic depression and the loss of job opportunities outside
agriculture.

The rapid substitution of nonfarm inputs for farm labor and for
farmland in the process of raising productivity in agriculture also is
relevant to the problem of farm production adjustment. The past
record underscores the difficulty of trying to adjust downward total
production of crops or total farm output through reduction in the
quantity of any single agricultural resource, such as cropland. The
production-decreasing effects of a moderate reduction in acreage of
cropland can be offset quickly by increases in yields obtained through
greater use of fertilizer, irrigation, and other improved practices, most
of which involve use of large quantities of production goods obtained
from the nonfarm economy.
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* THE NATURE OF INCOME PROBLEMS OF FARMERS

C. Brice Ratchford, North Carolina State College

My assignment is to describe the nature of the income problems of
different economic classes of farmers and the application of price
policy to the solution of farm families' income problems. I con-
gratulate the committee on considering the problems of the several
economic classes of farms separately. Certainly the problems of the
several classes are different, and there is evidence that the solution
will be different.

ECONOMIC CLASSES OF FARMS

Several broad classes of farms are identified and described in this
introductory section. The number of farmers in each category is
given as an aid in evaluating the importance of the major problem
,areas.

There are at least four categories of farms which should be con-
sidered in a study of income problems. These are: (1) larger than
family-type farms, (2) family-type farms, (3) smaller than family-
type farms, and (4) part-time and residential farms.

These categories of farms can be described in general terms quite
easily. Let us begin with the family farm.' The family farm is one.
that is large enough to produce an income, over a period of years,
sufficient to give the farm family a level of living comparable to
average levels of living of nonfarmers who have comparable amounts
of labor and investment. This concept is further qualified by having
the work requirements handled by the operator and his family with
only supplementary2 use of hired labor. Larger than family-sizi-
farms are those, which even using current levels of technological
efficiency, have productive work requirements in excess of those that
ordinarily would be handled by the operator and members of his
family with only supplementary use of hired labor. The farmers
who fall in these two categories are frequently labeled as commercial
farmers. The smaller than family type farms are those which even
with good management do not have sufficient resources to provide full-
time productive employment for the family labor and to give the
family an income sufficient to support a level of living comparable
to the average enjoyed by nonfarmers. The farm families in this
category are the so-called low-income farms. The part-time and
residential farms are those where the operators depend only partly
on agriculture for their income. By definition, the operators work
off the farm 100 or more days or other income of family members
exceeds sales from the farm.

In this section the author has drawn generously from the USDA publication entitled
"Family Farms in a Changing Economy," by Jackson McElveen, Agricultural Information
Bull. No. 171, March 1957.

"Supplementary" is defined as not requiring hired labor at all seasons but only during
peak labor requirement periods.
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It is impossible to determine exactly the number of families in eachcategory. A rough approximation may be secured, however, fromthe classification of farms provided in the agricultural census of 1954.Table 1 shows the economic classes of farms for 1954 as adjusted byMcElveen.3 The majority of the class 1 farms fall in the categoryof larger than family farms. In 1954, these farms had average salesof $56,200 and paid average cash wages of $8,300. The majority ofthe farms in classes II, III, and IV are apparently family-size farms.Sales forthe farms in these classes averaged $7,300 in 1954 and hiredlabor amounted to an average of $1,166 for class II farms, $422 forclass III farms, and $214 for class IV farms. The farms in classesV and VI averaged sales in 1954 of only $1,300 and hired laboramounted to $106 for class V farms and $43 for class VI farms.Certainly the average farmer in these classes does not have resourcesto qualify as a true family farm.
TABLE 1.-Number of farms by economic class, 1954

Economic class Value of sales Number of
farms

Commercial farms:
Class ----------------------------------- $25,000 and over -134, 000Class II $10,000 to $24,999 -449,000ClassII ------------------------- $5,000 to $9,999 -------- 707, 000Class IV -$2,500 to $4 999 811,000Class VI -$1,200 to $2,499 536 000Class VI ' -$250 to $1,199---------------- 463, 000

Total -------------------------------- 
- 3,100, 000

Noncommercial farms:
Part-time and residential 2 _-_--__________-_____________ Under $2,500 1, 507,000Subsistence I ------------------------------------------ Under $250 -175, 000

Total ---------------------------------- 1, 682, 000
AD farms -- 4,782, 000

I With operator not working off the farm as much as 100 days and farm sales greater than income of familymembers from off-farm sources.
' With operator working off the farm 100 or more days or other income of family members exceeding salesfrom the farm.

TABLE 2.-Number of farms by category

Number of farmsCategory

Number Percent

Larger than family farm ' -134,000 2.8Family farms'2--------------------------------1, 967,000 4L11Smaller than family farms- . - 1974,000 24.5Part-time and residential 4- 1,507,000 31.6
Total --------------------------------------------- 4,782,000 100. 0

I Economic class I.
2 Economic ciasses II, Ill. IV.
IEconomic classes V and VI plus 175,000 subsistence farms classifled in table I as noncommercial farms.4 All noncommercial farms shown In table I minus the subsistence farms.

The number of farms in each of the four categories under discussionis shown in table 2. There are 134,000 or 2.8 percent which arelarger than family size, 1,967,000 or 41.1 percent true family farms,

3 McEl-een. Jackson V., Family Farms in a ChangIng Economy, USDA AgriculturalInfornmation Bull. No. 171, Washington, D. C., March 1957.
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1,174,000 or 24.5 percent smaller than family type farms and 1,5007,000
or 31.6 percent of part-time or residential farms. These data show
several significant points. While their sales are an important part
of total agricultural sales, large-scale farms still constitute a small
percent of all farms, granted the number has been increasing. The
number of part-time and residential farms has been increasing and
now constitutes a significant percent of all farms. The true family
farm is the largest category, and the farms in this category are con-
stituting an increasingly larger share of the total number of farms.
The number of small scale or low-income farms has been decreasing,
but the number is still large from an absolute point of view.

This classification is somewhat unique in that there is a smaller than
family type category as well as a larger than family type category.
This point is frequently ignored. Many people apparently define a
family farm as any tract of land currently supporting or subsisting
a family. In this popular usage, there is no such thing as a "too
small" family farm. Promotion of family owned and operated farms
has been a continuous policy of this country from the beginning and
the vast majority of our citizens favor continuing this policy. The
fact that farms can be too small should be recognized, however, as
programs are developed to implement the policy. The farms which
are too small to provide a decent level of living for a family, even
with good management, are not a priceless asset to either the families
on these farms or to the country as a whole. Programs designed to
protect family farms should not perpetuate a category of low-income
farms. The programs should seek rather to eliminate low-income
farms over time by permitting some to become family farms and
others to move out of agriculture. Moreover, the size of any family
farm is likely to change over time as a result of changes in technology
and in economic factors; and our programs should be flexible enough
to permit, if not to positively encourage, such changes.

INCOME PROBLEMS OF FARMERS

This section is devoted to a discussion of the income and related
problems of family farms, smaller than family farms, and part-time
and residential farms. The income problems of large scale farms
will not be handled in this paper. In order to simplify exposition,
family farms will be designated as commercial farms and smaller than
family farms as low-income farms.

Income problems of commercial farmers
(a) Cost-price squeeze.-Decreased income due to the so-called price-

cost squeeze is undoubtedly the major "felt" problem of commercial
farmers. However, it should be recognized that this is really evi-
dence of a problem or a number of problems. The cause of the prob-
lems(s) is the important point from a policy point of view. Some
farmers have been able to offset the income squeeze through increased
use of technology, improved management, increased volume of busi-
ness, and new enterprise combinations. Apparently the majority,
however, have experienced decreasing incomes in the last 4 to 6 years.
True, some of the families in this category are still making incomes
equal to alternatives in other economic activity; but it is never a
happy situation when incomes are decreasing, particularly when some
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other segments of the economy are enjuying ever increasing incomes.
The decrease in net incomes to farmers is occurring at a time when
the need for cash by farm families is increasing. As in farm produc-
tion, increasing amounts of the goods and services used in family
livin g are being purchased rather than produced on the farm and in
the home. Cash living costs in farm homes are approaching those
of urban dwellers. The need for increased cash incomes is causing
the decrease in farm income to pinch more than might be apparent
from studies of income per se.

A commonly recommended remedy for a cost-price squeeze on an
individual farm is to increase production. This alternative has been
rather effectively blocked for some farmers through quotas and allot-
ments. The expansion in volume of all commodities not restricted by
quotas and allotments could hardly be the answer to higher net income
if we agree that the demand for agricultural commodities is inelastic,
which means prices fall faster than volume increases. Expansion
through purchasing or renting more land has likewise not appeared
to be a good opportunity to many farmers and in some cases additional
land has simply not been available at a reasonable price.

Reduction of costs is another frequently suggested remedy for the
cost-price squeeze. There are many ways in wvlich farmers can reduce
per unit costs; but most of the most common means increase produc-
tion. In the case of allotted crops, this results in a further decrease
in allotments. It is almost impossible to reduce total costs because
fixed costs constitute such a high proportion of total costs. It can
even be argued that on the family-type farm labor is a fixed cost.
Over time, costs can be reduced substantially through improvement
in technology; but this is far from a satisfactory answer in the short
run.

(b) Price instability.-Price instability continues to be a major
problem facing commercial farmers. Prices of nonsupported com-
modities continue to vary widely from season to season. These vari-
ations are due largely to changes in supply, although there are some
changes in demand. While some of the variation in supply is due to
weather conditions, farmers' reaction to clhanging prices is the major
cause of variation in supply nationally. Good prices at time of sale
of present crop continue to cause farmers as a whole to increase pro-
duction in the next production period. This results in sharply falling
prices and a substantial curtailing of production which results in
higher prices and starts the cycle over. Due to the inelastic demand,
prices change sharply with relatively small changes in supply. Such
a situation is probably inherent in an economy where several million
units are operating independently, particularly so long as there is
unused productive capacity.

(c) Increa~sing capital requirernent8.-Requirements for both fixed
and operating capital have been increasing rapidly. WN hile new tech-
nology has given great benefits, it has almost invariably increased cap-
ital requirements. An equally important factor has been the increase
in cash costs of farming due to substituting purchased supplies for
home-produced supplies. For example, the farmer of today buys
tractors and fuel whereas for many years he produced the work ani-
mals and feed for them on the farm. The increasing capital require-
ments affect the farmer in two ways. First, the farmer has the prob-

29



30 POLICY FOR COMMIERCIAL AGRICULTURE

lem of accumulating and/or acquiring the capital. This becomes in-
creasingly difficult as net income decreases. The second effect is that
risk is increased and this has several repercussions. Risk may appear
so high, particularly in view of the lower profit margins, that some
investments needed to increase efficiency are not made; crop failures
due to bad weather or poor management can very quickly force a
farmer out of business; and the need for competent management is
increased sharply.

Perhaps the greatest impact of the high capital requirements is in
the area of young people getting started in farming. Most young
people do not have and camnot borrow the necessary capital. Those
who can borrow the required capital, probably through family con-
nections, find that interest and principal payments require such a high
amount of their total income that they must accept a low standard of
living for many years.

(d) The marketing problems of farmers.-Another major problem
of commercial farmers is adjusting to the demands of the modern
marketing system. The marketing system has changed as rapidly as
production due to new technology and the addition of new services.
The present-day marketing system requires a large volume, consistent
quality, and dependable supply. The volume of most family-type
farms is too low to permit the family to do the packaging storage,
processing, advertising, etc., required. Volume is often too low to at-
tract processing and merchandising firms. The alternative is for
farmers themselves or marketing firms to assemble the produce of a
number of farmers. The assembly per se is not difficult, but securing
the necessary consistent quality and a dependable supply do become
limiting factors. Many people attribute vertical integration in some
commodities to the need on the part of processors and marketing
firms for a dependable, large volume of consistent quality product.
Income problems of low-income farmers

The low-income farmers have to some extent the samve problems as
the commercial farmers. These problems are generally of less im-
portance, however, than several problems peculiar to low-income
farmers.

(a) Limited resources.-The vast majority of the low-income fami-
lies have too few resources to sustain levels of living consistent with
United States standards. The amount of land and capital available to
them is so low that even if the best technology and management is used,
income is still low. The problem is accentuated because the small
size of business often prevents use of much technology which would
increase income. As an example, many small farms cannot justify
mechanizing farm operations; yet mechanization is necessary for a
return to labor comparable to that earned in nonfarm employment.
Limited resources also mean there are limited assets to use as collateral
for borrowing money.

(b) Resource accimulation difficult.-One obvious answer to the
problem of low-income farmers is acquiring additional resources. Ac-
cumulating additional resources is very difficult for this group for a
number of reasons. First, low income makes it difficult to save, the
bare essentials for the family requiring all income available. Second,
on the average, low-income families have an above-average ratio of
dependents to income producers, due largely to outmigration of work-
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ers in the productive age bracket. This makes it difficult to increase
income and does increase consumption. Third, many low-income fam-
ilies have a low preference to save, the reasons for this being obscure
and debatable but the consequences obvious. Even if income is in-
creased through grants or due to some windfall, it is likely to be con-
sumed rather than invested in income-producing uses. The high
propensity to spend even makes these families a poor credit risk and isa limiting factor to making additional resources available through a
program of easy credit. Of course, there are a number of low-income
families which can be converted into commercial farmers through a
liberal credit program. The record of the Farmers' Home Adminis-
tration proves this. At the same time, there is ample evidence that
liberal credit is not a feasible solution for the income problems of
many of the families.

(c) Limited ability of operators.-Many operators of low-income
farms do not have the ability to apply modern technology and manage
a modern commercial farm. Low-income farms have tended to be
concentrated in the same geographic areas for many years. There
has been a constant outmigration of the better trained people. Also,
there has been less formal and informal training for farmers in the
low-income areas than in other areas. These factors have resulted inpoorly trained farm operators which is just as much and perhaps more
of a cause of low income than limited land and capital.
Income problems of part-time and residential farmers

This is a very heterogeneous group of families. Some in this cate-
gory consider themselves to be primarily farmers, looking to off-farm
work as merely a supplement, and may even refuse nonfarm work
if farmwork is pressing. There are others who consider farming as a
supplement to their nonfarmn income, living in rural areas and farm-
ing because they inherited a farm or because they consider raising
a family on a farm to have many noneconomic benefits. There is
still another group of part-time and residential farmers who have
little employment in either agriculture or off-farm work.

The nonfarm employment of people in this category runs the full
gamut of employment possibilities. Some are professional people,
some are self-employed, while still others work at the most menial
task.

The income situation and income problems also vary widely. Thecombination of farm and nonfarm employment gives some of the
families larger income than either most full-time farmers or most full
time nonfarmworkers. At the other extreme are those who eke out
a bare existence and are really welfare cases.

Farmnrs of this category have income problems of two sorts. They
have basically the same problems in connection with their nonfarm
employment as people engaged only in nonfarm employment. In this
category falls problems such as keeping fully employed, job security,
wage rates, working conditions, and the like. Some part-time farmers
feel that the employment problems of part-time farmers are different
from those of non-part-time farmers. They feel that they may be the
first to be released if employment is curtailed simply because they
do have a farm and, hence, have a possibility of other income. There
are some reports of more absenteeism on the part of part-time farmers
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because they take time to work on the farm. This, in turn, may have
some effect on advancement and job security. Part-time farmers are
less mobile than those workers not farming. This probably results in
lower wages. The solution of many of these problems is beyond the
realm of agriculture policy. The answers to some of the problems, for
example farmwork conflicting with nonfarm work, can be solved with-
in the agricultural economy.

Part-time and residential farmers also have agricultural problems.
As in the case of low-income farmers, the part-time and residential
farmers have some of the same agricultural problems as commercial
farmers. Part-time farmers are concerned with the price-cost squeeze,
price instability, and marketing. They are of much less importance,
however, to part-time than to commercial farmers. On the other
hand, part-time farmers have some special problems. Some part-
time farmers use such poor technology and management and/or have
such a small scale of operation that some of the nonfarm income is
required to support the farming operations. A much more common
problem is conducting farming operations which conflict with the non-
farm employment. This likely results in a poor job at each. This
problem can often be solved through either a change in scale of opera-
tions, a change in enterprise combinations, or both. Part-time f arm-
ers usually make less use of technology than full-time farmers, likely
due to lack of interest, scale of operation, and the lack of necessity
for efficient production rather than to a shortage of capital which is
likely the major limiting factor with low-income farmers. There is a
tendency for part-time farmers to leave some resources, particularly
land, idle and let it erode, which may be more of a public than a pri-
vate problem.

For some part-time and residential farmers the farm problems are
more important while for others the nonfarm employment problems
are more important. There is considerable evidence that the farm-
ers themselves are more concerned with their nonfarm employment
problems. The fact that they accepted nonfarm employment is evi-
dence that they recognized that their income problems had to be solved
outside of agriculture. The low level of technology, large amount
of idle land, etc., are further evidence of a declining interest in agri-
culture.

Mention should be made of those in this broad category who are
making low earnings from both agriculture and nonfarm employ-
ment. A number of studies show that for either physical or mental
reasons many of these families are not capable of productive work.
Some of these families are not hopeless welfare cases and can be re-
habilitated. Regardless of whether they are hopeless or can be re-
habilitated, they are largely a problem for the welfare agencies.

SUMMNARY OF INcoME PROBLEMS

The commercial farmers are faced with the problem of maintain-
ing income. This is proving difficult in the face of a cost-price squeeze.
Price instability, increasing capital requirements, and a changing and
increasingly complex marketing system add to the problem of main-
taining income.
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The basic problem of the low-income farmers is insufficient resources.

It is almost impossible for these farmers to save and acquire additionalresources and preference patterns keep liberal credit from being a
universal answer. The scale of business and limited managerial abil-
ity even limit the use of new technology with existing resources to im-prove income.

Many part-time and residential farmers have a satisfactory level of
income. Their position is complicated, howe ever, by having both farmproblems and problems connected with nonfarm employment. Special
farm problems include coordinating farm activities with nonfarm ac-
tivities, and keeping the farming operations profitable. In the broadcategory of part-time and residential farmers there is a group of peo-
ple who make very lowv incomes from all sources. These families
usually have some disability. Their income problems must be solved
through a welfare program.

APPLICATION OF PRICE POLICY TO THlE SOLUTION OF THE INCOME
PROBLEMS OF DIFFERENT CATEGORIES OF FARM FAMILIES

Appraising the impact of price policy on the solution of farmers'income problems is immensely complicated. Further, there are both
favorable (and unfavorable points. Conclusions as to overall value un-doubtedly vary from one group of farmers to another and from one
commodity to another. Hence, in a paper of this nature, only broad
generalizations can be made.

Overall ignpact of price policy.-One point which is quite clear is
that price supports do not affect all farmers equally. The purpose
of price supports is to raise prices above those that would prevail inthe absence of Government regulations. Those who sell the most unitsreceive the greatest benefit. Small farmers receive less benefit than
large farmers and subsistence farmers receive no benefits. In spite
of this, the plight of the small and low-income farmers has been fre-
quently used to justify price-support prograins.

It is equally clear that price supports have increased farm income
in any given year. This is true even where production has been re-
stricted as a prerequisite for price supports. With an inelastic de-mand, an increased volume at a lower price will not give as much
income as a smaller volume at a higher price. The above conclusions
may not be true in the long run for commodities where there are close
substitutes for the product and where exports are a major factor. Anexpanding market is one of the major conditions needed for farmers
to work out their income problems. High price supports tend to work
against this goal.

Price supports have certainly reduced price instability. This has
reduced risk and has encouraged increased efficiency and thus has con-
tributed to increased income. Means of securing reasonable price
stability without the loss of markets should be explored, however.

The allotments associated with some price supports have contributed
to inefficiency and hence. lower incomes in several respects. Efficient
production of each commodity requires specialized (cannot be used
for another commodity) eq uippment and frequently specialized build-
ings which are quite expensive. Successful production of each com-modity today requires specialized skills and a great deal of knowl-
edge. These factors indicate the desirability of specialization on one
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or at least a few commodities. Allotments have prevented specializa-
tion.

The small acreage of a given crop has often made investment in
specialized equipment and buildings impractical. This has resulted
in inefficient production methods on some farms. On farms where the
acreage will still justify modern equipment, capital requirements have
been increased by forcing farmers to equip for several enterprises.
Preventing concentration of production on a given farm and in a
given area has accentuated the marketing problems of volume, con-
sistent quality, and dependable supply.

Allotments have contributed to inefficiency in still other ways.
They have served to at least slow down the shifting of production
from one geographic area to another that would normally have taken
place.

On the other hand, high price supports without allotments or with
certain exemptions, as in the case of wheat, have stimulated produc-
tion in new areas, thus contributing to the surplus problem. Reducing
acreage on farms which are equipped and have the know-how for
efficient production and at the same time creating new producers has
not created efficiency in production and has not contributed to a solu-
tion of the surplus problem.

As a final point, the price policies have undoubtedly tended to keep
some small farmers in agriculture. The higher prices plus the in-
creased land values accruing from the allotments have been sufficient
to keep a number of farmers above the margin point of necessarily
getting out of agriculture. While the above point is true, it probably
has much less effect on movement out of agriculture than has the
availability of tangible nonfarm employment opportunities.

Impact of price policy on commercial farmers.-The major impact
of price policy has been on commercial farmers. The effects have
varied, partially because the programs have varied. Those farmers
producing commodities which have had no price supports have re-
ceived no benefits. They may have been harmed to the extent that
imposing allotments on some crops has encouraged other farmers to
produce their commodity. The effect has also been different where
allotments have accompanied price supports and where there have
been no allotments. Effects have been different where there has been
a continuous program as in tobacco and where there has been only
temporary help as in the case of hogs. In spite of these differences, it
appears that the average commercial farmer has received some bene-
fits from price programs. Incomes have been raised and less in-
stability of prices and lower risk have increased production efficiency.
On the other hand, the higher prices have tended to curtail the market,
particularly for those commodities which have industrial substitutes
such as cotton and those commodities which depend a great deal on
exports such as wheat and tobacco. Allotments have contributed to
inefficiency in several ways. It is likely that up to this time the gains
have been greater than the losses. There is some evidence that this
will not hold true for the future.

Impact of price policy on low-income farmers.-Price programs
have been of quite limited help to the low-income farmers. True,
prices have been raised for them as for commercial farmers, but the
low-income farmers have had less to sell. Further, except where the
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bweliefis of price supports have been automatically available as in the
case of tobacco, many small farmers have not taken advantage of the
price-support program. Pricing programs have kept some farmers
in the low-income category because sufficient income has been made
available to prevent forcing them to either become larger or to get
out of agriculture. Allotments have made it harder for small farms
to become larger, as usually the first and best means of expanding scale
of business is to increase an existing enterprise. It would not be sur-
prising, if all facts were available, that they would show that the pric-
ing programs had actually worked to the disadvantage of low-income
farmers. Certainly, this has been the case for residential and sub-
sistence farmers.

Impact of price polioy on part-time and residential farmers.-Price
programs have probably been of even less help to part-time farmers
than they have to low-income farmers. Many of the part-time farm-
ers are even smaller than lowv-income farmers and even fewer have
chosen to take advantage of the aid available. On the other hand,
the undesirable effects of the pricing programs have had less impact
on the part-time farmers than on low-income farmers, largely because
part-time farmers have not sought to expand operations. The higher
land values occurring from allotments and higher prices may have
caused some people to remain as part-time farmers instead of getting
completely out of agriculture. Whether this is good or bad is
debatable.

MAJOR POLICY NTEEDS

It is largely beyond the scope of this paper to suggest policy alterna-
tives. A few brief generalizations concerning policy needs are of-
fered, however, primarily to substantiate the introductory remark that
problems of the several groups of farmers are different and that dif-
ferent types of programs are needed to solve them.

Policy needed for cornmercial farmers.-I believe there is evidence
to support the contention that it is not in the interest of either com-
mercial farmers or societv as a whole to completely eliminate farm
pricing programs, certainly as long as agriculture is tending consist-
ently to overproduce. The ideal pricing program would be far dif-
ferent from present programs. The ideal pricing program would
eliminate unreasonable price instability and yet would not consistently
stimulate excess production. Allotments would be eliminated and a
storage program instituted to help stabilize prices. Such an ideal
program would promote efficiency, would not interfere with realloca-
tion of resources either within agriculture or between agriculture and
other segments of the economy, and would give our agricultural prod-
ucts a chance of competing with industrial production and foreign
competition. If this ideal pricing program does not give commercial
farmers an income level which is termed desirable by the Congress,
then some direct means of transferring income to farmers should be
devised.

Price and income programs alone are insufficient in order for com-
mercial farmers to continue to compete successfully with the nonagri-
cultural economy. Agriculture must continue to be served by a Gov-
ernment-sponsored research and education program comparable to that
conducted by industry. Likewise, the Government may have to con-

A



36 POLICY FOR COMMERCIAL AGRICULTURE

duct or at least underwrite a credit program designed for commercial
farmers, particularly in connection with the transfer of farms from
one generation to another.

Policy needed for low-income farmers.-Two types of programs
are needed to help solve the problems of low-income farmers. Some
low-income farmers can be moved into the commercial farming cate-
gory. They should have an opportunity to do so. For this oppor-
tunity to be realized, there must be a pricing and research program
similar to that suggested for commercial farmers; even more educa-
tional assistance will be needed; and some sort of Government con-
ducted and underwritten credit program will almost certainly be
needed to help these people acquire additional resources.

Some of the low-income farmers will need to move into nonfarm
employment on either a full-time or part-time basis. Several steps
are needed to bring this about. As a minimnumn, these people need in-
formation on0 nonfarm employment opportunities and traini ng in
nonfarm employment. This may be insufficient to move a substantial
number into nonfarm employment. Studies show that most farmers
will not move far from their home community to accept their first
nonfarm. employment. This suggests a policy of encouraging the
development of nonfarm employment opportunities in areas of high
concentration of low-income farmers. Another alternative, which
could be used in combination with the above, is an assistance program
for moving low-income farmers to nonfarm employment. This could
include paying moving expenses, providing housing, and guarantee-
ing certain employment for a stated period.

Part of the low-income farmers will either be incapable or not desire
to become either commercial farmers or accept nonfarm employment.
If it is determined that this group is entitled to aid, assistance beyond
that available to commercial farmers should be through some sort of
welfare program.

Policy needed for part-time and residential farnmrs.-Much more
must be known about the characteristics of part-time and residential
farmers, particularly about their nonfarm emnplovllent, before assist-
ance programs for this category are developed. It is clear that this
group needs assistance in connection with nonfarm employment prob-
lems as well as their farm employmente and that these must be related.
In addition to the pricing programs suggested for commercial farmers,
several special aids are needed. These people need educational help in
exploring alternatives available in agriculture, in nonfarm employ-
ment, and the various alternatives for combining the two. Many of
these farmers are far below their optimum income; and there is evi-
dence that many cannot continue to operate as they now are over a
period of years.

Many of the part-time farmers do not want to actively participate
in farming yet they do not want to sell the farm because of the
security it provides. This category needs advice on possibilities of
renting land to others who want additional resources and on pos-
sibilities of land uses such as pasture and trees which require little
labor and yet conserve the soil.
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As in the case of low-income farmers, some families in this category
are essentially welfare cases and if assistance to this group is desir-
able, it should come through some sort of welfare program.

As indicated earlier, some of the part-time farmers have solved
their income problems. Many others can move into this category
with further guidance and training in nonfarm employment concur-
rent with guidance in use of their agricultural resources.

97226-57-4



DISTINCTIVE PROBLEMS OF AGRICULTURE IN AD-
JUSTING TO ECONOMIC GROWTH AND DEVELOPMENT

George H. Aull, The Clemson Agricultural College

We live in a world in which nothing is more certain than un-
certainty, and nothing is more constant than change. Any segment
of our economy which fails to take note of these facts, and to adjust
accordingly, will soon find itself left behind in the inexorable march
of time.

For reasons which are not widely understood agriculture as a whole
seems to have encountered more problems than other industries in
attempting to adjust to economic growth and development. It will
be the purpose of this paper to examine some of these problems as a
first step in any program designed to facilitate adjustments which
are obviously indicated.

At the outset it needs to be said that the problems of agriculture as
a whole do not necessarily coincide with the problems of individual
farmers or even of farmers as a group. For example, no one questions
the necessity for an agricultural system which will not only provide
adequate supplies for current demand but which will permit the
accumulation of needed reserves and at the same time maintain the
productive capacity of the agricultural plant. This, of course, is no
mean undertaking and, except in a country blessed with abundant
resources and widespread adoption of improved practices resulting
from research and education, it might prove to be well-nigh im-
possible. It is obvious, however, that this is not now a problem of
United States agriculture. On the other hand, agriculture's success
in this regard has undoubtedly created some problems for United
States farmers. Since the problems have arisen in part as a direct
result of Government policy, and since any other policy might give
rise to even greater problems, it is apparent that the Nation itself
must face up to the issues arising out of conflict between the long-
time national interest and the interest of individual farmers here
and now.

Some of these issues may be stated as follows:
1. How large a stockpile of reserve supplies should be maintained?
2. What is the best and most economical way to accomplish the

goal with the least harmful effect on the agricultural economy?
3. What measures do we need to take in order to conserve the

physical resources needed for the future without undue hardship on
the present owners of these resources?

4. How can the basic needs of our population be supplied at a cost
commensurate to the purchasing power of consumers as a whole?

5. Should steps be taken now to assure continued availability of
the manpower needed in agriculture?

6. Are there values inherent in rural life which must be preserved
in the national interest?
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It should be apparent from these questions that a satisfactory ad-

justment to economic growth and development by individual farmers
in their own interest (assuming that it can be made) would not per se
result in a satisfactory adjustment by agriculture in the interest of
the country as a whole.

Broadly speaking there are three possible courses open to farmers
faced with the necessity for adjusting: (1) leave agriculture alto-
gether for some nonfarm employment; (2) supplement farm income
with income from nonfarm sources; and (3) adjust the organization
and operation of the farm to meet changing conditions.

A great many have already taken the first course.' Others are seek-
ing full-time jobs in industry, the trades and professions and will
shortly remove themselves from the classification of farmers. This
movement deserves to be encouraged by every legitimate means. In
most cases involving a transfer from farm to nonfarm employment
the worker not only betters himself and his family but adds weight
to the forces contributing to the improvement of agriculture. It has
been found that people raised on farms are reluctant to move great
distances, and for this reason the establishment of industries in areas of
dense farm population provides a much more effective means of en-
ticing farmers into nonf arm jobs than does any scheme involving large-
scale migration of underemployed rural people. It cannot be over-
emphasized that the voluntary movement of farm people into full-time
nonfarm jobs provides one of the quickest and least costly means by
which agriculture can adjust to economic growth and development.
Likewise this is the road to greater economic security for those who
move. It must not be forgotten, however, that the attachment of farm
people to the land is deep seated and very real. It is largely for this
reason that many people do not choose to give up a lifetime of ex-
perience on the farm even when to do so offers every prospect of im-
provement in their economic status.

To many people now on farms, the economic motive is secondary,
and it is virtually impossible to understand the agricultural situation
in the United States without recognizing this fact. Obviously, any
adjustment opportunity open to them is evaluated not in terms of
financial reward but of a host of intangible (psychic) values embodied
in expressions such as "freedom of action," "good place to raise chil-
dren," "beauty of surroundings," "security of employment," "close-
ness to God." One 38-year-old farmer "called" to be a minister, put
it this way as he explained (with tears in his eyes) the agony accom-
panying his decision to heed the call and consequently to leave the
farm: "On the farm," he said, "possessions are personal. Every ani-
mal has a name. A farmer is not only attached to the soil but to a
particular plot of ground. I would not have left under any circum-
stance except to enter the ministry." The extent of this feeling is such
that it cannot be written off as of no economic significance. It un-
doubtedly is an important factor in explaining why so many people
remain in agriculture when, according to commonly accepted stand-
ards, they should move out.

'Official figures show that the number of farms in the United States has declined fromabout 6.5 million In 1920 to 4.8 million in 1954. During the same period farm populationhas decreased from .2.0 million to 22.2 million.
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As has been indicated, there are two ways by which those who
choose to remain in agriculture seek to do so. One of these is through
part-time, or, more commonly, part-family employment in industry.
This does not call for any change in family residence and need not
have any effect on the regular and normal operation of the farm. It
may, however, be the first step in the abandonment of most or all of
the farming operations. Whatever else may be said of this type of
"adjustment," it has become widespread, and in many parts of the
country today it is almost impossible to find a farm family which
does not have at least some nonfarm income. For more than 1.5
million farms, or 30 percent of the total, such income exceeds the value
of farm products sold.2 The presumption is that on many of these
farms a satisfactory adjustment has already been made. The same
may also be said of ai soniewhat similar group which is made up largely
of what are described as "rural residents."

In addition to those who seek to remain in agriculture by supple-
menting their income with nonfarm employment, another large group
may be expected to achieve a successful adjustment as full-time farm-
ers. This group represents a substantial proportion of the 40 per-
cent of United States farms accounting for 90 percent of the value
of all agricultural products which enter into commercial channels.
While there are problems, farmers in this group are least likely to
encounter insurmountable difficulties in making the adjustments indi-
cated for successful farming. This is true because they are better
farmers and command more of the resources needed for essential
changes.

For the most part, the farms in this group are adequate as to size
and not overly handicapped by lack of capital. While there are out-
standing exceptions, the most widespread and serious obstacles to
adjustment in this group will be (1) unfavorable economic condi-
tions generally and (2) a lack of really good management. In the
event of failure to achieve and maintain a satisfactory and profitable
adjustment on these farms (assuming reasonably normal economic
growth and development), the one factor most likely to be responsible
will be management. Other influences, however, are definitely in the
picture and will, to a greater or less degree, shape the time, manner,
and form of the adjustments made. Many of these influences are in-
herent in the farming business and distinctive as to agriculture. For'
example, there are qualities of land which, while ideally suited to one
type of farming, are entirely unfit for another. There are also limita-
tions imposed by climate and by location. Expensive buildings
which serve admirably on a cotton and tobacco farm may very well
be in the way if the adjustment is to livestock. Equipment bought
for a dairy farm finds little use if conditions call for a shift to beef
cattle or hogs. Moreover, each type of farminng requires a new and
different kind of skill. This "fixity of investment," which is charac-
teristic of agriculture, is one of the explanations for the stability of
the farming business and a prime factor in "freezingo' patterns of
farm production. Add to this the fact that land is both "immobile"
and "indestructible," and it becomes even more clear why farmers
as a group face serious and distinctive problems not only iin shifting

2 See article by Lolis T. Dueoff. Classification of Agricultural Popllation In the United
States, Journal of Farm Economics. vol. XXXVII, No. 3, August 1955, p. 515.
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their production to other lines but in leaving agriculture for other
industries. Furthermore, the number of opportunities to dispose of
such holdings is limited.

Other problems peculiar to the farming business include the follow-
ing:

1. Dependence upon weather.
2. Loni time between "start" and "finish."
3. Production cannot be turned "on" and "off " at will.
4. Preponderance of family labor.

In addition to these, farmers, to a very high degree, are subject to
the uncertainties of the market; to public policies governing money,
trade, etc.; to changes in technology on the farms; and to competition
with industry for labor.

All of these problems are particularly significant in the case of
farms in the group with which we are here most concerned; that is,
those having substantial investments in specialized (or even general-
ized) enterprises well adapted to a particular area but now apparently
faced with mounting surpluses and a decreased demand.

For many in this situation the choice of "sticking it out" (with the
aid of Govermnent price supports) many times appears preferable to
any available alternative. For others, with small investments in land
and capital and with less adequate training and experience (a circum-
stance not unusual for a large number of low-income farmers, particu-
larly in the South), the decision is even more positive. What else
can they do? Where else than in agriculture can they find the same
social acceptance or even the same level of living they now enjoy?
Who but a benevolent farm owner will insure a "home in the country"
and a line of credit to the host of sharecroppers who seek a new
location (in farming) nearly every year ?

These are questions which must be reckoned with in any program
designed to assist agriculture in adjusting to economic growth and
development.
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DOES ABSENCE OF MONOPOLY POWER IN AGRICUL-
TURE INFLUENCE THE STABILITY AND LEVEL OF
FARM INCOME?

K. E. Boulding, University of Michigan

Agriculture is rightly regarded as the last great area of small busi-
ness. Even the 100,000 farms which are classified in the census as
"large" are tiny compared with even a medium-sized manufacturing
company, and the 3 million or 4 million "family farms" are, of course,
still smaller. The only other large areas of economic life which com-
pares with agriculture in the average size of the firm are retailing
and the service industries, and even here the income per enterprise is
3 or 4 times what it is in agriculture.'

The problem of the relation of the size of the firm to the nature
of the market which it faces is one of the most difficult in economics,
both theoretically and empirically. We cannot assume, offhand, that,
just because a firm is small, there are no elements of monopoly in its
market situation. The village barber, the small specialized manufac-
turing concern may have an effective degree of monopoly. Nor is
there a necessary connection between large size and monopoly power;
many large corporations are effectively hemmed in by the competition
of similar firms, of substitute products, and by the pressures of pub-
lic opinion and Government regulation.

Nevertheless, where we have a situation with small firms producing
for the most part a standard commodity for a large national market,
as we do in commercial agriculture, we can feel confident that the ele-
ment of monopoly in this situation is practically nil, and that here is
one place in the economy where the economist's beau ideal of perfect
competition is found. One may hesitate to claim, with Adam Smith,
that "Country gentlemen and farmers are, to their great honor, of all
people, the least subject to the wretched spirit of monopoly" (The
Wealth of Nations, Modern Library edition, p. 428), but the most
jaundiced antiagrarian cannot deny that, of all people, farmers have
the least opportunity for monopoly. Indeed, I am aware of only one
agricultural product in which there has been any really successful
exercise of monopoly power; this is the California lemon, where a rela-
tively small number of growers, concentrated in one area and protected
by climate and the tariff, have succeeded in organizing themselves
sufficiently to exert a true monopolistic control over the output and
price of lemons.

Is this, however, an occasion for rejoicing; that, in the midst of so
many who have bowed the knee to the Baal of monopoly, there are

I Income per enterprise (1950 census) was $2,521 in agriculture, $7,846 In retail trade,
and $8,408 in service industries. The disparity would be much less, of course, If subsist-
ence agriculture were excluded. By comparison, income per enterprise was $49,179 in
mining and quarrying, and $83,149 In manufacturing. (See Ronald E. Mighell, American
Agriculture, p. 47.)
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the faithful reirmiiant who preserve the practice, if not the faith, of
competition in its purest form on which our society supposedly rests,
or it is an occasion for lamenting the injustice involved to the faithful
rermnant, who do not, oir cannot, avail themselves of the monopolistic
defenses of the rest of the economy, and who, therefore, merit the
special protection and support of government? One wishes there
were some nice, simple answers to these questions.

There are really tvo distinct problems. One is the short-run problem
of the effects of the distribution of monopoly and competition on the
behavior of the economic system during the business cycle. The other
is the long-run problem of the effects on the broad course of economic
progress. Of these two problems the first is the easiest to answer. Therecord makes it clear that agriculture behaves very differently from
manufacturing industry over the course of a business fluctuation, and
especially in severe depressions. A depression is characterized by
a general decline in money income and in the money value of output.
This decline is fairly uniform, industry by industry. That is to say,
when the money value of national income is about halved, as it was
from 1929 to 1932, the money income of each major industry likewise
is approximately halved. The money income of an industry however
is the money value of its annual product, and this in turn is equal to
the quantity of product multiplied by its price. If wheat farmers for
instance produce 500 million bushels of wheat in a year, and sell it at an
average price of $2 per bushel, the value of their product, and there-
fore their gross money income, is $1 billion. In agriculture a decline inmoney income is brought about almost wholly by a decline in the prices
of agricultural produce. In manufacturing industry by contrast muchof the decline in money income is brought about by a decline in em-
ployment and output, while prices stay up or decline much less. There
is no doubt that the reason for this difference lies in the different
market structures: in agricultural markets unsalable stocks of goods
produce an almost immediate downward pressure on the price. In
the markets for industrial goods unsalable stocks of goods produce not
so much a fall in the price as a cutback in output and employment.
These different market structures are again related to the size of the
firm in proportion to the total output of its product: if an individual
wheat farmer reduces his output this -will have no perceptible effect
on the price of wheat; if a manufacturer of some specialized and
brand-named article cuts back his output, he can maintain his price
without difficulty in the face of falling money demand.

From the point of view of society as a whole the inability of agri-
culture to reduce output in a depression is an almost unmixed bless-
ing. If it were not for this fortunate characteristic of agriculture we
would starve in a depression as well as suffer from unemployment and
from diminished outputs of industrial goods. As it is, even in the
severe depression of 1929-32, average food consumption in the United
States did not apprecihbly decline, though there is no doubt that the
distribution of food consumption worsened-that is, some people ate
very little and some too well. Food consumption did not decline be-cause food production did not decline. If the farmers had been able
to protect their prices by restricting their outputs, as manufacturers
are so frequently able to do, we would not merely have suffered loss
of real income and unemployment, we might have starved as well.
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The question must be raised however whether this support of the
rest of the economy in depression by the farmer does not involve him
in a real sacrifice, so that in a sense he is exploited by the rest of so-
-ciety. It is true that a depression invariably involves the worsening
of the farmer's "terms of trade" or "parity ratio," and this is un-
doubtedly one reason why parity has become an important symbol for
the farm groups. The reason for this is found basically in the different
responses of agriculture and industry in regard to output. The farm-
er's terms of trade are what he gets (in real goods) for one unit of
what he sells. In a depression he has just about as much to sell as be-
fore, as his production stays up. What industry has to offer to him,
however, has sharply diminished in quantity. He can buy less in-
dustrial goods with his wheat, simply because there are fewer indus-
trial goods being produced. It is the bathtubs and paint and cloth-
ing and automobiles which are not being produced because of unem-
ployment that the farmer cannot buy, because they are not there to
buy. This is the "real" phenomenon behind the relative price
changes-the greater fall in agricultural prices than in industrial
prices.

The farmer, of course, is not the only person who is affected ad-
versely by a depression, and it may be doubted whether he is affected
more adversely than the industrial worker, the stockholder, or the
small-business man. Indeed, the fact that there is a slight drift back to
the farms in a severe depression indicates that in spite of the worsened
terms of trade of agriculture, the fact that it offers employment op-
portunities more than outweighs the disadvantages, and that as com-
pared with the combination of high real wages for the employed and
a large chance of unemployment in industrial occupations, and full
employment at low real wages in agriculture there seems to be some
pull toward the latter. We really know very little about the incidence
of depression on the distribution of personal incomes by occupations
and by regions and by large industrial groups. The only groups which
clearly gain from depression are the receivers of interest, pensions, and
annuities, and those who are in "protected" employment positions,
with tenure and seniority. Thus the proportion of national income
going to interest rose sharply from 7 percent in 1929 to 13 percent
in 1932; the proportion going to wages and salaries likewise rose from
58 percent to 73 percent. We may be pretty sure that this represents
a shift from youth to age-a depression almost certainly shifts in-
come markedly from the young to the old. Just how it shifts income
from urban to rural populations we do not really know. It would
not be surprising, however, if we discovered that there was a shift
away from rural areas; more interest receivers and pensioners pro-
portionally may live in urban areas, and certainly more people with
"protected" jobs live in urban areas.

The farmer may not be the most disadvantaged group in a depres-
-sion, but he is certainly on the disadvantaged side of the line. The
answer to this problem, however, is not to improve the relative posi-
tion of the farmer by a still further decline in the national product.
The answer is clearly to prevent depressions. The worsening of the
terms of trade of agriculture in a depression is not a result of some-
thing that is wrong with agriculture, but is a result of something
that is wrong with industry. We could, of course, improve the terms
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of trade of agriculture by diminishing its output, as the worsening of
the terms of trade are simply a reflection of the fact that agricultural
output declines less than the output of industry. But this would be
sheer madness: the sensible thing to do is obviously to improve agricul-
tural terms of trade by increasing industrial output, not by diminish-
ing agricultural output-assunming here that we are not talking of a
shift in output between agriculture and industry, but simply of un-
employed capacity.

One further point in connection with the depression experience is
relevant to this discussion. There is not much relation between the
distribution of monopoly power in the economy and the ability to
protect profits. A depression is marked by a great shift away from
profits into almost all other forms of income, for reasons which we
cannot go into here. The monopolist can protect his price in a de-
pression better than the firm in highly competitive markets, but this
does not mean that he can protect his profits. The decline in output
which the monopolist suffers is just as destructive to his profits as
the decline in price which the competitive firm suffers. Indeed that
broad division of national income which suffers the greatest decline in
a depression is corporation profits. The fact that so large a propor-
tion of total farm income is labor income probably protects farm in-
come very substantially in a depression. Thus in the face of sharp
deflationary movements it is by no means clear that monopoly gives
anv advantage. Indeed, there is evidence to show that firms which
are in a monopoly position are too reluctant to cut prices in a depres-
sion, even from the point of view of their own profits, and that the
inertia and lack of sensitivity to price policy which seems inevitably
to be the outcome of monopoly is a detriment to the monopolist him-
self in times of sharp monetary changes, whether of deflation or in-
flation. The monopolist even from the point of view of his own in-
terest does not lower his prices fast enough in a deflation, nor does.
he raise them fast enough in an inflation. In these short-run prob-
lems, then, the view that a monopolistic market situation gives a great
advantage to its possessor may be severely questioned.

*WN7e now turn to the much more difficult question of the long-run
effects of the distribution of monopoly power, especially as between
industry and agriculture. Here we must take a look for a moment at
the broad dynamics of the historical relation between agriculture and
the rest of the economy. In a societv in which agricultural techniques
are improving there is a constant decline in the proportion of the na-
tional economy wvhich is occupied by agriculture, whether this is meas-
ured by labor force, by value of output, or any other measure. This
is basically because of the nature of agricultural commodities as "ne-
cessities"-goods of low-income elasticity. As income rises a smaller
and smaller proportion of income is spent on food and fibers. Im-
provements in agriculture therefore result ultimately in an increase
in the proportion of the total product which is contributed bv in-
dustry, rather than an expansion of agricultural production. If the
total population is rising rapidly enough of course there may not be
an absolute decline in the agricultural population, but there will al-
ways be a relative decline. In the United States for instance the
agricultural population has declined from something over 90 percent
in colonial times to about 15 percent today. It is the resources released
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from agriculture, moreover, which have enabled the United States
and similar countries to build up their industrial systems. If it had
not been for the technical improvement in agriculture the effectiveness
of industrial improvements would have been much less. In a very real
sense therefore the American standard of life and economic power
rests on the base of agricultural improvement, in the sense of con-
stantly increasing output per agricultural worker.

Paradoxically enough, however, it has been precisely this high rate
of improvement in the productivity of agriculture which had led to
the relative disadvantage of agriculture in the distribution of income.
One may put the matter crudely by saying that the only way to get
people out of a declining industry is to squeeze them out-that is, to
make the declining industry less attractive than the expanding ones.
This is accomplished very neatly through the price system; the de-
clining industry has a chronic tendency toward overproduction, as it
never declines quite fast enough; this overproduction leads to rela-
tively low prices for its products and therefore to relatively low in-
comes for its workers and its capitalists. The differential in incomes
between the declining and the expanding industries depends on the
mobility of resources between them-that is on the ease with which
labor and capital can move out of the declining and into the expand-
ing industry. If resources are mobile a very slight disadvantage of
incomes in the declining industry is enough to induce people to make
the requisite transfers to the expanding industries; if resources are
immobile it will take a large disadvantage in the decline industry to
induce enough people to transfer out of it.

Mobility has two aspects: one is the ease in getting out and the other
the ease of getting in. Resources in agriculture may be immobile
either because there are customs, habits, or laws which tie people to
the land and prevent them from leaving agriculture, or because there
are obstacles to people entering industry. The question at issue here,
and it is a difficult one to which no very positive answer can be given
in the present state of knowledge, is the importance of the distribu-
tion of monopolistic and competitive markets, and the related distribu-
tion of sizes of firms, among the various factors which affect the mo-
bility of resources between agriculture and industry.

About the best we can do is to outline the various elements in the
situation which contribute toward the mobility of resources out of
agriculture, in order to try to make some rough assessment of the pos-
sible importance of the element of monopoly power. Historically one
of the principal obstacles to exit from agriculture has been the geo-
graphical and cultural isolation of the rural population. In all pre-
vious civilizations there has been a sharp cultural division between
urban and rural people; the very word "civilization" means literally
something that happens only in cities, and the overtones of words like
civil, urban, rustic, and so on testify to the past differentiation between
urban and rural life. Insofar as the cities have maintained them-
selves by the exploitation of the rural population they have usually
tried to justify themselves by the denigration of rural culture as
crude, primitive, and uncivilized. It is to the very great credit of
our own society that to a large extent, at least in the field of com-
mercial agriculture, we have overcome this geographical and cultural
isolation of rural people. For the first time in history we have built
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a civilization in which the farmer also is part of the "civis." Part
of this is due to the revolution in transportation and communications
which has removed the geographical and communicational isolation of
the farmer-the automoble, the radio and television, and so on. Part
of it is due to the high technology of commercial agriculture itself,
which demands a level of education and skill of the farmer at least
equal, if not superior to his urban equivalent. Whatever the reason,
it is clear that in the area of commercial agriculture at any rate the
farmer is no longer isolated from the rest of society, and that this
factor no longer can be invoked as an explanation of the failure of re-
sources to leave commercial agriculture in sufficient amount. In the
area of subsistence agriculture, which represents the main problem of
agricultural poverty, pockets of cultural and geographical isolation
still are found, though even here better roads, radios, buses, and so on
are breaking down the old isolation.

A dynamic factor which used to be of considerable importance in
explaining the continuing surplus of the agricultural population is
the differential birthrate in rural areas. A marked feature of earlier
periods was the much greater reproduction rate in the country than
in the towns. This meant that even if agriculture maintained a con-
stant proportion of the labor force it would still be necessary for
people to move from agriculture into industry in order to feed the
population increase of the country into the population deficiencies of
the towns. Even if there were no forces making for relative decline
in the proportion of people engaged in agriculture, it would still be
necessary for agricultural incomes to be somewhat less than urban
incomes in order to move the excess population of rural areas into
industrial occupations. This factor again is of considerable impor-
tance in the area of subsistence agriculture; it is of much less impor-
tance in the area of commercial agriculture, where birthrates are no
longer greatly different from urban birthrates-perhaps because of
the profound urbanization of rural life.

Another factor which may be of some importance in preventing
the exodus from agriculture is found in the institutions of land tenure
and ownership. If farmers are bound to the land by feudal ties, or
if land ownership and tenure are in forms which freeze existing ar-
rangements, and make consolidation or extension of holdings difficult,
or if credit arrangements are so primitive that it is difficult for able
and active farmers to extend their operations beyond what chance
or inheritance has given them in the way of land and equipment, or
if inheritance laws favor the splitting up of estates among children
so that children are encouraged to stay on the land and farm tiny,
scattered, and inadequate plots, then the difficulties of migration from
agriculture are accentuated. In many parts of the world these factors
are of great importance; it is hard to believe that they are of much
importance in the commercial agriculture of the United States, where
credit facilities are generally good, where farms have been growing in
size rather than being fractionated, and where it does not seem to be
too difficult for an able farmer to acquire more land and equipment.

One is left with the conclusion that the cultural and institutional
factors are not of great importance in holding people in commercial
agriculture in this country: the exit gate is pretty wide and easy to
open. The one criticism of existing institutions which might be made
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on this score is of the rural school, which might perhaps do more
to equip its pupils for the urban lives which a considerable proportion
of them will face. Where the difference between urban and rural cul-
ture is so small, however, as it is in this country this factor cannot be
of very great importance.

Is then the difficulty with -the entrance into industrial occupations
rather than with exit from agriculture, and if so, is this at least partly
to be explained by the prevalence of monopoly or large-scale organiza-
tion in industry? This is a question to which I frankly do not know
the answer, and which deserves very serious study. I can think of
no more valuable research project in this field than a good study of
farmers who have left agriculture in the past generation. Unfor-
tunately it is nobody's business to study these people: Having left
agriculture, they have passed out of the heavily subsidized intellectual
area, and they do not form an easily recognizable class of people or a
pressure group. Nevertheless the key to understanding what is the
matter with agriculture may very well lie in the study of the experi-
ences of those who have left it. We do not really know where they
go, what they go into, what fields are open to them, and most important,
what fields are closed to them. It might turn out that one difficulty is
that of fitting a small capital into the current industrial structure. It
may not be too difficult for farm laborers without capital to enter the
industrial working force. It may be quite difficult for a farm operator,
who is a laborer-plus-capital, to find an equivalent niche in industrial
society. This may or may not have anything to do with the existence
of large-scale industry. We do not expect, of course, a farmer to
start a steel mill or an automobile plant. There are, however, many
areas of industry where small capitalists are important-in retailing,
in construction, in personal services and in the professions. If, howV-
ever (as one suspects), in the overall distribution of enterprise by size
there is a disproportionate number of small enterprises in agriculture,
this may present a real obstacle to the transfer of small worker-
capitalists from agriculture to industrial employment.

One further question needs to be asked, though here also a definite
answer is hard to give. It is sometimes argued that the farmer is
peculiarly disadvantaged because he sells to large concerns with mo-
nopolistic control over their markets, whereas he buys in the general
competitive market, or even worse, buys from large, monopolistic con-
cerns also. According to this view he is subject to monopolistic ex-
ploitation from his suppliers, -and to what economists call monop-
sonistic exploitation from the purchasers of his products, squeezed be-
tween big buyers on the one hand and big sellers on the other. We
certainly cannot deny the possibility of such exploitation. For it to
be effective, however, there would have to be an almost total absence of
competition among the firms supplying or buying from farmers, and
it is probable that there would also have to be price discrimination-
the purchasers, for instance, paying a smaller price to farmers with
lower costs or with lower mobility. Otherwise, given sufficient mo-
bility, any attempt to exploit farmers would simply result in their
leaving the occupation in numbers sufficient to force the purchasers to
raise their prices in order to get an adequate supply. It is to mobility,
rather than to simple market monopoly, that we must look for an'
explanation of the farmer's difficulties.
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In the past, and in particular places, this element of monopolistic
or monopsonistic exploitation may have been important. Today how-
ever there are txvo important safeguards against it. One is the Robin-
son-Patman amendment to the Clayton Act, which seems to have been
at least modestly effective in preventing price discrimination. The
other, and perhaps the most important, is the rise of the marketing
cooperative. If there are 'any unusual profits in the wholesaling,
processing or even retailing of farm produce it will not be difficult for
farmers to cash in on these profits for themselves through the device
of the marketing cooperative.

If there are unusual profits in the business of selling to farmers,
farmers should be able to cash in on these through the device of the
purchasing cooperative. The rise of the farm cooperative in the past
50 years or more is evidence that a problem of exploitation by middle-
men may have existed. The relative stability of the cooperative sector
of the market now however is evidence that the problem is no longer
serious, and that there are no longer any large areas of unusual profit
for the cooperatives to undermine. This does not preclude the possi-
bility of local situations where exploitation of this kind continues,
especially where it may be combined with racial or other forms of
group discrimination. As a large general problem, however, I think
we may claim that whatever its importance in the past, it is no longer
a maj or concern.

A final word might be added on the peculiar position of the land-
owner in agriculture, for although this is not a problem of size of
enterprise, it may well be a problem in monopoly. It is a long estab-
lished principle in economics that an increase in agricultural income
tends to be absorbed eventually by the landowner either in rise in
rents or in the value of property. This is especially likely to be the
case where the location of the farm gives it an advantage, whether
natural or artificial, and whether geographic location or social loca-
tion. A striking illustration of this principle is the impact on land
values of tobacco marketing quotas. These are attached to the farm
rather than to the farmer. Insofar as they enable the tobacco grower
to get monopoly gains (which apparently they do) these gains are
soon capitalized in the value of the farms to which quotas are at-
tached. Thus the benefits of the scheme to the tobacco growers tend to
accrue to those fortunate individuals who own the farms which re-
ceived quotas at the begining of the scheme.

Anyone wishing to come into tobacco growing now has to pay
what amounts to a tax to the present owners of these farms in the
shape of higher land prices. A plan therefore which was devised to
help growers simply amounts to a free gift from society to land-
owners-a gift which is hard to defend on any rational or moral
grounds. There is a somewhat weaker tendency for all subsidies to
agriculture to be captured by the landowner. Where-as is frequent-
lv and increasingly the case in this country-the landowner and the
farm operator are combined in the same person the problem may
not be serious. There still may be substantial inequities involved, how-
ever, and as the poorer farmers are the least likely to be the landowners,
subsidies to agriculture (as opposed to subsidies to the poor) are all
the more likelv to aggravate the existing inequalities within agricul-
ture. Our agricultural policy has not inaptly been described as a
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"charity racket": in order to help the 25 percent or so of farmers
who really need it, we scatter largess broadcast over the 75 percent
who do not. Any program designed to help agriculture is bound to
produce scandalous inequities, because agriculture is not a homogeneous
industry, and farmers are not a homogeneous group of people. Pro-
grams of redistribution should be designed to deal with poverty, not
with agriculture. There is nothing in the mere fact of a man being
a farmer which entitles him to special consideration from society. We
should be particularly on guard against the argument that because
some farmers may be in a disadvantaged position, whether because
of their situation in the market network or for any other cause, there-
fore all farmers should be subsidized.



AGRICULTURE AND THE BUSINESS CYCLE

Dale E. Hathaway," Michigan State University
The relationship of the agricultural portion of the economy to thelevel of economic activity in the nonagricultural economy has been

a, subject of discussion for many years. The rapid changes withinthe American economy make it desirable to periodically reexamineany earlier conclusions regarding these interrelations in light of thechanging structure. This need for reexamination is intensified by theevents of recent years in which trends have developed in the levelsof income of the farm and nonfarm economy that have been consideredby some as unique in our economic history.
The passage of the Employment Act of 1946 gave official recogni-tion to the responsibility of the Federal (Governmnent for the mainte-nance of economic stability. To exercise this responsibility it is neces-sary to have available knowledge which will enable the developmentof economic policy consistent with growth and stability. Thus, an

examination of the interrelationships between the nonagricultural andagricultural economies seems particularly desirable at this time.
It was assumed that it was not the purpose of this paper to explorewhat might be a desirable level of farm income. Instead, the central

question to be discussed is the relationship of changes in income in thefarm and nonfarm sectors of the economy. On this basis it wouldseem there are two questions pertinent to this inquiry. They are: (1)What are the effects of changes in economic activity in the nonfarmeconomy upon the well-being of the farm economy, and (2) What
are the effects of changes in the level of agricultural income upon thenonfarm economv?

In attempting to answer these questions at least two approaches
are possible. In recent years there have been substantial advances inthe formulation of statistical models of the economy. These models
vary widely as to their level of aggregation and inclusiveness. Un-
fortunately, however, few of these models adequately incorporate the
agricultural sector of the economy sufficiently to give precise answers
to the questions being asked here. In many cases sufficient data are
not available for such refined statistical analysis. Therefore, it has
been necessary to rely upon somewhat less precise statistical methods,
wherever possible substantiated by the use of more refined but less in-
clusive models.

THE GENERAL FRAMEWORK UNDERLYING THE ANALYSIS

The major portion of the agricultural products produced in theUnited States are consumed domestically, and therefore, the level of
domestic demand is highly important to agricultural producers. There
are several major commodities which depend heavily upon export de-

The author is indebted to several of his colleagues. including J. T. Bonnen, W. A.Cromarty, G. L. Johnson, and L. W. Witt, who made helpful suggestions throughout thepreparation of this paper. Lyle Fettig, graduate research assistant, assembled much ofthe material for the tables. The author Is responsible for the analysis and any errors oromissions therein.
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mand-notably cotton, tobacco, and wheat-but these crops also are
subject to influences of the domestic market.

The domestic demand for farm products is usually considered to
be directly related to two factors: The size of the population and the
level of income, which determines in part the kinds of products that
consumers will demand and the prices they will pay for these prod-
ucts. Since changes in population are usually important only in a
longer-run framework, it is the latter relationship which is of primary
interest in our context.

For food products as a group at the retail level, most of the statis-
tical evidence indicates a positive income elasticity of less than unity,
i. e., a rise in income per capita -will result in increased expenditures
for food, but the increase will be less than proportional to the increase
in income. However, there are important qualifications to this state-
ment. This relationship varies widely among farm products, and
appears to be negative for some products. Thus, it appears that the
demand for white flour, lard, dry beans and peas, and potatoes de-
clines with a rise in income. The per capita consumption of these
and some other products has declined steadily and markedly as income
per person has risen. For other products, a rise in per capita incomes
brings about a greater than proportional increase in demand. Steaks,
some fruits and vegetables, and some manufactured dairy products
appear to fall in this category. For farm products as a group, gains
in real income per person due to increased employment, productivity,
or wage rates increase the effective demand for farm products.

A second important relationship is that between the nonfarm services
associated with the farm product, when sold at retail, and changes in
nonfarm income. The demand for agricultural products is, in a sense,
a joint or derived demand, since few farm products are sold in exactly
the form they are produced. Instead, the purchaser of food at a retail
store buys the raw farm product and some non-farm-produced services
which have become an integral part of the product, i. e., packaging,
freezing, processing, or canning. It appears that the income elasticity
for these marketing services usually is higher than for the farm product
involved. Thus, as income increases, a higher proportion of the in-
crease in income is spent for the service associated with the food at the
retail level than for the raw product. Historically, once these services
have become an integral part of the marketing system they have been
slow to be reduced in either number or price. This has the effect of
making the price elasticity of demand for the raw farm product even
more inelastic, thus increasing the magnitude of the fluctuations in
farm prices that will result from changes in supply, export demands,
or non-income-induced changes in domestic demand.

It does not appear that this latent force tending to increase the
magnitude of fluctuations in farm prices and incomes has received
the attention it deserves. As we look forward to steadily increasing
nonfarm income levels, we should recognize that changes in the sup-
ply of agricultural products are likely to bring forth greater instability
in farm prices and incomes, and should be prepared to adapt our exist-
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ing institutions to these conditions or develop new ones to cope with
them.

It is increasingly apparent in recent years that the reactions of
agricultural producers during periods of rising prices and periods of
falling prices are not reversals of the same relationship. Several im-
portant theoretical developments have been made in recent years,
relating to the forces underlying the supply of agricultural products .2Therefore, in this paper, the relationships for periods of business
cycle expansion and contraction have been examined separately.

In order to identify the relationships between agriculture and the
other sectors in the economy in different phases of the business cycle,
it is necessary to have some measure of general economic activity.
This paper relies heavily upon the indicators of business cycles de-
veloped by the National Bureau of Economic Research. The only
exception to this is the period 1918-20.3 Since much of the data
pertaining to agriculture is reported on an annual basis, the annual
reference dates were used, which are admittedly somewhat less precisethan the monthly reference dates generally used by the National
Bureau. F-owever, the general conclusions do not appear to be
altered, and it does allow the use of a wider range of data than would
otherwise be feasible.

THE EFFECTS OF NONFARMi BUSINESS CYCLES UPON AGRICULTURE

In examining the effects of business cycles upon the agricultural
sector of the economy, it was a'ssumed that chaniges ini level of nonfarm
business activity were to be considered as the causal or determining
factor. Therefore, in table 1, the time periods are divided into two
groups. The first group contains years of expansion in nonfarm busi-
ness activity; the second group contains years of contraction. These
periods are arrayed in terms of the magnitude of change in gross na-
tional product from the trough year to the peak year for expansions
and the peak year to the trough year in contractions rather than in
time sequence. The other columns of table 1 show the percentage
changes in various measures of the well-being of farmers during the
same period.

Among the papers that should be noted in this connection are W. W. Cochrane, TheNature of the Race Between Farm Output and Food Supply, Journal of Farm Economics,May 1953; Vernon Ruttan, The Contribution of Technological Progress to Farm Output,The Review of Economics and Statistics, February 1956; T. W. Schultz, Reflections UponAgricultural Production, Output, and Slupply, Journal of Farm Economics, August 1956;and Glenn L. Johnson, Some Facts and Notions About the Supply Function for Agricul-tnre-Their Relationship to Agricultural Problems and Prosperity in the Next TweDecades. Report of the Conference on Adjusting Commercial Agriculture to EconomicGrowtrh. Farm Foundation, Chicago, to be published in 1958.3For the development of these measures, see Arthur F. Burns and Wesley C. Mitchell,Meaisuring Business Cycles. National Bureau of Economic Rescarch, New York, 1947 andGeoffrey H. Moore. Statistical Indicators of Cyclical Revivals and Recessions, OccasionalPaper No. 31, National Bureau of Economic Research, Inc., 1950. The National Bureaumeasures show the period August 1918 to April 1919 as a period of moderate business con-traction and the period April 1919 to January 1920 as a period of moderate expansion.I do not wish to differ with them on this point. However, the use of annual data on cyclesof less than 1 year's duration raises serious problems. In addition, despite the short-livedcontraction recorded. annual estimates of gross national product and national Income.which probably reflect quite closely the demand for goods and services, both rose from 1918to 1919.
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TABLE 1.-Percentage changes in gross national product and in measures of

farmers' income during periods of business expansion and contraction, 1910-56

Periods of business

Expansion:
1911-13-
1927-29-
1924-26
1954-56
1921-23-
1946-48-
1949-53 -- --
1932-37-
1914-19-
1938-44-

Contraction:
1910-11 -
1948-49-
1953-54
1944-46-
1923-24-
1926-27
1913-14 -
1937-38-
1920-21-
1929-32-

Prices Prices Gross
Gross received paid farm

national by by in-
product farmers farmers come I

(1)

8. 7
11. 7
14. 3
14. 3
19. 9
23. 0
41.2
55. 2

100. 3
148.1

.3
0

-.6
-1. 0
-1.1
-1. 9
-3. 8
-6.2

-18. 4
-44.0

(2)

8. 5
5. 7
1.4

-5.6
14. 5
21.6
3.2

87. 7
114. 9
103.1

9.6
-12.9

-3. 5
19. 8

.7
-3. 4
-1.0

-20. 5
-41.2
-56. 1

(3)

2.0
0
0
2.1
1.2

30.2
13.9
6.5

94.1
33.3

4.2
-2.4

1. 1
14. 3

-1. 2
0

-4. 5
-18. 3
-24.8

I I

(4)

10. 2
4. 5
4.1
1.1

15. 2
20. 2
11. 2
72. 5

131. 0
144. 8

-3. 9
-8. 5
-4.2

20. 8
8. 1
.3

-2. 5
-12. 2
-33. 9

4-5.1

Average Average.
Farm Net per Num- annual

produc- farm capita ber of farm
tion in- - net in- farm- income
ex- come I come workers per

penses from worker
farming

(5) (6) (7) (8) (9)

10.9 9.6 9.1 0.2 8.7
2.6 7.0 7.0 1.0 4.8

-1. 1 11.3 20.9 -.4 11.0
3.4 -3.2 -10.9 -6.9 4.9
6.2 30.5 45.0 -1.8 27.3

30.7 9.8 24.3 .7 10.8
18.6 1.4 17.7 -13.9 16.9
36.0 156.7 158.8 -6.5 141.9

106.8 157.4 122. 1 -2. 5 131.7
110.2 195.9 224. 8 -12. 1 222. 5

1.4 -8.7 -17.7 -.1 -7.2
-3.9 -14.0 -25.8 -3.9 -9.1

1.3 -12.6 -1.1 -1.5 -10.7
17.6 24.1 21.7 .7 22.0
5.5 4.5 -2.7 -1.0 5.6
1.2 -.8 -2.3 -2.6 1.6
1.4 -6.5 9.8 .1 -5.4

-4. 7 -21.3 -26. 1 -3.0 -15. 7
-24. 9 -45.0 -54.3 -. 3 -42.9
-41.8 -69.2 -65.2 .4 -65.8

I Excluding Government payments.

Source: Col. 1-1910-28, Handbook of Basic Economic Statistics, Economic Statistics Bureau of Wash-

ington, D. C., Jan. 15, 1957 p. 224; 1929-56, Historical Supplement to Economic Indicators, U. S. Govern-

ment Printing Office, Washington, 1957, p. 3. Col. 2-1910-55, Agricultural Prices, U. S. Department of

Agriculture, October 1956, p. 48; 1956, Agricultural Prices, May 1957, p. 36. Col. 3-Agricultural Prices,

October 1956, p. 48. Cols. 4-6-Farm Income Situation, No. 164, U. S. Department of Agriculture, July

1957, p. 18. Cols. 7-9-Ibid., p. 25.

In columns 4 and 6 of table 1 the relationships between the business
cycle and gross and net farm income appear. Gross farm income
increased during each of the 10 periods of business expansion from
1910 to 1956. Net farm income, perhaps the most commonly used
measure of agriculture's well-being, increased during 9 of the 10
periods of business expansion, the exception being in 1954-56. It

should be noted, however, that only during periods of vigorous busi-
ness expansion (as measured by increases in gross national product)
has there been consistent relationship between the magnitude of in-
crease in either gross or net farm income and general business activity.

The columns relating to prices paid by farlners and farm produc-
tion expenses are also worth noting. Prices paid by farmers (col. 3)
have remained stable or increased during every business cycle ex-
pansion. Farm production expenses (col. 5) also increased during
every period of expansion except 1924-26.

Gross farm income has declined in 7 of the 10 business contractions,
and has declined in every severe contraction. On the other hand, farm
production expenses have declined in only 4 out of the 10 periods of
business decline, and in every case the percentage reduction in farm
expenses was less than the reduction in gross farm income during the

same period. As a result, net farm income (excluding Government
payments) has declined in 8 of 10 periods of business slackening. One

of the exceptions was the period 1944-46, when an unusual postwar
foreign demand existed for food and fiber.

54
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Although the observations are limited there are some indicationsthat some changes of importance have taken place in the post WorldWar II period. In each of these recent expansions, the rate of increasein prices paid and production expenses exceeded that for prices re-ceived and gross income, whereas prior to World War II the oppositeheld for every expansion. Non-farm-produced items make up an in-creasing proportion of production expenses in recent years, and theirprices rise during periods of expansion. As a result of this greaterdependence of farmers upon such non-farm-produced items, in thefuture relatively moderate periods of business expansion may inflatefarmers' cost more rapidly than either farm prices or income.There are other measures of farmers' well-being which should notbe ignored and which appear highly associated with the expansion ofgeneral business activity. First, during 7 of the 10 periods of ex-pansion the number of farmworkers has declined. As a result of thedecline in numbers and the coincident increase in income, the incomeper farmworker has increased during every expansion in businessactivity. The magnitude of the increase appears quite directly re-lated to the magnitude of the increase in gross national product. Inmany ways income per worker seems the most significant statisticwith which to measure the well-being of agriculture, since presumablywe are more interested in the well-being of the people engaged inagriculture than of the industry as such.
The income per capita from agriculture of persons living on farmshas also increased during 9 of the 10 periods of business expansion,the exception again being 1954-56. If one adds income from nonfarmsources to the income of farm people from farming, the income percapita has risen during every period of expansion.
The nonfarm business contractions have varied in their effect uponthe longtime secular downtrends in farm population and numbers offarmworkers. During some contractions the farm population andnumber of farmworkers have continued to decline. In other periodsthere was an actual reversal of the downtrend. As a result, there havebeen substantial declines in the per capita income from farming andincome per farmworker during some relatively mild contractions.In a few instances income per capita and per worker have increasedduring some moderate business recessions. It is clear, however, thata severe depression tends to be accompanied both by a sharp reductionin farm income and a slowing or reversal of the movement of excesslabor from agriculture. The result has been a drastic reduction inthe income of farm people during these periods.

There are several measures of farmers' well-being other than meas-ures of current income which deserve scrutiny. One of these is thechange in the current value of the assets owned by farmers. Table 2shows these changes for each year since 1911. In a number of yearsthese changes in asset values have exceeded the magnitude of netfarm income. Thus, it is possible for a farm owner who has neverenjoyed a high annual income to accumulate substantial assets overhis lifetime, and it is also possible for a farmer who has consistentlyearned a good annual income and reinvested it in his business to reachthe point of retirement and have accumulated few or perhaps noassets.



56 POLICY FOR COMMERCIAL AGRICULTURE

TABLE 2.-Changes in current value of assets held by farmers due to price
changes and net farm income, 1911-56

[In millions of dollars]

Net Total, Net Total,

change Net farm capital change Net farm capital

in asset income gains plus in asset income I gains plus

position income position income

(1) (2) (3) (1) (2) (3)

1911 _ $528 $3, 988 $4, 416 1934- $2, 449 $3, 428 $5, 877

1912 ----- 911 4, 975 5, 888 1935 ----- 1,424 5,818 7, 282

1913 1, 598 4, 253 5,811 1938 1,-871 4,954 6,829

1914 ----- -810 4, 877 3, 807 1937 ----- 1,201 6, 754 7,9555

1915 ----- 2, 371 4, 797 7, 168 1938 ----- -1,626 5, 101 3, 475

1916 ----- 4, 219 5, 103 9, 382 1039 ----- -704 5,18S9 4, 485

1917 ----- 7, 670 9,001 16, 671 1940 ----- 1,091 5, 299 6,390

1918 ------- 5, 756 9, 736 15, 492 1941 5,470 7, 415 12, 925

1919 ----- 10, 921 10, 061 20, 982 1942 ----- 6, 511 11, 074 17, 585

1920 -10,513 9, 009 -1,504 1943 6,561 13, 248 19,809

1921 ----- -10, 377 4, 138 -6, 239 1944 ----- 5, 619 13, 352 18,971

1922 -1 0, 287 5, 081 4, 794 1945 5, 337 14, 021 19,325

1923----- -1,310 5,895 4,885 1946 ----- 11,729 16,721 28,450

1924 --- 149 5,681 5, 830 1947 -12, 343 17, 383 29, 726

1925 ----- -92 7, 576 7, 483 1948---- 1,655 19, 704 21,359

1926 ----- -1, 999 6, 810 4, 811 1949 ----- -4, 158 14, 651 10,493

1927 -1, 239 6, 569 6, 808 1950 - 16, 190 15, 459 31, 649

1928---- 417 6, 844 7, 261 1951 ----- 13, 197 18, 003 31,200

1929 -727 7,024 6, 297 1952 - - -5,628 17, 044 11,376

1930-7 44 5,060 -2,384 1983 --- -5, 829 15, 054 9, 265

1931 - -~~~% 79 391 -5,788 1954 --- 2,380 14,438 16,818
1932- -8, 451 2,510 -5,594 1955. . 2,611 13, 50 16,201
1933- 1, 978 3,012 4, 990 1956 ----- 8, 223 13, 374 21, 599

' Including Government payments.

Source: Col. 1: Computed. Col. 2: Farm Income Situation, July 1957, p. 20. Col. 3: Col. I plus col. 2.

Table 3 shows the percentage changes in the current value of phys-
ical assets held by farmers due to price changes, and the changes in
liquid assets of farmers over the business cycle. In 7 out of 10 pe-
riods of business expansion since 1910 the assets held by farmers at
the beginning of the period increased in value because of price infla-
tion. The three exceptions all occurred in the 1920's.
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TABsLE 3.-Percentage changes in measures of farmers' financial position duringperiods of business expansion and contraction, 1911-56

Gross Current value Farmers' Farmers' FarmPeriods of business national of real financial bank mortgageproduct assets assets deposits debt
(1) (2) (3) (4) (5)

Expansion:
1911-13 - 8.7 6. 7 1.9 11.7 19.81927-29 -11.7 - 1 -2.4 -3.3 -131954-56 -14.3 9.5 .2 0 17.01924-26 -14.3 -3.1 -5.0 0 -2.61921-23 -19.9 -15.7 10.0 8.9 -. 31946-48-23.0 31.5 -6.7 .9 6.91949-M 41.2 12.7 -. 2 -. 4 35.31932-37 ------------ 55.2 1.0 30.4 58.8 -17. 81914-19 ---------------------- 100.3 39.6 132.3 137. 6 69.31938:4 148.1 50.5 253.7 177.8 -27. 2Contraction:
1910-11 -- .3 -- -6.3 4.1 11.61948-49 -- 2------------------ 04 -8.0 -3.6 6.0193-54 ---. 6 -2.6 1.2 1.2 7.01944-46 ---------------------- -1. 0 33.0 25.8 45.3 -3.21923-24 - -1. 1 -1.8 -2.0 3.6 -7.0192-27 -- 1.9 -2.9 -3.3 3.4 1.01913-14 -- 3.8 1.6 -6. 1 2.6 6.01937-8 -- 6 2 6.8 -3.0 0 -2.51920-21 -- 184 -24.8 -31.9 -7.6 4071929-32 --------------------- -44.0 -43.3 16.8 -41.4 -12. 1

Source: Col. 1, op. cit.; el. 2 computed from data in table 2 and data on current dollar value of farmers'assets at beginning of year; co. 3, 1910-48, Goldsmith, Raymond XV., A Study of Savings in the UnitedStates. vol. J, Princeton University Press: 1955, table A-65, p. 831; 1949-63, 1953 Balance Sheet of Agricul-ture, U. S. Department of Agriculture, 1954; 1953-56, 1956 Balance Sheet of Agriculture, 1957; col. 4, 1910-48,p. oA-si; 1949-50p6, cltstamle as in eel. 3.,s6,,sameasincol 3;col. 1148 goldsmith, op. cit., table A-,

An examination of the changes in farmers' asset position duringperiods of contraction of the nonfarm economy show about the samerelationships. Declines in the price of land, livestock, crops, or ma-chinery held by farmers have reduced the value of farmers' nonfinan-cial assets in 6 of the 9 periods of contraction for which data are avail-able.
Three other measures of farmers' financial position over the businesscycle are available. These are farmers' bank deposits, financial assets,and mortgage debt.
There have been increases in farmers' financial assets during 6 of the10 periods of general business expansion. Farmers' financial assetshave expanded significantly during every major business expansion.Although the number of observations is small, it appears that duringmoderate expansion farmers' financial assets are not likely to con-form closely to the business cycle. Farmers' bank deposits have movedmuch the same as have total financial assets, increasing in 6 of the 10periods of expansion. However, bank deposits have moved inverselyto business expansion only twice, indicating a somewhat higher con-formity than other financial assets.
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Farmers' financial assets also have declined in 7 of 10 business con-
tractions, although the substantial margins of error possible in the
statistics available make the relatively small changes somewhat du-
bious measures. The statistics relating to bank deposits show they
have declined in only 3 of the 10 periods of business contraction. Even
allowing for some errors in the estimates, these latter statistics sug-
gest that farmers tend to attempt to maintain their liquidity position
during periods of declining income, an action that will be discussed
more fully in relation to the impact of agricultural expenditures upon
the general economy.

Farm mortgage debt has increased during 5 of the 10 periods of
business expansion and decreased a like number of times. The magni-
tude of the change seems completely unrelated to the magnitude of
the expansion in the nonf arm economy. Farm mortgage debt also
has risen in 6 of 10 business contractions, and the decline in mortgage
debt in 1929-32 is specious, since it was largely the result of foreclosure
rather than repayments.

There is one other phase relating indirectly to agricultural well-
being which is of interest in relation to the business cycle. Table
4 shows some measures of agricultural production. The index of net
farm output has increased in 9 of the 10 business expansions and re-
mained unchanged in the other-the period 1914-19. This increase
in output seems to be due to two factors-increases in the output of
animal products, and the positive conformity of crop yields per acre
with the nonf arm business cycle.

TABILE 4.-Percentage changes in measures of agricultural production during

periods of business cycle expansion and contraction, 1911-56

Index of Index of
Gross Index of crop pro- livestock

Periods of business national net farm duction and livestock
product output per acre product

output

(1) (2) (3) (4)

Expansion:
1911 to 1913 - 8.7 1.7 L.3 3.3

1927 to 1929------------------ 11.7 2.8 -2.5 1L3
14.3 4.86 5.9 4.3

1954 to 1958------------------ 14.3 7.4 3.8 1.4
1924 to 192 - -19.9 1.3 8. 2 12.1

1946 to 194 - -23.0 6 1 5.0 -4.0

1949 to 1953 - - 41.2 6.9 4.0 10.7
1932 to 1937 - - 55.2 7.9 11.4 -6.2
1914 to 1919 -- - - ---- 100.3 0 -7.2 3.1
1938 to 1944 - -148.1 22.8 12.9 32.9

Contraction:
1910 to 1911 -- - -2.9 -6.6 6.2

1953 to 194 - --. 7 0 -1. 9 . 2.6

1944 to 1946 - --------- -1. 0 1.0 5.2 -3.8
1923 to 1924 ---------------------- ------ -1. 1 -1.4 0 -1.4
1926 to 1927 - -- 1.9 -1.4 -1. 2 2.7
1913 to 1914 - -- 38 10.0 9.2 1. 6

1937 to 1938 ----------- -6.2 -3. 7 -3.4 3.9
1920 to 1921 - -- 18.4 -11. 4 -15.1 3.1
1929 to 1932 - -- 44.0 2.7 0 5.2

Source:
Col. 1-Op. cit.
Col. 2-Cbanges in Farm Production and Efficiency, 1956 Summary, U. S. Department of Agricul-

ture, p. 8.
Col. 3-Ibid. p. 17.
Col. 4-Ibid. p. 8.
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It also should be noted that agricultural output remained un-
changed or declined over 7 of the 10 periods of contraction in the
nonfarm economy. There was only one period, 1913-14, in which
farm output increased substantially in the face of an economic down-
turn. The index of crop yields per acre remained unchanged or
declined in 8 of the 10 periods of contraction.

These statistics raise serious questions regarding the often stated
conclusions that farmers never reduce output in response to lower
prices and incomes. Our increased understanding of the nature of
the economic forces determining agricultural output would lead us
to expect output to be more responsive during periods of expansion
than during periods of contraction. However, it does not appear
valid to suggest that farmers always increase output regardless of
economic conditions. These same general conclusions are supported
by the much more refined analysis of Geoffrey Moore of the National
Bureau of Economic Research who stated:

Another finding is that the relation of crop production
to business cycles has become more systematic during the
historical period we cover. During 1867-96, a comprehensive
index of crop production conformed positively (i. e., moved
in positive rather than inverse relation) to business cycles
in only 3 instances out of 13; during 1895 to 1920, it con-
formed positively in only 5 instances out of 13; but during
1919-49 it conformed positively in 12 instances out of 13. It
appears that the relatively high level of conformity in recent
decades is attributable more to the behavior of average crop
production per acre than to aggregate acreage.

Tentatively we conclude that business cycles have come
to exert a more powerful (though still far from dominant)
influence upon crop production, and that this is effected
largely through such control as the farmer has over yields
per acre. The increasing use of fertilizers, machinery, and
other items that involve large cash outlays and directly
affect yields has operated in this direction. Although there
is evidence that farmers "respond" to business cycles by
shifting acreage among crops, these shifts tend to cancel
out in the aggregate; not so with yields per acre. In any
event the evidence seems to put a heavy burden of proof
upon those who believe the farmers make a special effort to
increase output during depressions, via either acreage or
yield changes. Furthermore, it is not easy to reconcile the
shift toward a more systematic relation between output and
business cycles with the notion that crop fluctuations have
played a systematic causal role in business cycles; for one
would expect this role to decline, not increase, as the size
of the agricultural sector relative to the whole economy
has diminished. The causal connection has probably worked
mainly in the other direction."

Thus far agriculture has been considered as a single industry and
only aggregate measures of well-being have been considered over the
business cycle. However, it is generally accepted that as incomes

4 Business Cycle Research and the Needs of Our Times, 33d Annual Report, NationalBureau of Economic Research, Inc., May 1953, pp. 35-36.
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rise persons tend to eat more of certain kinds of foods. The question
arises as to whether this means that producers of certain commodities
are relatively better off during different phases of the business cycle.

An examination of the price ratios between feed grains and live-
stock products, food grains and livestock products, cotton and other
farm products, milk and feed, beef cattle and feed, and eggs and feed
fail to disclose any systematic relationships or changes in relation-
ships over the business cycle. This conclusion is substantiated by
earlier research which stated:

Similar information reveals that most relative prices with-
in the farm economy are not related to the level of employ-
ment; that output of labor-cheap farm products is not changed
relative to the output of labor-expensive farm products as
employment *and, hence, the relative costs of farm labor
varies; and that the relative profitability of different farm
enterprises such as milk and pork production are not related
to the level of employments

The apparent reasons for the failure of divergent movements with-
in agriculture to appear in the face of presumed differences in income
elasticity between agricultural products will not be discussed here.
However, in general it appears that the fortunes of producers of
widely differing agricultural commodities rise and fall together over
the business cycle, suggesting that the examination of aggregate
measures of vel-being is not meaningless for policy purposes.

SUMMARY AND SOME IMPLICATIONS OF THE IMPACT OF THE GENERAL
BusiNEss CYCLE UPON AGRICULTURE

In summary, it appears there are several conclusions of import to
policy that can be reached on the basis of our examination of the
impact of the business cycle upon agriculture. They are:

(1) Severe business contractions or expansions have a direct and
similar effect upon agriculture. This relationship extends to total
net income, income per worker, and changes in the value of assets
owned by farmers. These effects are largely due to the substantial
expansion or contraction of demand that occurs during vigorous busi-
ness expansions and contractions. There is substantial evidence of
increasing positive conformity of the supply of agricultural products
to the business cycle.

(2) Although the conformity of agriculture to the business cycle
is much less marked during mild or moderate cycles, it is not entirely
absent. However, during mild expansions the benefits appear to be
more the provision of employment for excess labor which may wish
to leave agriculture rather than any significant expansion in the de-
mand for farm products. Moreover, the apparently increasing sensi-
tivity of prices paid by farmers and production expenses to mild
business expansions suggest that periods of relatively mild expansion
are not likely to result in substantial improvement in aggregate farm
income. If the absolute level of the farm population and working
force should become stabilized, the per capita income and income per

6 Johnson, Glenn L., Allocative Efficiency of Agricultural Prices-As Affected by Changes
in the General Level of Employment, unpublished doctor of philosophy dissertation, de,
partment of economics. University of Chicago. 1949, p. 141.
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worker in agriculture might not increase automatically during periods
of general prosperity.

THE EFFECTS OF CHANGES IN ECONomic ACTIVITY IN AGRICULTURE
UPON TEHE NONFARM ECONOMEY

It has already been pointed out in the earlier discussion that eco-
nomic conditions in agriculture are closely related to conditions in
the nonfarm economy. This portion of this paper will attempt to
answer the more difficult question "What is the impact of a change
in agricultural income (regardless of cause) upon the level of busi-
ness activity in the nonfarm economy?" To be even more specific,
it is doubtful if any group with responsibility for general economic
stability is seriously concerned regarding the likelihood of a rise in
farm income creating serious inflationary pressures. Instead, it ap-
pears the question of major interest is whether a decline in agricul-
tural income may lead to a depression in the nonfarm economy.

This question presumably arises because of the continued belief in
some quarters of the "7 to 1" theory of national income, which holds
that agriculture is our basic industry and national income will be
seven times the level of agricultural income. It is possible to dismiss
this theory by pointing out that in our growing economy that agri-
cultural income makes up a declining portion of our total income
and, therefore, it is unlikely that any fixed numerical ratio will hold.
However, this reasoning, which is only slightly better than the view
that agricultural income is the major determinant of national income,
ignores several important factors. First, net agricultural income is
only one measure of agricultural well-being. Second, agriculture may
well have its major impact upon the nonfarm economy due to varia-
tions in expenditures for capital equipment and current production
expenses rather than via consumption expenditures which are usually
assumed to be largely related to net income. Third, sharp fluctuations
in the value of agricultural assets may seriously impair the solvency
of the financial institutions which provide credit to assist in the
acquisition of these assets.

Therefore, the impact of these factors upon the stability of some
areas of the nonfarm economy have been evaluated in view of their
historical and potential importance. The areas considered are (1) the
relationships between agricultural income, asset values, and expendi-
tures for capital items and other nonfarm produced inputs used in
agricultural production, (2) the relationships between farm income
and farmers' expenditures for consumer durables and automobiles,
(3) the relationship of farmers' incomes and asset position to the sta-
bility of the financial institutions which serve rural areas, and (4) the
effect of changes in agricultural prices upon the general price level.

TilE RELATIONsTins BETWEEN CIIANiEs IN FARMJ INCOME AND FARM-
ERS' EXPENDITURES FOR ITEMS USED IN PRODUCTION

One of the major changes in American agriculture has been the
widespread substitution of machinery for human labor and the in-
creased purchase of non-farm-produced items for use in agricultural
production. Appendix table C-4 shows current farm operating ex-
penses for selected periods, You will note that these expenditures
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have run in excess of $15 billion annually since 1951. In addition,
gross capital expenditures upon farm buildings, motor vehicles, and
other machinery and equipment have exceeded $5 billion annually in
at least one year and $4 bllion in each year since 1948. Thus, includ-
ing current operating expenses and expenditures for the repair, main-
tenance, and net additions to buildings and equipment, farmers' ex-
penditures have amounted to $20 billion annually in recent years. It
is obvious that substantial changes in expenditures of this magnitude
could conceivably have destabilizing influences upon the nonfarm
economy.

It is often asserted that farmers continue to purchase and use about
the same inputs even in the face of sharp reductions in income. It
has been argued that farmers attempt to increase output during de-
pressions. Evidence presented earlier in this paper and apparently
substantiated by the forthcoming publication of Dr. Geoffrey Moore
suggests that this hypothesis cannot be supported by the presently
available facts.

Equally important is the possibility that farmers can defer capital
expenditures during periods of reduced income. It is a commonly
accepted fact that farmers can and do live and operate by depreciat-
ing accumulated capital investment during adverse years. Therefore,
it seems that these expenditures might be timed to accentuate the non-
farm business cycle.

To examine the changes in expenditures of farmers the same
periods of general business expansion and contraction have been used
as in the earlier sections. However, in this case the order was deter-
mined by the order of magnitude of change in farm income. Changes
in both current and constant dollar expenditures are presented, where
possible, the latter as a rough measure of the change in physical quan-
tity of inputs. In some cases the physical quantity purchased may
have more effects on levels of employment than do the dollar expendi-
tures, which are partially determined by prices. One note of qualifi-
cation should be added regarding these data. Many are official esti-
mates of the Department of Agriculture and other agencies, some are
not. In certain cases these estimates undoubtedly contain a substan-
tial margin of error. All of the sources used are shown, and where
more than one estimate is available, all are shown.

Let us first examine the record of farmers' purchases of variable in-
puts used in farm production, shown in table 5. Farmers' current
expenditures on purchased feed rose during every period in which
farm income was rising but one-the period 1924-26. However,
physical quantity purchased rose in only 8 of the 11 periods that farm
income rose. Both the quantity purchased and expenditures rose sig-
nificantly during periods of substantial increase in farm income.

62
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TABLE 5.-Percentage changes in farmers' expenditures and in physical qjuuniities
uted of nonfarm produced items used in current production during periods of
business cycle expansion and contraction, 1910-56

Expenditures Expenditures

come of
farm op. Purchased feed Fertiliz- Lime, Petroleum. fuel Other
orators Fertiliz- ci (tons (tons and oil motor

Periods of from er and used) used) vehicle
business farm- lime, opera-

ing I Current Con- current Current Con- tion,
dollars stant dollars dollars stant current

dollars dollars dollars

(1) (2) (3) (4) (5) (6) (7) (8) (9)

Expansion:
1954-56 - -1.0 0.3 10.1 -2.1 1.6 15.0 5.4 -0.5 16.4
1949-53 -1.5 24. 2 12.7 39.2 44.5 -25.9 19.9 8.2 32.0
1927-29 -7.0 3.0 -3.6 12.4 20.3 2.9 23.6 19.2 -1.0
1911-13 9.6 16.0 19.7 4.2 5.3 30.4 57.1 -- 142. 9
1946-4 - 6.3 32.2 5.8 20.9 10.8 -12.8 56.9 20.9 35.8
1924-26- 11.3 -20. 2 -9. 1 12.9 11.0 3.5 45.6 47.1 39.4
1921-23 - 30.5 15.4 -10.2 .6 33.8 10.1 6.8 235.0 -8.0
1914-19- 157.4 165.0 29.8 83.6 -15.0 52.3 447.8 170.9 481.8
1932-37 - 171.4 131.3 19.3 136.4 98.3 297.5 42.7 24.2 32. 9
1938-44 - 185.9 335. 7 134. 2 123.3 76.8 212.6 54. 7 26. 2 130.0

Contraction:
1944-46 - 22.8 24. 5 7.7 18.6 22 2 19.9 26.3 19.1 11.0
1923-24 -4.5 36. 3 32.3 .4 7.8 4.6 8.9 7.7 11.8
1926-27 - -. 8 .1 -4.0 -10. 4 -3. 9 14.0 -1. 2 -3.4 2.0
1913-14 - -6. 5 2.0 -3.1 11.4 12. 9 11. 7 4.5 60.0 29. 4
1910-11 - -8. 7 -17. 8 -19. 5 10. 5 1. 6 18.0 27.3 - - 75.0
1953-54 - -12.2 4.0 4.5 2.2 7.4 -8.5 .4 0 -5.2
1948-49 - -14.2 -24.3 -8.1 8.4 6.0 8.6 12.4 2.0 2.5
1937-38 - -18. 3 -30. 8 -7.7 -7. 5 -6. 2 9. 2 1. 5 -4. 5 4.0
1920-21 -45.10 -43.4 12.1 -36. 2 -30. 9 5.3 19. 2 41.9 -2.1
1929-32 - -69. 2 -62. 1 -19. 5 -60. 7 -44. 1 -53.6 -25.3 -21. 5 -24.0

I Including Government payments.
2 Deflated using wholesale price of petroleum products.

Source: Col. 1, Farm Income Situation, July 1957, p. 20; col. 2, ibid., p. 33; col. 3, ibid., deflated by index
of prices paid by farmers for purchased feed; ol. 4, ibid.; cols. 5 and 6, Changes in Farm Production and
Efficiency, p. 21; cols. 7 and 9, Farm Ineome Situation, p. 20; col. 8, col. 7 deflated by prices paid by farmers
for fuel and motor supplies.

During the 10 periods of business contraction since 1910, farm in-
come has declined in 8. It also declined in one period of business
expansion, 1954-56. Farmers' expenditures on purchased feed were
reduced in 5 of the 9 periods of decline in net farm income, including
substantial declines during the 4 periods when farm income was most
sharply reduced. The quantity purchased was reduced in 6 of the 9
periods when farm income declined, the most notable exception being
the period 1920-21, when feed prices apparently fell more rapidly than
expenditures.

Turning to the series on fertilizer and lime, it appears that farmers'
expenditures for these items have increased during every period of
expansion in farm income. The index of tonnage applied tells much
the same story for fertilizer, except for the period 1911-19, which
was presumably a period of shortage. The tonnage of lime applied
declined in 2 periods that farm income was increasing.

Expenditures on fertilizers and lime contracted in 5 of the 9 periods
that farm income was contracting, with the largest reductions in the
periods of greatest decline in farm income. However, the tonnage of
lime applied declined in only 2 of the periods of contraction, 1 of which
was the 1929-32 period.
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There has been a strong upward trend in the use of fertilizer and
lime. These percentage changes do not take these trends into account.
Presumably, however, such a trend should increase the frequency
and magnitude of the positive changes and reduce them for negative
changes. Since there are substantial upward trends in the usage of
several other items, the same qualifications would apply.

Largely because of the upward trend in the consumption of petro-
leum, fuel, and oil, farmers' expenditures for these products have
increased or been maintained in both expansions and contractions other
than the severe depression of 1929-32. The very rough measure of
physical volume indicates approximately the same thing. Such find-
ings are to be expected. Once a farm has been mechanized and be-
comes dependent upon motor fuels, to reduce these inputs virtually
means ending the production of crops. Other current expenses for
motor-vehicle operation seem to react in about the same fashion as
those for fuel.

One completely independent source gives us some check and addi-
tional confidence as to the validity of these statistics. Table 6 com-
pares independent estimates of changes in farmers' expenditures in
Iowa in the period 1929-39 with the national estimates. Both are
consistent in direction and magnitude.

TABLE 6.-Comparison of percentage change in expenditures by farmers, Iowa
and United States, for fertilizer and lime, and petroleum, oil, and fuel, during
periods of business cycle expansion and contraction, 1929-38

Net income, Fertilizer and lime Petroleum, fuel and oil
farm oper- -

Business cycle period ators
Iowa United States Iowa United States

(1) (2) (3) (4) (5)

Contraction, 1929-32 -69. 2 -74. 2 -60.7 -31.3 -25. 3
Expansion, 1932-37 -171.4 137. 5 136.4 59.7 42.7
Contraction, 1937-38 -18.3 -17. 5 -7. 5 5.9 1. 5

I Including Government payments.

Source: Cols. 1, 3, and 5, Farm Income Situation, No. 164, July 1957; cols. 2 and 4, Witt, L. W., Incoming
and Outgoing Payments of Iowa Farm Families, Research Bulletin 293, Iowa State College, 1941, p. 416.

In summary, it appears that variations in farmers' expenditures
for current operating expenses have been partially obscured by the
strong secular rise in such expenditures. However, it appears that
in periods of very sharp reductions in farm income, such as those
experienced in 1920-21 and 1929-32, farmers do reduce both expendi-
tures and physical inputs of these items. As the upward trend in
these expenditures tend to level off when their economic usage ap-
proaches the maximum point of profitability for most farms, it seems
reasonable to expect the usage will become more sensitive to changes
in farm income.

THE RELATIONSHIP BETWEEN FARM INCOME AND EXPENDITURES UPON
FARM CAPITAL GOODS

It has already been mentioned that since some expenditures on
capital items used in agriculture are potentially deferrable that such
items might well be subject to substantial fluctuations, depending
upon farmers' income and asset position.
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It also should be noted that there has been a strong secular trend
in numbers of tractors, autos, trucks, and other farm machinery on
farms. The smaller base numbers, particularly prior to 1920, there-
fore, cause relatively small absolute changes to appear as large per-
centage changes. However, it does appear that these estimates may
be somewhat more reliable than for the expenditures covered in the
previous section. The census of agriculture provides benchmarks for
some items. In addition, manufacturers' shipments and similar data
provide some check on other estimates.

Farmers apparently increased their expenditures upon tractors dur-
ing every period in which farm income rose except three periods:
1949-53, 1944-46, and 1923-24 (table 7). It should be noted, how-
ever, that sales reached an alltime high in 1951, a peak year of net
farm income. Therefore, increases in farm income have been associ-
ated with increased expenditures by farmers. In general, the deflated
series, which roughly measures numbers, and manufacturers' ship-
ments to dealers are consistent with changes in expenditure.

TABLE 7.-Percentages changes in farmers' copenditures and purchases of farm
capital items during periods of business cycle esepansion and contraction,
1910-56

Net Tractors
Income Current Domestic
Of farm value ship-

Perlods of business- opera- of real Current dollars Constant dollars ment to
tors assets ____ _ dealers

(1) (2) (3) (4) (5) (6) (7)

Expansion:
1954 to 1956 - -1.0 9.5 -5.9 -- -7.8 -- -17.01949 to 1953 -1.5 12.7 -3.7 --- -8.8 -- -24.61946 to 1948 -- 6.3 31.5 174.3 133.4 104.8 89.3 112. 91927 to 1929 -- 7.0 - 1 19.3 16.8 20.6 -4.7 -. 31911 to 1913 -9.6 6. 7 37.5 25.0 -- 40.0 25.01924 to 1920 -11.3 -3.1 40.5 40.2 32.9 22.2 27.21921 to 19233 -- ------- 30.5 -15.7 19.7 16.9 -- 71.8 73 01914 to 1919 -157.4 39.6 782. 6 795.0-- 926. 7 863. 61932 to 1937----------------- 171.4 1.0 913.6 746.9 764.0 745.7 882.61938to 1944 -185.9 50.5 123.7 78.6 117.5 83.3 60.5Contraction:
1944 to 1946 - .. 22.8 33.0 -29.1 3.3 -35.6 3.7 -18.21923 to 1924 -4.5 -1. 8 -6.3 -5.2 -- -13.7 -16.01926 to 1927- - 8 -2.9 14.4 20.2 14.4 23.4 2& 8191310o1914-----------6.5 1.6 199.1 100.0-------114.3 120.0
1910 to 1911 --- - -8.7 -- 60.0 33.3 ------ 25.0 33.31953 to 1954 -- 12:.2 -2.6 -17.3 -- 18.2 - . -36.81948 to 1949 -- 14.2 -2.4 15.9 10.5 5.5 -5.3 3.71937 to 1938 --...--- ,,, -18.3 6.8 -31.8 -25.8 . -35.0 -25.0 -34.81920 to 1921 -- 45.0 -24.8 -61.4 -60.8 -- -56.2 -52.91929 to 1932 -- 69. 2 -43.3 -84. 5 -82.3 -83.9 -80.7 -83.9

' Including Government payments.
Source: Col. 1, Farm Income Situation, July 1957, p. 18, col. 2, computed by taking the absolute value ofthe capital gains or losses over the period as a percentage of the total value of assets at the beginning of theperiod; col. 3, F. I. S. No. 164, p. 36: cols. 4 and 6, Goldsmith, op. cit.. table A-18, p. 777; col. 5, same as col.3, deflated by unpublished index of prices paid by farmers for tractors: col. 7, Facts for Industry, UnitedStates Department of Commerce. includes only wheel tractors 1910-20, tracklaylng 1922-56.
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Other farm machinery Trucks

| Curret-olas olar|re
Current dollars Constant dollars reut

I I ~~~dollars

(8) 1 (9)

-3. 0
-8. 3
161.0
13.0

-1.9
49. 7
28.8

-18.5
620. 5
185. 2

-34. 3
-19.5
-2. 4
-1.2
-.8

2. 7
8. 4

83. 7
10. 5

7. 0
30. 2
46. 3
57. 9

367. 9
74. 5

37. 3
-16.1
-3. 6
-8. 3

1.6

-- -4.06

(10)

-7. 7
-20. 4

98 0
14. 5

-1.9
50. 5
39. 2

-49. 0
581. 5
159. 3

-37. 3
-23. 2
-3.0
-1.0
-.8
1. 1

-3. 7

Con-
stant

dollars

(11) 1 (12) (13) (14)

39. 3116. 7-
7.0

30. 9
58. 0

-1.4
331. 9

58. 7

31. 2
-19. 7
-4.1
-8. 3

1-.6

9. 7
-20. 2

147. 7
10. 3
66. 7
20. 6

-8. 5
244 4

72. 8
133. 3

71.,4
58.1

-4. 9
80.0
0
7.2
.9

7.6
-28. 5

100. 2
2.7

110. 0
23.1
5.0

209. 6
248. 4

56. 6

50.1
66..1

-4. 9
73. 8
17. 6
6. 8

-1. 8

-18l
26. 855.

-13.5
8.4

-3. 3
42.2

167.6
421 6
82. 6

288.0
-6.0

19. 5
0

-4. 7
-8. 5
-6. 8

Buildings

Current dollars IConstant dollars

(15)

-- 63
-13.5

0
-.3
42.2

192 8
459 5
65. 5

202. 5
-6. 0

19. 5
0

-5. 1

-7. 5

(16) (17)

-11. 5 .
5. 19.5 17.8

-13.1 -13. 3
11.0 6.0

-1.1 1.4
38.5 40.8
32.4 47.9

348. 3 344. 2
39.8 3.0

194. 5 155. 8
-6.6 -4.3
21.3 21.6

8 3 1.4
-7.6 -5.2
-8. 6
-8.1 -4.2

-o A 1
1937 to 1938 -15. 7 -8. 1 -I1S 5 -11.2 -4.3 -S.s8 -10.s -l.: - -
1920 to 1921... -64. 4 -65. 8 -63.0 -64. 6 -20. 9 -13. 0 60 6 -60. 6 -49. 5 -44. 7

1X929 to 1932 -- 86. 0 -78.5 -5. 1 -76.7 -70. 9 -67. 4 -87.9 -87. 9 -85. 0 -83. 1

Source: Col. 8, F. I. S. No. 164, p. 36; cols 9 and 11, Goldsmith, op. cit., table A-16, p. 773; col. 10, coa. 8

deflated by index of prices paid by farmers for farm machinery; col. 12, F. 1. S. No. 164, p. 36: col. 13, col. 12

deflated by unpublished index of prices paid by farmers for farm trucks; col. 14, F. I. S. No. 164, p. 36; cols

15 and 17, Goldsmith, op. cit., table A-7, p. 761; col. 16, col. 14 deflated by index of prices paid by farmers

for building material.

Periods of large reductions in farm income usually have been ac-

companied by substantial reduction in farmers' purchases of tractors.
Beyond that the figures are difficult to interpret. First, two of the
periods of reduced farm income and general business contraction
were prior to 1920, when total tractor numbers were low. In addi-

tion, the 1948-49 period undoubtedly was influenced somewhat by the
"catching up" following the World War II shortages.

A more refined statistical model developed by Dr. W. A. Cromarty,
Michigan State University, to explain variations in tractor purchases
includes cash receipts for the previous year and price changes in the
value of assets other than machinery owned by farmers. He found
that a 10-percent increase in cash receipts of farmers was associated
with about a 6-percent increase in tractor shipments, and that a 10-

percent increase in asset values was associated with about a 2-percent
increase in shipments.

Turning to expenditures and quantities purchased of other farm
machinery, it seems that both expenditures and quantities purchased
generally increased during periods in which farm income was ex-
panding. However, the different estimates for the periods 1911-13,
1914-19, and 1944-46 are not consistent. Since two of these periods
are war periods and the third very early, no attempt will be made
to resolve the differences.

During periods of decline in farm income there usually appears
to have been a decline in farmers' expenditures for machinery and of
the physical quantities purchased. These declines have been marked
during periods of substantial decline in income. Again, the different
estimates vary in direction of change in 1910-11 and 1948-49.
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Periods of
business-

Expansion:
1954 to 1915
1949 to 1953-
1946 to 1948
1927 to 1929.
1911 to 1913.---
1924 to 1926.-.-
1921 to 1923.-----
1914 to 1919--.
1932 to 1937.--
1938 to 1944

Contraction:
1944 to 1946..---
1923 to 1924.---
1926 to 1927...
1913 to 1914.--
1910 to 1911.-----
1953 to 1954.---
1948 to 1949-.-
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For farm trucks the pattern appears quite similar. During periods
of sharp rises in farm income there apparently have been substantial
increases in truck purchases by farmers. In periods of large reduc-
tions in farm income, farmers' truck purchases have declined. Secular
trends, shortages, and other factors may have obscured similar changes
for more moderate movements in farm income, but these data in the
present form do not warrant definite conclusions.

Farmers' expenditures upon building seem somewhat more closely
related to changes in farm income. Expenditures oil new construc-
tion increased in 7 of the 9 periods when farm income and business
in general were expanding and also increased in 1944-46 when farm
income was expanding in the face of a general business contraction.
The only reductions in these expenditures in periods of rising farm
income were in the 1920's. These exceptions might be explained by
the steady deflation in the current value of real-estate assets which
occurred every year from 1920 through 1932 and which was large in
both 1923 and 1926. (See table 2).

Expenditures for buildings were reduced during periods of declin-
ing larm income, with the exception of the periods 1913-14 and 1926-
27. The increase in the latter period is difficult to explain in view
of the general decline in the price of real estate and buildings already
owned by farmers. However, there seems little question regarding
the relationship between reductions in farm income and reductions in
farmers' expenditures upon buildings during periods of drastic reduc-
tions in income.

The data from the Iowa study again seem to be largely consistent
with the aggregate data for the Nation (table 8). The only incon-
sistency sems to be during 1937-38 when Iowa farmers' expenditures
on buildings were estimated to have increased, whereas the national
estimate shows a decline.

TABLE 8.-Comparison of percentage change in expenditures by farmers, Iowa
and United States, for machinery and for buildings and repairs, during periods
of business cycle expansion and contraction, 1929-38

Machinery Buildings and repairs
Business cycle periods of farm

operators I Iowa United Iowa United
States States

(1) (2) (3) (4) (5)

Contraction 1929-32 -- 69.2 -80. 0 -86.0 -83.1 -77 8
Expansion 1932-37 - 171. 4 445.3 620. 5 231 1 229 3
Contraction 1937-38 -- 18.3 -20.3 -15.7 16.1 -3.0

I Including Government payments.

Source: Columns 1, 3, and 5, Farm Income Situation, No. 164, pp. 18, 35, 36. Columns 2 and 4, Witt,
L. W., op. cit., p. 410.

Thus, it appears thatin general the hypothesis is substantiated that
farmers' expenditures for capital goods items are associated with
changes in farm income. This conclusion is strengthened by the
report of a study by the Federal Reserve Bank of San Francisco. It
stated:

"Current income affects the volume and pattern of farm
capital expenditures, particularly since farmers may regard
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current earnings as indicative of future incomle. Since 1920,
farmers have tended to divert ain increasingly greater share
of their cash receipts to the purchase of capital items as in-
come rose, and they reversed this expenditure pattern when
income declined. Income, therefore, constitutes a crucial ele-
ment in the course of farm capital outlays. * * *

During the period from 1910-40 (exclusive of the years.
during World War I) a change of about $175 million in f arm
capital expenditures was associated, onl the average, with a
change in the samne direction of $1 billion in realized net
income of farm operators. The period during World War I

was exceptional, with farm capital expenditures being rela-
tively low in comparison to net income. Farm capital ex-
penditures were also depressed by the nionavailability of
capital items during and immediately after World War II
but increased rapidly thereafter. Based on the average re-
lationship prevailing from 1910 to 1940, f arm capital expend-
itures should have been somewhat more than $2 billion from
1948 throughi 1954. This is a much smaller amiount than was
actually spent by farmers during this period.

Ahigher averag-e level of capital spending relative to in-
come ap~peared duin~ig thel950's. Farm capital expenditures
have risen from less than one-fifth of the net income of f arm
operators for the prewar years to about one-third in the
1950's. There is also a greater response of farm capital ex-
penditures to changes in net income of farm operators. For
a change in net income of $1 billion, farm capital expendi-
tures changed in the same direction by about $250 million,
compared -with a change of roughly. $175 milflion in the pre-
war period. This means that with declines in net income
from present levels a greater cutback in expenditures may be
forthcoming than would have been expected from a similar
drop in income in the prewar period.6

The question that logically follows is whether gross capital in-
vestment by farmers is Of suffcient magnitude to either (1) cause a

change of direction of business activity, or (2) to influence the mag-
nitude of the general business cycle. The Federal Reserve bank had
this to say:

Excluding inventories, farm investment expenditures,
however, have ranged from as little as 6 percent to as much
as 18 percent of gross private domestic investment for
structures and equipment. Capital outlays by f armers have
accounted for a, somewhat larger part of the total during
most of the post-World War II period than in prewar years.
The postwar peak in the ratio was reached in 1949. Farm
capital expenditures, however, have since trended down-
ward in relative importance and by 1953 were almost back
to their share of gross private domestic investment (exclud-
ing inventories) .7

This statement, of course, does not answer either question. It does

suggest, bowever, that the magnitude of gross capital expenditures

1Farm Capital Expenditures, Mfonthly Review, Federal Reserve Bank of San Francisco,
July 1956, pp. 81 82.

7Ibid., p. 80.
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by farmers is such that it cannot safely be ignored as a potewtial
source of instability. These expenditures have varied substantially
over time, and these variations appear to be associated with changes
in farm income. Substantial increases in gross capital expenditures
by farmers at a time when there are already inflationary pressures
in the economy would add to the pressures. Conversely, if sharp
reductions iin farmers' capital expenditures coincided with a general
business recession it would appear probable that the downward trend
would be magnified.

It should be noted that causal relationships have been avoided in
the foregoing statement. There is no basis for concluding that vari-
ations in agriculture's gross capital expenditures have or have not
been a causal or contributing factor in the general business cycle.
About all that can be concluded is that the magnitude of such ex-
penditures and their variability suggests a fuller analysis of their
impact is needed.

THE RELATIONSHIP OF FARIENRS' ExiVENDITURES ON CONSUMERS'
DURABLES AND CHANGES IN FA1R INCOME

The sources of available data oln consumption expenditures by
farners are limited. Those that are available pertain largely to con-
sumer durables. Farmers' purchases of automobiles have been in-
cluded in the general category of consumers' durables in this case,
largely because automobiles on most commercial farms are used rel-
atively little as utility vehicles since the advent of farm trucks and
high-speed rubber-tired tractors.

Changes in farmers' expenditures on consumer durables are shown
in table 9. Unfortunately, the estimates upon which these data are.
based end with 1949.

97226-57--O
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TABLE 9.-Percentage changes in farmers' expenditures for consumer durables

and automobiles, in new car sales and registration, and in the index of rural

retail sales during periods of business cycle expansion and contraction, 1910-6

Consumer durables Automobiles

Net income_
of farm Current dollars Constant dollars

Periods of busi- operators I Current Constant
ness dollars dollars

Estimate 1 Estimate 2 Estimate 1 Estimate 2

(1) (2) (3) (4) (5) (6) (7)

Expansion:
195456 - -1. 0 -- 18. -
1949-53 ---- 1.5------ -- - ----- 11.6--- ----- -3.5 ------
1946-48 6 6.3 31.- 0 4.3 195 2 181. 9 156.0 106. 7
1927-29 ---- 7.0 25.3 25.1 78.8 81.0 71.8 74. 0
1911-13- 9.6 a8 9 3.0 8.1 5.7 35.2 32. 2
1924-26 ---- 11t3 19.5 24.5 7.5 19.2 10.9 20.9
1921-23 30.5 115.9 135.9 212. 2 285. 7 255.6 340.3
1914-19- 157.4 184.4 65.9 240.0 224.0 199. 8 182.9
1932-37 171.4 207. 2 188.8 60. 6 246.9 42.6 224. 1
1938-44 185.9 30.9 .0 -54.3 -94. 2 - -- 94. 0

Construction:
1944-46 --- - 22.8 166. 2 148.4 223.0 26 7 ----------- 2, 150.
1923-24 ---- 4.5 -9.6 -7.1 -21.6 -26. 2 -18.3 -23.0
1926-27 -.8 -15.3 -15.6 -34. 1 -38. 9 -35. 5 -38. 6
1913-14 -6.5 6.8 1.0 37.5 35.9 35.1 34.6
1910-11 -8.7 .6 -11.5 32.1 31.8 49.7 51.3
1953-54 -12.2 --- -26. 9 -- -25.9
1948-49- -14.2 .4 -1.5 57.7 57.5 44.1 44.6

1937-38 -18.3 -27.5 -26.1 -38. 6 -39.4 -41.4 -42.9
1920-21- - -45.0 -62. 0 -56. 0 -64. 2 -67. 9 -69. 2 -60. 4
1929 32 -69. 2 -76.4 -67. 5 -53.3 -84. 4 -50.9 -82.9

I Including Government payments.

Source: Col. 1: F. I. S., No. 164, p. 18. Cols. 2 and 5: Goldsmith, op. cit., table A-24, p. 784. Cols. 3

and 7: Ibid., table A-25, p. 786. Col. 4: F. I. S., No. 164, p. 36. Col. 6: Data for col. 4 deflated by index
of prices paid for automobiles. 1910-37, Income Parity For Agriculture, pt. III, sec. 4, p. 13; 1937-48, Bureau
of Labor Statistics Bulletin 966, p. 78; 1949-52 BLS Bulletin 1165; 1953-55, Monthly Labor Review, Novem-
ber 1955, p. 1273.

Periods of business

New automobile registration, sales

I _l l l l

Expansion:
1954 to 1956-
1949 to 1953
1946 to 1948-
1927 to 1929-
1911 to 1913-
1924 to 1926-
1921 to 1923-
1914 to 1919-
1932 to 1937-
1938 to 1944-

Contraction:
1944 to 1946
1923 to 1924-
1926 to 1927
1913 to 1914-
1910 to 1911-
1953 to 1954-
1948 to 1949-
1937 to 1938-
1920 to 1921-
1929 to 1932-

Kansas

(8)

Iowa

(9)

Sout Misis- . S

South
Dakota

(10)

Missis-
sippi

(11)

-6. 7
11. 2

107. 2
64. 8

280. 8
-96. 3

2, 221. 7

-22.9

4.4
52.7

-51. 5
-80.-- 56

-14 9
108. 9

53. 5

259. 5
-98. 8

5, 610. 7

-26.8

-2 2
48. 2

-30.4

-82._

H.S.
summary

(12)

7.6
18.6
92.3
46.4

-96.5

2,661.6

-19. 1

-3. 5
38. 6

-45. 7

-72. 7

Index of
rural retail

sales

(13)

15.2
28.6

90. 9
67.7

49.4

-9.4

-5.7

-49. i

-10.3-2.8
128.3
67. 6

252. 1

-98.0

3, 875.3

-6. 9

2. 6
54. 9

-37. 8

-87.3

10. 8
12. 5

104. 9
39. 3

284. 4

-95.0

1, 935. 9

-50. 5

42. 2
-39. 6

-8--__ 4._ 3

Source: Cols. 8-12: 1926-35, Automotive Industries, Annually; 193646, ibid., Mar. 15, 1947; 1947-56,
Automotive News, 1957 Almanac Issue, p. 56. (hol. 13: Agricultural Finance Review, U. S. Department
of Agricult ire, vol. 19, February 1957, p. 131.

I

.

.
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During most periods of expansions in farm income, farmers' ex-
penditures on consumer durables and the quantity purchased are esti-
mated to have expanded. There was no increase in physical quantity
in the period 1938-44, presumably because of wartime shortages.

During periods when farm income was declining the physical quan-
tities of consumers' durables taken by farmers generally declined.
Total expenditures also declined in most of the later periods.

Farmers' expenditures for automobiles also appear to be rather
closely associated with changes in farm income. Estimated expendi-
tures for automobiles rose during every period of rising farm income
except 1923-24 and 1938-44, the latter period, of course, being affected
by the war. Changes in new car registrations in States containing
substantial numbers of commercial farms are generally consistent with
these estimates.

Periods of declining farm income have generally brought reductions
in farmers' purchases of automobiles. Exceptions were the periods
prior to 1920 and that of 1948-49. Once again the estimates of ex-
penditures are strengthened by the similar movements in new car
registrations in the farm States.

Additional evidence that farmers' consumption expenditures vary
directly with changes in current income is found in the index of rural
retail sales, which covers the period since 1929. This measure has
changed in the same direction as the net income of farm operators
during every period covered by the data.

Thus, those personal consumption expenditures by farmers for
which data are available indicate that such expenditures vary directly
with changes in farm income. The question follows as to whether
these variations are a source of instability to the economy.

Presumably, this is partially dependent upon their relative impor-
tance to the total of such expenditures. Estimates suggest that since
about World War I farmers' expenditures for consumer durables have
accounted for a declining proportion of the total of such expenditures.
Prior to 1920 farmers apparently accounted for about one-fifth of the
purchases of consumer durables. Since World War II farmers ap-
parently have accounted for something less than one-tenth of the total
purchases of consumer durables. This decline is not unexpected in
view of the decline in the farm population.

Prior to World War. II farmers' expenditures on automobiles ac-
counted for about one-seventh of the total. In recent years this has
declined to about $1 in $13. Continued decline in the importance of
farmer expenditures would be expected if the farm population is re-
duced further.

Even if the low-income, part-time, and residential farmers are ex-
cluded from our statistics it appears that the per capita income of
commercial farmers probably does not equal that of nonfarmers, even
in prosperous times. Therefore, it would seem reasonable to expect
that the farmers' expenditures for personal consumption items would
probably be less than for a nonfarm group of the population of a
similar size. If the farm population declines still further, as is

-expected by most agricultural economists, the influence of variations
in farmers' consumption expenditures is likely to prove a less impor-
tant source of potential instability than in the past.
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SUMMARY AND CONCLUSIONS REGARDING FARMERS' EXPENDITURES

The indications from the available data substantiate that farmers'
expenditures tend to be consistent with expectations developed by eco-
nomic theory. For items which are generally complements in produc-
tion (lime and motor fuels) expenditures appear to vary consistently
with income only in the case of very large contractions or expansions.
Expenditures upon fertilizer, capital items, and consumption goods
seem to vary more directly and be more sensitive to changes in current
farm income. These conclusions appear supported by the other inde-
pendent research available.

The variability and magnitude of farmers' expenditures for non-
farm-produced production and capital items suggest that these items
have more relevance to business cycles than changes in net farm in-
come as such. While income changes apparently have an important
influence upon expenditures, undoubtedly many other factors also are
important. The role of farmers' expenditures for capital items and
current production items has not been examined in relation to the non-
farm business cycle. It appears that such an examination would be
useful. The data examined in this paper present no valid basis for
policy conclusions regarding the causal role of farm expenditures in
the business cycle.

THE IMPACT OF CHANGES IN FARMERS' WELL-BEING UPON THE

FINANCIAL INSTITUTIONS SERVING AGRICULTURE

There are at least two ways in which the economic well-being of
farmers might affect the financial institutions serving agriculture.
First, if financial adversity forced farmers to reduce substantially
their demand and time deposits, this could put a severe financial strain
upon banks heavily dependent upon such deposits. Second, if agri-
cultural assets pledged as loans to financial institutions were to deflate
in market value rapidly and substantially this could put a financial in-
stitution having a large quantity of such loans in great difficulty.

Some data relating to changes in farmers' bank deposits and in the
demand deposits of- rural-banks are shown in table 10. As noted
earlier, changes,-in~farmers' bank deposits seem to bear relatively little
relation to either changes in farm income or the general business cycle,
except during periods of very large expansions or contractions. The
variations in deposits in rural banks in the leading agricultural States
show somewhat similar patterns.
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TABLE 10.-Percentage chansges in indeoTe8 of total and demand deposits of coun-
try banks in 20 leading agricultural States during periods of business cycle
ezpan8ion and contraction, .19.10-56

Net income Total Demand
of farm deposits deposits

Periods of business operators I

(1) (2) (3)

Expansion:
1954 to 1956- -1.0 2.5 1.7
1949 to 1953 -1.5 16.2 16.2
1927 to 1929 -7.0 2.0 - I
1911 to 1913 ------------------------------------------- -- 9.6
1946 to 1948 -6.3 5.2' 3.1
1924 to 1926 -- -------------------- 11.3 6.3 5.3
1921 to 1923 -30.5
1932 to 1937------------------------------------- --- 171.4 4.8 77.3
1914 to 1919 ------------------------ 157.4 4---- ---------
1938 to 1944 -185- 1i5.9 176. 6 257.0

Contraction:
1944 to 1946 -22.8 52.4 48.5
1923 to 1924 -4.5
1926 to 1927 --. 8 -1. 1 -2.6
1913 to 1914 -6.5
1910 to 1911 -8.7
1948 to 1949 -- 14.0 -2.0 -2.0
1953 to 1954 - - ----------------- - -12.2 3.5 1.7
1937 to 1938 - -------------- -18.3 -. 6 -2.9
1920 to 1921 --- -------------------------------- -45.0
1929 to 1932--69.2 -36.9 -42.1

' Including Government payments.
Source: Col. (1) FIS No. 164, p. 18; col. (2), 1924-44 Agricultural Finance Review, November 1944, pp.

107-108; 1946-56, ibid., February 1957, p. 133; col. (3) Ibid.

The rapid deflation of agricultural assets has already been covered in
a previous section. Two researchers concluded that these deflations
could and did cause serious financial difficulties in the 1920's. They
said:

Before the liquidation that began in the early twenties,
commercial banks were the largest holders of farm mortgage
loans among the institutional lenders. * * >

Direct evidence of area variations in foreclosures and loss
rates for commercial banks is not available, but considerable
indirect evidence is provided by data on deposit changes and
bank failures. By their very nature, the operations of com-
mercial banks are certain to reflect the prosperity of the com-
munities in which they do business. Declining incomes and
tightened money conditions will quickly manifest themselves
by deposit withdrawals. If withdrawals continue, and if in-
vestment losses are severe, bank failures are apt to result.8

5 Lawrence A. Jones and David Durand, Mortgage Lending Experience in Agriculture,
Princeton University Press, 1954, p. 43.
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Bank suspensions during the twenties were mainly in agri-
cultural areas. * * *

Concentration was heavy in a strip running north to south
from North Dakota and Minnesota to eastern Texas. Georgia
and South Carolina also had numerous bank failures.9

However, it would appear that the possibilities for the reoccurrence
of this situation are quite remote. More stringent loan regulations,
more diversified loan portfolios, the high owner equity in agricultural
assets, the existence of Federal financial agencies in the area, and many
other factors create conditions quite different from those of the 1920's
and 1930's.

Thus, while it appears that severe deflation of agricultural assets
and sharp reductions in deposits in the 1920's and early 1930's did
seriously affect the stability of local financial institutions serving
agriculture, the variability of these items in modern cycles does not
seem likely to threaten the position of these institutions.

THE EFFECT OF CHANGES IN AGRICULTURAL PRICES UPON THE GENERAL

PRICE LEVEL

Another important variable in the economy is the general price level.
The prices of farm products are immeasurably entwined in our price
system. The level of farm prices affects retail food prices. These in
turn affect the Consumer Price Index, which increasingly affects the
level of wages of millions of workers, in turn affecting the general level
of the prices of industrial products throughout the economy.

The detailed relationships between farm prices and the general price
level are impossible to trace. It seems safe, however, to conclude that
the rapid rise in farm prices immediately following World War II and
in 1950-51 contributed both directly and indirectly to the substantial
inflation of those periods. On the other hand, declining prices for
farm products helped to offset rises in other items in the Consumer
Price Index and thus contributed to stability in the period 1952-55.

Within the context of our present economic and political system,
substantial rises in farm prices seem more likely to trigger general
price increases than sharp declines in farm prices would be to pre-
cipitate general price declines. Increasingly, collective-bargaining
contracts contain escalator clauses automatically increasing wages if
the Consumer Price Index rises, whereas both wages and prices tend
to resist downward movements.

Little research is available upon these relationships. One study
which indirectly throws some light on the subject was an analysis of
"The Contribution of Farm Price Support Programs to General Eco-
nomic Stability." 10

Discussing the influence of price supports upon the general price
level the author said:

Under the recession pattern assumed here, the present price
support program might reduce the drift in the general retail
price level by as much as 30 percent; it might reduce the de-

Ibid. p. 46.
10 Kari A. Fox, Policies To combat Depressions, a conference of the Universities-National

Bureau committee for Economic Research, Princeton University Press, 1956.
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dine in gross national product and disposable personal income
by something like 10 percent; and it would reduce the drop
in farm prices (which it is specifically set up to do) by 50 per-
cent relative to the level expected in the absence of a price
support program."1

However, it should be pointed out that Fox assumed that there
would be only a 9-percent decline in the Consumer Price Index in the
absence of farm price supports. He went on later to say:

If the program reduces the drift in nonfarm prices and
wage rates, does it slow down inventory liquidation and help
to maintain business investment? This seems plausible, but
I believe it would be extremely difficult to quantify these
effects. Second, in formulating the objectives of counter-
cyclical policy, how much weight should be given to price
stability as such, both farm and nonfarm? Price deflation
increases the real burden of all obligations which were fixed
in money terms before the onset of recession and there is a
widespread impression that falling prices are viewed with
great concern by the business community. Certainly the
severity of price dislocations and cost-price squeezes tend to
increase with the speed and amplitude of general price
deflation.12

Thus, those estimates available suggest that movements in farm.'
prices can influence the general price level, but that on the down side
at least, the influence of agricultural prices alone is not very great..

GENERAL SUMMARY AND CONCLUSIONS

This paper has attempted to cover the involved and difficult ques-
tions of how changes in general economic activity affect agriculture,.
and conversely, how changes in agriculture affect the nonfarm econ-
omy. A quantity of data has been presented, most of which is gen-
erally in use, in reference to the business cycle. The nature of these
data and the relatively limited research in the area have prevented the
presentation of concise statistical results. Wherever possible, sub-
stantiating research has been included. Based upon the nature of
the data, the consistency of the apparent results, and the availability
of supporting research the conclusions are divided into three cate-
gories: Conclusions, tentative conclusions, and suggestive hypotheses.
These groups follow.
Conclusionms

1. Vigorous expansions and contractions in the nonfarm economy
affect the well-being of agriculture and farm people. Regardless of
the measure used, the income of farmers has moved in the same direc-
tion as the income in the nonfarm economy during major business
cycles.

2. During periods of mild expansion and contraction in the non-
farm economy the income of farmers is likely to be subject to other
influences which override the effects of changes in nonfarm business

u Ibid., p. 339.
n Ibid., p. 354.
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activity. However, even mild expansions tend to provide employ-

ment opportunities for underemployed farmworkers so that the in-
come per worker has usually increased.

3. During periods of sharp reductions in income, farmers reduce

their expenditures on and physical inputs of production items pur-
chased from nonf arm sources.

4. Farmers' expenditures upon consumers' durables, automobiles,
and other items for consumption tend to vary with their income.

Tentative conclusions
1. Farm output tends to increase during periods of expansion in the

nonfarm economy and contract during periods of recession. This

seems to be due to the positive conformity of crop yields per acre and
livestock production to the nonf arm business cycle.

2. In recent years mild expansions in the nonfarm economy tend
to increase the prices paid by farmers for nonfarm items more rapidly
than farm prices increase.

3. The two preceding conclusions, plus the evidence of higher income
elasticity for marketing services than for raw farm products, suggest

that the problem of unsatisfactory returns to factors of production in

commercial agriculture will not be solved completely by the mainte-
nance of full employment and general economic stability.

Tentative hypotheses needing further substantiation

1. Gross capital expenditures by farmers together with expenditures
for nonfarm-produced items used in current production are of suf-

ficient magnitude to have a potential destabilizing influence upon the
nonf arm economy.

2. Farmers' expenditures for capital items and other nonf arm-pro-
duced items used in production appear more responsive to changes in

farm income in recent years than they were in earlier years.
3. The variations in such expenditures by farmers have possibly

had some effect of either mitigating or intensifying the nonfarm busi-
ness cycle, depending upon whether the changes were in the same or
opposite direction.

4. Movements in farm prices are not likely to affect substantially the

general price level in the nolf arm economy. However, declines in

farm prices during periods of full employment may help offset in-

flationary rises in other items. Rising farm prices during periods
of full employment seem more likely to add to inflationary pressures,
whereas falling farm prices probably would contribute relatively little
to a decline in the general price level during a recession.

It is not possible to conclude from this analysis that the agricultural

sector of the economy has been or will prove to be a serious threat to

the stability of the United States economy. Of equal importance
however, is the suggestion that neither is it possible to conclude that

the agricultural sector has not or might not be an inherent source of

instability. Thus, it would seem that agriculture deserves the con-
tinuing attention of economic researchers and policy makers who bear

the responsibility for continued economic growth and stability.
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THE CURRENT AND PROSPECTIVE MARKET POSITION
OF AGRICULTURE

THlE CURRENT INCOME POSITION OF COMMERCIAL
FARMS

Nathan M. Koffsky and Ernest W. Grove, Agricultural Marketing
Service, United States. Department of Agriculture

In appendix C of this volume is a set of tables of the standard
income series relating to agriculture on a national basis, which are
published regularly by the Department of Agriculture. These income
figures represent the totals and averages for almost 5 million farms
and more than 20 million people living on farms. They are reason-
ably accurate figures based on methods and sources that have been
developed during a period of more than a quarter of a century.

The request of this subcommittee, however, is for information on
the income position of commercial farms. As defined by the sub-
committee, this group includes approximately 2 million farms which
produce some 91 percent of all farm products sold. Here, our statis-
tical base is weak. In fact, there have been no official series which
represent incomes of coimnercial farms as distinct from all farms in
agriculture.

IWe have, however, pieced together-primarily from the 1950 cen-
suses of agriculture and population, the 1954 census of agriculture,
and the 1955 survey of farmers' expenditures-a very preliminary and
tentative set of data which roughly indicates the income levels and
trends for the farm-operator families with which the subcommittee is
particularly concerned. But it must be emphasized that these data are
probably subject to a wider range of error than has been generally
acceptable in farm-income estimates. This points to the need for an
expansion of our statistical program if we are to provide better and
continuing information on incomes of various groups of farmers.

1. THE CURRENT INCOMfE POSITION OF ALL FARMERS

(a) Farm income
Before turning to the specific group of farmers with which this

topic is concerned, it would be well to review very briefly the significant
changes in the income position of farmers in general as described in
the official statistics of the Department of Agriculture. From this we
will move on to an appraisal of the differences in trends for commercial
farms and other farms as compared with the averages for all farms.

Appendix tables C-1 through C-5 describe in considerable detail
the declining trend in agricultural income through most of the past
decade. Farm income has stabilized since 1955, and some income
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measures have turned upward. But, compared with 1947-49, aggre-
gate net farm income in 1956 was nearly 25 percent smaller. Almost
half of the decline occurred between 1953 and 1956. These trends are
approximately the same, whether we refer to realized net farm
income-which measures the income actually available to farm oper-
ators for family living and for capital goods of nonf arm origin-or to
net farm income as represented in the national income accounts,
which includes the value of inventory change.

In 1956, realized net income rose 4 percent from 1955, whereas net
farm income, including the value of inventory change, showed a slight
decline. This year, 1957, realized net farm income will likely show a
small further increase. Net farm income, which includes the value
of inventory change, may also show some improvement unless the level
of crop and livestock inventories is substantially lower on January 1,
1958, than is now expected.

One of the significant points of our postwar experience is that
gross income for agriculture as a whole in 1956 was actually larger
than in the 1947-49 period. A larger output of farm products has
offset lower prices. But production expenses increased about one-
fourth during that period, and thus brought a substantial decline in
net income. In the more recent period, also, since 1953, there was
some decline in gross income, but the persistent rise in the farm-cost
structure was a more important factor in lower returns to agriculture.

Against this background of a lower level of aggregate income from
farming operations, we should take into account the declining number
of farms. Since the 1947-49 period, the number of farms has been
reduced about 15 percent. The decline is probably continuing at the
rate of 1 or 2 percent a year. Thus, on a per farm basis the decline in
net income is only about 12 percent as compared with the decline in
aggregate farm income of about twice that percentage. Gross income
per farm in 1956 was close to the record high, but rising production
expenses have squeezed net returns to agriculture. (See fig. 1.)
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FIGURE 1
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The rise in production expenses reflects two main influences: First,
technological developments have substituted machines and other in-
dustrial products for human labor. This has brought a high, relatively
inflexible, cash cost structure to modern agriculture. Second, per-
sistent inflation during the last decade has had a more pervasive effect
on farmers' costs than on the prices of products sold by farmers. In
1956, production expenses accounted for $2 out of every $3 received
by farmers from farming operations. In 1947-49, expenses accounted
for not much more than $1 out of every $2.

In addition to the decline in net income per farm-some 12 percent
since 1947-49-there has been a rise of 14 percent in prices paid by
farmers for family living. Thus, the purchasing power of net income
per farm declined about 22 percent between 1947-49 and 1956 (fig. 2).
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FIGURiE 2
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The purchasing power of average net farm income per farm last year
was at about the same level as in 1941. In contrast, the purchasing
power of average weekly earnings in manufacturing has risen more
than 40 percent since 1941 and more than 30 percent during the last
8 years.
(b) Incomre of all farm people from farm and nonfarm sources

Thus far, we have been concerned with income from agriculture.
Farm people also receive a substantial part of their total income from
other sources, such as wages and salaries. In the last 8 years, the
average amount received per person on farms from nonfarm sources
has risen approximately 50 percent. In 1956, the total per capita net
income of persons on farms was about $900, of which $600 were
received from agriculture and about $300 from nonfarm sources.

Figure 3 compares the per capita incomes of farm and nonfarm
people. It should be noted that in this instance we are dealing with
the total farm population, including not only farm operators and
members of their families, but also others living on farms, such as
farm laborers. The chart indicates that, since 1934, the earliest date
for which the figures are available, per capita farm and nonfarm
incomes have generally moved together. This indicates that in most
years farm people have generally participated in the Nation's eco-
nomic growth and improved living standards. However, the level
of income per person on farms has averaged roughly one-half of the
nonfarm level. From 1934 to 1942, per capita income of farm people
generally fell somewhat short of the 50-percent level. From 1943
through 1952, per capita income of farm people ran above the 50-per-
cent level. In the last several years, a gap has developed as incomes
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of nonfarm people have risen substantially while those of farm people
have held relatively level.

FIGURE 3

It is difficult to assess the meaning of the difference in levels of
income as between farm people and nonfarm people. Historically,
per capita income of farm people has run at a substantially lower
level than that of nonfarm people. This is true not only in the
United States but also in most foreign countries for which data are
available. The existence of an average income gap between farm
and nonfarm people is evidence that there are other forces at work,
in addition to the incomes received, in determining whether a person
pursues farming or some other occupation. There are many in-
tangible factors associated with working and living in the country,
and these cannot be translated into dollar terms. It is clear, however,
that, while there may be some question as to the actual size of the
income gap in real terms, there is some disparity in income, which
has tended to widen in recent years.

.Although per capita income from farming has declined since
194 7-49, increases in nonfarm income to farm people have brought the
total net income per person on farms from all sources up 6 percent.
In the meantime, per capita income of nonfarm people has risen more
than a third.
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off-farm income for high-production farms and low-production farms.
High-production farms represent the commercial farms as defined
by the staff of the subcommittee. They encompass all farms with
value of annual sales of $2.500 or more. All other farms are in the
low-production group. It should be emphasized again that these
series are based on incomplete data and are? therefore, subject to
more than the usual limitations of interpretation. But they suggest
several significant trends that are obscured by the averages for all
farms:

1. The reduction in numbers of farms since 1947, some 15 percent
for all farms, was concentrated in the low-production farms, which
declined about a fourth. The number of high-production or com-
mercial farms, which account for almost all farm products sold, has
remained fairly stable during this period. Even these two major
groups cover up some important trends. Census of agriculture data
indicate that the larger commercial farms-those that sell over $10,000
of products annually-are increasing in number while those that sell
between $2,500 and $10,000 of farm products are tending to decline.
Among the low-production farms, the most rapid decline has been for
those farms which have produced little for sale and where off-farm
income has not been important.

2. The decline in net farm income per farm (including the value

of inventory change) for both high-production farms and low-
production farms has been greater than the average reduction of
some 12 percent for all farms since 1947-49. For high-production
farms the reduction has averaged nearly 20 percent, and for low-
production farms possibly even more. The average for all farms is
down less, reflecting the change in the composition of farms whereby
low-production and low-farm income farms are diminishing rapidly,
thus giving more weight in the average to high-production farms.

3. The table also illustrates the rapidly growing importance of
off-farm income to farm families, not only for the average low-produc-
tion farm family but for the high-production farm family as well.
For all farm families combined the substantial increase in income from
off the farm has more than offset the reduction in farm income since
1947-49. For low-production farms the gain in off-farm income re-
suited in an increase in family income of some 22 percent over the
1947-49 average. For this group, in 1947-49, roughly half of the
family income was received from of the farm. In 1956, almost three-
fourths was from off-farm sources. In the case of high-production
farm families, the gain in off-farm income has not entirely offset lower
farm incomes. The average total family income in 1956 was down
about 6 percent from the 1947-49 average. But, whereas in 1947-49
off-farm income represented some 13 percent of total family income,
in 1956 it accounted for 26 percent. While some of the increase en
relative importance of off-farm income reflects a reduction in farm
income, most is due to the continuing rapid rise in off-farm earnings
as a source of income to the farm family.
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TABLE i.-Number of farms and average income of farm operator families, by major source, by economic class group, 1947-56

B igh production farms I Low production farms 2 Ali farms

Year Average family income | Average family Income Average family income
Nu mlber 2 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ Num ber __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ Num ber 2 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

(Miouls,,nds) _I(thousands) (thousands)
Farm Off-farm Total Farm Off-farm Total Farm Off-farm Total

1947 -2,140 $4, 969 $747 $5, 716 3, 733 $1;114 $1, 245 $2, 359 5,873 $2, 519 $1, 04 $3, 583
1948 -2,126 5,785 780 6,565 3,678 1, 297 1,303 2,600 5,804 2,941 1,111 4,052
1949- 2, 113 4, 219 771 4,990 3,610 946 1,285 2,231 5, 723 2,155 1,095 3,250
1950 -2,099 4,571 835 5,406 3, 549 1,005 1,365 2,370 5, 648 2,330 1,168 3,498
1951-------------- 2,119 1,416 914 9,370 3,416 1,171 1,139 2, 714 5,535 2,799 1,315 4,114
1912-------------- 2,138 5,104 1,085 9, 189 3, 283 1, 086 1, 730 2,819 5,421 2,6971 1,479 4,147
1913-------------- 2,158 4,130 1,121 5,915 3,110 937 1, 799 2, 709 9,308 2, 398 1,1507 3,905
194 -2,180 4,393 1, 19 5,528 3,021 881 1,810 2,691 5,201 2,341 1,140 3, 881
1955 -2,196 4,123 1,294 5,417 2,889 806 2,000 2,806 5,085 2,238 1,696 3,934
1956 -2, 213 4,033 1,382 5,415 2, 751 789 2,136 2,925 4,964 2,235 1,800 4,035

Census of agriculture numbers adjusted for undI With sales of $2,100 or more.
2 With sales of less than $2,500.
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It should be noted that these data are not directly comparable with
the per capita income estimates of all farm people discussed earlier.
These represent farm operator families whereas the per capita esti-
mates relate to all persons living on farms. Furthermore, the concepts
of income differ to some extent as between the two series.
(b) Comparison of farm family incomes with incomes of nonfarm

families
Table 2 compares the average family income of high production

and low production farm families with the average income of nonfarm
families. From 1947 through 1952, total incomes of high production
farm families generally were higher than incomes of nonfarm fami-
lies. Froml953 to 1956, the situation was reversed. Thus, in 1956,
the average income of high production farm families was about $5,400
compared with $5,750 in 1947-49, while that of nonf arm families was
about $6,900 in 1956, compared with $4,900 in 1947-49. Incomes of
low production farm families have risen appreciably since 1947-49,
from about $2,400 to $2,900.

TABLE 2.-Average family income of farm operator families and nonfarm-
familes, 1947-56

Farm operator families on-

Year Nonfarm
Low-produc- High-pro- families 3

All farms tion farms I duction
farms'2

1947 -$3,583 $2, 359 $5,716 $4, 775
1948 -4,052 2, 600 6,565 5.070
1949 -3, 250 2, 231 4, 990 4,825
1950 -3,498 2, 370 5,406 5,232
1951 -4,114 2, 714 6,370 5,721
1952 -4,147 2,816 6,189 6,013
1953- 3,905 2,706 5, 655 6,360
1954- 3,881 2,691 5,528 6, 297
1955 -3,934 2, 806 5,417 6, 550
1956 -4,035 2, 925 5,415 6 900

I With sales of less than $2,500.
'With sales of S2,500 or more.
3 Based on Income Distribution in the United States, a supplement to the Survey of Current Business,

1953.

In appraising income trends, there is usually some question as to
the appropriate base period for such comparisons. This re'port is
concerned with changes during the period 1947 to 1956, primarily
because the data for commercial farms could not be extended for
earlier years. Some would question the comparisons with 1947-49,
as that period was one of unusually high farm prices and farm in-
comes. From the available data on per capita incomes of all farm
people since 1934, income of farm people during 1947-49 appears high
compared with its usual relation to income of nonf arm people over
the years. There is particular significance, however, in the trends
for recent years, showing sharp increases in incomes of nonfarm fam-
ilies while incomes of high-production farm families have not risen.

Further, it should be recognized that high-production farms in-
volve a considerable family investment, generally much larger than
for the average nonfarm family. Rough calculations indicate that
the average equity of the operator in productive assets (land, build-
ings, machinery, and inventories of crops and livestock) was more
than $32,000 on high-production farms in 1956. In 1947-49, the aver-
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age equity totaled about $23,000. Thus, if allowance were made for
return on investment at prevailing rates of interest, the average net
income from farming for high production farms in 1956 of about
$4,000 would be lowered to perhaps $2,200. For 1947-49, the average
income from farming of about $5,000 would be lowered to less than
$4,000 as the return for farmers' labor and management, net of
return on invested capital.
(c) Farm inecomnes on specified types of conwnercial familly-operated

f arms
It is recognized also that the averages for high-production farms

cover up many diverse income situations. The Agricultural Research
Service publishes annual estimates of farm costs and returns for 29
different types of farms in various locations in the United States.
These are representative of the situation on owner-operated farms in
the selected areas. Because of the limited number of types covered
and because tenants are not included, they should not be considered
as representative of the income situation on commercial farms for the
entire Nation. However, all the types of farms covered would qualify
as commercial farms under the definition of the subcommittee. Table
3 shows the net farm income for 1947-49 and recent years for the
selected types of farms, contrasted with the averages from table 1
for all high-production farms.

TABLE 3.-Average net farm income for high-production farms, by type and.
location, 1947-49 average and 1953-561

Type and location 1947-49 1953 1954 1955 1956 2
average

All bigh production farms 3 - -$4,991 $4,530 $4,363 $4,123 $4,033
Dairyefarms:

Central Northeast ------------------------------------ 3,S92 3,493 3,735 4,248 4,248
Eastern Wisconsin - -4, 365 3,760 3,219 2,816 3,365
Western Wisconsin - - 3,284 3,159 2,382 2, 434 3,005

Corn Belt farms:
1{og-dairy --- 5,639 6,027 6,379 4,372 5,092
Hog-beef raising - -3,370 3,357 2,945 3,016 3,333
Hog-beef fattening - -10,665 7,055 8,833 4,433 6,898
Cash grain - -8,930 7,471 8,393 6,516 9,141

Tobacco farms:
Tobacco-livestock (Kentucky) - -3, 334 3,457 3,439 2,350 3,200
Tobacco-cotton (North Carolina) - -3,208 3,240 2,927 3,550 3,409
Small tobacco (North Carolina) - -2,354 2,611 2,380 2, 885 2,826
Large tobacco-cotton (North Carolina) - -3,923 4,042 3,326 4,463 4,636

Cotton farms:
Southern Piedmont - -1,565 1,918 1,438 2,297 1,708
Black Prairie (Texas) - -3, 090 3, 491 1, 724 2, 502 974
High Plains (Texas, nonirrigated) - -, 411 -640 4,637 2, 755 3,326
High Plains (Texas, irrigated) - -10, 761 8, 448 13,205 7, 243 12,736
Delta (small) - -1,923 2,0073 1,581 2,033 1,660
Delta (large scale) 20, 465 24,668 16, 943 25, 807 21, 059

Peanut-cotton farms: Southern Coastal Plais- - 2, 313 2, 660 2, 231 3,196 3,121
Spring wheat farms (Northern Plains):

Wheat-small grain-livestock - - , 323 4,075 2,133 6, 052 6, 992
Wheat-corn-livestock -- ----- --- , 972 4, 201 3,397 2, 547 3, 356

Wheat-roughage-livestock - -5,370 4, 512 2, 813 4, 259 3,122
Winter wheat farms:

Wheat (Southern Plains) - -10, 017 4,961 7,240 4,914 3,252
Wheat-grain sorghum (Southern Plains) - - 9,433 1,083 3,314 1,647 2, 349
Wheat-pea (Washington and Idaho) - -11, 864 14, 705 16,048 9, 989 13,895

Cattle ranches:
Northern Plains - -6,466 4. 216 3, 625 2,839 1,926
Intermountain region - -8, 665 5, 324 4, 481 4.626 5, 720
Southwest 5,698 -490 323 3,121 -1,245

Sheep ranches:
Northern Plains -6, 5a287 4,299 4,367 5,696
Southwest -- - -- - - ---- -- --- ---- - --- 5, 224 772 915 3, 303 093

I Estimates for individual types and locations were prepared in the Farm Economics Research Division, -

Agricultural Research Service.
2 Preliminary.
3 With sales of $2,500 or more.
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The data illustrate marked variations in income trends among the
several types of farms. For example, the ARS data for dairy farms
indicate that those in the Central Northeast area have increased their
average net farm income almost 10 percent between 1947-49 and 1956,
while those in eastern Wisconsin have had a reduction of almost a
fourth. Similarly, the typical hog-beef fattening farm in the Corn
Belt has had a decline in net farm income of 35 percent since 1947-49,
while cash grain farms in the same area have had a small increase.
The tobacco farms shown held income fairly close to the 1947-49
average. For the selected cotton farms the smaller sized farms have
mostly had some reductions in income, particularly reflecting drought
in Texas. However, the larger cotton farms, notably in irrigated
areas of the High Plains of Texas and in the Delta show increased net
incomes relative to 1947-49. Most wheat farms show rather substan-
tial reductions in income, but here again a few types show increases.
For cattle ranches, the 3 types shown have had rather substantial
reductions in income, with the cattle ranch in the Southwest showing
a negative income of $1,245 in 1956, mostly the result of drought con-
ditions. A sharp reduction is also indicated for sheep ranches in the
Southwest.

Of the 29 types of farms, a little more than half showed some im-
provement between 1955 and 1956. This roughly follows the pattern
of developing stability in farm income overall in those years.

Table 4 shows data for the same years after allowance for return on
capital investment. It should be noted that only 3 of the 29 types
shown had any increase from 1947-49 to 1956 in the return to labor
and management as distinct from return on investment. Moreover,
6 types had negative returns to operator and faimly labor in 1956.
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TABLE 4.-Average return to operator and family labor on high-production farms,
by type and location, 1947-49 average and 1953-561 (net farm income minus
allowance for return on net capital investment)

Type and location 1947-49 1953 1954 1955 1956 '
average

All high-production farms I --------
Dairy farms:

Central Northeast-
Eastern Wisconsin-
Western Wisconsin-

Corn Belt farms:
Hog-dairy-
Hog-beef raising-
Hog-beef fattening
C ash grain - - - - - - - - - - - - - - - - - - - - - - -

Tobacco farms:
Tobacco-livestock (Kentucky)-
Tobacco-cotton (North Carolina)-
Small tobacco (North Carolina)-
Large tobacco-cotton (North Carolina) - -

Cotton farms:
Southern Piedmont-
Black Prairie (Texas)-
nigh Plains (Texas, nonirrigated)-
High Plains (Texas, irrigated)-
Delta (small)-
Delta (large scale)

Peanut-cotton farms: Southern coastal plains-
Spring wheat farms (Northern Plains):

Wheat-small grain-livestock-
Wheat-corn-livestock-
Wbeat-roughage-livestock-

Winter wheat farms:
Wheat (Southern Plains)-
Wheat-grain sorghurn (Southern Plains)-
Wheat-pea (Washington and Idaho)-

Cattle ranches:
Northern Plains -------------------------
Intermountain region-
Southwest -----------------------------------------

Sheep ranches:
Northern Plains ---------------------------------
Southwest --- ------- -------------- ----------

$3. 831

2,801
3,064
2, 380

4, 130
2, 162
8, 470
6,051

2, 414
2,381
1, 909
2, 359

909
2, 230
5, 003
8,456
1, 596

14, 776
1, 980

4,822
4, 498
4, 051

7,445
6, 613

$2, 853
1,941
1, 963
1, 925

3,854
1 535
3, 939
3,370

2, 177
2,048
1,989
1,834

1,041
2. 226

-2, 530
4, 292
1, 513

15,847
2, 129

1, 794
1, 980
2, 438

1, 213
-2,987

$2, 728

2, 317
1,9531
1,195

4, 285
1, 272
6,032
4,373

2, 237
1, 757
1, 775
1,173

562
435

2,728
8, 843
1,036
8,817
1,681

-118
1, 20

771

3, 871
-541

$2,420

2 744
1,098
1, 258

2, 204
1,308
1,405
2, 311

1,622
2,381
2, 287
2,338

1, 402
1, 170

862
2, 38
1,458

17, 425
2, 641

3,878
322

2, 20D

1,246
-2, 343

9 478

$2, 236

2,627
1,620
1, 799

2,968
1, 569
3, 33
4,842

1, 959
2, 244
2, 208
2,442

768
-488
1, 364
8,268
1 013

11,038
2, 547

4,612
1, 160
1,016

-440
-1,561

9219
O b .4 - , O- v . --

3 396 73 -99 -909 -1,999
5, 568 1, 587 1,390 1,418 2,658

756 -8, 512 -6,908 -3,912 -8,589

3, 481 458 -144 -65 1, 143
-828 -9, 590 -8, 546 -6, 174 -9, 114

I Estimates for individual types and locations were prepared in the Farm Economics Research Division,
Agricultural Research Service.

' Preliminary.
a With sales of $2,500 or more.

This diversity in the income situation among types of farms is
probably true also of the size groups within the high production farm
category. Although little information is available on the situation in
the top group of high production farms-those with sales of $25,000 or
more-data for large-scale cotton farms in the delta contrasted with
smaller cotton farms in the same area suggest that the large farms have
maintained farm income somewhat better than the smaller family-sized
operations. The census and survey data for 1949 and 1954-55, which
provided the basis for the estimates of average income of high produc-
tion farms, also suggest, though by no means conclusively, that net
farm income on farms with an annual value of sales of $25,000 or more
was fairly well maintained, while incomes of smaller operations in the
high production category showed substantial declines.

Again, if we are to know more about the income situation within the
high production and low production categories, our statistical prograam
will need to be substantially enlarged.



CURRENT IMBALANCE OF SUPPLY AND DEMAND FOR
FARM PRODUCTS

M. R. Benedict, University of California

WHAT IS MEANT BY IMBALANCE?

For a meaningful discussion of supply-demand imbalance, it is
necessary to define what we mean by imbalance. There are at least
three ways of looking at the problem and others that are modifications
of those listed. They are as follows:
1. The classical laissez faire approach

This view, which was long accepted by most economists, assumed
that supply and demand would always be equal at some price and that
the total amount offered would find buyers willing to take it at that
equilibrium price. This, of course, is an oversimplification of the
complex relationships that exist, even in a so-called free-market econ-
omy. Underlying it is a rather vague notion of a "normal" price
which in the longer run will, on the average, call forth enough pro-
duction to meet the demand at that normal price.

This concept of balance was generally accepted in the markets for
farm products until the 1930's. It was a natural outgrowth of a time
in which the principal concern about foodstuffs was fear of scarcity.
Food production was assumed to be at increasing cost as population
expanded, and the idea of excess capacity scarcely entered into the
thinking about agriculture and the food supply until the latter part
of the 19th century. Even after the development of Western Hemi-
sphere production eased the pressure of population on land resources,
this older view of price-cost relationships continued to be widely
accepted. It was not seriously challenged until the 1920's when pro-
duction began to seem clearly too large to be absorbed at any reasonable
level of prices in the markets then existing. Since then, it has become
apparent that American agriculture has or can easily develop produc-
tion capacity that is excessive in terms of effective, commercial demand
for its products at prices farmers or the general public regard as
49fair."'
B. The amount that can be sold at some established level of prices

This concept is based on the idea that any amount that cannot be
sold at prices that are socially and politically acceptable is excess pro-
duction and therefore reflects an imbalance between supply and de-
mand. Since the standard chosen implies that such a return would
be "fair" or "just," it follows that a supply small enough to result
in a price higher than these "fair" or "just" prices would reflect an
imbalance on the short side. If we adopt that criterion, which is the
one implied by existing legislation, production was less than adequate
in the years 1942 to 1948 Zand in 1950 and 1951) and has been exces-
sive in the years since 1952. The general level of farm prices, in terms

91



POLICY FOR COMMIERCIAL AGRICULTURE

of parity, stood at 100 in 1949 and in 1952. Neither in the Congress
nor in the farm groups themselves has it been assumed that the level
of farm prices could or should be held precisely at 100 percent of
parity. The position taken is that, at least on the down side, large
divergences from the parity level should not be permitted to occur.

The lower limit of 90 percent of parity, established in 1942, was
regarded at that time as an incentive price and as a stabilizer in the
first years of postwar readjustment. It was more favorable than a
90-percent-of-parity average in a free market would be because the
Government was assuming some of the risk cost normally borne by the
producer. Through later legislation, that standard was retained for
a number of the major crops until 1955. In terms of that criterion,
amounts over and above those that can be sold at support prices can be
regarded as excess production and amounts small enough to result in
prices above 100 to 110 percent of parity reflect inadequate production.

Both parity and the percentage of parity at which supports are
maintained are somewhat arbitrary in that they are legislatively deter-
mined. That is, they are not standards that arise naturally in the
marketing process. The ones actually used are by no means the only
ones that could be used. The percentage of parity chosen could be 100
percent, 90 percent, 75 percent, or any other portion of full parity.

Parity is based on the idea of maintaining or restoring a set of price
relationships that developed naturally in some previous period. It is
arbitrary in that the adoption of a different base period or a different
formula woulfd result in a different set of parity prices. Also, it tends
to drift away from the price relationships that would exist in a more
natural market, owing to the fact that it does not take much account
of changing costs, demands and supply responses in agricultural and
nonagricultural lines of production.

Be that as it may, the parity criterion has come to be widely ac-
cepted and is deeply imbedded in the legislation relating to agricul-
tural activities. Even so, the legislation does not provide a clear and
unequivocal standard by which to estimate the amount of imbalance in
agricultural production and prices. The support levels provided for
some products (in terms of percentage of parity) are different from
those provided for others, and for more than half the products of the
Nation's farms, there is no specified level of price support. Even
where percentages of parity are specified, they are subject to legisla-
tive or administrative change. Obviously (if demand is the same),
the amount of excess or deficit in production will be different in terms
of 90 or 100 percent of parity than it will be in terms of 75 percent of
parity. Hence, the parity criterion cannot be used without careful
specification of the assumptions made.

3. Longer term i>mbalances
A third standard can be used, though it must lean in part on the

two listed above. This looks to probable longer term changes in pro-
duction, needs and levels of price. This is clearly the most important
facet of the problem from the standpoint of this committee but also
the one in which the pitfalls facing the maker of dogmatic statements
are most obvious. If demand is growing faster than production, so
there is prospect of an eventual free-market balance at reasonably
satisfactory prices, farmers can, if necessary, weather through a tran-
sition period with a hope of something better later. Or special transi-
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tiuii protrrIals can we developed % hich ill ease lhe situation until the
market itself is able to function more satisfactorily as a distributor
of incomes. If, on the other hanid, the prospect is for a production-de-
mand situation that will be getting more and more out of balance, a
quite different approach is called for.

T~lAN5I'rrON% EAID PROMINENT IN EARLIER Lv,,CISLA'TION

Most of the earlier programs adopted did rest on the assumption
that the thing needed was aid in a transition period. The Farm Board
stabilization corporations could only work if demand recovered and
production did not increase disproportionately. The first AAA was
set up originally as an emergency program designed to bring produc-
tion into %etter balance with demand. It was to be terminated by
Presidential or congressional action when that aim was achieved.
The postwar price supports provided in the Stabilization Act of Oc-
tober 1942, were of the same type, a procedure for giving market de-
mand time to catch up and for production to be readjusted. The aid
to be provided was designed to be transitional, with free-market oper-
ations taking over more of the load as the wartime maladjustmnents
were overcome.

There are three principal causes of the changed situation and out-
look wve are now faced with. (1) The Korean war checked the read-
justment that was getting underway just prior to 1950. (2) Yields
increased spectacularly, giving rise to a prospect that output would
rise faster than population, in fact, so much faster that the methods
of holding production in check that had been developed over the pre-
ceding 20 years would not be sufficiently effective to result in prices
satisfactory either to farmers or the Congress. The third factor was
the decision to continue many of the wartime price supports at levels
that tended to stimulate production, or at least to make sizable reduc-
tions in output unattractive to farmers.

There were numerous collateral actions that cannot be discussed here
but which have contributed to the results observed, among them the
particular methods used in supporting prices and incomes and the
tendency to maintain domestic prices of export crops at levels that
restrict their flow into the export markets. Along with these was a
still disorganized and poorly adjusted world market in which the
amount of dollar exchange was seriously deficient.

With this as background, let us turn more directly to the topic
assigned. 'What are the imbalances that exist currently and what
is the probable situation in the years just ahead? Currently, there
is a larger supply of some commodities than -would be taken by an
unaided free market at any price that would be acceptable either to
farmers or the Congress. These are principally -wheat, cotton, rice,
corn, and some of the manufactured dairy products. There are
others that do find outlets in a relatively free market but at prices
that are too low or too unstable to be satisfactory in an economy seek-
ing to spread evenly the benefits of a generally high level of economic
activity.

The analysis will be simplified by considering separately these
major groupings. Let us then consider first the price-supported
storables, essentially the so-called basic crops. Here, a distinction
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must be made between current production and outlet and the problem
posed by the stocks that have accumulated as a result of earlier price-
support operations.

THE STOCK SITUATION (AS OF JULY 1, 1957)

The principal burdensome carryovers are in wheat, corn cotton,
rice, and cheese. In addition, there are sizable CCC holdings of
grain sorghums, barley, flaxseed, oats, dried milk, and butter which
indicate that supplies of these commodities are running somewhat
in excess of what the market will take at current levels of price sup-
port. However, the quantities involved for this latter group are
not so large as to be a matter of serious concern. As of June 30,
1957, they accounted (at cost value) for some $312 million of the
CCC inventory as compared with about $5.4 billion for the 5 com-
modities that constituted the bulk of the holdings.

These stocks, though administratively perplexing and a potential
hazard to the revival of healthy international trade, are not, in my
opinion, the excess that should be of major concern to this committee.
The real problem is that of maintaining some reasonable balance
between output and prospective demand in the years ahead. If a
program can be devised which will achieve that longer run balance,
the problem of liquidating excess stocks now in hand can be isolated
and dealt with by a variety of methods.

The main concern here should be that these excess stocks be so used
as to contribute their maximum in social usefulness and that the
procedures adopted are effectively designed to serve as transitional
steps toward a better balanced and more healthy pattern of inter-
national trade. The cost of carrying out such a liquidation program
is not the primary consideration. Most of the loss involved is al-
ready inherent in the situation and will have to be met in one form
or another, whether through subsidized sales, donations, continuing
expense for storage or otherwise.

How much of this accumulation is actual surplus and how much
can be considered as a desirable reserve for contingencies

Wheat.-July 1 carryovers in recent years have been about a billion
bushels. The normal pre-1930 carryover was in the order of 100
million to 200 million. However, present-day conditions are not
those of the 1920's. The possibility of heavy and unpredictable war
needs cannot be ruled out, and a severe drought, if it should occur
earlv in the season, could cut production sharply. In view of these
considerations, it would seem unwise from a national standpoint to
shrink customary Government controlled wheat carryovers much
below 400 million to 500 million bushels, most of which should be
regarded as a strategic reserve and as a means of stabilizing prices
as between years of large or small production. If that view is
accepted, the imbalance, so far as CCC stocks are concerned, is cur-
rently in the order of 500 million to 600 million bushels. Stocks were
reduced by about 125 million bushels in 1956-57 and may be reduced
further in 1957-58 but in both cases only through aggressive selling
effort and heavy subsidies.

The excess carryover of wheat dates mainly from about 1953. It
developed partly as a result of the 1,300-million- and 1,200-million-
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bushel crops of 1952 and 1953. Production was brought dowvu nio-
erately in 1954-57 but still is larger than was customary in the years
prior to World War II. The crops of 1956 and 1957, though much
below those of 1952 and 1953, are still well up toward the billion-
bushel level (997 million and 923 million). Domestic use is roughly
600 million bushels. Consequently, if production could be kept at
about the 1957 level and exports up to or above 300 million bushels,
the situation would be roughly in balance at current levels of price.
Such larger exports or disposals as might be made could serve to
reduce the excess carryover. Exports since 1950 have ranged from
a low of 211 million bushels in 1953 to a high of 547 million in
1956-57. However, this high level of exports was made possible only
by heavy subsidies and other abnormal types of disposal. If we can
judge from the experience of 1900-14 and the 1920's, which were the
last periods in which exports occurred without Government inter-
vention, we probably cannot expect to see commercial exports of more
than 100 million to 200 million bushels in most years (at competitive
world prices) unless some form of export subsidy is provided.

Thus, the current imbalance would seem to be in the order of 250
million to 300 million bushels a year plus some 500 million bushels
of excess stocks. To bridge that gap, if domestic wheat prices are
to be kept at something near current levels, will require continuance
of abnormal export procedures to account for 100 million to 200 million
bushels or a cutback in production of somewhat similar proportions
(or a combination of the two) plus steps designed to reduce CCC
stocks now on hand. This assumes a continuance of such restrictive
measures as are now being used at about their present levels of effec-
tiveness and yield increases that are not in excess of the domestic-
demand increase associated with population growth and changes in
food habits.

Cotton.-The cotton carryover since 1953 has been roughly 11 mil-
lion to 14.5 million bales. It built up rapidly from 1952 on. From
1947 to 1952 it was, if anything, on the low side. Here, as in wheat,
some stocks over and above those the trade would carry seem desirable
in the national interest and as a means of protecting the United States
position as the major supplier in the international markets for cotton.

The end-of-season cotton carryovers in the years 1938-45 ranged
between 10.5 million and 13 million bales and were generally regarded
as excessive. They reached a low of 2.1 million bales in 1951 which
proved to be an inadequate supply from the standpoint of stable con-
ditions in the market and the maintenance of good relations with
foreign consumers. In 1956 they reached a record high of more
than 14 million bales. That quantity has been reduced by some 3
million bales in 1956-57 but still is about as large as the big carryovers
of the war years.

Past figures provide little guidance as to what might be regarded
as a normal, commercial carryover. During the 1920's, which is the
last period in which the Government was not involved, carryovers
ranged from as low as 1.5 million bales (in 1924-25) to as high as
6.5 million (in 1921-22). In general, they were in the order of 2.5
million to 3.5 million bales. In view of the uncertainties prevailing
at the present time, it would seem that an end-of-season carryover
of 5 million to 6 million bales would not be unduly large as a prudent
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reserve for meeting such contingencies as may arise. If that figure
is accepted, there is a backlog of some 6 million bales which may be
said to represent the current imbalance in the stock situation.

United States cotton production is currently at about the 13-million
to 15-million-bale level (but only 12.7 million in 1957). Domestic
consumption is roughly 9 million bales. For the two to balance out
without adding to or cutting down CCC stocks would require that
exports be at about the 3-million- to 5-million-bale level in most years.
That, in terms of past performance, does not seem an unrealistic goal
to try for. In the period 1900-14, cotton exports were never less
than 6 million bales and in 3 of the years were up almost to 9 million
bales. From 1924-33, the peak period in cotton exports, they were
never below 7 million bales and reached a high of 10.9 million in 1926.
However, the United States share of the world cotton market has
changed considerably since then. In the early 1900's the United States
was producing nearly 60 percent of the total world output of cotton.
It still accounted for about the same portion of the much larger world
crop in the late 1920's. From 1933 on the United States portion of
world production declined substantially. In the early 1950's United
States production was only a little over 40 percent of the world total.

During the past few years, until 1956-57, United States cotton
exports have been far below the amounts needed to balance production
with domestic use and exports. The result has been the heavy accu-
mulation referred to above. With a revised selling policy and various
concessions to encourage buying, exports rose to 7.6 million bales in
1956-57, the largest since 1939 and enough to cause a reduction of
about 3 million bales in the record-high August 1, 1956, carryover of
14.5 million bales. The carryover now is about the same as that of
1955. Exports of 4.5 to 6.million bales are expected in 1957-58.

If the 1956-57 level of exports could be maintained and if produc-
tion does not increase markedly, the new supplies produced could be
absorbed and excess holdings could probably be reduced to something
near optimum size in 4 to 5 years. It must be recognized, however,
that the achievement of the 7.6-million-bale level for 1956-57 has in-
volved considerable subsidy and very aggressive sales effort. On the
other hand, the low 1955-56 exports (2.2 million bales) were probably
due in part to deferred buying by foreign purchasers in the expecta-
tion that the price of United States cotton would be lowered.

It would seem that expectation of a continuing export of 4 to 5
million bales would not be unrealistic provided the United States is
prepared to offer cotton at competitive prices, either through sub-
sidization or some modification of the level of domestic price support.
It must be recognized, however, that very large factors in the situation
will be the trends in acreage and in yields per acre. The 14-million-
bale cotton crop of 1930 was grown on some 42.4 million harvested
acres. That of 1956, 13.3 million bales, was grown on 15.7 million
acres. That is, almost as much cotton was being produced in 1956
as in 1930 though the acreage grown had been reduced by nearly two-
thirds.

Any large-scale shift of acreage back to cotton would, of course,
upset the rough balance indicated above. So also would a continua-
tion of the rapid increase in yields that has marked the past 20 years.
The United States average yield in 1930 was 179 pounds. Customary
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yields biegan to increase in 1934, partly no doubt as a result of the
elimination of the less productive acres. With better practices, more
fertilizer and improved varieties, yields were up to more than 400
pounds in 1955 and 19.56 and reached an alltime hitgh of 446 pounds in
1957 (September I estimate). Unless this rate-of-yield increase should
level off, it will apparently be necessary either to cut back still more
on cotton acreage or to find ways of enlarging the markets for the
crop if a balance of the kind indicated above is to be maintained.

Tobacco.-Assuming continuance of existing controls on acreage,
the tobacco situation presents fewer problems of imbalance than do
most of the other basic products. The acreage harvested has remained
fairly constant since 1944. Average yields for all types are approxi-
mately double those of the 1920's. Production is some 60 percent
higher than in the 1920's and 1930's. H-Iowever, production was down
sharply in 1957 (about 26 percent) as a result of reduced acreage
allotments, soil-bank participation, drought, and other causes. Ex-
ports have held up well, though they are somewhat below those of the
1920's. There are, of course, important differences in the situation
as between types of tobacco. Though stocks of most types were highin 1.954-55, they have declined some since then and do not appear
likely to present a serious problem in the near future, assuming that
controls on acreage are retained.

Rice.-United states rice production has more than doubled since
1930. Most of the increase has occurred in the years since 1940.
There was a very large increase in the early 1950's, as a result of
disturbed world production and trade. United States output reached
64 million hundredweight in 1954 as compared with 41 million in 1949,
24 million in 1940, and 20 million in 1930. Acreage allotments and
marketing quotas were put into effect for the 1955, 1956, and 1957
crops, and United States production eased off to 41 million hundred-
weight in 1957, that is, to about the 1949 level.

Exports declined in 1954 and 1955 and very large carryovers came
into existence. They reached a peak level of 34.6 million hundred-
weight in 1956 which was the equivalent of about 75 percent of that
year's crop. Exports again increased sharply in 1956, partly as aresult of poor crops in Indonesia and Pakistan and of the tendency
for the important nations to build up government holdings in view of
the fact that the world rice situation appeared to be stabilizing follow-
ing the price readjustments of 1954.

As a whole, the United States rice situation does not appear to pres-
ent major problems in achieving some reasonable balance of produc-
tion and sales. The industry has shown considerable ability to ad-
just production to needs both up and down. United States production
constitutes less than 2 percent of the world total, and United States ex-
ports are only a little over 10 percent of all rice exports (as of 1955, the
latest year for which overall reports are available). Fairly large per-
centage changes in United States exports can occur wvithout serious dis-
turbance to the world rice economy. It must be recognized, however,
that the current situation in which the excess carryover of 1954-56 has
been reduced by about half is due in considerable measure to (1) the
use of acreage allotments and quotas and (2) extensive resort to salesfor foreign currencies and by barter. Without these assists, United
States rice produetion would undoubtedly tend to outrun demand at
prices that would be at all satisfactory to rice producers. The ex-
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pected carryover as of August 1957 (17 million hundredweight) still
was more than four times the 1950-54 average. As of 1956 and 1957,
rice prices have been somewhat above the support levels in effect (821/2

and 80 percent of parity), and the price prevailing is essentially a free-

market price except for the various forms of export subsidy provided
rent levels of output can be disposed of, with Government help, if

by the Government. Apparently, something approximating the cur-
growers are willing to accept prices generally in the 80 to 90 percent
of parity range. At does not appear that any production adjustment
that could be made practically in the United States would push world

prices up to a substantially higher level. Our contribution to world

supplies is too small to make us a dominant factor in the market except
in very unusual circumstances.

Corn and the other feed grains.-By far the most complex problem
of balance is that relating to the feed grain-livestock economy. From
the standpoint of Government inventory operations, corn is, of course,

-the major problem. However, cutbacks in corn acreage tend to result
in large production of other coarse grains and hay and may not affect
-the overall livestock potential very significantly. Furthermore, there

is a wide variation in the views of well-informed people as to how
much reserve stock of corn is desirable from the standpoint of stabiliz-
ing the livestock industry.

In the 1920's, October 1 stocks tended to be in the order of 100 to 200
million bushels. Around 1940 stocks on hand were in the order of
500 to 700 million bushels, partly as a result of CCC price-support op-

erations. That amount was then regarded as excessive, though these

larger stocks proved useful in the war years. Corn stocks stood at
about 380 million bushels in October 1933 (partly as a result of CCC
loans), but this amount proved to be less than adequate in the drought
years that followed. Stocks were down to 62 million bushels in Octo-
ber 1935 and supplies were inadequate in the drought year 1936.

Again in 1946, 1947, and 1948, October 1 carryovers of 125 to 283 mil-

lion bushels were less than adequate for offsetting the small corn crop
of 1947.

By 1949 the total October 1 carryover had built up again to more

than 800 million bushels which was generally regarded as excessive.

Stocks eased off to around 500 million bushels in 1952 but have since
grown again to a record high of 1,450 million bushels in 1957, of

which more than 800 million bushels are owned by or pledged to CCC.

How much of a carryover is it desirable to maintain and how much

of the current supply can be regarded as excess or imbalance? Total

slaughter of hogs in the 1920's was generally in the order of 65 to 75

million head. In the 1950's it has been in the general range of 75 to

85 million head, an increase of some 10 to 15 percent. The cattle popu-

lation, which was around 60 million head in the late 1920's was about

95 million head in 1954 and 1955. Thus, it is clear that a larger carry-

over of corn than that which was customary in the 1920's is needed.

There is a general feeling among livestock growers that more protec-

tion should be provided than that which would result from private

holding of reserve stocks. This is partly a result of the feed-supply
squeezes of 1935, 1936, and 1947 and partly an outgrowth of experience
with CCC which, under appropriate legislative and administrative di-

rectives, could carry out feed-stabilization operations effectively.
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ibtilliates of an appropriate corn reserve range from 600 million to
800 million bushels (suggested by the Twentieth Century Fund Com-
Inittee) to a billion bush els or more. If we take 800 million bushels
as possibly roughly in line with the views of many well-informed peo-
ple, the current imbalance in stocks would appear to be in the order
of 600 million bushels, about three-quarters of the amount now held
by CCC. This does not take account of stocks and production capac-
ity for the other feed grains and hay, most of which are privately
held. So far as CCC is concerned, these consisted (on June 30, 1957)
of 43 million hundredweight of grain sorghum, acquired at a cost of
$105 million; 68 million bushels of barley, costing $82 million; and
27 million bushels of oats, costing $22.5 million. The corn inventory,
which represents a cost of around $1.5 billion, is, of course, the domi-
nant factor in the situation.

The preceding analysis relates mainly to the short-run situation and
to the price-supported storables. It is also concerned primarily with
the excess-stock problem which is currently of considerable interest
to farmers, legislators, and the public. The products thus supported
accounted forbetween 30 and 35 percent of the total cash receipts from
farming in 1954.1

Most of the other farm products either are not under price support
or are supported in more informal ways which do not ordinarily in-
volve significant buildup of Government-owned stocks. The other
price-support activities are mainly those carried out with section 32
funds and are, for the most part, designed to prevent serious declines
in price as a result of temporary oversupplies in markets that operate
mostly on a free-market basis. Most of them are perishables and
most of the programs are relatively small-scale operations. The major
perishables-hogs, beef cattle, poultry, and eggs-are not under price
support, but may receive temporary or local aid in times of severe dis-
tress or seriously overloaded markets. Also, fluid milk is not included.
The fluid-milk markets are so different from those in which the other
major farm products are sold that they present a quite different set
of problems. They do not give rise to burdensome CCC inventories,
though some of the secondary products (butter, cheese, and dried
milk) do contribute to the excess stocks held by CCC.

I3MBALANCES IN THE MARKETS FOR PERISHABLES

The principal concern over lack of balance between production and
demand in the unsupported commodities arises in respect to hogs, beef
cattle, and poultry and eggs. Here a lack of balance is reflected in
the prices paid rather than in accumulation of Government-held stocks.
The product is all used and desired by the consuming public. Obvi-
ously, the amount of imbalance depends on the level of prices that is
assumed to be in keeping with a good balance between supply and
demand. However, a very difficult problem is presented by the cycli-
cal movements of supplies and prices, especially for hogs and beef
cattle. That is true also for other perishables, such as vegetables and
poultry products, but for these the cycles of overproduction and under-

I They include the "basic" storables and others on which price supports are provided insuch a way as to result in some accumulation of stocks by CCC, that is, barley, grainsorghums, oats, wool and mohair. butter, cheese, and dried milk.
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production are usually shorter, and severe maladjustnments tend to be
corrected more quickly.

As in the case of the price-supported storables, it will simplify the
analysis to consider first the situation for a few of the more impor-
tant products and then undertake such generalizations as may seem
warranted. In neither case is it practical to cover all products. How-
ever, in an effort to present a general view of the situation such as this
committee is seeking to develop, it seems reasonable to assume that if
some reasonable balance can be achieved for those major products that
represent the bulk of agricultural income the production of competing
minor commodities will tend to be adjusted so.as to make returns com-
parable. Some exceptions must be noted where the relationship to the
major types of production is remote or perhaps almost nonexistent.
The tree, vine, and bush crops, poultry products, and some others, are
cases in point. However, the problems of balance in these lines are
different from those of the major crops, and hence are set aside for
l ater comment.
The hog and beef situation

Both hog production and beef production tend to run in cycles but
not in cycles of uniform pattern or length. Ad hoc factors of one
kind and another affect them. If, as happened in 1955 and 1956, the
peak of a hog-production cycle coincides with a period of heavy output
of beef, the result is an unusually large meat supply and low prices.
Beef production (in terms of units fed) was in the order of 14 to
15 million from 1945 to 1949. Though higher than in the 1920's and
1930's, this was about the level prevailing in 1916-19.2 That level
of production, with a greatly increased population and high buying
power, resulted in high prices in the post-World War II years. Beef
cattle reached a price that was 167 percent of parity in 1948, and
prices were well above parity (as then computed) from 1939 through
1952.3 The average for that entire 14-year period was 133 percent
of parity. That naturally provided a considerable stimulus to the
industry which could not result in an immediate increase in output.
By 1952 the number of units fed reached 20.2 million and held at
about that level or higher through 1956. The 1956 figure was 21.1
million units, an increase of about 40 percent over the 1945-49 level.

Hog production reached an alltime high of 79.2 million units in
1943. It was low in 1946 and 1947 (58 million units), thus contributing
to the high demand and high prices for beef in that period. It ex-
panded again in 1949 and 1950, then dropped to about the 1946-47
level in 1952 and 1953. Thereafter it expanded again in 1954 and
reached 66 million units in 1955. Thus, the high production periods
for beef cattle and hogs coincided in the period 1954-56.

Hog prices too were well above parity through the 1940's except
in 1941. They were up to 145 percent of parity in 1947 and averaged
120 percent of parity from 1942 through 1949. They were again above
parity in 1953 and 1954 (107 and 106 percent) but dropped to 72 per-
cent in 1955. They remained low in 1956 but showed some recovery

2 USDA, Livestock Market News Statistics and Related Data, 1956 (Statistical Bulletin
No. 209). p. 4.

a USDA, The Livestock and Meat Situation. May 9, 1956. p. 15, (in footnote). The use
of these extrenely favorable years as a base in making comparisons with current levels
of price and income, as is frequently done, results In a somewhat unrealistic view of the
current situation.
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in 1957 moving up from an index of 52 in January 1956 to 87 in
September 1957. Beef cattle were likewise in the 70-80 percent of
parity range in 1956 and 1957. It should be noted, however, that
parity prices for both hogs and cattle, as computed by the formula
used fromn,1950 on, are higher than if they had been computed by the
"old" formula used prior to 1950.

With this record in mind, it is extremely difficult to define imbalance
in the livestock industry except in terms of cyclical variations. At
first glance, it would appear that, from the standpoint of price main-
tenance at about parity levels, beef cattle units fed would need to be
kept at around 18 to 19 million units (some 5 to 7 percent under the
numbers actually maintained) with population and national income
at present levels. This, however, ignores the effect of pork supplies
on the demand for beef. Had hog production remained at the 1953-54
levels (roughly 58 to 59 million units with an indicated price of parity
or above), it is quite possible that beef cattle prices would also have
shown more strength in the years since 1954. It is clear, however, that
the 40-percent increase in beef cattle units between 1945 and 1949
and 1956 would have had a depressing effect on beef cattle prices even
had this tendency not been exaggerated by the concurrent increase in
hog production.

By almost any criterion that can be used, the beef output of the
1940's must be regarded as an imbalance on the short side. If parity
price is regarded as the appropriate measuring stick, the imbalance
on the long side in 1955 and 1956 was perhaps in the order of 2 to
21/2 million cattle units and 1 to 2 million head of hogs. It was not
until 1950 that hog prices dropped below parity, in spite of a pro-
duction level of 66 million units in 1949 and 70 million in 1950, both
equal to or substantially above the 65.9 million units of 1955 and
well above the 64 and 63 million levels of 1954 and 1956. However,
as already noted, beef cattle production in the 1949-50 period was
some 5to 6 million units smaller than in 1955 and 1956.

Putting it another way, total meat production was 27 billion pounds
in 1955 and 28 billion in 1956, as compared with around 22 billion in
the late 1940's when prices were still very favorable to meat-animal
producers. 4 Taking account of the increased population and continlu-
ing high level of national income, it would seem that a combined pro-
duction of beef and pork some 2 to 3 billion pounds smaller than that
of 1956 would be likely to result in prices that would be at or close to
parity. This implies, for meats as a whole in 1956, an imbalance in
the order of 8 to 10 percent if the maintenance of parity prices is
accepted as an appropriate goal.

It must be recognized, however, that this would be regarded as a
high-cost-of-food situation by most consumers, as it was in the late
1940's, and that it would probably result in overexpansion of both
cattle and hog production, as it did in the early 1950's.

Looked at in another light, the meat output of the past few years
is not a true ]imbalance. All of the product is wanted and needed.
The imbalance, if it exists in a long-termn sense, is in the return to the
producers of meat. If that view is accepted, it would not seem desir-
able to try to shorten up supplies enough to insure full parity of price

4 Livestock Market News Statistics, p. 07.

9722--57 S
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in the market. A logical approach would be, first, to seek to intro-
duce more stability into the prices of these products,. in other. words,
to reduce the amount of cyclical change in output and, secondly, to
seek other ways of overcoming such inequity of income as might
thereafter remain.

It would apparently be easier to exercise some control over produc-
tion of total meats by way of the hog program, with its shorter cycle
and smaller dependence on weather conditions, than on the ups and
downs of cattle production. That could be done by means of income
payments to hog producers in times of heavy overall meat supply,
with a view to maintaining a total return to hog producers that would
avoid severe cutbacks and higher prices later. Such *price main-
tenance would need to be on a loss-prevention basis rather than in terms
of fully satisfactory prices if desirable downward adjustments are
to be encouraged as well as the maintenance of adequate supplies.5

In other words, it would look to lessening the severity of the cyclical
swings but not to eliminating them.

For such a program to be workable, it would probably be necessary
to use a forward-pricing technique rather than merely to make ex-
post income payments. Some collateral and supporting actions are
feasible. For example, in the event of a pinch in feed supplies, Gov-
ernment-held reserve stocks could be made available-if necessary, at
less than cost-as a means of maintaining production and avoiding
shortages that would tend to result in unduly high prices and over-
stimulation of the industry, with prospect of a subsequent oversup-
ply such as that of 1955 and 1956. That procedure was used, and
rather successfully, in encouraging hog production in the war years.

Such an approach would look to aiding the beef-cattle industry
indirectly rather than directly. It would seek to stabilize total meat
supplies mainly through adjustments in the more manageable hog
sector of the meat industry. Success in adjusting hog production
to prospects of overall meat supplies would tend to lessen the severity
of cyclical swings in both industries, though it obviously would not
eliminate them entirely. Unforeseeable liquidations of cattle as a
result of short pastures and a tendency to retain cattle as a means of
using abundant feed supplies would still be disturbing influences.
However, disastrous declines in income to both hog and cattle pro-
ducers could be avoided by means of supplemental income payments
if funds are provided. The tax cost might be higher, but the over-
all cost to society might be lower.

If some such procedure as that indicated were to be followed, it
would be logical to abandon acreage controls and price supports on
corn and give primary emphasis to the maintenance of income for the
end products, principally pork and beef. Acreage controls and quotas
are not effective for corn because three-quarters or more of it is not
sold as corn but is fed on the farms where grown. If the price is
supported at specific percentages of parity that are in excess of its
use value, it tends to accumulate in Government stocks in too large
volume. This is wasteful and possibly price depressing.

However, the general plan outlined above does contemplate stabiliz-
ing action on a fairly large scale by the Commodity Credit Corpora-

It could also be limited to No. 1 bogs weighing less than 225 pounds, as a means of
encouraging a shift to meat-type hogs and cutting total volume.
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tion. Reserve stocks would be increased in years of heavy production
and reduced in years of low production. This, in turn, would have a
stabilizing influence on the livestock industry and on the prices of
meat animals. The amount of reserve contemplated would be in
terms of reasonable implementation of such stabilizing action for
both corn and meat animals but would, of course, vary from year to
year. The buying in and release prices apparently would not need to
be much lower than the price-support levels now in effect, perhaps no
more than 5 to 10 cents a bushel, but they would be determined ad-
ministratively on the basis of stabilization objectives rather than as a
specified percentage of parity.

Granting the adoption of some such plan as that described above,
there need be no wasteful imbalance in the hog and cattle industries
in the foreseeable future. To the extent that dovernment funds may
be needed for the type of income support indicated, the situation could
be regarded as out of balance in a free-market sense, but there would
ordinarily be no burdensome or wasteful surpluses hanging over the
market to depress prices and disturb normal marketing procedures.
Dairy products

The other large items in the perishable group are dairy and poultry
products. In the fluid-milk markets, rather elaborate procedures have
been developed for stabilizing supplies and prices. The problems of
imbalance currently are mainly in the cheese and butter segments.
Butter production has been adjusted in such a way that, with prices at
their present level (about 80 percent of parity-for butterfat in
cream), the amounts acquired by the Government are much smaller
than in 1953 and 1954 when the level of price support was higher.
The heavy CCC holdings of a few years back have been considerably
r educed but largely by abnormal methods of sale. As of June 30, 1957,
CCC stocks were about 92 million pounds and are expected to be about
the same at the end of June 1958. In other words, the situation seems
to be roughly in balance at the current level of prices if abnormal sales
are continued at about the levels of 1957-58. However, the prevailing
level of price is not regarded as satisfactory in the areas where main
reliance is on the returns from butter.

The butter produced is being used, but there are strong indications
that a shortening of supplies and raising of prices would merely
hasten and accentuate the shift to butter substitutes and would prob-
ably be to the long-run disadvantage of butter producers. Price sup-
ports maintained at a higher level would have the same effect and, in
addition, would give rise to costly and wasteful accumulations of
butter.

For cheese, the problem is similar to that for butter. As of June
30. 1957, CCC stocks of cheese amounted to some 210 million pounds.
CCC holdings are expected to be down to about 100 million pounds by
June 30, 1958. Here, also, the prospect of reduced holdings is heavily
dependent on abnormal methods of disposal, and the situation cannot
be regarded as in balance for either butter or cheese at present levels of
price. The situation is similar in respect to dried milk, though that
product arises more generally as a byproduct of the fluid-milk indus-
try and does not play so vital a role in the returns to dairy farmers
as do butter and cheese. CCC's dried-milk holdings amounted to 180
million pounds as of June 30, 1957, and are expected to be reduced to
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about 170 million pounds by June 30, 1958, again, however, only
through heavy reliance on abnormal methods of disposal.

Nearly half of the total milk output is used as fluid milk. The
proportion so used is increasing. Afore than 25 percent is manufac-
tured into butter, and about 10 percent is made into cheese. Butter
and cheese are the principal outlets for amounts that may be regarded
as surplus production in terms of satisfactory prices to farmers. For
many areas, these products constitute the only outlet. However, there
is little evidence that either a sharply reduced supply designed to
raise.prices or substantially higher price supports would contribute
to continuing improved returns to farmers. The availability of sub-
stitutes makes it probable that any marked increase in the level of
prices would merely accelerate the shifts already occurring and might
mean an eventual return to competitive prices but with a smaller mar-
ket for the product, or very heavy accumulation of Government stocks
that would have to be moved rather quickly under heavy subsidies.

For those unable to operate at a profit at about current levels of
price, a shift to other types of production or other occupations appears
to be about the only solution, unless the Government chooses to pro-
vide some sort of continuing subsidy. The growing demand for fluid
milk will help some. In some areas, increased efficiency and farm.
consolidation, possibly with Government assistance, may be a logical
approach. For some of the poorer, small-farm areas, land acquisition
and new types of land and labor resource use may be worth considering.

The above comments indicate that the imbalance that exists in the
cheese and butter industries cannot well be stated in quantitative
terms except in relation to some more current and more realistic price
criterion than the parity formula provides. It is possibly more in
the nature of a situation in which growth should be checked until the
rising demand associated with population increase, changes in food
habits, and promotional efforts can give a more healthy tone to the
markets. Direct action to raise prices is almost certain to be self -de-
feating and will complicate the problem rather than solve it.
Poultry and poultry products

The other large industry to be considered is poultry. Here, the
tendency is for production to outrun demand at prices that can be con-
sidered satisfactory to producers. It is complicated by the fact that
production is carried on in many small units, some of %which are side-
lines on farms mainly engaged in other types of production, and that
the industry is one that is rather easily entered by people with small
capital or limited labor resources. Currently, the prices of eggs,
chickens, and turkeys are running at something in the order of 70 per-
cent of parity.

Here, as in most of the other perishables, such imbalance as exists
does not appear as accumulated surpluses but rather in the level of
prices received. Ordinarily, the entire output is used and desired
by the consuming public. Price supports provided during the war
and postwar years were mainly on dried eggs and led to costly and
wasteful accumulations in the years after the abnormal war and post-
war demand had eased off. The industry makes rather quick adjust-
ments but usually at a relatively low level of prices.

There does not appear to be any practical way of controlling produc-
tion or supporting prices except through the operation of the free
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market. Temporary and serious gluts (uan be relieved to some ex-
tent by price-supporting purchases, and that procedure has been used
to some extent since the early years of the Roosevelt administration.
High prices for beef and pork tend to give strength to the poultry
meat industry, but egg prices are difficult to support for any length
of time except as there is some large outlet for eggs such as existed
in the war years. Production control is virtually impossible because
of the nature of the industry. Income-supplementing payments also
present almost insuperable difficulties because of the quickness with
which the industry's output can be expanded. It seems reasonable to
conclude that severe and persistent imbalances will not plague the
industry except as reflected in its tendency to supply the Nation's
needs at prices lower than are generally regarded as satisfactory. No
plan seems currently available whereby prices could be kept at more
satisfactory levels and, so far as is known, the industry has not pro-
posed or sought continuing Government action to control production
or maintain prices.
Other perishables

The other important group of products is that generally referred
to as fruits, vegetables, and specialty crops. It is too diverse for de-
tailed examination in the space available here and few generalizations
are warranted. Genuine and continuing surpluses tend to be the ex-
ception rather than the rule, except in semiperishables such as raisins,
prunes, walnuts, and similar products. Marketing agreements are
used to some extent but mainly as a price-stabilizing device rather
than as a price-raising mechanism. Government purchases and export
subsidies have been used rather extensively, especially for the semi-
perishables, in ameliorating the effects of war and postwar disrup-
tions of established export markets.

For the amnual crops such as lettuce, carrots, melons, and so on,
adjustment of output tends to occur rather quickly, as it does in the
poultry industry. H-Towever, serious market gluts may occur in some
years and are especially difficult to deal with. On the whole, the
prices of commercial vegetables have tended to be at fairly high levels,
in terms of parity, in recent years. Fruits have been lower but not
at levels that indicate severe distress. As in the case of poultry prod-
ucts. production control has appeared impractical and has not been
widely advocated. Govermnent purchase and holding is clearly un-
workable and ordinary types of price support are not the answer.
Some rather general proposals for supplemental payments to produc-
ers of perishables have been made but not carried through to practical
application or considered in light of the countless problems of grad-
ing standards, effects on the markets, production response, and so on.
The very grave difficulties encountered in the years just prior to 1950
in the efforts to support the price of potatoes, and the enormous cost
of the program, are illustrative of these difficulties.

In general, the producers of these products have benefited from
shifts in dietary habits, the rapid growth of population, and the pos-
sibility of quick adjustment, except for the tree, vine, and bush crops.
For the annual crops, serious and long-continued imbalances are not
likely to arise even with advancing technology except as there are
major disturbances in the economy as a whole.
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LONGER TERM AND MoRE GENERAL IMBALANCES

For the longer run and in a more general sense, such imbalances as

exist or are in prospect arise from rapid technological advance and

the tendency for agriculture to maintain capacity and output that re-

sult in disadvantageous terms of trade with other parts of the econ-

omy. This aspect is being discussed by other participants in these
hearings. At least two important and difficult problems are posed.

Will a continuance of the rapid transfer of human resources out of

agriculture offset such disadvantage as exists or enable agriculture to

maintain its present position or improve it? Secondly, is it desirable

or feasible to encourage a shift out of agriculture of a much larger

portion of that part of the agricultural labor force which gets a

very low return for its services and contributes little to overall com-

mercial farm output? If not, can the situation of this group be ma-

terially improved "in place" and without contributing to a further im-
balance between f arm output and demand?

With respect to the first of these, the principal variables are the
acreage in crops, the rate of technological advance, the investment in
agriculture, the size of the farm labor force, and the ability, of for-
eign markets to absorb such surpluses as may arise. Broadly speak-
ing, there has been little change in the total acreage in crops over the

past 30 years. The increase of more than 50 percent in farm output
that has occurred since 1929 has come about almost wholly through
higher production per acre rather than through increase in the num-

ber of acres cultivated, except for an increment of some 70 to 75 mil-

lion acres of cropland released by the shift from horsepower to
machine power.

The potential for a continuing increase in yield per acre undoubt-
edly exists but almost certainly will not be fully exploited. It de-

pends heavily on the level of investment, particularly in such things
as fertilizers and equipment. The rate of investment in these will

depend to some extent on the prospect for profit therefrom and the

financial resources of farmers. Crop production per acre moved
up from 85 (1947-49=100) in 1939 to 100 in 1942.6 It then fell off

and, except for the good years 1946 (101) and 1948 (106), did not
again reach 100 until 1952. The trend in 1952, 1953, and 1954 was.

slightly downward (103, 102, and 101). There were, of course, much
more spectacular increases in yield for some crops, notably cotton,
corn, and potatoes. However, such striking changes as those brought
about by the shift from horses to tractors, the introduction of hybrid
corn, and the heavier use of fertilizer are not likely to be continuous
at the same rate. Some of the yield increase for important cultivated
crops can be accounted for by shifts from poorer to better land or
the sloughing off of the less productive acres.

It is not possible to substantiate in a meaningful way such imbalance
as there may be in the number of workers engaged in agriculture.
In broad terms, some 60 to 70 percent of the farms could produce a
volume of commercial products comparable to that now being sup-
plied. The other 30 to 35 percent includes the low-income portion of
the farm operator group and also a good many part-time farmers
and other who cannot be regarded as potential full-time, effective

C Agricultural Statistics, 1955, p. 452.
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farm operators. Neither is it safe to assume that all small-scale, full-
time, low-income farmers could become fully efficient urban workers
if they were to transfer out of agriculture. Perhaps the most realistic
approach is to regard this group as a special problem which should
have its own special types of study and program. Whether its num-
bers are decreased or increased will not affect materially the balance
sought with respect to the main body of suppliers of commercial
agricultural products.

If that view is taken, we can address ourselves more directly to
the primary production-demand balance in commercial agriculture.
For the more productive two-thirds of the farms, a farm work force
some 4 or 5 percent smaller than that now employed would constitute
a rough balance with prices at about the levels of 1952 (100 percent
of parity), provided the inputs of land and capital were reduced ac-
cordingly. This is in terms of current levels of efficiency and tech-
nology. Over the past dozen years, output per man-hour in agri-
culture has been increasing at a rate of something in the order of
3 to 4 percent per year. Total farm employment has been declining
by about 2 percent a year, and the number of people eating out of
civilian food supplies has been increasing at a rate of about 1.6 percent
a year.

Thus, crudely stated, something in the nature of a rough balance
in these key rates, in terms of existing relationships between farm
and nonfarm prices, seems to have been achieved, but it is dependent
on a continuing reduction in the size of the farm labor force, a con-
tinuing high rate of population growth, and a continuing high level
of economic activity. If a shift that will result in better terms of
trade for agriculture is to be achieved-say, a price balance similar
to that of 1952-it will apparently require a somewhat accelerated
rate of transfer of working force out of agriculture together with
some extensification and a lower rate of capital input, or an increased
volume of exports, or both. A mere reduction in the labor force, if
offset or more than offset by increased mechanization, may not reduce
output but could perhaps hold it to a rate such that demand would
tend to catch up.



PROSPECTIVE DOMESTIC DEMANDS FOR FOOD AND
FIBER

Rex F. Daly, Agricultural M\arketing Service, United States
Department of Agriculture

Domestic requirements for food and other farm products are ex-
pected to expand around 20 percent in the next decade and possibly
around 50 percent in the next two decades. These gains are a little
more rapid than anticipated growth in population. With rising
consumer incomes, domestic use per person, assuming approximately
current prices, would increase by around 3 percent from 1956 to 1965
and around 8 percent by 1975. The projected rise in food use of
livestock products from the high 1956 level is relatively small. On
the other hand, increases projected for crops are fairly large from
the relatively low consumption rate in 1956.

Population growth of 37y percent from 1956 to 1975 would account
for most of the increase in requirements. Growing incomes and
trends in consumption habits would add some to per capita use of
farm products and would likely modify the kinds of products con-
sumers buy. While prices of farm products in general have rela-
tively small influence on total domestic use of farm products, variation
in relative prices of individual products influences consumption of
many livestock products, some fruits and vegetables, and probably
cotton. Domestic use of grains for food, potatoes, fats and oils, and
tobacco apparently is influenced very little by price changes, par-
ticularly at the farm level. Trends in consumption habits also reflect
less manual labor, developments in nutrition, medical findings, food
and clothing f ads, and many other f actors.

MAJOR Assu5-rrIoNs

In appraising prospective demand and growth for any industry
one pertinent and undisputed fact should be kept in mind-the future
is unknown. Yet we can indicate probable trends as well as approxi-
mate the magnitude of changes in requirements for major groups of
farm products. Such an appraisal requires fairly specific assump-
tions for population growth, consumer income, and relative prices,
as well as a knowledge of economic relationships and trends in past
years.

Population has grown fast during the 1950's-estimates for recent
years exceed the highest projections made a few years ago. The
number of persons reaching 18 years of age will rise rapidly in the
period 1960-65, adding to the labor force and probably to the number
of marriages and new family formations. Around 1965, a substan-
tial increase in the number of women 20 to 34 years old will begin.
This is the most prolific age group. With a continuing prospect of
fairly rapid population growth, population assumed for 1965 (1931/2
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million) is up 15 percent from 1956; for 1975 the assumed level of 2,30
million is 37 percent above 1956.1

*We -were producing about twice as many goods and services on the
average in 1951-55 as in 1925-29. Population was up more than a
third, and consumer buying power, after adjustment for higher prices,
increased 55 percent between these periods. The economy will con-
tinue to grow in the next two decades, possibly even faster than in the
past, if employment is maintained. The size of the economy by 1975
could easily double the 1951-55 average if past trends in productivity
continue. With rising output per man and rapid population growth,
real consumer incomes per person in 1975 may be around 40 percent
above 1956; projected incomes for 1965 are about 16 percent higher
than 1956. Such expansion of the economy assumes peace and a high
level of employment (table 1).

TABLE 1.-Population, production, and income, selected periods 1925-56 and
projections for 1965 and 1975

Projected
Item Unit Average A verage 1956

1925-29 1951-55
1965 1975

Population I -Millions. 118.9 159. 7 168. 2 193.4 230
Labor force (including military)

2-
do --- 47. 7 67.3 70.4 93

Employment including military 2_----- -- do 45.6 65. 1 67.8 -- 89
Gross national product 2 3_--------------- Billion 98 358 415 -725

dollars. 610
GNP in 1947-49 dollars 2- do---- 138 301 332.

Consumer disposable income d3 78 248 287.530
Per capita income 2 * -_----------------Dollars 653 1,550 1, 706 -2, 305
Per capita income in 1947-49 dollars 2 ---do_ 880 1,363 1, 468 1, 700 2, 030

2 Population of continental United States as of July 5, including Armed Forces overseas.
2 D)ata for the 1925-29 average are based on unofficial estimates of the gross national product and the labor

force.
3 Projected levels of the gross national product and consumer income shown assume 1951-55 average

prices unless otherwise specified.

The general price level was assumed at about the 1956 average. But
two levels of prices were assumed for farm products: The first level
assumed approximates current levels with minor adjustments. A
lower level was also assumed for major export crops, feed grains, and
livestock products, in order to illustrate probable effects of a substan-
tially lower price on domestic use and exports. The lower level re-
flects approximately current world prices for major export crops
(table 2).

I Census projections for 1975 range from 207 million to almost 229 million.
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TABLE: 2.-A*ssmed level8 of prices received for major export crops, feed grains,
and livestock
[Dollars per unit]

Assumed levels
Comdiodity group Unit Average 1956

1951-5I

Wheat -- ----- ----- --------------------- Bushels 2.06 1.98 1.85 1.25
Corn- -__ ----- do 1.49 1.30 1.40 1.05
Cotton, Americai Upland -- do .34 .32 .30 .25
Soybeans -do 2.73 2.40 2.40 1.90
Cattle ------ Hun---------- undred 20.38 15.00 19.00 14.50

weight.
Hogs --------- do - 19.42 14.50 17.50 13.25

I The 1st leve1 (I) Is fairly close to current levels for farm products as a whole.
2 The 2d level (II) approximates current world prices for major export crops and feed grains with live-

:stock prices related through historical product-feed price relationships.

Methodology used in a long-run appraisal must be kept simple.
Although there has been a renewed interest in the theory of economic
growth, most formal theories are greatly oversimplified. A complete
-economic framework for the economy or any major segment would
require consideration of more economic, social, and political factors
and relationships than the human mind can encompass. The analyti-
cal tools used for this appraisal of growth in requirements for agricul-
tural products are simple demand analyses for major groups of
products. Many projected details are based largely on qualitative
judgments. Although the range of error limits cannot be specified,
projections for many groups of products are considered accurate
enough to aid in major policy decisions relating to agriculture.

DEMAND FOR FARDM PRODUCTS

We are interested in changes in demand for products of the farm.
But consumers do not buy farm products; they buy food and clothing
at supermarkets, department stores, and restaurants. The farm prod-
uct is an incidental raw material of many consumer goods. Some
foods are highly processed and most are packaged, and all must be
assembled, shipped, and made available at urban distribution outlets.
Thus, retail purchases of farm products include many services of
processing and distribution. In 1956 and 1957, for example, the
farmer received only about 40 cents out of the consumer's retail food
dollar. And in most years he probably receives only about a third
of the dollar the consumer spends for food, clothing, tobacco, and
other products that contain farm commodities. The relatively small
share of the value of the final product that goes to the farmer com-
plicates the problem of appraising changes in demand at the farm
level.

Consumption per person
Although the consumption of farm products changes relatively

little in response to changes in prices and consumer income, expendi-
tures for food at retail stores and restaurants tend to increase about
in proportion to income. A 10-percent increase in income leads to
about 10 percent larger outlays for food. This means an income elas-
ticity of expenditures around 1.0. When both incomes and expendi-
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tures are adjusted for price-level change, real consumption increases
about 4 to 5 percent with a 10-percent increase in real income-an
income elasticity of 0.4 to 0.5. Consumption at the retail level is a
"quantity" which includes the farm product as well as the real com-
ponent of marketing and processing services necessary to move this
product into consumption. At the farm level, a 10-percent increase
in real incomes of consumers would increase consumption of farm
products per person by only 1/½ to 2 percent. Likewise, a 10-percent
drop in relative prices may increase per capita use by only 1Y2 to 2
percent.2 Under conditions assumed for 1975, domestic use per person
is projected to levels around 8 to 12 percent above 1956.
Total regquirements

A summary of projected requirements for major groups of livestock
products and crops indicates that the domestic market for farm prod-
ucts under conditions assumed for 1975 may be in the range of 48 to
.53 percent above 1956. The actual increase from 1925-29 to the
1951-55 average, approximately a quarter century, was 45 percent.
*The projected range for 1975 is due to the difference in price assump-
tions. Although price assumption II averages 20 to 25 percent below
assumption I, little variation in domestic use of food would be ex-
pected. These projections imply a price elasticity of demand around
-0.15 at the farm level.n It may average twice as large for the non-
foods which consist mainly of cotton, wool, tobacco, fats and oils, and
some grains. Projected requirements for nonfoods other than feed
*by 1975 may range 55 to 65 percent above 1956 (table 3).

TABLE 3.-Population and domestic utilization of farm products, selected periods
1925 to 1956 and projections for 1965 and 1975

[Indexes 1956=100]

Projected, 1965 Projected, 1975
Item Average, Average, 1956

1925-29 1951-55
I' II' Is II'

Population -71 95 100 115 115 137 137
Domestic utilization-64 93 100 118 123 148 153

Per capita -91 98 100 103 107 108 112
Food -64 93 100 118 122 147 152

Per capita -90 98 100 103 106 107 111
Nonfood-69 99 100 119 129 154 165

Per capita-97 104 100 104 112 113 121
Exports '- 66 74 100 74 84 74 96
Imports ---------------------- 80 99 100 121 123 148 150
Farm output required 62 92 100 111 116 136 146

l See footnote I. table 2.
'See footnote 2. table 2.
' Exports assumed for projections at 1951 55 ave.-age for the higher price level; for the lower price level,

exports approximate detailed projections prepared by the Foreign Agricultural Service.

'See Demand for Farm Products at Retail and the Farm Level, by Rex F. Daly, papei
presented at the joint meetings of the American Statistical Association and the Econo
metric Society, September 12, 1957, at Atlantic City, N. J.

a Percentage increases for all products combined are larger than for either crops or live-
stock products. In combining crops and livestock products, quantities used for feed and
seed are deducted in order to avoid counting the feed as well as the livestock products pro-
duced with the feed. Feed and seed make up half of all crops and, with further efficiencies
in feeding, requirements rise less than for livestock products and also less than other crops.
As a result, projected requirements for all crops combined and for all livestock products,
each rise less than the increase for all farm products.

The data in this report are based on utilization of farm products at the farm equivalent
level. See Supply and Utilization of Farm Commodities, Agriculture Handbook, No. 91.
USDA, November 1955,



POLICY FOR CONMERCIAL AGRICULTURE

A population increase of 37 percent from 1956 to 1975 would account
for most of the increase in requirements. Based on assumed condi-
tions for 1975, however, per capita consumption would likely range
around 8 to 12 percent above 1956. Per capita use of food would be
from about 7 to 11 percent higher, and for nonfoods 13 to 21 percent
higher. Rising consumer incomes, price changes, and other factors
that affect preferences have a relatively small influence on per capita
use of farm products as a whole. The weight of food and the calories
consumed per person have changed little in the last quarter century.
But shifts from grains and potatoes to some other vegetables, fruits,
meats, and other higher-cost foods result in an upgrading of the diet
as well as some increase in resources needed to produce the diet. Such
shifts in consumption contributed to the rise of around 8 percent in the
price-weighted index of per capita consumption from 1925-29 to the
1951-55 average. With rising incomes, many of the trends in our
eating habits will continue, possibly at somewhat moderated rates,
in the next 10 to 20 years.

Exports in the 1951-55 period averaged around a 10th of farm out-
put. If exports were assumed to hold around current levels, projected
total requirements for farm products would rise less rapidly than
domestic use. For purposes of illustration, exports were assumed at
the 1951-55 average for the higher price assumption. Although down
materially from 1956, such exports probably would require a con-
tinuation of export programs to move these amounts at the higher
price level. The somewhat higher level of exports assumed for the
lower price assumption does not quite match quantities being exported
in 1956 and 1957. They do approximate detailed projections prepared
by the Foreign Agricultural Service.

Requirements for domestic use and exports, as assumed above, would
total in 1975 around 40 to 45 percent above 1956 as compared with
48 to 53 percent for domestic use only. Imports in 1951-55 provided,
on the average, about a 10th of domestic use. They provided all of
our consumption of coffee, tea, cocoa, bananas, and many other less
important commodities as well as most of our sugar and wool. If
imports are deducted from total utilization for domestic use and
export, output needed to match projected requirements would range
from about 35 to 45 percent above 1956 output.

There was a relatively small net stock accumulation during 1956,
but previously accumulated stocks of cotton, wheat, and feed grains
are large. Any substantial liquidation of these stocks will require
some adjustment in production. Thus, the indicated rise in produc-
tion needed to meet requirements overstates output needs, especiallv
for the next few years.

LTvESTOCK PRODrCTS

Consumption of livestock products in general is more responsive to
price and income changes than that of most other farm products.
Food uses of livestock products accounted on the average for approxi-
mnately 70 percent of total food use during 1951-55. Nonfood animal
products-mainly wool, tallow, greases, and some products for feed-
are largely byproducts of livestock production. Both exports and
imports comprise a relatively small part of total utilization.

1 12
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Conmumrptionw per capita
Consumption of livestock products was at a high level in 1956 owing

partly to the cyclical high in supplies of beef and rising consumption
of poultry. Thus, compared with 1956, the projection for red meats
(beef, pork and lamb) in particular looks conservative. Yet, even
modest increases from the 167 pounds for 1956 would result in a high
level of meat consumption (table 4).

TABLE 4.-Per capita food consumption of livestock products, selected periods
1925 to 1956, and projections for 1965 and 1975

[indexes 1956=1001

Projected, 1965 Projected, 1975
Commodity group Average,A verage, 1956 _

192i--29 1951-~55

_ | _ _~I II X II X1

Meat animals-82 92 100 101 107 108 114
Dairy products -93 99 100 102 106 105 108
Poultry -54 91 100 105 109 114 118
Eggs -91 104 100 99 99 99 99

Total -- - 5-- 100 102 100 107 Itt

I See footnote 1, table 2.
2See footnote 2, table 2.

Per capita consumption of red meats in the 1951-55 period averaged
only 12 percent above 1925-29 as relative prices increased a fourth dur-
ing the period. In comparison, consumption of poultry increased more
than two-thirds with expanding demand. Rapid technological de-
velopments in the feeding and production of broilers and turkeys
resulted in a decline of more than a third in relative prices for poultry.
Cheaper poultry, of course, facilitated the big increase in consump-
tion. The projected rise in red-meat consumption, while moderate,
implies somewhat higher relative prices. The preference for beef
probably will expand more rapidly than for pork, especially if we con-
tinue to produce a fat hog. Although further increases in poultry con-
sumption are expected, gains are not expected to match those of recent
decades.

The pattern of milk utilization has shifted substantially in the last
2 to 3 decades with a sharp decline in use of milk for making
creamery butter. In 1925-29 butter consumption per person averaged
17 to 18 pounds; consumption in recent years has been about half as
large. Consumption of whole milk, skimmed milk, and fluid milk
products with low fat content has increased. Thus, per capita use of
total milk solids (fat and nonfat) has increased moderately over the
last quarter century and probably will rise further in the next two
decades. Prospective demand for milk fat is expected to continue less
promising than for other milk solids because of the tendency of proc-
essors as well as consumers to substitute lower cost fats.

Consumers have materially reduced their consumption of eggs in
recent years. Per capita consumption in 1950 to 1952 averaged about
390 eggs per person. Consumption was down to 369 eggs by 1956 and
356 is the estimate for 1957. Thus, experience of the last decade gives
no basis for expecting a rise in egg consumption; we may do well to
arrest the down trend of recent years.
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Donestic requirements
A small rise in per capita consumption and projected population

would result in domestic requirements by 1975 for livestock and live-
stock products around 45 to 50 percent above 1956. Requirements in-
creased 44 percent in the quarter century preceding the 1951-55
period (table 5).

TABLE 5.-Dom-estic utilization of livestock products, selected periods 1925-5t

and projections for 1965 and 1975

[Indexes, 1956= 1001

Projected, 1905 Projected, 1975

Item Average, Average, 1956 ,
1925-29 1951-55

Is II2 II II'

Domestic utilization 64 92 100 116 121 144 150

Food -58 90 100 117 122 146 152

Meat animals 58 88 100 116 123 147 156

Dairy products 66 94 100 118 122 143 148

Poultry -38 87 100 121 125 156 161

Eggs -- 0---------------- 64 99 100 114 114 136 130

Nonfood-116 104 100 107 111 120 126

Exports -------------- - 43 65 100 69 69 62 62

Imports -03 ------------ S3 112 100 135 135 161 161

Production required - - 63 90 100 114 119 140 l4fi

I See footnote 1, table 2.
2 See footnote 2, table 2.

Nonfood uses of livestock products in 1951-55 averaged a little more
than a tenth of total livestock production. Feed and hatching eggs,
which are used in the production process, accounted for more than half
of total nonfood uses. The downtrend in livestock products used for
feed, mainly dairy products, is expected to continue, but at a slower
rate. A substantial increase will be needed in eggs for hatching, and
requirements for wool are projected to rise with population.

Both exports and imports of livestock products are relatively small.
In the 1951-55 period, average exports were about equal to imports,
and they approximated 3 percent of total output. Projections for 1965

and 1975 assume a small net import of livestock products. As a re-
sult, a production increase of around 40 to 45 percent from 1956 to
1975 would match the projected increase of 45 to 50 percent in domestic
requirements.

CROPS

Demand for crops is derived in large part directly from require-
ments for livestock products. However, consumer purchases of food,
tobacco, and clothing as well as utilization in paints, soaps, and other
industrial products also provide major domestic markets for crops.
In 1951-55 use of crops for feed and seed represented about half of
total domestic use.5 Food accounted for about 36 percent and the
other nonfood crops-mainly cotton, tobacco, and some oils and
grains-made up the remaining 14 percent of total domestic use of
crops.

5 Feed and seed are deducted from crop utilization and supply before combining with live-

stock to get a total for all products. Since feed use rises less than food and other nonfood

uses, usually the Increase for all farm products combined is greater than for crops as a

whole or livestock products.
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Food consumption
Consumption per person of all food crops combined has varied

litte during the last quarter century. Individual crops, however, have.
responded to changes in relative prices, incomes, and popular con-
sumption habits. The average person today consumes much less of
such foods as cereals, potatoes, and dry beans than he did 25 years ago.
Consumption of these foods apparently is influenced little by price
changes, and consumers tend to eat less flour, cereals, and potatoes as
their incomes rise. Lighter work and widespread concern about obes-
ity also have contributed to reduced consumption. These declines have.
been largely offset by increased consumption of fruits and vegetables.
With rising incomes consumers probably will further reduce their
consumption of the cereal-potato group of commodities. But declines
are expected to moderate. Potato consumption fell from an average
of 144 pounds per person in 1925-29 to 104 pounds for the 1951-55
period; wheat consumption dropped from 254 pounds to 181 pounds.
The "potato chip" and "french fry" outlets, despite nutritional con-
siderations, apparently have bolstered consumption of potatoes in re-
cent years (table 6). The smaller declines projected for the next two.
decades could be further moderated if support should develop for the
arguments now being advanced by some nutritionists with respect to
the use of fats, particularly some types of animal fats and solid-type.
vegetable fats.

TABLE 6.-Per capita consumption of food crops, selected periods, 1925 to 1956,.
and projections for 1965 and 1975

[Index 1956=100]

iProqected, Projected,
1965 1975

Commodity group Average, Average, 1956 |
1925-29 1951-55

_, I rI_ .11 I'_

Potatoes, sweetpotatoes, grains, dry beans,
and peas 147 106 100. 96 96 92 92Coffee and tea -7- 78 103 100 118 119 131 132O ther 3 ----------------------------------------- 101 103 100 108 110 111 113

Fruits and vegetables -103 105 100 12 113 115 117Oil crops --------------------------------- 78 101 10 103' 104 107 108Sugar --------------- 120 101 100 100 101 99 100
Total, food ----- -- 109 104 100 106 107 109 110,Food use, excluding imports -114 106 100 106 107 108 108

I See footnote 1, table 2.
I See footnote 2, table 2.
a All crops other than the potatoes-grains group and coffee, tea, and oeoa.
4 Excluding imports of coffee, tea, cocoa, bananas, and sugar.

Consumption of fruits (especially citrus) and such vegetables as.
tomatoes and the leafy, green, and yellow vegetables has tended to
increase with rising incomes and relatively lower prices. Nutritional
considerations also have encouraged increased consumption of citrus
and leafy, green, and yellow vegetables. The projected increase in
consumption of fruits and vegetables from the recent 1951-55 average
is relatively small. This group combines many major commodities.
such as apples, cabbage, and dry onions.. Consumption of these
commodities, apparently, is not very responsive to price and. income.
changes.

115
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Per capita use of oil crops is expected to rise, but much less rapidly
than the gain of nearly a third in the last quarter century, a period in
which consumption of vegetable oils expanded rapidly. Per capita
use of coffee and tea increased nearly a third from 1925-29 to 1951-55
and probably will continue upward under economic conditions
assumed for 1975.

For all crops combined, the above trends indicate a small rise in
per capita use of domestically produced crops. The gain from the
reduced 1956 levels is relatively large, but projected levels for 1975
are only slightly above the 1951-55 average.

Nonfood use
Nonfood crops, other than feed and seed, consist mainly of cotton,

tobacco, and oils, as well as some grains. Cotton and some of the
oils which compete with synthetics are probably fairly responsive to

price and income changes. An appraisal of prospective requirements
for cotton is complicated by competition with synthetic fibers and

likely price policy. In this appraisal, cotton prices were assumed at

two levels: The higher is close to the average for 1956; the lower
approximates current world prices. This range was assumed in order

to indicate possible variations in domestic use and export. Some
increase in per capita use of cotton is expected in the economic frame-

work assumed for 1975, and the increase could be sizable under the

lower price assumption. The higher projected increase assumes that

cotton would regain a larger share of the market for fibers (table 7).

TABLE 7.-Per capita consumption of nonfood crops, selected periods, 1925-56,
and projections for 1965 and 1975

[Index 1956=100]

Projected Projected,
1965 1975

Commodity group Average, Average, 1956
1925-29 1951-55

i II12 I II I2

Cotton-104 106 100 107 120 117 128

Tobacco -- 80 108 100 104 104 116 116

Other nonfood, excluding feed and seed 82 98 100 98 108 111 121

Total - 92 104 100 104 113 115 123

I See footnote 1, table 2.
2 See footnote 2, table 2.

Some further rise in per capita use of leaf tobacco is expected,
though the gain may be slow for several years as manufacturers make

substantially more products from a pound of leaf. Medical develop-
ments may continue to influence consumption. Nonfood uses of oils

and grains are also expected to rise, and they could rise substantially
under the low-price assumption.

Feed requirem?,ents
Feed comes primarily from hay and pasture, the four major feed

grains-corn, oats, barley, and sorghum grains-as well as from other
grains and from such byproducts as the mill feeds, oilseed cake and
meal, and some animal proteins. Feed requirements for crops in the

aggregate were based on projected output of livestock products. It
was assumed that feeding efficiency may improve by possibly a. tenth
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in the next two decades. This would result in an increase in total
feed use by 1975 of around a third to 40 percent from 1956. Projected
requirements for feed increase by considerably more than during the
past quarter century when the big decline in horse and mule numbers
released feed for other livestock. But the decline in horse and mule
numbers is about completed.
Crop requirements a~nd output

Domestic requirements for crops projected under conditions as-
sumed for 1975 range around 40 to 45 percent above 1956. This com-
pares with an increase of 27 percent from 1925-29 to the 1951-55
average. For the same period, the increase in requirements for feed
and seed, which make up about half the total, was only 20 percent, as
the reduction in horse and mule numbers released feed for other ani-
mals. Food use increased 29 percent, and other nonfood uses increased
more than 50 percent.

Requirements for food crops projected for 1975 total about 50 per-
cent larger than in 1956, and the variation associated with the two
price-level assumptions was small. The increase in domestic nonfood
uses, under conditions assumed for 1975, range from ar-ound 55 to 65
percent above 1956. The relatively wvide range in the projections
reflects the expected greater use of nonfoocd prod1ie s at the lower
price level (table 8).

TABLE 8.-Domestic utilization of crops, selected. pcriod.e, .1!025 to 1.956, and
projections for 1965 and 1975

[Index 1956=1001

Projected, l'rojected,
Average, Average, 1965 1975Item 1925-29 1951-55 1956 |-

I II 2I' II2

Food, total -77 99 100 122 123 149 151
Grainsandpotatoes -3104 100 100 110 110 126 126Coffee and tea - -55 98 100 136 137 179 180Other crops 4 - -

71 98 100 125 126 152 154Fruits and vegetables 73 99 100 129 130 158 160Food excluding major imported crops 5 81 100 100 122 123 147 148
Nonfood, other than feed and seed -65 99 100 119 130 157 168Feed and seed - 81 97 100 110 115 131 137

Total, domestic --- 77 98 100 116 120 141 146Exports I --------------------------------------- 71 76 100 76 88 76 104Imports ------------------------------------- 80 97 100 118 121 145 148Production required-75 96 100 107 113 128 136

I See footnote 1, table 2.
.See footnote 2. table 2.
a Includes grains, potatoes, sweetpotatoes, dry beans, and peas.
4 Other than the grain-and-potato group and other than coffee, tea, and cocoa.
4 Excluding coffee. tea, cocoa, bananas, and imports of sugar.
* Exports assumed for projections at 1951-55 average for the higher price level; for the lower price level,exports approximate detailed projections prepared by the Foreign Agricultural Service.

Export of crops in 1951-55 averaged about 12 percent of total crop
production and the large exports in 1956 were around 15 percent of
production. In order to complete the picture, exports were assurled
at the 1951-55 average for the higher price assumption. Exports this
large would very likely require continued export programs. Under
the lower price assumption exports approximate those estimated for
major commodities by the Foreign Agriculture Service. These assume

97226-57-9
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exports above the average for 1956 with a large movement of cotton,
some grains and oils. Imports of crops-mainly sugar, coffee, tea,
cocoa, and bananas-are expected to rise somewhat more rapidly than
the population as they have in the past.

With assumed exports included in utilization, the rise in total re-
quirements would be around 32 to 40 percent above 1956 compared
with the projected rise of 40 to 45 percent in domestic requirements.
After deducting the imported portion of requirements, the required
increase in crop production is around 28 to 36 percent above the record
1956 crop. This projection reflects the small stock accumulation in
1956 but makes no allowance for working down substantial carryover
stocks of cotton, wheat, and feed grains.



PROJECTIONS OF FOREIGN DEMAND FOR SELECTED
UNITED STATES AGRICULTURAL PRODUCTS, 1965
AND 1975

Raymond A. Ioanes, Foreign Agricultural Service, United StatesDepartment of Agriculture

SUMMARY

Over the next two decades it appears that foreign commercial dollardemand'L for most major United States agricultural commodities willincrease substantially compared with dollar exports of recent years.For some agricultural commodities, however, foreign demand maydecline from the record high total exports of 1956-57, when about 40'percent of the total was financed under special Government programssuch as Public Law 480.
These conclusions are the result of a special study made by theForeign Agricultural Service at the request of the Subcommittee onAgricultural Policy of the Joint Congressional Economic Committee.Prospective foreign demands in 1965 and 1975 for the major UnitedStates farm-export commodities are compared with the average oftotal exports in 1950-51 through 1954-55, and with total and cbollarrates in 1956-57 in table 1.

TABLE 1.-Projections of foreign demand for selected United States agricultural
products, 1965 and 1975

Exports
Projections of

C 99-11956-57 foreign demandCommodity Unit 1950-51 ________

brough
1954-55 Total Dollar 1965 1975

sales 2

Cotton Million bales a 4.0 7.6 4. 4 6 7---------------------- Mllion pounds 474 510 436 420 440Wheat-Million bunds he -- 530 546 700 260 310Rice. milled---- Million hundred- I138 26.3 4.8 10 12Feed grains' ~~~~Iweight.
Prin-s do - 0 ---- 56 80. 210 285All fats-ad oils1 - leMIIon pounds- 2,882 '4.950 3648 5,1600 7, 50Oranges In terms of, fresh------Million boxes-:----12.4' 8 14:5 14.5' 20 26Apples and pears, fresh --- do--3.0 2.8 2.8 7 14Caunned fruit, deciduous ------- Million cases, 24/234 and2.0 4.t 7 4.s 7 10 11Raisins- -------------------------- Thousand short tonser 61.P 6 48.8 48.8 70 soPru es --- -- --- --- -- --- --- - - -- do----- --- -- 8.- 5 '60.0 60. 0 60 55Total (1950-51 and 1954 -------------- 100 161 90 136 168r55) =]I90. I

I Year beginning Ja,, I for tobacco, lardand tallow; June I for deciduous canned fruit; July 1 for wheat,fe e d grain s, a n d fres h a p ples a n d p e arhs ; A ug . 1 fo r c o tto n a n d rice ; S e p t. 1 fo r ra is in s a n d P ru n es ; O c t. I fo rothr fts ndoil; ad Nv.I fr oangs.While there were significant shipments under various aid and
relief7programs during this period they werenot all tabulated and therefore separate dollar sales cannot beshown The reakdwn i, howver, hownfor 11116-57.'Doe no inlud saesgratsdontios or barter under Public Law 450 or sales under sec. 402 of Public
'Runnig bales.

'nldscorn,cos barlqy, and grain sorghums.Includes oil equ~MI(wrist diriilscds.' Based on exportreturris of l0 montlisfor fats and oils; 9 months for oranges; and 11 months for rallns and.prunes
7Valued at average 1952-54 export prices.

'IThe term "foreign commercial dollar demand" as used herein means tile quantity foreigncountries are prepared to buy for dollars. This will hereafter be referred to as foreigndemand.
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The table shows these significant trends:

(a) Foreign demand in 1965 and 1975 compared with dollar

exports in 1956-57.-A substantial increase is in prospect for

cotton, wheat, rice, feedgrains, fats and oils, and most fruits. To-
bacco demand probably will not change much.

(b) Foreign demand in 1965 and 1975 compared with total ex-

ports (dollar and Governiment financed) in 1956-57.-A substan-
tial decrease is in prospect for cotton, wheat, tobacco, and rice.

Large increases are expected for feedgrains, fats and oils, and
most fruits, however, and by 1975 the total foreign demand for

these products is expected to exceed slightly the record volume

of 1956-57.
As indicated on page 121 these estimates are based on the assump-

tion that there will be no special programs such as Public Law 480

in 1965 and 1975. This is not to argue that there may not be a continu-

ing need in many parts of the w-orld for assistance in relief and rehabil-

itation. For example, a recent analysis of import requirements for

United States agricultural commodities of countries not having suffi-

cient dollar exchange and experiencing chronic food deficiencies, dis-

closed that nearly $500 million worth of agricultural commodities

might be required yearly over the next 5 years. The extent to which

these needs may be met would materially affect the conclusions of

this report, particularly with respect to exports of wheat, cotton, and
rice.

Foreign demand in 1965 and 1975 will be affected materially by

two groups of forces:
On the one hand there will be continued keen competition for United

States products in foreign markets. There will be a growing tendency

to regionalism. The agricultural technical revolution which is accel-

erating in the developed countries of the world, particularly in West-

ern Europe, will result in a marked increase in agricultural produe-

tion. In the underdeveloped countries there will be a continued stress

on agricultural self-sufficiency and some increases in agricultural ex-

ports as a means of financing economic development. Despite these

efforts there will be a continued dollar shortage for the purclhase of

agricultural commodities in many underdeveloped countries.

On the other hand, there are strengthening factors in the foreign

demand outlook for United States farm products in 1965 and 1975.

These include the rapid growth of world population, the upsurge of in-

dustrialization, increasing per capita income and the general desire

of all nations to improve their standards of l iving.
The estimates of foreign demand in 1965 and 1975 contained in this

report must be recognized merely as iudgmemnts or proiections devel-

oped on the basis of a set of reasonable assumptions after giving con-

siderations to a number of past relationships. In evaluating the ex-

tent to which these past relationships will continue, attention was

given to prospects in the general field of production techlology and

agricultural policy. Foreign demand for agricultural products is a

complex function of many variables which are extremely difficult to

predict. Actual exports, of course, will depend upon the extent to

which the assumptions materialize.
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The general assumptions used in making these estimates were:
1. No large-scale war or preparation for war, but continued

international tension, with defense expenditures in the most im-
portant countries at current ratios to national income.

2. No major depression; near-full employment in the industrial
countries, economic development in underdeveloped countries to
accelerate. No major inflation on a world scale, but general price
levels tending upward. Continued substantial growth of real
per capita income in most areas.

3. Population growths for the next 2 decades as forecast by the
United Nations demographic experts at annual compound rates
of one-half percent for West Europe, 11/8 percent for the Soviet
Union and European satellites, 15/8 percent for the Far East,
13/4 percent for Africa and West Asia, and over 2 percent for
Latin America.

4. Continuuation of present policies of agricultural protection
in importing countries and agricultural promotion in exporting
countries.

5. Export supplies from the United States to be available at
competitive prices as at present.

6. No sales for foreign currency or under Government aid pro-
grams.

The method used in making the estimate was to consider and giveweight to such factors as growth in population, changes in income,
prospects for agricultural output in the various regions of the world,
and elasticity of demand for various farm products. In each case,
emphasis was placed on three basic questions: (a) Prospects for total
requirements; (b) prospects for internal competition in the form of
domestic production in each area; (c) prospects for external competi-
tion, that is, production for export in the principal exporting countries.

The tentative conclusions on foreign demand developed by this
method were then adjusted by taking into account a number of impor-
tant factors that affect international competition. These factors in-
cluded quality, specific consumer habits, needs or preferences, loca-
tion in relation to market, technical aspects of production in various
areas, and general judgments as to the comparable levels of production
costs and competitive strengths and weaknesses as modified by Gov-
ernment policy.

The outlook for the individual commodities is as follows:

CoTrON

Foreign demand for United States cotton should move upward
gradually during each of the two decades, despite continued compe-
tition from synthetic fibers and foreign cotton. The major reason
for the increase is that consumption outside the United States will
go up faster than production.

World cotton consumption will continue to increase moderately
through 1975. This is due to population growth and rising standards
of living that will result in a slight increase in per capita textile con-
sumption. World cotton prices, since the United States became com-
petitive, have slowed down the expansion of synthetic fiber production
and should allow cotton to get at least an equal share of the expected
increase in overall fiber consumption.
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Some uptrend in foreign cotton production will resume, possibly
beginning in 1958. World production has been relatively stable since
1954-55. However, some countries are moving ahead with economic
development based mainly on agricultural expansion which includes
plans for more cotton production. Some two-thirds of the world pro-
duction increase expected by 1975 will be absorbed in the producing
countries, for example, India, U. S. S. R., China, and Turkey. Coun-
tries likely to add most to the competition in world trade are Mexico,
Syria, Iran, Sudan, and Nigeria.

World trade in cotton, which totaled 13 million bales in 1955-56,
will increase moderately to about 16 million in 1965 and may reach 18
million by 1975.

Of this, the United States should get about 40 percent (which is
the same share we had in the 5 years before World War II). This
should result in foreign demand for a little over 6 million bales in
1965 and nearly 7 million in 1975. This level compares with a prewar
(1934-38) average export of 5.0 million running bales, a low of 2.2
million in 1955-56, and a recent high of 7.6 million in 1956-57. In
comparing the figures it must be recognized that the 1956-57 exports
included a little over 3 million bales financed under Public Law 480
and section 402 of the Mutual Security Act, and also covered a period
when depleted cotton inventories in importing countries were being
rebuilt.

The distribution of the foreign demand for United States cotton
over the next two decades should remain about the same as in 1956-57,
that is, about 60 percent in Western Europe, 30 percent in the Asian
markets and the remainder in Canada, Eastern Europe, Latin Amer-
ica, Australia, and Africa, in that order of importance.

TOBACCO

Foreign demand prospects for United States tobacco are not bright,
assuming that United States tobacco will be available for export at
prices not less than the United States support level. High returns
per acre and a continuing drive to cut dollar expenditures will likely
continue to give a big push to foreign tobacco production throughout
the next 20 years.

Production in most competing areas is expected to continue to in-
crease. African production, particularly the British commonwealth
areas, will cut further into United States markets. A number of
Asian countries will try to produce tobacco for export and may be
selling small amounts of low-quality leaf in 1975. Oriental produc-
tion will continue upward. Consuming countries will attempt to
increase domestic crops insofar as possible.

Europe's per capita consumption will continue to rise, though at a
slower rate than in recent years. The United States share in that
market, however, is expected to decrease.

Total world consumption is expected to increase from 7.2 billion
pounds (dry weight) in 1955 to about 8.6 billion in 1965 and 10.3
billion in 1975. Most of this increase will come from local production.
World imports are expected to increase from 1.6 billion in 1955 to
around 1.7 billion in 1965 and to 1.8 billion in 1975.

The United States share of total world trade, under the stated
assumptions, is expected to drop from 32 percent in 1955 to 25 percent

122



POLICY FOR COMMERCIAL AGRICULTURE12

in both 1965 and 1975. This will mean a reduction in foreign demand
for United States tobacco from 510 million pounds (dry weight) in
1956-57 to about 420 million pounds in 1965 with some regain to about
440 million in 1975.

The increase from 1965 and 1975 reflects the fact there is a limit
to the amount of neutral tobaccos that can be introduced into various
blends. It is believed that after 1965 this limit will have been reached
and United States tobacco will thereafter share in increased tobacco
consumption.

WHEAT

The long range foreign demand outlook for United States wheat is
less encouraging than for most other crops.

Foreign demand will do well to total 260 million bushels by 1965.
During the following 10 years production in importing countries may
increase at a slower rate, world trade should increase, and foreign
demand for United States wheat may expand to a level of around
310 million bushels by 1975. These projections are somewhat below
the export levels of recent years, such as the 549 million bushels in
1956-57, when exports were greatly augmented by special Government
programs. If only the 1956-57 dollar exports of 170 million bushels
are used as a base, the projections show a substantial increase in the
years ahead.

World production and consumption of wheat probably will increase
through 1975 at a slightly lower rate than the increase in world
population. Most of the production increase is expected in Europe
and the underdeveloped countries so that world trade in wheat, while
continuing to expand, is not expected to expand as much as production
and consumption.

Trade prospects in the importing countries briefly are these: West-
en Europe's production is expected to expand through increased
yields and per capita consumption to decline. As a result foreign
demand for United States wheat by 1975 is likely to total less than
half that of 1955-56. Consumption in Africa will outrun production
providing a significant outlet for United States wheat by 1975. De-
mand for United States wheat in Japan and the Far East is expected
to remain fairly constant with other exporting countries gradually
taking over an increased share of the expanding trade.

Competition prospects from exporting countries are as follows:
Argentina is expected to continue its return to the role of a major
exporter. With the expansion of wheat acreage and the technical
improvements taking place in U. S. S. R. and Eastern Europe, the
Communist countries will likely have some net exports of wheat by
1975. Australia's production increase should about keep up with
population growth, resulting in stable exports.

For the world as a whole, the tendency will be for wheat production
to exceed demand at reasonable prices. This will mean tough going
for dollar wheat, that is Canada and the United States. Canada's
production is likely to decline somewhat from the high levels of recent
years due, in part, to shift to more feed grains and general farming,
and also to recent buildup of wheat stocks.
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RICE

A marked increase is expected in foreign demand for United States
rice. However, exports still will be lower than recent total shipments,
most of which was sold for local currencies. Most of the increased
demand will be in Latin American countries and Japan.

Major factors limiting demand will be price, shortage of dollars
in importing countries, and large supplies available in soft-currency
countries.

World rice production and consumption are expected to rise 20 per-
cent in the decade 1955 to 1965 and another 15 percent in the following
decade. World trade is expected to go up by at least that rate and
possibly faster in the second decade.

Foreign demand for United States rice in 1965 is expected to be
about 10 million hundredweight and in 1975 to be around 12 million.
This is lower than total United States exports (including Government
financing) of 12.8 million hundredweight in 1955-56 marketing year
and 26.3 million in 1956-57. Excluding Public Law 480 exports and
those financed under section 402 of the Mutual Security Act, leaves
dollar sales in fiscal 1955-56 of about 5.4 million hundredweight and
in fiscal 1956-57 about 4.8 million. The unusually large exports in
recent years have been largely the result of United States financed
shipments to Far Eastern countries.

It should be noted that these projections assume United States ex-
port prices to be, as at present, at levels which will result in United
States rice being noncompetitive in some areas of the world.

FEED GRAiNs

Prospective foreign demand for United States feed grains is good.
By 1965 foreign demand is expected to be twice the fiscal 1951-55
average exports of 100 million hundredweight and by 1975 to be al-
most 3 times as large.

Most of the increase in foreign demand will be from *Western
Europe which already takes about 80 percent of world imports. With
a rising standard of living, Western Europe is emphasizing livestock
production. Most of this expansion is expected in nongrazing
animals, particularly poultry and hogs. European production of
feed supplies cannot keep pace with this increased demand and there-
fore the prospects are for more imports. There will also be some
increase in demand for United States feed -rains from other regions
where increased consumption will result largely from population
growth.

United States feed grains must compete with expanding supplies of
grains from other surplus-producing countries of Latin America,
Africa, Middle East, and Oceania. Nevertheless, this expanded pro-
duction abroad is not expected to equal the increased demand and
there should be an important increase in demand for United States
feed grains even though dollar shortages continue. Argentina may
be expected to supply the import requirements of neighboring South
American countries and provide some increased quantities of all
grains for the European market. South Africa's corn exports will be
increased. Some increase in exports, particularly of barley, may be
expected from Canada, Australia, and countries of the Middle East.
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FATS, O1n,, AND OILSEEDS

Foreign demand for United States fats, oils, and oilseeds is expected
to increase substantially throughout both decades under study. The
projections indicate that demand will be up 12 percent in 1965 and
up about 50 percent in 1975 compared with the record exports of the
last 2 crop years. Including soybeans and flaxseed in terms of oil, the
projections indicate a demand for about 5.5 billion pounds in 1965
and 7.5 billion pounds in 1975 compared with actual exports of about
4.9 billion in 1956-57. If these projections are compared with last
year's dollar sales of about 3.6 billion pounds, the increase is still
more striking.

The expected increase in demand for fats, oils, and oilseeds will re-
sult from continued expansion in world consumption of both fats and
oils and protein feeds. World fat consumption is expected to rise
about 40 percent by 1975 from the present recent level of about 55
billion pounds. In many populous underdeveloped countries, con-
sumption per person averages only around 10 pounds compared with
65 pounds in the United States. Consumers in such countries will
spend more for fats and oils as their income rises, and exports from
several of these countries probably will decline.

In Europe-the most important consuming area-consumption will
likely increase somewhat faster than production with the United
States and Africa supplying an increasing portion of the total.

Asia will probably see the most dramatic change. Once a major
export source of copra, peanuts, palm oil, and soybeans, Asia for some
years has been consuming increasing portions of its production. By
1975 it will probably have ceased to be a net exporter and may well
have become a net importer. Only copra and perhaps palm oil will
likely be coming out of the area in quantity.

As to the relative role of various sources of fats and oils in United
States exports, lard and tallow will likely decline. These will find
increasing competition from expanding livestock production in Eu-
rope, which is the principal market, particularly for lard, and further,
the trend is away from lard to vegetable-oil-based products such as
margarine. Soybeans and soybean oil, on the other hand, are ex-
pected to play an increasing role in meeting the foreign demand.

In recent years United States exports of oilseeds, particularly soy-
beans, have increased at a rapid rate due to the increasing demand for
protein feeds as well as oils, largely in Western Europe. This ex-
pansion in export demand for proteins is expected to continue for
the next two decades, as foreign countries develop and expand live-
stock production. The demand for United States oilseeds will be
further strenghtened by the declining availability from several coun-
tries which have been major suppliers.

FRuIT

Substantial increases in foreign demand for United States fruits
is expected. Demand for United States citrus is expected to increase
from about 14 million boxes annually to approximately 26 million
during the next 20 years. Oranges, principally in the processed
forms, will account for most of the citrus increases and will continue
the upward trend of recent years. Marketwise, the greatest increases
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are expected in Canada and Western Europe, currently the best cus-
tomers for United States fruit.

Apple and pear exports are now at relatively low levels compared
with the prewar average of 12.6 million boxes. This is largely a result
of very rapid expansion of production of these fruits in Western Eu-
rope. Thus, while projected demand for United States apples and
pears shows substantial gains over the next 20 years with exports
climbing from 3 million boxes in 1955 to about 14 million in 1975,
much of the growth will be a regaining of lost markets. Demand for
United States apples and pears in Latin American countries, on the
other hand, should show a substantial increase, climbing from a half
a million boxes prewar to about 5 million in 1975.

Foreign consumption of canned deciduous fruit will continue its
upward trend and the United States will continue as the leading
producer. Demand for United States supplies are expected to in-
crease threefold from the present low level of exports with most of
the shipments going to Canada and Western Europe.

The United States will continue as the world's leading producer
and exporter of raisins and is expected to maintain its share of an
expanding market. World prune consumption has been trending
downward for many years. Future demand for United States prunes
may be below the relatively favorable exports of 1956-57.



SOURCES OF EXPANDED AGRICULTURAL
PRODUCTION

Glenn L. Johnson,' Michigan State University
It is extremely important that we appraise accurately the capacityof American agriculture to expand production. With an additional35 to 50 million mouths to feed during the next 20 years and far morethan that in the next 50 years, with higher incomes to reinforce demandfor both appetizing and nutritious foods and wR-ith long-run prospects

for intet atiofatl tension, we must not make any mistakes about theability of the agricultural economy to deliver. Further, we must dowit is requiired to insure thaLt th~itability is utilized.
*We should note that what kind of an agricultural economy we haveis important from sociological, political, and esthetic standpoints.What kind of an economy we have is determined in large part byhow it is organized for production. Thus, it is important that we beprepared to evaluate the consequences of adopting alternative waysof organizing to get the necessary expansions in farm production.

THE NEED FOR EXPANDED PRODUCTION

According to a.number of agricultural economists, farm output willhave to expand between 25 and 40 percent in less than 20 years, with therequired expansion in livestock production exceeding that requiredin crop production.2 Roughly speaking this required expansion inproduction exceeds in absolute terms any expansion experienced in acomparable period of time since 1870.
According to Strauss and Bean, American farm production doubledfrom 1870 to 1895.3 More land, more capital, improved technologyand more labor were used. Specialization made possible by improvedtransportation systems undoubtedly contributed to this expansion.It took 30 years for thle next comparable absolute expansion in pro-duction. More but less fertile land and more capital were used. Atthe same time significant technological advances occurred. Mechani-cal power, gasoline as well as steam, was used increasingly and othermachines were improved. Probably, total man-hours worked did notchange very much in the 1895-1925 period. Rotations were improved,liming played an important role, legumes became an important sourceof nitrogen and new crop varieties were developed with the land-grantcolleges playing an important role in originating and fostering tech-

'This testimony was prepared under Michigan Agricultural Experiment Station project442 .5
Carl Heisig (this panel).
L. H. Bean and Frederick Strauss. Gross Fnrm Income and Indices of Farm Productionand Prices in the United States, 1869-1937. USDA Technical Bulletin 703. 1940.

127



128 POLICY FOR COMMERCIAL AGRICULTURE

nological changes. As in the previous period, secular increases in land
values provided equities to finance the adoption of new technology
and expand production.

It only took 17 years to bring about the next comparable expansion
in production. By 1942 agricultural production was roughly four
times as great as in 1870. This expansion was based on the use of
much more capital, but less land and labor. The reduced use of land
and labor -was made possible by land- and labor-saving technological
advances such as commercial fertilization, irrigation, hybrid corn,
and improved crop varieties which permitted land to be utilized more
effectively and machinery which reduced labor requirements. The
shift to mechanical power continued-land which had produced feed
(fuel) for horses was freed to produce products for sale. Though we
seldom overlook the transfer of land from producing horsepower to
producing products for sale, we often fail to note that land and other
resources were shifted from producing fuel (feed) inefficiently to
specialize in producing other products effectively. The importance
of increased efficiency resulting from this and other forms of speciali-
zation has never been measured accurately; indeed, many analyses ap-
pear to attribute increases in efficiency from this source to technological
advance 4 because, perhaps, of the difficulty encounterd in trying to
differentiate the impacts of the sources. Other forms of specializa-
tion which were important in the 1925-42 period include geographic
specialization in fruit and vegetable production, the specializations of
the nonfarm sector in fertilizer production and turning over of many
marketing services performed by farmers to nonfarm agencies able
to perform the services more satisf actorily.5

Since 1942, farm output has increased enough for us to anticipate
that by 1960 farm output will be five times as great as in 1870. This ex-
pansion is being accomplished with less and less labor, about the same
amount of land but with great expansions in the use of substitutes for
land such as fertilizers and irrigation. Crop varieties are also being
controlled and a higher proportion of what is grown is being harvested
thanks to disease and insect controls and better harvesting and storage
methods. Still further, livestock are being improved steadly as con-
verters of feed to livestock products. This improvement in genetic
ability is supported increasingly with improved rations and antibiotics.

Specialization, too, continues to be an important source of increased
productive efficiency. The nonfarm economy now produces (1) virtu-
ally all sources of the power units used in farming including the fuel,
(1) many marketing services formerly produced by agriculture, (3)
much of the fertilizer now applied and (4) is steadily demonstrating
its efficiency in processing and mixing feeds.

The current expansion of agricultural production is being furthered
by increasingly competent farm managers.

'See, for instance. T. W. Schultz, The Economic Organization of Agriculture, McGraw
Hill Co., Inc., New York, 1953. pp. 99-125; Glenn L. Johnson, Agriculture's Technological
Revolution, United States Agriculture; perspectives and prospects, Columbia University,
New York. 1955, pp. 27-44; T. W. Schultz, Reflections on Agricultural Production, Output,
and SU ply, Journal of Farm Economics, pp. 748-762; and Willard W. Cochrane, Farm
Price Gyrations-An Aggregative Hypothesis. Journal of Farm Economics, vol. 29, May
1947, pp. 383 ff.; and Walter W. Wilcox and Willard W. Cochrane, Economics of American
Agriculture (Prentice-Hall, Inc., New York), 1951, ch. 24.

6 For a preliminary attempt to handle the influence of specialization more adequately,
see Glenn L. Johnson, Supply Functions-Some Facts and Notions, to be published by the
Iowa State College Press sn a book tentatively entitled "Agricultural Adjustment Problems
in a Growing Economy."
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Since the early forties, the receipt of capital gains (due to inflation)have reduced materially the problem of financing expansion in pro-duction. From 1939 through 1956, it is estimated that agriculturebenefited from capital gains, due to price increases alone, to theextent of about $85 billion. In the same period, total net income ofagriculture was only a little more than three times this figure. More-over, on June 1, 1956, all farm assets were valued at only $170 bil-lion. It is clear that capital gains received by agriculture since 1942have been important in financing both specialization and the adoptionof new technology in expanding output.
The rate of expansion in production called for between now and 1975ranges from 1 to 2 times that accomplished in any 18-year period since1870. Thus, there can be no doubt about there being a serious need to.expand farm output. Carl Heisig and James Bonnen will testify atthese hearings that the agricultural economy has the ability to bringabout the needed expansion in production. Bonien will indicate thatsurpluses will probably be with us for at least 10 years.
Though there appear to be some reasons for being somewhat morecautious in this regard when we expand our thinking for 30 to 50 in-stead of only 10 or 20 years into the future there appears to be littledoubt about the ability of agriculture to bring about the expansion inproduction.
However, getting the necessary expansion in production beyond thenext I0 years and continuing this rate of expansion beyond that will, itappears, require positive effort. Past expansions in production do notappear to have been automatic and preordained; instead positive ac-tion has been required to provide transportation systems, capital, newtechnology through publicly supported research and a general eco-nomic and political environment conductive to efficient competitiveadjustment. Beyond 10 years ahead, the future does not look any moreautomatic than the past. Thus, the advisability of using differentmeans of expanding production needs to be considered in detail.

SOURCES OF EXPANDED PRODUCTION

The above brief history of United States farm production expan-sions suggests that the possibilities be considered of-
Bringing more land into cultivation;
Using substitutes for land;
Improving crop varieties;
Utilizing crops more effectively;
Using labor more effectively;
Increasing managerial capacity;
Encouraging or, at least, not retarding competitive economic ad-justments within agriculture;
Using capital more effectively; and of
Speeding up the necessary flows of capital into agriculture.This list does not concentrate technological advance under one head-ing; instead, it is considered under a number of headings where itsdetails can be grasped with some specificity and where its interrelation-

ships with other considerations (such as specialization and capitalavailability) can be seen.
Land and investments to increa8e the availability of land.-Thedevelopment of new land and land reclamation are not likely to con-
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tribute significantly to expanded production in the next 15 to 20 years.
At least Carl Heisig will testify that only about one-sixth of the ex-
pansion required in crop production by 1975, to say nothing of the ex-
pansion in livestock production, is likely to come from this source.
This, however, does not mean that we are running out of land resources
to develop. My own State of Michigan, for example, has 41/2 million
acres of organic soils only 100,000 acres of which is really developed.
In addition we have much underdeveloped mineral soil which would
be farmed intensively if located in, say, the Scandinavian countries.

Substitutes for land.-Commercial fertilizer and irrigation water
are two of the principal substitutes for the natural productivity of
land. Another substitute is organic matter and soil structure which
can be developed under proper land management. The more than two-
fold expansion in fertilizer use which occurred from 1942 to 1955 is
continuing. At Michigan, or elsewhere, we are experimenting with
the possibilities of going to intensive rotations and continuous corn
supported with heavy commercial fertilization-the possibilities ap-
pear very promising. Between 1939 and 1954, land under irrigation
increased from about 18 to over 29 million acres. Over 5 million acres
of the increase came in the Southern States. There ire no reliable
data on the aggregate impact of potential increases in organic matter
and improvements in soil structure. Though the separate impact of
these factors on production has not been evaluated, their influence
along with that of improved crop varieties has been studied and will
be presented below.

Jinproving crop varieties.-Besides the use of more land and land
substitutes, crop yields have increased steadily with the use of superior
seeds and production practices. These include hybrid corn, disease-
resistant small grains, improved grasses anid legumes, etc. Though
no separate overall evaluation of the yield increasing potential of
these has been made, it is clear that they are highly important.

Heisig reports that the Agricultural Research Service, wvorking
with physical and natural scientists, has developed estimates of the
yield impacts of adopting what is presently knownll about increasing
yields through the use of land substitutes and the yield increasing
factors discussed in this section. The couclusion is that crop pro-
duction can be expanded on less than the presently used quantity
of land to produce our requirenents in, say, 1975. Bonnen reports
that these same factors should be expected to maintain agricultural
surpluses through 1965 under a rather reasonable set of assumnp-
tionS.;

More effective physical utilization of crops.-The extent to which
crops, once grown, are utilized depends on lossses in harvesting,
processing. (including feeding), and storage. Though necessity of
economizing on labor often justifies high harvesting losses in con-
nection with mechanized harvesting, such losses are often offset by
the timeliness made possible through use of the same machines.

Improved rations, feeding practices and the use of antibiotics
continue to present a major opportunity for effective utilization of
feeds in livestock production. The ARS estimates presented by
Heisig indicate that such possible efficiencies in the utilization of

CJames Bonnen (this panel).
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feedstuffs might decrease land requirements for feedstuffs by as much
as 40 million acres. Research on such possibilities continues to be
done. Recent Iowa State College research on forage-grain substitu-
tion iii milk production provides the basis for substantial increases illproductive efficiency by showing how to adjust rations to changes in
hay, grain, and milk prices. A recent conference on feed utilization
by dairy cows at Michigan State University promises to lead to fur-ther research of this type. Other current research of this nature deals
with pork and poultry production. Tentative plans exist for inaug-
urating such work for beef, also.

Chief among the means of improving the utilization of feeds by
livestock is improvement in the genetic ability of animals. Cowscapable of producing over 7,500 pounds of milk per year wlhen fed 1
pound of grain for each pound of milk are capable of attaining muchmore favorable ratios of milk to grain than are lower capacity animals.7
Our existing inventory of good breeding stock and artificial insemina-
tion make it possible to increase the quality of our dairy herds many
times more rapidly than formerly. There is really no excuse for a
heifer calf being born from anything but a high-quality sire thesedays. But we have only started to make progress in this direction-
the future probably holds technologies which will permit the propor-
tions of heifer calves to be controlled while ovum transplants mayincrease the number of calves produced by outstanding dams thereby
greatly increasing our ability to evaluate breeding stock and to multi-
ply the superior ones. The outlook for continued technological im-provement in feed utilization is good.

Labor-saving technology.-Much of the technological advance whichhas occurred in agriculture has been labor saving. In isolation, such
technology primarily makes it possible to produce as much despite
outmigrations of labor; however, its effect when combined with land
saving and yield-increasing technology (for both crops and livestock)
is to increase output.

Almost all studies of American agriculture show low earnings to
labor. This is true whether labor returns are computed residually
or estimated functionally with techniques of the type developed by
Senator Douglas in collaboration with Professor Cobb and whether
the studies are conducted for individual farms or for the economy as
a whole.8 There is some evidence that, for any level of technology,
capital can be substituted for labor only up to a limit beyond which
the workload per man becomes unacceptable. Further, it appears
that the earning power of labor at this limit is generally so unsatis-
factory that some combination of capital and labor earnings is re-
quired to produce levels of living comparable with those enjoyed by
equally industrious and reliable persons working in industry. If this
is true further advances in laborsaving technology are required to
remedy the situation.

To my knowledge, no account has been taken of this need in the
ARS stuidies reported by Heisig, in Daly's work or in the Bonnen and

7 George E. Schub. The Supply of Fluid Milk in the Detroit 'Milkshed as Affected by Costof Production. Michigan State University Agricultural Experiment Station TechnicalBulletin 259. 1957.8
E. G. Strand and E. A. Heady, Productivity of Resources Used In Commercial Agricul-ture, U. S. Department of Agriculture Technical Bulletin 1128, 1955.
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Black work. These studies seem to be based on an unstated assump-
tion that the rate of advance in laborsaving technology will continue
fast enough to produce capital and/or labor earnings high enough to
maintain farm production in the face of rising nonfarm levels of
living without increases in farm product prices. While there is much
evidence to suggest that such advances will occur, it seems inadvisable
to take them for granted or to assume that they will come automati-
cally. Among the important current developments in this area which
need to be encouraged is the work of agricultural engineers (in both
land-grant colleges and industry) on materials handling, "systems
analysis," as well as the time and motion work of agricultural econo-
mists.

The dairy industry alone must handle well over 50 million tons of
milk, feed (grain, hay, pasturage, silage), water, manure, and urine
per year. The dairy industry receives around $4 a ton for handling
and, in some cases, producing this quantity of material. Clearly,
labor efficiency is important in dairying. In the case of the dairy in-
dustry, the potential for improvement is great. Research at my home
institution indicates that 40 hours per cow per year is possible. By
contrast, it is estimated the Michigan farms are using between 70 and
120 hours per cow per year, depending on kind of barn, productive
capacity of cows, and size of herd. Continued development of such
laborsaving technology appears to be necessary for expanding pro-
duction without price increases in the long pull.

Increased managerial capacity.-One of the most elusive sources of
increased production is the increased managerial ability of farmers.
In addition to furnishing farmers with more and better technological
and economic information, the USDA-Land Grant college system has
carried out extensive research and educational programs to develop
managerial ability. Farmers have been taught to keep better ac-
counts and records. They have also been taught methods of analyz-
ing records as a basis for adjusting business operations. In addition,
they have been taught how to analyze better all types of information
and to appraise the consequences of alternative courses of action as a
basis for their decisions. General education, wider experiences, and
better communications also contributed to the ability of farm man-
agers to see problems, observe and acquire information, analyze that
information, make decisions, and accept responsibility for those deci-
sions. The typical commercial farmer of 1955 is much more of a busi-
nessman than his counterpart of 1910 or even 1925. The increasing
tendency of commercial agricultural production to concentrate in the
hands of large farmers suggests a continued improvement in the aver-
age farm manager.
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Competitive reorganization of the agricuZtural econoimy.-Neither
past nor prospective changes in the productive capacity of American
agriculture can. be understood solely in terms of changes in the total
quantity of resources used or in terms of the ratios at which they are
converted into individual farm products. It is also necessary to know
how the use of resources shifts absolutely or proportionately between
alternative products within agriculture. When resources are shifted
from a less to a more productive use, output increases even if the total
quantity of resources used does not change. This can be true even
when technological change does not occur.

American agriculture has and is continuing to drop activities in
which it uses resources ineffectively. Dropping the production of
horses and horse feed and reemploying the resources formerly used
for these purposes to produce fat stock for market was an important
source of increased productivity. Another example is dropping the
production of peddling and food processing services to concentrate on
the production of crop and livestock products. Still another example
is found in supporting services such as machinery repair, liming, feed
mixing, spraying, etc., much of which is now being turned over to
commercial agencies. The recent tendencies toward-vertical integra-
tion in the broiler and fat-stock industries are examples of tfhii tfvnR
of specialization.

Similar increases in productive efficiency and output are attained
when a farming region drops products produced ineffectively and re-
employs its resources in the production of products for which it has a
comparative advantage. Scatter diagrams published in connection
with the 1950 census are presented here to show some important geo-
graphic specializations which have occurred since 1900.

97226-57 lo
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Similarly, total production of the farm economy increases without
corresponding increases in resources employed or technological ad-
vance being necessary when individual farms specialize in efficient
lines of production after dropping less inefficient lines. Professional
and academic farm management men have noted increasingly in recent
years, the advantages of specialization. Modern fertilization prac-
tices and machinery are reducing the advantages of crop. diversifica-
tion. There is now less need for rotations to maintain fertility and
distribute the labor load over the year. The trends toward. specializa-
tion of individual farms can be expected to continue if the capital
positions of farmers permit them to acquire the necessary capital.

Another type of competitive adjustment theoretically capable of
increasing farm output without increasing the amount of resources
used is increase in size of farm, provided.economitis to scale exist.
Most cross-sectional studies of actual operating farms of different sizes
but employing similar technology fail to reveal significant economies to
scale. On the other hand, budgeted and linear programed plans for
farms show economies to scale. The difference appears to reside ini
failure to reflect managerial limitations in mechanical budgets and
programs. In practice, movements to larger scale operations generally
involve technical advance; thus, many of our new, large farms are
more efficient than our older small ones.

Some agricultural economists have compared agricultural produc-
tion to a ratchet jack-they say that it moves up at every opportunity,
but fails to contract and that the upward movements are determined
largely by opporunities to adopt new technologies. Hathaway's testi-
mony before panel A of these hearings shows that agricultural produc-
tion has, in fact, been somewhat responsive downward to depressions.
This downward responsivity of agricultural production to adverse
economic conditions indicates, again, that the necessary expansions in
agricultural production are not automatic.

The competitive adjustments discussed in this section depend on the
ability of farmers to finance such adjustments as well as on their profit-
ability. The recent expansion of farm production to its present level
occurred in a very favorable capital and price environment. Minimum
prices under the Steagall amendment lent stability to farmers' price
expectations. The restrictions on competitive adjustments which had
grown up in the thirties were dropped and never fully reimposed leav-
ing farmers free to specialize while capital gains provided the where-
withal with which to both specialize and adopt new technology.

At this point in this discussion, we observe that the teclmological
advances discussed in earlier sections and the competitive adjust-
ments discussed in this section interact in such a way as to make it
virtually impossible to study them separately.

Capital requirements.-It is hard to anticipate total capital require-
ments for the agricultural industry in the years ahead. There is an
increasing emphasis on capital saving as well as land and laborsaving
technology. As larger farms generally have lower capital require-
ments per acre and per unit of output than smaller farms, questions as
to how farms will be distributed by size groups in the years ahead are
relevant. Carl Heisig's testimony points up the steady increase in
number of commercial, full-time farms selling over $5,000 worth of
products and the steady decrease in commercial, full-time farms selling
less than that amount.
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When small farms are liquidated or become part-time and/or rural
residences, the capital equities of their owners and/or operators tend
to leave agriculture. On the other hand, the development of a large-
scale farm employing new technologies requires much capital. Thus,
even if capital-saving technology and the shift to larger farms leave
total capital requirements unchanged for agriculture, important flows
of capital both into and within agriculture are required to bring about
the required expansions in agricultural production.

Sources of capital for expanding agricultural production.-Money
equities in agriculture provide the basis for assembling physical
capital. These equities fluctuate with (1) savings from earnings
(including Government payments) or dissavings and (2) capital
gains or losses resulting from price changes. The total amount of
money available to farmers also depends upon the amount of credit
which these equities -will support, that credit originating in both
private and semisubsidized public institutions.

Savings from gross income (earnings and Government payments)
along with capital gains accounted for most of the new physical
capital used in farming over the fifty-year period since 1900 ac-
cording to Tostlebe 9 except during the World War I period. Loans
and bank credit were about half as important as savings prior to
World War I, very important during that war and since then have
not exceeded 20 percent of the contribution of farm savings.

The role which capital gains have played in agricultural capital
formation, though never studied systematically, must be significant.
Such gains provide a basis for credit and free income from earn-
ings for investment. Table I presents the magnitude of capital gains
in agriculture for the period 1910 to date in comparison with net
inco me of farm operators and total rent to nonfarm landlords.

TABLE I.-ANet farm income and capital gains or losses (date to price changes)
occurring to farm operators and landlords, United States, 1910 to 1956

(Billions of dollars]

Total net Total net Capital Total net Total net Capital
Year income rent to gains Total Year income rent to gains Total

of farm nonfarm or of farm nonfarm or
operators landlords losses Ioperators landlords losses 1

1910 4.2 0.3 - -1934 2.9 .3 2.4 5.6
1911 --- 3.3 .3 0.5 4.1--- - 1935.-- 5.3 .3 1.4 7.0
1912 43 4. 3 9 5 56 1936 - 4. 3 .4 1.9 6.6
1913 3.7 .3 1.6 5.6 1937.... 6.0 .4 1.2 7.9
1914 4.1 .4 -. 8 3.7 1938..... 4.4 .3 -1.6 3.1
1915 4.2 .4 2.4 7.0 1939 4.5 .4 -.7 4.2
1916 4.5 .5 4.3 9.3 1940 4.6 4 1.1 6.1
1917 8. 2 .8 7. 7 16.7 1941 6.7 6 5.5 12.8
1918 - -- 8. 8 .9 5.8 15.5 1942.---- 9.9 .9 6.1 17.3
1919 - 90 .9 10.9 20.8 1943 11 8 1.0 6.6 19.4
1920-- 7.8 .5 -10.5 -2.2 1944--- 11.8 1.0 5. 6 18.4
1921 3.3 3 -10.4 -6.8 1945 -- 12.4 1.1 5. 3 18.8
1922 4.3 .4 -. 3 4.4 1946 14.9 1.4 11.7 28.0
1923 5.0 .4 -1.3 4.1 1947.-. 15.5 1.4 12.3 29.2
1924 4.8 .5 .1 5.4 1948--- 17.7 1.3 1.7 20.7
1925 6. 7 .5 -. 1 7.1 1949 12.9 1.1 -4.2 9.8
1926 5.9 .4 -2.0 4.3 1950 13.7 1.2 16.2 31.1
1927 65.7 5 .2 6. 4 1951 16.1 1.3 13.2 30.6
192 --- 6.0 .5 .4 6.9 1952 - -- 15.1 1.5 -5.8 11.0
1929 6.1 .5 -.7 5.9 1953 13.3 1.2 -5.8 8.7
1930 4.3 .3 -7.4 -2.8 1954 12.7 1.2 2.4 16.3
1931 3.3 .1 -9.7 -6. 3 1955 11.9 1.1 2.6 15.6
1932 2.0 .1 -8.5 -6.4 1956 11.6 1.2 8.2 21.0
1933 2.6 .2 2.0 4.8

I See Hathaway (panel A).

D AlvIn S. Tostlebe, CapItal Formation and Financing In Agriculture, 1870-1950, The
National Bureau of Economics Research, Inc., New York, 1954.
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A real unanswered question is: How much of the expansion in agri-
cultural production which occurred from 1939 to 1956 was made pos-
sible by the receipt of capital gains? Stated alternatively, the ques-
tion is: How much of the expansion in production from 1939 to 1956
could have been financed out of earnings and through credit channels
in the absence of capital gains? Stated futuristically, the question is:
Will enough capital formation occur at the right places at anticipated
price relationships in the next 20 years to finance the needed expan-
sions in production?
Summing up

1. While present ability to produce farm products will almost auto-
matically keep us in a surplus situation for several years, the longer
run (20 to 50 years) picture calls for major expansions in farm pro-
duction. While positive action is probably required to get this neces-
sary expansion, there appears to be little doubt about our ability to
bring them about.

2. Present short-run (0-20 years) forecasts of the ability of Ameri-
can agriculture to produce turn largely on "key guestimates" by
agricultural scientists of our ability to increase crop yields and feeding
efficiency.

3. Past economywide appraisals of the role of technological advance
in expanding production have probably confounded the effects of
various forms of specialization with the effects of technological ad-
vance and attributed the effects of both to technological advance.

4. The extent to which capital gains and favorable incomes have
enabled farmers to expand production has not been handled ade-
quately in past analyses. The same appears true of the various
analyses of agriculture's ability to expand production in the future.

5. It appears that "guestimates" as to the ability of agriculture to
expand production are based on hidden assumptions that the possi-
bilities for financing new land and labor-saving technology of improv-
ing management and for specialization are about the same as in recent
years.

6. If the contribution of technology to past increases in output has
been overestimated and current estimates of output-increasing effects
of the present stock of technology are overestimated, we may have a
greater need to produce technological advance than is commonly felt.
This applies particularly in the 20- to 50-year period and to land-
saving technology. The continued need for more labor-saving tech-
nologv is atttested to by the low average and marginal returns for
farm labor. (See pp. 131-132.)

7. In addition to a somewhat greater need for technological advance
particularly 20 to 50 years ahead than commonly anticipated, the above
analysis suggests that our ability to expand production may de-
pend on:

A. Improving (in both the short and long run) financial struc-
tures for agriculture to permit expansion of production through
specialization, adoption of technology, and increases in farm size.

B. Encouraging forms of specialization and, as a corollary,
refraining from interfering with specialization through price
support, allotment, and production-control activity.

C. Continued development of the managerial capacity of indi-
vidual farmers.
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8. The number of sources which contribute to output expansion is
large; further, they can be employed in various combinations. Some
combinations would tend to keep the ownership of farm resources in
the hands of farm people: other combinations would tend to place
much of the ownership elsewhere. Some combinations would lead to
large family farms, others to large nonfamily farms, while still others
could lead to many small holdings.

9. In view of (8) above, political leaders and agriculturalists have'
some important evaluations to make in determining which of the
alternative ways will be used in expanding farm production. This
problem is discussed in the remaining major section of this testimony.

EVALUATION Or ALTERNATIVE WAYS OF EXPANDING OUTPUT

Some of the means of getting the necessary expansion in farm out-
put over the next 25 to 50 years involve institutional adjustments and
political action; most of the remainder involve the ongoing adjust-
ments which occur in a fairly free, competitive economy. Both insti-
tutional and competitive adjustments have been important in getting
past expansions in production; both appear important in the future.
However, the important choices do not appear to involve taking one
or the other of these roads to the exclusion of the other. Instead, the
problem appears to be one of selecting the "best combination" of means
from both of these approaches.

Regardless of what combination of means is used, it appears that
some people will benefit and others will be hurt. Production expan-
sion by efficient producers lowers prices and hurts the inefficient. Pro-
duction of new technology benefits those in position to employ it and
harms those who are not. Subsidized public credit benefits its users,
but costs the taxpayer who provides the subsidy. The same is true of
public education, tax-supported research, and other services. Simi-
larly, crop allotments, production controls, and price supports dis-
tribute both benefits and damages among the populace.

The problem of defining the "best combination" of alternatives
involving benefits to some and damages to others is unsolved in the
science of economics. Thus far, economists have not devised methods
of measuring benefits conferred on one person in terms of damages
imposed on another. Without such measurements, it cannot be deter-
mined in a measurable scientific sense whether total welfare or, to use
an old rather vague phrase, "the greatest good for the greatest num-
ber" has been increased or decreased.

In the ethereal world of static competitive economic theory which
provides the intellectual underpinning to support the idea of a free,
competitive, enterprise economy, this problem is now avoided by as-
sumptions which prevent changes in the theoretical system which
would benefit one person at the expense of another. These assump-
tions commonly involve unchanging institutional arrangements. tech-
nology, asset-owvnership patterns, wants, tastes, preferences, etc. These
drastic assumptions confine the ability of this theoretical system to
indicate changes in total welfare to time periods so short that the
operation of the economy itself does not change teclnology, asset-
ownership patterns, institutions, etc. This subcommittee of the Joint
Economic Committee of Congress is concerned with long spans of time



144 POLICY FOR COMMERCIAL AGRICULTURE

in which these things do change; indeed, the subcommittee is con-
cerned with changing those things which the competitive economic
theorist assumes constant in order to preserve his meager ability to
make statements about welfare. Both the competitive adjustments.
of the free-enterprise system and political adjustments in our institu-
tional framework, it appears, need to be evaluated in terms of still more
fundamental criteria. In our society, as the members of this subcom-
mittee know full well, such judgments are reached in political and
social processes. Somehow or another, society, including the body
politic, works through and is worked on by its leaders to reach con-
clusions on such matters. In reaching such conclusions many things.
are considered, including "facts" served up by scientists, the political
power of affected groups, ideals, the opinions of respected leaders and
organizations, customs, and traditions, to name only a few.

The problem of deciding "how to expand production how much"
involves many criteria. Some of these are:

1. Our responsibility to future generations;
2. Our need to be able to back up our Nation in its interna-

tional endeavors with ample supplies of foods;
3. The set of values associated with the family-farm idea-

individuality, self-expression, agricultural fundamentalism,
thrift, frugality, independence, etc.;

4. Equality, long expressed somewhat inadequately, perhaps,
in the parity idea;

5. Freedom;
6. Justice.
(Though equality, freedom, and justice are involved in the

family-farm idea they also occupy a place in their own right in
the American scene.)

These are some of the relevant criteria (and the subcommittee is
more aware of these and other criteria than a college professor) to be
considered in deciding how and what kind of support is to be given
to-

1. Development of technical research;
2. Developing financial structures to support expansions of

production through specialization and adoption of new tech-
nology.

Similar criteria will be relevant in judging what kind of financial
structures should be developed, what kind of financial structures
should be prevented from developing, how large farms should be
permitted or encouraged to become and what kinds of specialization
should be encouraged and prevented.



AMERICAN AGRICULTURE IN 1965

James T. Bonnen, Michigan State University
This paper wvill present the general results of research which I am

doing in cooperation with Prof. John D. Black, of Harvard, and will
discuss its implications for the future organization of American agri-
culture. The research involves an attempt to measure the impact
of changing technologies and shifting consumption patterns upon
the balance between production and the consumption of agricultural
products. The results are embodied in a model of American agricul-
ture constructed for the year 1965. Portions of the model and its im-
plications are presented in this paper.1

Any such description of the future is built upon assumptions, many
0 'vich by their niiature cannot be known in advance. The con-
clusions of the model for 1965 depend upon these assumed conditions.
Thus, we are not engaged here in prediction, since some of the most
important unknowns must be assumed. In interpreting the results
of the model and its discussion one must keep clearly in mind the
following, set of assumed conditions.

Percent
1955 1 1956 1 1965 change,

1955-65

1. Population (millions)- --------------------------------------- .2 ' 190.3 +15.12. Totsal habor force (millions)-68.9 70.4 ' 79.2 +14 9
3. Armed Forces (millicrus) -3.0 2 9 43.04. Workweek (hours) -- 39.8 '39 5 6 383 -
5. Gross national product (blly x.s of 5 6 d-llars) -3.9 401.3 564 0 +44.36. Gross n'tlonr.l product per capit (1955 dollars) - 2,-364.8 2,385.9 2,963.7 +25.37. Growth in grrss l.tional pro duct/man-hour over the decade (percent per annum), 2.75.8. It is assumed that no major war will occur over the decade, but that present international tensions willcr ntinue.
9. A continued high level of ecrnemic activity is assumed. In short. we assume that there will be nofluctu tion in the business cycle great enough to cause unemployment of more than 4 percent of civilianlabor force.

10. No chonge in the basic tax structure and no rationing or Government allocation of materials is assumed.11. Average weather ofnditions are assumed.
12. The price; production, and consumption base assumed Is that of 1955. The general level of all prices Isassumed to remain constant over the decade.

_ I~ ~ ~~~~~~~ I I
I Except as noted, for historical data, see the Economic Report of the President, Councilof EconomicAdvisers, Washington, D. C., Jan. 23, 1957, pp. 126, 140.
2 Meyer Zitter, Revised Projections of the Population of the United States, by Age and Sex; 1960 to 1975,Current P. pulation lRepcrts, Bureau of the Census, Oct. 20, 1955, series P-25, No. 123.' Gertrude Bancroft, Projectionsorf the Labor Force in the United States, 1955 to 1975, Current PopulationReports, Bureau * f the Census, series P-5S. No. 69, October 1956.
4 Pr, jected on the basis . f rssiumed world conditions and manpower expectations.
5 An average . f the monthly data reported in Current Population Reports, Bureau of the Census, seriesP-57, Nis. 151-174, but adjusted by the technioue outlined by Gerhard Colm in The American Economyin 1960, Planning Pamphlet No. 81, National Planning Association, Washington, D. C., December 1952,P. 119.
6 Assumes a continuation of the linear trend from the period 1945-55.

1 It is neither possible nor appropriate to present the model in any great detail. Thisresearch is soon to be published by the National Planning Association under the title"A Balanced United States Agriculture in 1965.' An explanation of the manner in whichthe model was constructed can also be found In a paper by the present writer, A Long RunModel: Economic Adjustment to a Decade of Structural Change, 1955-65. AgriculturalAdjustment Problems in a Growing Economy, Iowa State College Press (now in press).The author wishes to acknowledge the helpful criticism of his colleagues, D. E. Hathawayand L. V. M1nnderscheld, in reviewing a draft of this paper.
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THE FtrrUTUi BALANCE BETWEEN CoNsumtoN AND PRODu ON

One question of direct concern to these hearings is answered very
clearly by the model. Surpluses, or at least the pressures of incipient
overproduction, will be with us through 1965 and probably longer
if the assumptions of our model hold true. This annual farm surplus
reflects a structural imbalance between output and the consumption
of agricultural products. The imbalance is chronic and fundamental
in nature, not transitory.

In 1955, about 9 percent of total agricultural production was in sur-
plus of normal consumption needs.2 From 1949 through 1956, except
for the period influenced by the Korean war, production averaged 8
percent more than consumption needs.3 Assuming no more effective
resource adjustment or production control than we have experienced
in the post-World War II period, our model indicates that this struc-
tural imbalance or surplus of production will most certainly grow, and
could easily double by 1965. Actually, we have been able to dispose of
a large part of the surplus, but only through extraordinary govern-
mental measures, such as extensive export subsidy, free donation and
barter abroad, and highly accelerated welfare program distributions
of food at home. Efforts such as these will not solve the surplus prob-
lem; they may temporarily relieve some of the pressure on farm in-
comes, but extraordinary measures will not permanently improve farm
income and eliminate the flow of surplus production. Export dump.
ing is not a desirable approach, for it creates more problems for
our Nation abroad than it solves at home. Free, or nearly free, dona-
tions, consumption promotion campaigns, and advertising are, at best,
temporary palliatives.4 We will not and cannot "eat our way out" of
surplus problems by 1965.

The largest structural imbalances occur in wheat, cotton, and feed
grains, with oil seeds, dairy products, and tobacco also producing sig-
nificant and fairly continuous but smaller surpluses. An indication
of the size of the annual economic surplus in these commodities can be
seen in table I below. This table is calculated from some recent re-
search done under the direction of Dale E. Hathaway of Michigan
State University.

2 That is to say, in 1955, 8.88 points of the 112 Index of farm marketings and home con-
sumption (1947-49=100) were removed from the market by CCC operations. Thus,
8.88- (112-8.88)=8.61 percent. See John F. Stollsteimer, Effects of Government Loan
and Purchase Programs Upon Domestic Market Supplies of Farm Products in the Postwar
Period (unpublished master of arts thesis), Michigan State University, East Lansing,.
Mich., 1957, p. 108, table 26.

3 Ibid.
'There are other good reasons for expanding domestic-welfare programs in food.
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TABLE I.-AnnuaZ surplus as a percent of the index of farm markceting and
home consumption minus Commodity Credit Corporation purchases'

Commodity group 1955 1950 1949-50' 1953-50

Food grains a- - 63.2 51.8 50.1 63.5Food grains ' -35.9 3. 34.9 35.9
Cotton-41.1 34.7 2\. 4 31. 9Oiliseeds'-8.6 -- -- ------------ 8 8 7 9.9 10.2Tobacco ----------------------------- 17.5 1.6 5.9 7. 0
Dairy products -3.3 3.0 4.0 5. 0Livestock (excluding dairy) -0 0 0 0

All farm products -8.6 7. 2 8.0 8.3

The figures In this table are computed by dividing annual gross CCC removals by the
Index of Farm Afarketings and Home Consumption after adjusting the index approximately
to the level of total unsubsidized domestic and export consumption by subtracting grossCCC removals. The data for the table coecie from John F. Stollsteimer, Effects of Govern-ient Loan and lPurchase Programs Upon Domestic Mlarket Supplies of Farm Products In
the Postvar Period (unpublished Hf. A. thesis), Michigan State University, East Lansing,MIch., 1957.

2 Excludes the years significantly influenced by the Korean war. This varies by commodities, but Invariably involved the year 1952 and also usually 1951.
'Food grains Include wheat, rye, and rice, but only wheat Is of any significauce in surplus calculations.
4 Feed grains Include corn, oats, barley, and grain sorghums. CCC removals as a percent of total feedgrain production run 11.45 percent Il 1955, 9.15 percent for the period 1949-56, and 10.45 percent over the

period 1953-56.
' Oil seeds include peanuts, soybeans, and flaxseed.
8 In no calendar year have CCC removals of livestock products totaled as much as 1 percent of farmmarketings and home consumption.

The major adjustment problem associated with the overproduction
of wheat is concentrated in the hard wheat varieties and thus for all
practical purposes is limited to the wheat producing area of the Great
Plains. From the end of World War II on, the annual carryover of
hard red wheats grew steadily and since 1953 has exceeded 1 year's
normal domestic and export needs.

Cotton production has been under intermittent but increasing sur-
plus pressure ever since the end of the economic recovery period follow-
ing World War II. The annual carryover of cotton in the last 2
years has averaged about 1 year's normal domestic and export needs..

The limitation of wheat and cotton acreage through acreage allot-
ments and marketing quotas has resulted in a shift of wheat and cotton
land to feed-grain production.

The acreage shifted to feed'grains has' behi ahldst entirely limited
to the minor feed grains, since acreage controls have also been applied
to a large part of the corn crop. In both relative and absolute size
the largest shift of former cotton and wheat acreage has been into grain
sorghums and is centered in the southern Great Plains. The shift
from wheat and cotton has resulted in increased oat and barley acre-
ages in some regions, although for the whole of the United States
only barley has expanded in acreage. It is clear that the adjustments
to overproduction in wheat, cotton, and the feed grains are highly
interrelated. Shoving the surplus from one to the other may help
some farmers, but it must necessarily impair the income and resource
position of others and certainly does not solve the national problem
of chronic overproduction in agriculture.
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We need to keep in mind in appraising surplus problems that an
8 percent or an even greater annual production surplus would be used
up quickly if our assumed condition of no war did not hold. Another
"Korea" would absorb most if not all such excess capacity, and in the
occurrence of a total war certainly almost any excess capacity would
be a welcome asset.

AN EQuiLiBitIuui~ IN 1965

The most important form in which the model for 1965 has been cast
is in terms of an equilibrium of agricultural production and consump-
tion. For this equilibrium a few assumptions must be made in addi-
tion to those already indicated. These are as follows:

1. It is assumed that the controls and administrative action
which are necessary to attain an equilibrium are undertaken. are
in general accepted by farmers and farm organizations, and are
effective.

2. Existing excess stocks are assumed to be liquidated by 1965.5
This first assumption is heroic, if not totally unrealistic in the

light of experience in agricultural policy over the past three decades.
However, the reason for analyzing 1965 agriculture in terms of an
equilibrium of production and consumption is that equilibrium is a
publicly stated and continuing rational goal of major importance in
an era of chronic production surplus.

What changes must be made in agricultural inputs such as land and
labor before an equilibrium is attained? What changes in consump-
tion patterns, crop yields, and livestock feeding efficiencies condition
the equilibrium of agricultural output and consumption 2

Cotton, tobacco, and wool consumption per capita are all expected
to decline. (See table 2.) And of the major foods, only livestock
products, fruits, and vegetables exhibit increases in per capita con-
sumption. The greatest declines, of course, occur in the grains and
potatoes. Potato consumption per capita declines so far as to result in
a lower total domestic civilian consumption of potatoes.

TABLE 2.-Per capita consumption pattern changes between 1955 and 1965

Commodity 19551 1965 Percent
change

Dairy products -pounds 707 672 -5.0
Beef and veal -do- 91.4 98 +7.2
Pork -do 66.8 67.5 +1. 0
Lamb and mutton -do 4.6 4.6 0
Chicken -do - 20.9 27.5 +31.6
Turkey -do 5.0 6.2 +24.0
Eggs -eggs 366 387 +5.7
Wool -pounds.. 2.63 2.5 -4.9
Wheat- do 174 150 -13.8
Corn -do 44.5 41.0 -7.9
Potatoes -do ---- 107.6 85 -21.0
Sugar -do-- 97.6 97.5 -0.1
Edible fats, and oils 2 -do- 45.5 45.5 0
Cotton -do---- 26.5 25 -5.7
Tobacco - - do 11.94 10.5 -12.1

X USDA.
2 Includes butter, lard, beef fats, corn oil, peanuts, edible olive oils, and edible vegetable oils such as cotton.

seed and soybean.

5 When allowing for excess stocks, an ultimate arbitrariness cannot be avoided in the
definition of "excess," in the economic process of disposal, or in its timing; consequently,
the assumption is selected for its sim licity. Adjustments for more complex assumptions
can be applied to the final model, if desirred.
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The per Capita consumption of all food is expected to increase byabout 4 percent. This, combined with the projected increase ofslightly more than 15 percent in population, will result in a 20-per-cent increase in the total consumption of all food over the decade1955-65.
Technology, specialization, and other organizational changes arethe primary sources of past improvements in agriculture's produc-tive efficiency. We have every indication that, given the assumedconditions of our model, this will also be true over the coming decade.The research for this model of American agriculture involved a com-prehensive inventory not only of the new technologies and organiza-tional changes now practical, but also of those now only in an experi-mental stage. An analysis of their impact is a major basis for themodel estimates of 1965 crop yields and livestock efficiency of feedutilization. (See tables 3 and 4.)

TABLE 3.-Increases in crop yields ewpected by 1965 under conditions of the
projected equilibrium

1955 yield rojected PercentCommodity per acre X 1965 crop change,
yield per acre 1955-65

Wheat- bushels- 19.8 22 +11.1Corn -do 
- 40.6 50 5 +24. 4Oats -do -- 38.3 43 +12.3Gran sorghum- do 18.9 27 +42.9Tobaccon -- s - ------------------------ punds-- 1,466 1, 700 +16.0Cotton--- do- 417 SO +31.9Potatoes -hundredweight- 

160. 6 195 +21. 4Peanuts bean-pounds 928 1,350 +45.5Soybeans for beas bushels 20.1 25 +24. 4

X omUOIA.

TABLE 4.-Increases in the efficiency of feed utilization empected by 1965 uinderconditions of the projected equilibrium
Percent change,

1955-65Dairy---------------------------------+5
Beef --------------------------------------------------

+12
Lamb -____________ 

+5C hickens - ----------------------------------------------------------- 
-+ 10Turkeys -----------------------------------------------

+10Laying hens ------------------------------------------------------- 
+5

Many of the estimates involve substantial increases and, in aggre-gate, provide a rough indication of the increased efficiency with whichwe are likely to be using land resources by 1965. The combined indexesof crop yields and the efficiency of feed utilization show an increase ofbetween 25 and 30 percent over the decade. Increases twice as largeas this are physically possible. However, if consumption grows only20 percent, while yields and feed utilization efficiency expand 25 to30 percent, it is obvious that we shall have to reduce land and otherresource inputs or face increased overproduction. This is all themore obvious when you take into consideration the already existinglarge surplus stocks and the current excess production capacity ofabout 8 percent per annum which we face at the start of this decadeof rapid growth and adjustment. Thus, if there were no adjustmentsin resource inputs, an 8-percent excess of capacity combined with anincrease of 25 to 30 percent in yields and efficiency of feed utilization
97226--57 -11
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would result in an output of food products 15 to 20 percent in excess of
1965 consumption levels.

Our equilibrium model gives us some indication of the changes that
would be necessary in order to eliminate this imbalance of consump-
tion and output. The cropland-use pattern necessary to such an
equilibrium can be seen in table 5 below. From additional materials,
an estimate of the general land-use pattern has been constructed in
table 6. The largest relative adjustment necessary in harvested acre-
age is in cotton production, where an equilibrium will involve a 35-
percent decline in harvested acreage. Tobacco and potatoes also
involve. large relative reductions in acreage. The greatest absolute
acreage reductions are required in feed and food grains. Hay acreage
%would have to be up about 5 million acres by 1965. Open pasture and
range should expand by about 10 percent, or 50 million acres. The
total harvested acreage will have to be'redticed about 11 percent for
an equilibrium. These are, of course, acres of average-quality land,
and the analysis also assumes fixed" proportions of resource inputs
except as altered by changes in efficiency. Thus, other resource in-
puts must also be reduced if the equilibrium is to be attained.

TABiLiE 5.-Harvested crop acreage adjustment for a 1965 equilibritum'

[Thousands of acres]

Acre Percent

Crops 1950 1955 1965 change change,
1955-65 2 1955-65

Food grains--- 65,250 51,272 41,957 -9,315 -18.2
Wheat- -(61, 610) (47, 285) (38, 345) (-8,940) (-18 9>

Feed grains -142, 625 146, 203 3 126,144 -20,059 -13. 7

Corn -(81,818) (79,530) (68,349) (-11,181) (-14.0).

Potatoes -1,696 1, 414 1,108 -306. -21. 1

Cotton -17, 843 16,928 3 11, 023 -5,90.5 -34. 9

Tobacco-1, 599 1,495 3 1,100 -395 -26.4

Total ---------- 229, 013 217;312 181,332 -35, 980 -16. 6

Other crops -109,298 115, 582 116,332 +750 +6. 5

Total harvested acreage -- 338, 311 332,894 297, 664 -35, 230 -10. 6

I The 1950 data are from Agricultural Statistics. 1954, USDA, Washington, D. C., 1954, p. 443. The

1955 data are from Crop Production, 1956 Annual Summary, USDA, Washington, D. C., December 1956,

pp. 3-4.
2 Average quality land.
3 Preliminary estimate in process of revision.

The farm labor force averaged 6.7 million persons in 1955 and
should be down to at least 5 million by 1965 for an equilibrium level
of production to be attained. A labor force as low as 4.5 million is
not inconceivable if the pressures upon agricultural income continue
to be intense and if the nonfarm economy remains vigorously pros-
perous over the decade 1955-65.
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TABILE 6.-Uniter States iancs by u8e8

[In millions of acres]

Percent
changeLand use 19501 1955 2 1965 between

1955 and

1985

Land In farms:
Cropland 409 399 366 -8.3Cropland used for pasture -70 66 80 +21. 2OPon pasture and graze - - 415 40 497 +8. 0W\ oodhnd pastured -135 121 145 +19.8Woodlands not pastured -85 76 90 +1& 4Other uses - ---------------------- 45 36 30 -16. 7

Total--- -- 1,159 1,158 1, 208 +4.3
Land not in farms:

Grassland pasture and graze -215 173 165 -4.6Woodland pastured - -- ---- ----------------- 185 186 160 -11.1Woodlands not pastured -------- 201 238 210 -11. 8Other uses-144 155 161 +3. 9
Total -745 746 690 -6. 7
Total land area of United States --- 1, 904 1.904

I Agricultural Statistics, 1953, USDA, Washington, D. 0., 1953, p. 550, and Supplement of Major Useof Land In the United States, USDA, Washington, D. C., September 1953, pp. 61-62.
s Major Uses of Land in the United States, Summary for 1954, Agriculture Information Bulletin No. 168,USDA, Washington, D. C., January 1957, p. 5.

The number of farms in the United States can be expected to decline
from the 1955 level of 4.7 million to at least 4 million and possibly as
low as 3.8 million. This implies an increase in the average size of
farm from 246 acres in 1955 up to around 300 acres. By the same
calculation cropland per farm would increase from 85 acres in 1955
up to about 94 acres. Open pasture and cropland used for pasture
would increase from 112 acres in 1955 to around 148 acres per farm
in 1965.

The model for 1965 provides some information on capital changes,
although this is limited to qualitative factors and direction of change
estimates. Clearly the necessary capitalization per farm will continue
to grow under the pressures over the next decade. Some of the ex-
pansion in capital per farm will come in land acquisition to expand
the scale of operations and in improved buildings and facilities as
these become more specialized and as such innovations as continuous
process handling of materials become common to the American farm.
The greatest relative expansion is likely to occur in machinery and
equipment as happened over the last generation when, as a result of
the mechanization of American agriculture, this was the most rapidly
expanding major sector of capital requirements.

The total capitalization of agriculture will probably continue a slow
but steady growth. This will be true even though the rather signifi-
cant decline in the number of farmers, as people leave farming, will
certainly entail the movement of resources including capital out of
agriculture.

The growth of capitalization in total per capita and per farm is a
dimension of the increased capacity of agriculture to produce. The
expansion of capital has allowed for or been involved in not only the
adoption of new technologies but also, more importantly in recent
years, the major specializations of resource use and other organiza-
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tional innovations. An example of this specialization is found in the
great production organization changes that have taken place in the

broiler industry along with drastic changes in capital and credit

structure and in the traditional organization of management functions.

This type of specialization now appears to be spreading into other

livestock enterprises, primarily in hogs and feeder cattle.

There is a serious adjustment problem which results when capital

resources expand while there are large annual surpluses of produc-

tion. When faced with surplus problems we have usually restricted

acreage through acreage-allotment controls. The effect of this upon

the individual farmer has been in many instances to provide him with

an incentive to invest in other inputs in order to attain higher yields

from his limited acreage. This, we are fairly certain, explains a large

part of the significant increases in cotton and tobacco yields in recent

years. The interesting thing is that since the start of the post-

World War II control programs the greatest increases in yield have

come in the smaller tobacco farms and in the older and relatively less

efficient areas of cotton production. Thus, supporting prices and

restricting acreages has in most instances resulted in a better income

and asset position than would otherwise have obtained; but at the

Same time it has allowed-indeed induced-the farmer to turn this

additional income into more fertilizer, greater irrigation facilities,

equipment, and other yield-increasing inputs. This is a dilemma

since the attempt to limit production through acreage reductions

results in increased efficiency and thus greater capacity to produce.

A response such as this is potentially the largest in the farms and

regions operating at levels of technology and organization that fall

well below the maximum currently available. This type of response

to acreage controls is most evident in situations where controls have

been applied to all major crops or have combined with an area's natural

limitations to restrict income alternatives to the point that intensifica-

tion of cultivation on the limited acreage is practically the only way

that an individual farmer has of adding to his income.

Any attempt to redress the structural imbalance by moving large

amounts of one resource, such as land, out of agricultural production

is doomed to failure. Other resources are simply substituted for

land; and with higher yields production remains at high levels or in-

creases still further. The soil-bank technique and acreage controls

by themselves are no solution. It has been estimated from the model

that a minimum of between 50 to 60 million acres would have to

be taken out of crop production permanently before such efforts

could result in anything close to an equilibrium of production and

consumption in 1965. And, even then, there are reasons to doubt

both the political feasibility and the economic effectiveniess of such

techniques when employed by themselves and to such an extreme.

-Much the same may be said of proposals that see a solution in moving

only labor out of agriculture. Labor has been moving off the farm

at a fantastic pace over the past decade, yet production has in-

creased even more rapidly. The substitution of capital for labor and

land has been a characteristic feature of agriculture's technological

and organizational revolution. Any effective effort to reduce pro-

duction must involve the simultaneous transfer of some combination

of labor, land, and probably capital resources to nonagricultural pur-
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suits. This, I believe, implies a degree of control in agriculture which
hitherto we have been unwilling to accept.

From the national point of view it makes economic sense to push
agriculture's excess capacity into the production of commodities for
which long-run demand remains strongest and which appear to
have the greatest potential expansion of consumption per capita.
Products from the feed-livestock economy fit this description and,
in addition, tend to utilize more farm resources per pound of food
produced. However, the capacity of the feed-livestock economy to
absorb excess resources from the rest of agriculture is not unlimited.
The suggestion sometimes made that the entire surplus problem could
be absorbed by the livestock economy has been tested using the model
of this paper.' The model indicates that only about a quarter of
the annual production surplus could be absorbed without serious con-
sequences to the feed-livestock industry. Certainly no other sector
of American agriculture has even this potential capacity of expan-
sion and resource absorption.

TFIE IMPACT OF CHANGED ASSUMPTIONS

Under conditions different from those assumed for our model it is
possible that overproduction might be even larger than has been in-
dicated; on the other hand, it is also possible that the United States
could be facing a relative shortage of agricultural products in 1965.
These would be extreme occurrences but either is an analytical pos-
sibility. Changes in certain of the assumptions have significant im-
pacts upon the results of our model.

If, in place of a steady growth in gross national product and con-
tinued full employment, we experience a depression of moderate to
major proportions, a far more extreme farm income crisis would
develop, since the pressure of falling demand would be added to
the already great pressures of recent productivity increases. It also
is most likely that the increase in yields and general agricultural
productivity would not be as great as that estimated for the 1965
equilibrium.7 The nature and characteristics of a reaction such as
this are not clearly understood as yet, but severe and sustained de-
clines in farm prices usually reduce, if they do not bring to a
halt, internal capital accumulation and the possibilities of large
capital gains in agriculture. Rapid internal accumulation of capital
and significant capital gains have characterized American agricul-
ture during the periods of its most rapid growth in productivity
and production. Thus, in a moderate to severe depression of some
sustained number of years, both organizational and technological
innovations of a capital-using nature might be deferred.

We are also on the verge of important changes in capital organiza-
tion particularly in the sources of capital for agriculture. In broiler
production, specialization and vertical integration have been accom-
panied by injections of large amounts of capital into the production

e James T. Bonnen and Lawrence W. Witt, What Is American Agriculture Geared to
Produce? Proceedings of the Sixth Annual National Institute of Animal Agricultnre.Purdue Universit, Lafayette, mpd.,,Aprli9,p. 49-63.

7 Evidence of this t of of reaction to the 'busness cycle is presented by Dale E. Hathaway
in his paper, Agriculture and the Business Cycle, which is also part of these hearings.
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of broilers.8 This capital has come from sources external to the farm,
primarily feed companies, and has transferred large portions of the

management function off the farm proper. In the broiler industry
management and investment decisions are now made not just on a

larger scale of operation but are made for a combined unit of vertically
related production processes which had previously been separate man-
agement units. It is not completely clear just what the impact of this
will be upon capital expansion during depressions and upon the rate

of adoption of improved organization and technology. However,
volume-increasing, cost-reducing innovations have been made at a

far faster pace in recent years than would otherwise have been the
case without vertical integration, and there are reasons to believe that
this would also be true even in the face of a sustained depression. In
fact the pressures of a depression would probably rapidly increase the
dominance of vertically integrated firms in any industry where the
process of vertical integration had begun. The pace at which vertical
integration develops in the feed-livestock economy is problematic but
there are indications that it could be quite rapid. And it will without
doubt significantly alter the traditional capital access structure of agri-
culture and the patterns of innovation and investment response to
varying economic conditions. Also, as we have previously indicated
even with low or falling farmn prices, attempts to restrict acreage as in
recent years would tend to result in intensified cultivation (where in-
come alternatives are limited) and thus higher yields. Severe depres-
sion would likely also result in a slowing down in population growth.

'Certainly I think we can say that over a general depression we would
much more likely be plagued by over supply than shortages and this
would particularly be true if the agricultural economy began the de-
pression in a condition of excess productive capacity.

It is less certain that this would be one's conclusion if agriculture
was in the midst of a depression while the rest of the economy con-
tinued to be prosperous. If we experienced conditions generally simi-
lar to that from 1921 to the great crash of 1929, the productive capacity
of agriculture would probably as in a general depression grow
much less rapidly than anticipated in our equilibrium model for
1965. The important difference would lie in the fact that consumption
per capita and population would continue to grow as long as the general

-economy was prosperous and expanding. It might be. possible to
absorb present excess capacity by 1965 if over the intervening period
the general economy continued to grow and agriculture was severely
depressed.

Population growth is difficult to anticipate accurately if past failures
of demographic estimates are any indication. A higher population
than the one accepted in our model would, of course, result in an in-
crease in the total consumption of agricultural products. If the popu-
lation ranged 5 million higher than our assumed total of 190.3 million
in 1965, the total consumption of food production would increase by
23 percent over the decade rather than 20 percent. On the other hand,
if population were to fall about 5 million short of our assumption, total
food consumption would probably expand'by only around 17 percent
rather than 20 percent. There are a number of reasons why these other

Vertical integration is the combining into one management unit the successive stages
in the production process which stretches from raw material to consumer.
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population estimates might hold for 1965 rather than the one which
we have assumed, although on the basis of present knowledge it is be-
lieved that variations from the model's estimate would involve depar-
tures from other of the assumptions. For example, a severe depression
would doubtless tend to reduce the birthrate, although by 1965 the
effect would not be too great, perhaps a reduction down only to the
185 million level.

A war, of course, tends to reduce population through the cumula-
tive effect of casualties and due to deferred births. The effect of this
too would not be very great by 1965 if one thinks in terms of previous
wars, but the impact on population of a thermonuclear war could be
quite tremendous. Quantitatively, one can only speculate, but a 10 to
20 percent direct loss of population would not be an unreasonable
estimate. Possibilities of higher populations for 1965 would revolve
around such factors as (1) a lower average age of marriage for
females, (2) a further decline in the death rate, (3) psychological-
social reactions to such things as higher levels of living, greater
security (with respect to health, employment, old age, and retirement
problems), and (4) the changing characteristics of population density
and location involved in such changes as the suburban movement and
any general decentralization of industry and commerce and conse-
quently of population. It should be remembered too that significant
departures from the assumed 3-million-man armed forces would have
some effect on productivity and consumer demand. A fundamental
relaxation of international tensions would undoubtedly result in a
reduction in American Armed Forces, although probably to no lower
than 2 million men. If the cold war became significantly warmer,
the size of the Armed Forces might grow to 3.5 million or so, but little
larger short of an all-out war. Changes in the size of the Armed
Forces have more impact on nonfood demand than on food and prob-
ably a greater effect on the national output of goods and services
than on demand.

We have assumed no all-out war. A major war any time in the next
10 years would alter the conditions for economic growth and adjust-
ment to the extent that the estimates made here would have little
meaning. All resource allocation problems would have to be reevalu-
ated. A major war, even a limited war, would lift the demand for
food and fiber to an extent that even the present large excess stocks
and production surpluses would become a blessing.

The evaluation of organizational and technological change in agri-
culture and the assumed 2.75 percent annual rate of growth in ovoss
national product per man-hour do not include any allowance for a
number of potential innovations, the rapidity of development and
ultimate impact of which we have no way of evaluating. These
include such possibilities as (1) applications of atomic energy which
may or may not come to fruition by 1965, (2) the use of solar energy
as a source of power, heat, and light, (3) application of a fully
realized switching theory to production processes, (4) artificially
induced rain, (5) artificial photosynthesis, (6) high-protein foods
from plankton "farms," (7) the economic production of fresh water
from sea water, (8) the use of gibberellins as growth regulators in
plants, (9) new methods of food preservation being developed
through the application of microwave and radiation techniques, and
(10) a low-cost liquid, milk concentration process. There are many
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others. A few of these, plankton "farms" and artificial rain, have
only the slightest possibility of being realized on any scale at any
time while others such as atomic and solar energy applications seem
to involve only a matter of time, however long, before they are in
general use as sources of energy. It is not possible at present to
know, even in the most general terms, the extent and impact of verti-
cal integration upon agriculture. Some slight allowance has been
made for vertical integration in the estimates of livestock feed utili-
zation efficiencies, but a rapid pace of vertical integration would
result in very much larger estimates, particularly for hogs.

CONCLUSION

If you had to bet at present on what will actually happen by 1965,
I believe you would have to accept surplus stocks and a continued
imbalance between production and consumption as the most likely
occurrence. The major imponderables in the situation are war, de-
pression, and explosive organizational 'and techiiological innovations
that are impossible to anticipate accurately today. The path which
agriculture and the general economy take through these present and
future problems is as important to what happens as the problems
themselves.

156



LONG-TERM ADJUSTMENTS IN COMPOSITION OF FARM
PRODUCTION AND IN PRODUCTION INPUTS

Carl P. Heisig, Agricultural Research Service, United States
Department of Agriculture

Other contributors to this panel have already discussed the pro-
spective nature of. dQmestic and foreign demand for agricultural
products during the n1e1xt decade or two I and the potential sources
of greater farm output that appear to be available to meet the grow-
ing needs of an expanding population., In this paper, the discussion
will be directed toward an appraisal of the direction and general de-
gree of adjustments in major crop and livestock items that will likely
be needed to balance output with market demands by about 1975, in
view of possible increases in availability of cropland, increases in
crop yields, and possible changes in efficiency of feed use by livestock.
The' implications of these adjustments on land use, size, and number
of commercial farms, use of labor and other production resources will
be explored. Recognizing that the course of events cannot be pre-
dicted over a period as long as a decade or two, it is still possible to
give some clues as to likely direction and degree of changes in fu-
ture demand and production needs in agriculture. Also, we have
some understanding and measurement of the forces that have af-
fected and shaped the structure of American agriculture in recent
years, so that we can anticipate to some extent the kind of changes
that may be expected in the years ahead.

PROJECTIONS OF FARMI OUTPUT NEEDS

The analyses of future market requirements and production po-
tentials made in the United States Department of Agriculture have
been primarily concerned with the longer term situation centering
about 1975,3 whereas the analysis presented by James Bonnen has
been in terms of a shorter look ahead to about 1965. Although the
assumptions differ somewhat, the primary difference between the two
analyses is in the time period considered. Under the specific
assumption with regard to growth in the economy and the upward
trend in population made in the study by the United States Depart-
ment of Agriculture discussed by Rex Daly, the volume of farm out-
put needed in 1975 may be 35 to 45 percent greater than the record
output of 1956, if a population of 230 million (approximately the
high estimate of census projections) is assumed. 4 The projected

S see Rex Daly and Raymond Ioanes (this panel).
2 See Glenn L. Johnson sthis panel).
a As used in this paper, 'longer term" refers to a period about 20 years ahead.' The basic studies relating to these projections are reported in Farm Output-PastChanges and Projected Needs, by Glen T. Barton and Robert 0. Rogers, U. S. Departmentof Agriculture Information Bulletin 162, August 1956, and in The Long-Run Demand forFarm Products, by Rex F. Daly, Agr. Econ. Res., vol. 8, No. 3, July 1956.
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needs indicate about 40 to 45 percent more livestock production and
perhaps 30 to 40 percent more crop production than in 1956. Because
of our current surplus situation, the increases in output indicated as
needed by 1975 will need to come more in the second decade than in
the first.

Hlow large are the increases projected as needed by 1975 relative to
past performance? Compared with past trends in farm output, the
job ahead appears to be substantial. Annual increases required in
farm output between 1951-53 and 1975, assuming a population of 210
million, may be half again as large as occurred during the 40 years
from 1910-12 to 1951-53 and about a fifth greater than the annual
-increase that has occurred from the end of World War II to 1951-53
(fig. 1). Again the increase needed will be greater in the later part
of the period than in the earlier part. ! It should be noted that much
.of the annual increase in output in years past came from the release of
some 70 million acres of cropland and large quantities of other re-
-sources for production of agricultural conimodities for human use as
tractors and motor vehicles were substituted for horses and mules. In
terms of other available means of increasing output, the job ahead
thus becomes about double the annual increases attained in the long
-run and since World War II with a 210-million population projection,
and somewhat greater with a 230-million population. :

FIGURE 1

Past Attainment and Potential Needs

ANNUAL CHANGES IN FARM OUTPUT
PERIOD INDEX POINTS PER YEAR (1947- 49 =100)

* .1 0 1 . 2 3 4

WORLD WAR I : ........ .Due to- Increased yields
1910- 12 I. 1919-2 u ' and other factors

INTERWAR: ;........... Changes In source

1919- 21 . 984 o e f~arm power

WORLD WAR IL.
19OU -40 . 1944-46

POST- WORLD WAR IL
1944-46 1951-S3

LONG-TERM: ......... ; .........
1910 -12 . 1951- 53

PROJECTED POTENTIAL NEEDS:..
1951-53 1 1975

*INCREASE IN HORSES AND MULES RESULTED IN OUTPUT DECREASE

U.S. DEPARTMENT OF AGRICULTURE NEG. 56(5)-2148 AGRICULTURAL RESEARCH SERVICE

The problems of agricultural adjustment will encompass not only
the attainment of an approximate balancing of total output with mar-
ket demand; but also the balancing of individual commodities. We
might achieve overall balance and still have chronic surpluses of one
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or more commodities. As has been indicated in other papers, thid
projected needs for crop and livestock production vary considerably
among different commodities. The substantial increases in need by
1975 for feed grains, hay, and pasture are a reflection of the projected
increased needs for livestock production. Projected needs for feed
grains by 1975 are below the quantities produced in 1951-53 before
allotment programs were in effect. Unless exports of cotton expand
materially above recent levels, an increase of about 10 to 15 percent in
the quantity of cotton produced above production in the preallotment
years of 1951-53 may be sufficient.

CROPLAND NEEDS

Obviously, these projected production needs for crops and livestock
by about 1975 would require large additional acreages of cropland if
this were the only way to meet them. The record of the past and the
availability of improved technology not yet adopted by farmers indi-
cate that our chief means of getting the production needed in 1975
probably will be through increases in crop yields and improved effi-
ciency in the feeding and care of livestock. Some increases in acreage
of cropland are expected to occur during the next generation from irri-
gation, drainage, and land-clearing developments, and large additional
acreages are available for development if there should be economic
justification for such development. "Adding together the estimated
acreages of new land in authorized development programs, or other-
wise likely to be developed if current rates of development and con-
version continue, results in a probable total of 40 million acres of new
cropland by 1975. Current trends indicate that about 10 million acres
of cropland and rotation pastureland probably will be used to meet
the expanding needs of urban and industrial growth, roads, reservoirs,
airports, and similar uses. Accordingly the net increase in acreage
of cropland probably will be about 30 million acres. Possibly half
or more of this increase will come about through transfer of some of
the best soil areas now in permanent grassland pasture to the cropland
rotation." 5 Relating this increase in acreage of cropland to the pro-
jected increase in farm output suggests that, at most, only about a sixth
of the additional crop and pasture production needed by 1975 may be
supplied by expanding the acreage of cropland. This fortifies the
conclusion that our major reliance for meeting production needs in
1975 will be on yield increases and adoption of improved technology
and farm practices.

LAND-USE ADJUSTMENTS

Economists in the Agricultural Research Service, working with
physical and natural scientists, recently developed estimates of the
average yields farmers are likely to attain by 1975 from application
of presently available technology, such as increased use of fertilizer,
improved varieties, and other improved practices, based on past ex-
perience and the future economic conditions assumed. Attention has
been given also to the probable gains in efficiency in use of feeds by
livestock.

Agricultural Land Resources, by rugh H. Wooten and James R. Anderson, U. S. Depart-ment of Agriculture, Agriculture Information Bulletin No. 140, June 1955.
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Although in the past, gains in efficiency of feed use have been small
except in the case of broilers, livestock specialists are constantly work-
ing on the problem, and significant improvements in feeding efficiency
can be expected. An increase of perhaps as much as 10 percent may
be reached by 1975 on the basis of technology now known. To the
extent that these improvements in feeding efficiency develop, the
acreage needs for feed grains, soybeans, hay, and pasture will be
lessened. For instance, an increase in feeding efficiency of 8 percent
would mean that we would need 35 to 40 million fewer acres of crop-
land equivalent for production of livestock feed and pastdre thaii
would be necessary if no improvements in efficiency of feed use
occurred.

When these economic attainable yields by 1975 and an assumed
increase of 8 percent in feeding efficiency are related to the projected
requirements for a 230-million population level, we get the following
general picture of change in composition of land use by 1975:

1. Harvested acreages of corn, other feed grains (barley, oats,
and grain sorghums), and soybeans in total-perhaps 5 million
acres less than in 1956.

2. Wheat and cotton-around 5 million acres more than in 1956.
3. Hay-5 to 10 million acres more.

These groups of crops account for around 90 percent of the har-
vested cropland. In terms of average cropland equivalent, pasture
requirements might increase by about 20 to 25 million acres, even after
allowing for attainable increases in pasture outturn per acre. Acre-
ages of vegetable and fruit might need to increase somewhat less than
population increases. Although these crops do not require large
acreages, they account for considerable farm income and are heavy
users of farm labor.

It should be pointed out that within reasonable limits feed grains
can be substituted for roughage in meeting our projected needs for
livestock feed in 1975. In other words, the actual composition of
acreages might well be a larger acreage of feed grains and fewer
acres of hay and pasture.

On balance, it appears that the output needs of 1975 can be met
through these methods, but substantial adjustments in crop acreages
would be required. Over the longer term, then, our production prob-
lems may continue to be centered around the need for adjusting the
pattern of production to changing market outlets, rather than on
an all-out effort to raise our production capacity. These projections,
of course, assume conditions of peace and relatively full employment in
the general economy.

The land use adjustment problem would appear to revolve mainly
around the major problems of (1) developing farming systems in the
major wheat and cotton areas that can prosper with not much more
than present total acreages of these crops and without the necessity of
control programs, (2) some moderate shifting of land use away from
feed grains, and (3) a significant expansion in acreages of hay and
pasture. These changing needs may involve some major shifts in
types of farming in some areas and considerable realinement of the
pattern of production in many areas during the next decade or two.
For instance, even though no significant change in acreage require-
ments would be anticipated in total for producing our cotton require-
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ments, a considerable shifting of production might well occur towarda greater proportion of the production in the higher yielding or the
lower cost areas such as the delta, the high plains and irrigated areasof the Southwest, and less in the older or more hilly cotton areas ofthe Southeast and Midsouth.

ADJUSTMENTS IN USE OF OTHER RESOURCES

The adjustments necessitated by changing technology and marketrequirements are not likely to be confined only to changes in croppatterns and in land use. Many other kinds of adjustments have
taken place in years past and can be expected to continue in the years
ahead.

The revolution that has occurred in American agriculture during
the last 15 or 20 years is a familiar story-farm output in 1956 and
1957 more than a third greater than in 1940, produced on a slightly
smaller area of cropland, with one-fourth fewer farmworkers, and.
on fewer, but larger, farms. Farmers have made great changes in the
combinations of land, labor, and capital resources used in production
as they have mechanized their farms, adopted other new technologies,
and improved their organization and management operations.

These substitutions in use of resources have been made possible by
technological developments and improvements in sources of power,
machines, equipment, and farm supplies that were available at prices
that made it profitable to farmers to substitute their use for farm-
produced power, farm labor, and land. Full employment and the in-
creasingly higher nonfarm wage rates have pulled labor from farm
areas to industrial employment with consequent upward pressures on
farm wages. Many commercial farmers have learned that it is
cheaper to buy machinery and other industrially produced goods than
to use human labor to accomplish the farm production job. But this
process has meant increasing commercialization of agriculture, higher
cash operating costs, higher capital requirements for farm investment,
and greater financial risks in farming.

A powerful force toward substitution of machinery and other
factors for labor has been the changing price relationships between
farm wage rates and industrially produced farm inputs. The greatest
changes in these relationships took place during World War II andthe early postwar years. From 1940 to 1947, wage rates increased by
250 percent, but prices paid for power and machinery and for ferti-
lizer increased less than 50 percent. This differential change was a
prime factor in encouraging substitution of these production inputs
for high-priced labor wherever possible. In addition, technological
improvements greatly increased the productivity of labor and en-
couraged their adoption even on farms where hired labor was not
important.

Compared with the war period, these perice relationships haveshifted relatively little during the last decade. With a high level of
employment in the general economy, we can expect that the drastic
change that occurred during World War II will continue into the in-
definite future. To the extent that all farmers have not yet adjusted
to this situation, and where new opportunities become available tofarmers, we can thus expect this process of substitution of industrially
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produced farm inputs to continue in future years. The rate of sub-
stitution probably will take place at a slower pace during periods like
the present when farm production is pressing on prices, but will ac-
celerate when production is in better balance with market require-
ments, and farm prices and incomes are more favorable.

CHANGES IN SIZE OF FARM1S

The forces of technological improvement and increasing efficiency,
changing cost-price relationships, investment requirements, and avail-
ability of offP-farm employment have all combined to increase the aver-
age size of commercial farms in the United States, and to reduce the
number of farms needed to supply available market outlets. Numbers
of commercial farms have declined in each census period for the last
20 years. At the same time, part-time and residential farms have in-
creased in numbers as available job opportunities for off-farm employ-
ment have increased.

Recent USDA estimates indicate that numbers of commercial farms
declined from 4,265,000 in 1939 to 3,100,000 in 1954 (table 1). The
,decline in numbers occurred in those classes where value of sales (in
1954 dollars) was less than $5,000 per farm. The decline from 1939 to
1954 was 20 percent for class IV farms with sales of $2,500 to $4,999
and 57 percent for class V and VI farms with sales of $250 to $2,479.
The data in table 1 suggest that under conditions of the last 15 years
or so, farm sales of at least $5,000 are required to maintain stability in
farm numbers in view of both income alternatives outside agriculture
and the generally rising levels of living. Of the 3.4 million farms in
classes IV, V, and VI in 1939, about 400,000 had moved up into the
higher income groups by 1954, about 1.8 million were still in these
classes, and about 1.1 million had been converted to part-time or resi-
dential units or the families had left agriculture.

TABLE 1.-Number of commercial farms, by economic classes, United States,
1939-54

Percent-

Xconomic class of farm Value of sales I 19139 1944 1949 1954 age
(1954 prices) change,

1939-54

Class I -$25 000 and over - 60, 000 91, 000 103, 000 134, 000 +123

Class II -$10,000 to $24,999 - 252,000 347, 000 381, 000 449,000 +78

Class III -$5,000 to $9,999 ---- 585, 000 723, 000 721,000 707, 000 +21

Classes I, 11 and III - ,0 to- $4-99 897, 000 1,161, 000 1, 205,000 1, 290,000 +44

Class TV ------ $2,10-0-t-o $4,999 ----- 1,015, 000 976, 000 882, 000 811,000O -20

Classes V and VI $250 to $2,499 b2_ ____ 2,353, 000 1, 804, 000 1,378,000 999, 000 -57

Total commer ial -4, 26, 000 3, 941, 000 3.465,000 3,100, 000 -27
farms.

I Value intervals in earlier years adjusted to 1954 prices received by farmers.

2 Excludes farms on which operator worked off the farm as much as 100 days, or where income of family

from off-farm sources exceeded sales from the farm.

Source: Family Farms in a Changing Economy, U. S. Department of Agriculture, Agriculture Informa-

tion Bull. No. 171, March 1957.

Classes V and VI farms comprised 60 percent of all commercial
farms in 1939, but only 32 percent in 1954 (fig. 2). Classes I, II,
and III farms made up only 21 percent of all commercial farms in
1939, but by 1954, they had increased to 42 percent. In actual num-
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bers, they increased from 897,000 in 1939 to 1,290,000 in 1954, wheen
they accounted for 79 percent of the total value of sales from farm
markel~inkrs. Class IV farms (sales of $2,500 to $4,999) declined in
niumbers-b~y 20 percent but constituted about one-fourth of all com-
mercial farms throughout the period. This group had 12 percent of
the value of farm sales in 1954.

As farmers acquire tractors and new machines, and make other
investments, they learn that they have the potential to handle larger
acreages of land with the same family-labor supply than was possible
with the smaller or more inefficient equipment. The marginal cost of
handling this larger acreage is relatively low once the investments in
machinery have been made. Consequently, we have seen consolida-
tion of farm units into fewer but larger farms. Although this process
has been going on for many years, there is evidence that it has become
even more important in the last few years (fig. 3). Purchases of
farmland for farm enlargement have increased each year since 1950,
from 22 percent of all purchases in that year to 33 percent in 1956.

FIGURE 2

COMMERCIAL FARMS
By Economic Class
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1944 _ _ 2
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FIGuRE 3

FARMLAND PURCHASES FOR FARM
ENLARGEMENT-1956
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Obviously, more and more farmers are exploiting the possibilities of
improving their incomes by adding more land so they can better ad-
just their operations to available machinery and other resources.
These opportunities are no doubt greatest where mechanical processes
for handling farm jobs have been most highly developed. The chart
indicates that the highest percentage of purchases for farm enlarge-
ment-57 percent-is in the wheat region. The smallest percentages
of purchase of land for farm enlargement are in the dairy areas of
the Northeast and the Midwest, but even there the percentages are
significant. These trends of the last few years suggest strongly that
farm enlargement can be expected to continue and that significant
changes will occur in future years in the number of farms and farm
families in commercial agriculture.

REDUCTION IN NUMBER OF COMMERCIAL FARMS AND IN FARM LABOR

The forces that operated to bring about this reduction in numbers
of commercial farms are obviously difficult to assess in terms of how
far they will continue into the future. We can be sure that there are
still many farms, particularly in the small-size categories, on Which
resource combinations have not yet been adjusted to take full advan-
tage of the technological developments that are available to provide
these farm families vith acceptable income levels. We can surely ex-
pect that these forces will continue to operate in future years and that
further downward adjustments in numbers of farms will occur, even
though total requirements for agricultural products will gradually
increase.
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If the average rate of decline in numbers of commercial farms of

1.4 percent per year that occurred during the 25-year period of 1929-54should continue during the next 20 years, ve might expect about 2.2
million to 2.3 million commercial farms in 1975. Full-time commer-
cial farms might well be rather small in numbers in the present class
IV, V, and VI farms, and concentrated rather largely in the threehigher income groups. The larger volume of farm output required
in 1975 at current price levels might average $15,000 to $16,000 gross
value of sales per farm with 2.2 to 2.3 million commercial farms, com-
pared with an average of around $8,000 for the 3.1 million commercial
farms in 1954. Such a development should provide the basis for much
more adequate incomes for considerably larger numbers of commercial
farms than the approximately 1.3 million in classes I, II, and III,
which may be considered to have a generally favorable income
potential.

Much of the previous analysis has implied a further reduction in the
farm labor force. Most of the increased production is expected tocome from higher yields. With modern methods and machines, rela-
tively little additional labor is needed to handle larger yields, and this
likely will be more than offset by greater adoption of labor-saving
methods and techniques. With greater emphasis on production of
livestock, seasonal underemployment of farmworkers will tend to de-
cline. Because of the rapid increase in technology, the number ofworkers per farm since 1939 has remained remarkably stable at 1.8 perfarm, despite large increases in the-average size of farm and in output
per farm. Indications are that the relation between farms and farm-
workers will not change significantly in the next decade or two. This
means that the decrease in number of farmworkers will be about pro-
portional to the decline in number of farms.

INCREASED CAPITAL REQUMhEMENTS

Capital investment requirements for commercial farms have in-creased sharply during the last 15 years as farms have become larger,
machinery and equipment needs have increased, and general inflation
has occurred. The total volume of assets per farm in the form of realestate, machinery and equipment, crops held for sale, livestock, anddemand deposits used for farm production, has increased about 60 per-cent at constant prices since 1940. At prevailing prices in both years,
the average value of assets per farm increased 340 percent from 1940to 1956.

Capital investments for various types of commercial family-operated
farms in 1956, and changes from 1940, are shown in table 2. These
types of farms vary widely in size and net returns to the operators, butthe operator and his family supply most of the labor. Average invest-
ments on these family-operated farms in 1956 were from 3 to more than
4 times as much as in 1940. On those types of farms where operations
are largely mechanized, such as wheat farms and cash-grain farms ofthe Corn Belt, one man can handle large acreages of land with appro-
priate machinery. Average investments on such family farms runfrom $75,000 to more than $100,000. Where mechanization is less well
adapted and greater amounts of labor are required per acre, as on cot-
ton and dairy farms, average investments are lower.

97226--57-12
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TABLIE 2.-Average value of capital investment per farm, selected types of
commercial family-operated farms, 1940 and 1956

Type of farm and location 1940 1956 Percentage
1956 of 1940

Dollars Dollars Percent
Dairy farms, Central Northeast- 9 600 30, 000 312
Corn Belt farms:

Hog-dairy- 15,440 43,260 280
Cash grain -31,470 92,110 293

Cotton farms:
Southern Piedmont- 4, 760 16, 290 342
High Plains, Texas (nonirrigated)-12, 540 38, 250 311

Spring wheat farms, Northern Plains -10,830 45, 200 417
Winter wheat farms, Southern Plains -18, 763 76, 540 407
Wheat-pea farms, Washington and Idaho -35, 970 155, 680 433
Cattle ranches:

Northern Plains -21,670 69, 900 323
Southwest ---------- -------- 35,780 130,640 366

Source: Farm Costs and Returns, Commercial Family Operated Farms by Type and Location, TY. S.
Department of Agriculture, Statistical Bulletin No. 197, November 1956 and U. S. Department of Agricul-
ture, Information Bulletin No. 176, June 1957.

With the trend toward fewer and larger commercial farms, farm
families will be faced with increasingly difficult problems of acquiring
control of the necessary resources to engage in commercial farming
oi a profitable basis. A farmer with limited financial assets will have
particularly difficult problems. If opportunities for able farmers
with small means to engage in full-time farming are to be kept widely
available, it may be necessary to broaden credit facilities and revise
lending practices or to develop new forms of tenure arrangements in
future years. Problems of transferring farms from one generation to
the next, and of providing opportunities to the beginning farmer, can
be expected to increase as financial investment requirements for indi-
vidual farms become larger.

On an aggregate or total investment basis, the problem may be quite
different. On a constant-dollar basis, land and capital assets per unit
of farm output have declined about 10 percent in the last 15 years for
agriculture as a whole. The decline for commercial farms probably
has been greater. With less favorable farm incomes during recent
years, farmers and research workers are giving more attention to in-
novations that are capital-saving in nature. That is, when new invest-
ments in buildings, machinery, and equipment are made, farmers tend
to adopt those that give promise of producing the highest output with
the least investment requirements. Emphasis of this kind over the
next decade or two can result in further decreases in investment re-
quirements per unit of output, so that in total the capital requirements
for a considerably larger output may need to increase only moderately
from current levels. What happens to land values in the next decade
or two may have most to do with the dollar value of farm assets, on
both an individual farm basis and in total. If farmers and others
continue to capitalize into land values the major part of increases in
income, and if nonfarm buyers continue to bid up prices, then land
values can be expected to increase considerably even with a stable
price level. On the other hand, if increases in income are used mainly
to raise the levels of living of farm families, then the pressure for
increases in land values will be less.
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OFF-FARM EMPLOYMENT OPPORTUNITIES

The problems of improving farm incomes and adjusting farm size
and agricultural resources to proper accommodation of farm families
are complexly interwoven with opportunities in agriculture versus
opportunities in off-farm employment. Time does not permit much
exploration of these relationships. The nature of the problem and
some indication of the growing points of adjustment are revealed,
however, by a comparison of incomes of farm and nonfarm people
in different areas. In those areas in which technological improve-
ments have been most effectively ada pted and adopted by farmers,
where farm investments per worker have been greatest, and where
farm resources per farm family are largest, the ratios of farm to non-
farm income in 1949 were highest (fig. 4.) Ordinarily, in those areas
in which the ratios of farm to nonfarm income are lowest, we find that
technological improvement has been least, investment and resources
per worker are smallest, and productivity levels are lowest. Those
areas with a ratio of farm to nonf arm incomes of less than 0.65 usually
coincide with what have been termed "the low income areas" in agricul-
ture. They represent a great need for further improvement in the
future incomes and in adjustment of resources for a large segment of
farm people. The fact of a low ratio of farm to nonf arm income sug-
gests the possibility for accelerated off-farm employment to improve
income. When such employment results in land being released, it can
provide opportunity for those who remain in farming to add to their
land base to obtain farm units of sufficient size to permit more efficient
use of modern machines and improved management. These changes
and adjustments are underway. As they are realized in future years,
they will provide the basis for a more general sharing throughout
agriculture of the fruits of technological advance and improvement.
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FIGURE 4

FARM AND NONFARM MEDIAN INCOME
Ratio of Farm to Nonfarm Family Income *
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GENERAL CONCLUSIONS

In summary, the following changes can be expected under peacetime
conditions of full employment and with increased emphasis on ad-
justments in use of resources: (1) The possibility of sufficient in-
crease in demand during the next generation to provide a better
balance between production and market requirements. But the cur-
rent problems of unbalance may continue to be acute, at least during
the next 5 to 10 years. (2) W7e can expect a continuation of the trend
toward greater commercialization in agriculture, with high cash costs
of farming and high investment requirements per farm and per farm-
worker. (3) Agricultural products probably will be supplied by
fewer but larger farms, with a continuation of the trend toward farm
consolidation. (4) We can anticipate a continued movement of low-
income farm people into nonfarm jobs and a consequent increase in
amount of resources used and of agricultural incomes of those who
remain in agriculture.

It is possible to be fairly optimistic about the longer range outlook
for farming if wve can manage to work our way out of the current sur-
plus situation and reestablish a reasonable balance between output and
market demands. No one can know how rapidly new innovations
may be developed and how technological advance will affect produc-
tion response. It is possible that production may continue to press on
market outlets for many years, with consequent pressure on farm
prices and incomes. Miany difficult problems of adjustment still lie
ahead. The question is not so much whether we can produce food
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enough, but whether we can obtain the necessary readjustments in
agriculture at reasonable cost and with net incomes in agriculture
comparable to those in other occupations. We need much more re-
search directed toward improving our knowledge of needed and profit-
able adjustments in farming, and of the probable impacts of economic
change on the number and kind of future opportunities in agriculture.
The sharply higher investment requirements in agriculture that have
occurred in the past and that may be expected to increase in the future
raise particularly serious problems for young men of ability but little
financial backing who want to gain a foothold in farming.
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ADJUSTMENT PROBLEMS FACED BY COMMERCIAL
FARMERS IN MAJOR GEOGRAPHIC AREAS

ADJUSTMENT PROBLEMS FACED BY COMMERCIAL
FARMERS IN THE NORTHEAST

L. C. Cunningham, Cornell University

At the outset of this paper, I wish to commend the Subcommittee
on Agricultural Policy in its present inquiry into the broad national
problem of adjustments in farming for-

(1) including regional analyses along with those of national
scope, and

(2) treating the problems of commercial farms separate from
those of part-time and residential farms.

Actually, the farm problem is composed on the one hand of groups of
problems concerned with different farm commodities produced prin-
cipally by commercial farmers in various regions of the country and
on the other hand of groups of problems that deal with people living
in rural areas but not actively engaged in commercial farming.. Solu-
tions to the farm problem must sooner or later be sought for these
groups of problems. Certainly these distinctions help to clarify the
issues.

SPECiALIZED FARmING

Farming in the Northeast is highly specialized in several lines of
production, with dairying as the major farm enterprise. The climate
and soils are favorable for pasture and hay production. With the
nearness to large centers of population, most of the dairy production
is used as fluid milk and cream. The production of fresh eggs and
vegetables and fruit are important in contributing to the farm income
of the region. Generally, these products are produced on specialized
farms.

Over the years, northeastern farms have shifted toward the pro-
duction of these perishable and bulky foods and away from the high-
value-per-pound products like wool and beef. The freedom to make
such shifts among different farm enterprises to take advantage of
natural and economic conditions is an essential feature of American
farming.

Except for some products for short periods of time, farmers in the
Northeast, in contrast to corn, cotton, and wheat farmers, have pro-
duced for the markets, not for Government storage. Prices of their
major products have been free to clear the markets.

Commercial farms of the region have become increasingly special-
ized in two ways. Usually only 1 or 2 major products are produced,
and many of the jobs formerly done on the farms are now hired.
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Milk hauling is an example. A generation ago, most dairymen
hauled their own milk, but now most of the milk is hired hauled.

CHANGES IN FARMING

Farmers' production problems in this region are in the nature of
continuing shifts in choice of farm enterprises, in number and size
of operating units, and in ways of controlling costs, particularly of
mechanization. These Droblems can best be solved in an economv of
reasonably free market prices and a minimum of governmental regu-
lation. A major marketing problem is fluid milk.

MARKET ORDERS HELPFrUT

After many years of concerted effort through collective bargaining
had indicated that the job could not be done by farmers' cooperatives
alone, Government was called in to administer minimum producer
prices for fluid milk. The market orders for the New York milkshed
provide the means for overcoming the lags in price movements with
changes in the supply of and demand for milk, and for protecting pro-
ducers against violent price fluctuations. This role by Government
has been generally successful in the Northeast.

FEWER FARMS

One of the most important adjustments taking place in northeastern
agriculture is the concentration qf farming into fewer and larger op-
erating units. Family farms continue to dominate the picture, but
they have changed from self-sufficient to commercial operations. More
than ever before, modern commercial farms depend on nonfarm con-
sumers for their market and on nonfarm industry for the goods and
services used in production.

In 1930 there were nearly 350,000 commercial farms-those from
which the farm families derived their major source of income from
farming-in the region. By 1954 this number had declined to nearly
200,000 (table 1). That is, for every 5 such farms in 1930, 3 remained
in 1954.

The number of part-time and residential farms in the region rose
during the thirties and early forties, but has since declined moderately.
At present there is 1 such farm for every 2 commercial farms. The
inclusion of these small part-time units in the statistical averages of
net farm income and other descriptive series of data tends to cloud
the issues.

TABLE I.-Number of commercial, part-time, and residential farms, northeast
region, 19S0-54

Commercial Part-time
Year farms and residen-

tial farms

Thowand8 Thousands

1930 -_--------------------------------- 345 110
1940 ------------------------------------ 290 121
1945 --- …-…-…-…-…-…-…-…-…-…-…-…-- - _ 257 171
1910 ----- ------------------------------- 233 152
1954 --- 205 122

Source: McElveen, Jackson C. Family Farms in a Changing Economy, U. S. Department of Agric
ture, Agriculture Information Bulletin No. 171, 1957.
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The decline in number of farms in the region is expected to continue.
This adjustment tends to be slowed up by acreage allotments, base-
rating plans, and other rigid governmental regulations.

Despite the shift to larger farms that has already taken place, there
still remain many units that are too small to compete successfully in
present-day farming. According to the 1954 census of agriculture,
11 percent of the farms in the Northeast had fewer than 10 milk cows
and nearly 50 percent had less than 20 milk cows (table 2). Such
small herds are not likely to be able to withstand the economic pressure
for increased efficiency.

TABLE 2.-Percentage distribution of farms by Umber of milk cows per farm,
northeast region, 1954

Percent
Number of milk cows per farm: of farms

Fewer than 10_---------------------------------------------------- 11
10 to 19_----------------------------------------------------------- 35
20 to 29_----------------------------------------------------------- 29
30 to 49_-----------------------------------------------.20
50 or more… _____________________---------------------- 5

Total------------------------------------------------------------ 100
Source: 1954 census of agriculture.

The elimination of small poultry flocks can be widely observed in the
region. In New York State the number of farms with chickens
decreased by about 50 percent from 1930 to 1954. Layer numbers
increased about 10 percent so that the average number of layers per
farm more than doubled between 1940 and 1954.

SIzE OF FARmS

The consolidation of farms into larger acreage units and the passing
of some land out of farming account for the decrease in number of
farms. In New York, the average acres per farm increased from 112
in 1930 to 143 in 1954 (table 3). Most of the increase took place in
the last 10 years.

TABLE 3.-Average acreage per farm, New York, 1930-54
Total acres

Year: per farm
1930_-------------------------------------------------------------- 112
1940_-------------------------------------------------------------- 112
1945_-------------------------------------------------------------- 118
1950_-------------------------------------------------------------- 129
1954_-------------------------------------------------------------- 143

Source: 1954 census of agriculture.

Similar increases in size of farms have occurred in other States of
the region.

THE FARB LABOR FORCE

The typical commercial farm in the Northeast continues to be essen-
tially a family operation. Most of the farmwork is done by the farm
operator and members of his family.

Recent studies of commercial dairy farms in 3 areas of New York
show the average labor force per farm to be about 21 months or a
man equivalent of 1.8 (table 4). Operator labor is counted as 12
months. The months of family and partner labor sTightly-eceed the
months of hired labor.
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TABLE 4.-Farm labor force, commercial dairy farms, S areas, New York

Average per farm

Average of
Kind of labor Central North Montgomery 3 areas

plain, country, County,
371 farms, 556 farms, 109 farms,

1953-54 1 1955-56 2 1954-55 3

Operator, month -12.0 12.0 12 0 12.0
Partner month 21 7 2
Family. month -2 5 45 21 3.0
Hired, month- 6. 5 28 4.4 4.6

Total, months -23.1 20.0 21.1 21.4
Man equivalent - --------------- 1.9 1.7 1.8 1.

I Cunningham, L. C., Commercial Farming, Central Plain Region, New York, 1953-54, bulletin 921,
January 1957.

2 Unpublished data by L. C. Cunningham.
3 Edmondson, Vance W., Farm Business Adjustments on Commercial Dairy Farms, Montgomery

County, New York, 1944-45 to 1954-55, thesis 1956.

Although the average size of labor force is just under two men per
farm, some farms have a much larger labor force than others. Based
on recent studies of dairy farms, about 1 farm in 10 is strictly a 1-man
operation. Most of the farms have labor forces ranging from 1.1 to
2.9 man equivalent (table 5). Large farms attract attention far out
of proportion to their relative numbers. Farms with a labor force of
4 men or more are found in the ratio of only 2 out of every 100 farms.
Despite the increasing commercialization in agriculture, most farms
continue to be operated as family businesses.

TABLE 5.-Variation in size of farm labor force, commercial dairy farms,
S areas, New York

Percent of farms
Central
plain, Average

Man equivalent per farm 371 farms, North Montgomery of 3 areas
1953-54 1 country, County,

556 farms, 109 farms,
1955-56 2 1954-55 3

1.0 13 14 9 12
1 1 Lto 9- 39 54 42 45
2.0 to 2.9 -35 28 42 35
3.0 to 3.9 -9 3 7 6
4. 0 to4,9-_ -2 1 0 1
5.0ormore ------------------ 2 0 0 1

Total -100 100 100 100

I Cunningham, L. C., Commercial Farming, Central Plain Region, New York, 1953-54, bull. 921,
January 1957.

2 Unpublished data by L. C. Cunningham.
3 Edmondson, Vance W., Farm Business Adjustments on Commercial Dairy Farms, Montgomery

County, New York, 1944-45 to 1954-55, thesis 1956.

Active industrial employment in the region provides alternative
job opportunities to farmers who have not or cannot make the neces-
sary adjustments to increase their efficiency. However, these same
industrial circumstances mean strong competition for the hired and
family help on commercial farms. Operators of these farms have
turned to mechanization of the enlarged farming operations to increase
the output-per worker. This is the most important way to compete
successfully for labor.
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Mor EaL C ITIENS

Accompanying the enlargemient of land area operated per unit has
been a striking increase in the mechanization of many farm jobs, with
little or no change in the typical size of the farm labor force.

Not only has the shift from horses to tractors occurred, but the
inventories of modern dairy farm businesses now include long lists
of major items such as milking machines, gutter cleaners, bulk milk
tanks, silo unloaders, crop driers, grain combines, balers, and field
forage harvesters.

The field forage harvester presents a good illustration of the in-
crease in use of machinery. In 1950, according to estimates of the
United States Department of Agriculture, there were 10,600 ' forage
harvesters in the region. By 1956, this number had nearly trebled
to 28,800. As will be shown ill the next section of this paper, the
investment in power and machinery has increased tremendously.

The shift to all these new and complicated machines calls for much
more mechanical knowledge and skill on the part of farm operators
than ever before. Programs of education for adult farmers and
future farmers should be expanded even further to meet this need.

INCREASE IN CAPITAL INVESTINIENT

Increased size of farm, more mechanization, and a relatively high
price level all make the dollar figures of investment in the present-day
farm business materially larger than a generation ago. To illustrate,
on crop and livestock farms in western New York, the average capital
per farm jumped from about $18,000 in the late twenties to nearly
$40,000 in 1954 (table 6). Power and machinery investment ac-
counted for nearly 25 percent of the total in the recent years, compared
to only about 1Q .percent in the earlier period. Many other data are
available to show that farm capital requirements genei'aly --in the
region have about doubled during the last 25 years.

TABLE 6.-Average capital investment per farm, 514 farm8, Livingston County,
N. Y., 525 farms, central plain region, New York

Average investment per
farm

Items farm

19281 1954'

Real estate -- ---------------------------------------------------- $13, 430 $23, 220
Livestock- - 2,327 6, 520
Power and machinery- 2, 083 8,980
Feeds and supplies --------------------------- 350 830

Total - --------------------------------------------------- s,190 39,550

1 Warren, Stanley Whitson, An Economic Study of Agriculture in Northern Livingston County, New
York, bulletin 539, May 1932.

' Cunningham, L. C., Commercial Farming Central Plain Region, New York, 1953-54, bull. 921,
January 1957.

The increase in the actual amount of capital and the shift in pro-
portions in real estate and in machinery and livestock both call for a

I Statistical Bull. No. 217, Silage From 1955 Crops, 1U. S. Department of Agriculture.
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new look at the sources of long- and short-term credit for the agri-
culture of the region.

FITrNG THE MACHINE TO THlE JOB

The increased output of the farm-labor force working in larger
businesses with more machinery has been repeatedly measured and
widely recognized. Perhaps the part of this picture that has been
unde~rmphm1sized is thf.t the. f armmr has hcombe inr, singlyv speiali zed
in producing his product or products and has turned to off-farm agen-
cies to perform many of the jobs formerly done by his own labor-
force. It cannot be denied that the outturn of product per worker-
has greatly increased, but the cash costs of operation have also risen
tremendously. One recent farm management study has shown that
the saving in labor resulting from mechanizing the forage harvesting
job was about offset by the increased costs of the machines involved. 2

All of this is to say that the mechanization of farming in this region,.
although well on its way, is far from complete. It is one of the more
fascinating and glamour changes in present-day farming. The haz-
ards are many, however. Much more economic research and educa-
tion are needed to fit the machine to the job in northeastern agricul-
ture.

SUMMARY

In this brief analysis of northeastern agriculture, the attempt is
made to show the following points:

(a) Long-time shifts in the types of farming have been toward
the production of bulky, perishable products.

(b) The farms have become more specialized and commercial-
ized in their operations.

(c) The adjustment toward fewer and larger farms has pro-
gressed considerably, but will go further.

(d) The typical size of the farm-labor force has remained re--
markably stable. Family-operated farms continue to predomi-
nate, particularly in dairying.

(e) Mechanization of the major jobs on commercial farms is
currently the most striking adjustment that is taking place in
the region.

(f) The added machines along with the larger size of farms.
have greatly increased the capital requirements in farming.

(g) Larger farm operating units, increased specialization and
more mechanization have increased output per farm worker,
but at considerable cost.

Farmers of the northeast will continue to make the adjustments
described. The rate of their progress can be speeded up by these
conditions:

(a) Active research and educational programs, especially those
concerned with mechanization.

(b) Reasonably free market prices of products sold and of goods
and services purchased.

(o) A minimum of Government production controls.
(d) Reliable sources of and suitable kinds of farm credit.

2 Cunningham L. C and Fife, L. S. Analysis of Forage Harvesting Patterns on New
York Dairy Farms. Cornell University Agriculture Experimental Station Bulletin 917.
1955.
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ADJUSTMENT PROBLEMS IN THE CORN BELT AND
MIDWEST

Earl 0. Heady, Iowa State College

Midwest agriculture is faced with the same general problem as most
other commercial sectors of agriculture; namely, the adjustment of
production patterns, resources used, and farm size to consumer de-
mands in an economy of relative maturity and rapid growth. As in
other geographic regions, the Midwest farm-adjustment problem stems
from: (1) rapid technological advance which has increased physical-
resource productivity such that a relatively immobile collection of in-
puts produces an output exceeding demand at recently supported price
levels; (2) a birthrate or labor supply, with its effectiveness increased
by technical improvement, exceeding employment opportunities in
farming which compare with the monetary returns elsewhere in the
economy; (3) an average farm size which is short of fully realizing
the main cost advantages of modern mechanization; and (4) a con-
sumer demand situation which places a greater premium on increased
output of nonfarm goods and services.

Midwest agriculture, like that of most other regions, is caught in a
cost-price squeeze arising mainly from economic growth. Consumers,
as their incomes have increased, have been unwilling to place a high
premium on the farm products of the region. Through the market,
they have tended to hold prices down, to indicate that they want more
poundage of food only as there are more persons to feed. In con-
trast, they have attached relatively high prices to nonfarm goods which
they prize as their incomes grow. Even farm people react similarly; in
increasing per capita expenditure on food freezers, home furnishings,
television sets, recreation, and education, rather than consuming more
food per person. In bidding relatively higher prices for nonfarm
goods and services, the consumer has bid, or kept, up the price of steel,
labor, petroleum, and other materials which go into goods representing
his preference under economic growth. Consequently, the cost of trac-
tors, lumber, fuel, and other farm-cost items is kept up. This, then,
is the farm-price squeeze in the Midwest: The consumer is saying that
he wishes relatively more of the region's resources used for nonfarm
goods, and fewer for farm goods. He is trying to say that we are giving
him too much of food and too few of other things; that he wants some
labor and perhaps some capital transferred from farming accordingly.
This transfer is possible because recent technology readily allows pro-
duction of the "required" food with many fewer resources.

LABOR SUBSTI=uTION

Technology has not only rapidly increased the physical productivity
of labor, and thus decreased the amount of labor required to meet food
needs, but also labor has been relatively costly as compared to machines
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and other forms of capital which directly replace manpower. The
result has been a rapid postwar substitution of machinery for labor in
the region. Typically, machinery added has not only replaced labor
to the tecimical limit on farms of the average size, but it also has capac-
ity to be used on more acres. Thus, there is a latent pressure for opera-
tors in the region to extend the size of their operating units, to make a
more effective use of both the stock of labor and capital on farms.
However, other forms of capital also are priced low relative to their
physical and monetary productivity. Fertilizer, insecticides, anti-
biotics, and prepared feeds and similar materials provide a high return
under current price levels. More farmers can and will make greater
investments in these materials and practices. Along with the high
degree of mechanization in the region, further use of these forms of
capital will continue to place heavy pressure on displacement of labor
in production-of the region's farm output.

PRODUCTIVITY AND INCOME BY CLASS OF FARM

Compared to other regions, farms of the Corn Belt are relatively
productive in terms of the value of product produced per unit of
capital and labor.' However, an important proportion provides in-
comes below nonfarm family incomes of the region. While some of
this difference is due to managerial skills, more of it is due to the
amount of capital resources used per farm and per worker. Table
1 indicates the amounts of specified resources used per worker and
the value of product produced from labor and capital for Corn Belt
farms. Economic classes IV, V, and VI make up about 40 percent
of all cash-grain and livestock farms in the region. However, as the
data show, gross output per worker for farms in these groups is less
than interest on capital and wages of skilled nonfarm workers. An-
nual wage rates for skilled nonfarm workers ranged upward from
$4,000 in 1954, the year of the comparison. Farms in economic class
IV had a gross value of output per worker averaging less than $2,500,
after interest on capital is deducted. (Farm operating expenses must
be deducted from these amounts in figuring net income.) The ma-
jority of farmers in economic classes IV, V, and VI receive little or
no return on their labor. Farmers in these groups are especially under
the pressure of a competitive agriculture and economic growth. Many
farmers in economic classes I, II, and III also have incomes which
return little to their labor. However, the adjustment problem im-
pinges mainly on farmers in classes IV, V, and VI. They have rela-
tively small farms and little capital per worker. Included in the
group are beginning farmers, older operators who have experienced
economic adversity and middle-aged farmers who started from a
low base in capital and experience. Farmers in this group, if they
are to have incomes comparable to those being realized elsewhere in
economy, are faced with the problem either of expansion or quitting
full-time farm operations.

1 See Heady, Earl 0., Strand, E. G., and Seagraves, T. Productivity of Resources Used
On Commercial Farms. USDA Tech. Bull. 1128. November 1955.
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TABLE t-1954 valueU of roosurues used per man-year of labor and value of
product per unit of labor and capital by type and economic class of farm in
the Corn Belt'

Gross valueAmount Gross value of output
of land Capital of output Value of per man-

per man- per man- per man- output per equivalentType and economic class of farm equivalent equivalent equivalent $1,000 of after
of(labor ofllabor oflabor capital deducting
(acres) (dollars) (dollars) (dollars) Interest on

capital 2
(dollars)

Cash-grain farms:
Economic class:

I 261 72, 132 14, 475 201 109 862
II -224 56,621 9,889 175 7,059III -------------------------------- 193 39,132 6,139 157 4,182IV -169 29, 321 3,897 133 2, 430V- 148 23, 924 2,509 105 1,313

VI -101 14,327 970 68 254Livestock farms:
Economic class:

I- 211 54,168 21,201 391 18,493
II -194 45, 426 10, 250 226 7, 979III ----------------- 178 33, 452 5,755 172 4,052

IV -163 25, 787 3,462 134 2, 213
V---------------------------------- 150 21 494 2,226 104 1,151VI --------------------------------- 111 13,645 937 69 254All commercial farms-171 35, 217 6,870 195 5, 114

I Based on 1954 Census of Agriculture, Special Report: Cash Grain and Livestock Producers In the Corn
Belt. U. S. Department of Agriculture, and U. S. Department of Commerce. Washington, 1956.

2 Interest at 5 percent on capital shown in col. 2 subtracted from product per worker In col. 3.

MAJOR ADJUSTMENTS REQUIRED

If it is meshed to the growth trends in the national economy,
Midwest agriculture, on the average, must shift to somewhat larger
farms using more capital per worker and realizing more of the econ-
omies associated with modern farming techniques. Its labor force
must shrink such that the capital per worker is increased to a level

where labor earnings in agriculture more nearly approach those of
other industries. Under the economic growth and full employment
conditions of the last decade, there has been a strong trend to fewer
farms, less labor in agriculture and more capital per worker. Con-
tinuance of full employment and nonfarm -wage rates which greatly
exceed labor earnings in farming will cause these trends to be main-
tained, perhaps at an even greater rate than over the past decade.
However, these changes will be gradual, just as they have been in the
past. With assistance, upward of 10 years will be required before the
structure of Midwest agriculture, on the average, conforms closely to
that needed in a wealthy economy where the consumer is relatively
well fed and expresses, through the pricing mechanism, his preference
that an increased proportion of resources be devoted to housing, recre-
ation, health, education and similar items, with a smaller proportion
devote to food.
Major shift in resource structure

In some agricultural areas, the adjustment problem is great because
it involves both a major shift in type of farming and a change in the
resource structure in agriculture. In the Midwest, the major change
required is in the resource structure (i. e., the size of farms). Farms,
now in economic classes IV, V, and VI especially, need to be large
enough so that the amount of capital per worker allows a greater

97226-o7-13
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value of output per person. Given demand prospects for the next
two decades, it does not appear that major changes are required in the

general type of farming over the region (such as shifting from wheat
to grass in parts of the Great Plains or from cotton and cash crops
to feed and livestock in parts of the Southeast). Since the problem
of adjustment is largely one of farm size and resource structure,
progress depends particularly upon the rate at which the agricultural
labor force of the region adapts to current economic growth pressures.
Consolidation of small, low-income farms can proceed only at the rate
allowed by occupational migration of some farmers, in order that
those remaining have an opportunity for expansion.

Specialization trends
Demand prospects and the soil and climate resources at hand indi-

cate that Midwest agriculture should continue largely as a feed-live-
stock sector. There are isolated local areas where some adjustment
may be required, particularly in the shift of land from row crops to

less intensive forages. But, in general, these adjustments are minor
and the general production pattern, with emphasis on sale of livestock
and livestock products, will continue with a slightly greater emphasis
from growth in population and national income.

But while the general pattern of production remains essentially the
same, some fairly marked trends may occur in the degree of special-
ization between farms. On the side of coimnercial farms, larger and

somewhat more product specialization can be expected. In line with
the product and resource prices expressed in the market, technical
developments such as multiple farrowing of hogs, bulk tank cooling
of milk, improved rations and brooding facilities for poultry and

others, will encourage farms in a balanced agriculture to be more spe-
cialized and to employ more specialized management. Agriculture
will be highly competitive. In line with these trends and the cost ad-
vantages which relate to them, we might expect an increase in the
number of dairy farms with 50-60 cows per man, broiler farms with
80,000-100,000 birds, and perhaps hog farms specializing in either
the production of feeder pigs or market hogs. The ability of the farm
to buy part of its labor input in prepared feeds and similar custom
services will encourage the trend.

Fear is sometimes expressed that integration of farm production and
processing services may give rise to highly specialized and large farms
which will dominate the agricultural picture. However, as is pointed
out later, the cost structure and the labor force of Midwest agri-
culture provides no particular advantage to this system of agricul-
ture. In regions where it has developed, it is more a function of the
capital problem and the existence of a migratory or low-wage labor,
than of the cost structure.

OCCUPATION INFORMATION FOR ADJUSTMENT

Several obstacles serve to retard the rate at which Midwest agricul-
ture has and will, in the absence of the proper assisting aids, adjust
to economic change. One of these is lack of information and educa-
tion on national economic outlook as it relates to farming. Too few
farm youth and farm families, especially those with few resources
and faced with continuous economic adversity if they remain on the
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farm realize that the trends initiated in the 1920's and resumed, afterthe obscuring forces of depression in the 1930's and war in the 1940's,during the 1950's will continue as national and per consumer incomesincrease in future years. They have not been made sufficiently awareof the outlook; namely, that patterns of consumer preference undercontinued economic growth will place price advantage on nonfarmproducts, and, therefore, income advantage on the resources used inproducing them. Given proper understanding of these conditions,some young persons wvho enter farming with too little capital for effi-cient operations would seek employment elsewhere, and would attainhigher incomes and living levels in doing so. Provided with thisinformation, some established farmers with insufficient capital wouldtransfer out where they would not be faced wth such intense economicadversity.
The educational services in rural areas are lacking in providing thistype of vocational guidance; both for encouraging persons with suffi-cient capital and management skills to enter farming and for encour-aging individuals lacking these assets to fo]low other pursuits. Theprice-cost squeeze and also drought in some areas over the last fewyears have caused a marked increase in the number of young familieswho have ceased farming operations and moved to industrial em-ployinetit. Society does no favor for these families, by having theminitiatte farminig operations only to find out later that they must trans-fer because their resources are too few and their incomes are too low.Provided with proper information on economic outlook and with vo-cational guidance indicating income prospects from the abilities andresources possessed, more young families could be guided into employ-ment alternatives which provide greater real income; fewer wouldmake false occupational starts in farming with the necessity of start-ing over again in another occupation. Relative to contribution inlonger-run adjustment of agriculture to full employment and con-tinued economic growth, lack of proper economic educational and vo-cational guidance is a major obstacle in many rural areas of theMidwest where vocational education and youth work has as a focusthe return to farming. In most rural communities of the region,there are 2 or 3 boys for each 1 who can enter farming. Educationgenerally is not geared to their needs. Also in a large part of theregion, lack of concentrated industrial activity does not allow theiroccupational vision to be broadened, as in some other farming regionswhere a variety of nonfarm employment opportunities is at hand.

CapitaZ to enter farming
Modern technology and high real-estate prices also present a formid-able obstacle to, as well as a need for, adjustment. Land values haveremained at peak levels, or have crept upward even while farm pricesand income have been declining. This firmness, or even upwardpressure, in land prices can be attributed to the tendency of firmlyestablished farmers with sufficient capital to expand operations; torealize cost economies associated with modern machines and perhapseven to maintain incomes. The farmer with a modern power unitand the machines to go with it can, if he operates a unit of averageacres and has underemployment of his machine capital, realize alarger marginal profit on an acreage added to his original holdings.
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While product prices have moved down, the low marginal operating

costs for an added acreage has caused land itself to have a price

premium. But with high real-estate prices and the large outlay

required for modern implements of farming, a capital problem exists

for many young operators. Those who must begin as tenants need

upward of $10,000 for power, machinery, and operatig costs. To have

effective employment of their labor and realize incomes comparable

with urban occupations, they need capital for livestock; with total

capital requirements for comparable returns amounting to $15,000

or more for an efficient tenant. The family ready for the ownership

is typically faced with an outlay of another $40,000 to $50,000 for a

160-acre farm in much of the central Corn Belt. Hence, while the

well-established operator with ample capital is encouraged, by cur-

rent technology and perhaps by the price-cost squeeze, to expand his

operations, the farmer with limited funds finds that high capital

requirements and his own limited assets prevent operation of an

amount of resources and a farm size allowing returns on labor and

capital resources comparable with nonfarm rates. Lack of capital

would not prevent adjustment to farms of a more efficient size and

an improved ratio of labor to capital in the Corn Belt proper, for a

sizable increase in rate of migration and decrease in farm numbers.

A sufficiently large number of farmers have capital, or an equity base

for obtaining credit, so that they can consolidate a "vacated" farm with

their own. But frequently this addition is made by farms which

already are large in acreage and in amount of capital per worker.

Farmers with a small equity are more often prevented from expanding

even though it is here that capital per worker is smallest and effective

employment of labor is least. The problem of financing Midwest

agriculture, with operations on a scale consistent with modern tech-

nology and under prospective prices for resources, promises to become

an important one as current economic trends continue.

SIZE OF FARMS

The major adjustment required in Midwest agriculture is obviously

that of farm size. It is through larger farms that the labor force will

be decreased; the amount of capital per worker will be increased; and,

if preferences of consumers are to be used for allocative purposes, the

margin between product prices and costs will be widened.

The typical or modal farm unit of the Corn Belt still centers on

the historic 160 acres established under homestead, preemption, and

other acts used for original disposal of the public domain; although

the trend is slowly to larger units. (See table 2.) This unit was

efficient for the techniques and the relative demands and prices, be-

tween agriculture and other economic sectors, for the first half of the

last century. But it is too small relative to the more recent tech-

nologies developed by public research institutions and private indus-

try and relative to the consumer-placed premium on use of labor re-

sources for more education, housing, health services, recreation and

other nonfarm goods and services. Research studies show that ma-

chine and average costs per acre decline quite sharply up to about

240 crop acres for a corn-hog-beef farm in the Corn Belt.2 While

2 Heady, Earl 0., et al. Farm Size Adjustments and Cost Economies for Farms of

Different Sizes. Iowa Agricultural Experiment Station Bull. 428. May 1955.
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these are slight economies beyond that size, they are unimportant in
terms of profit per unit of crop product. Similarly, the research shows
that farms of this size or larger are necessary if, on the average, the
amount of capital per worker is large enough to give labor earnings
comparable with nonfarm wage rates for skilled workers. Oppor-tunity for expansion in farm size to this level exists because the labor
supply and machine capacity on the average 160-acre farm are large
enough to allow an increase of 50 percent in acres per farm.

TABLE 2.-Distribution of commercial farms by size irn acres for the
Corn Belt, 1954

Size group in acres
Region of Corn Belt _

Under 30-69 70-139 140-179 180-259 260-499 500-999 Over30 1,000

Eastern Corn Belt -7. 9 14.4 32.7 14.5 16.4 12.1 1.9 0.2Central Corn Belt -3.9 4.8 20.6 24.6 24.4 19.4 2.3 .2Northern Corn Belt -2.8 3.8 21. 9 23. 8 24. 3 20)3 2.8 3Western Corn Belt - 3. 2 3.6 13.3 20.8 21.4 27. 7 7. 7 2.3Southern Corn Belt -3.8 7.05 24.3 16.4 21.8 21.8 4. .6
Total Corn Belt -4. 4 6. 9 22.5 19.7 21.4 20.3 4.0 .8

Effect of adjustment on family farming
Mention of size immediately gives rise to the question, Do these

economic pressures and trends threaten to liquidate the family farm?
The answer appears to be "no" in general, although there is a prospect
that integration of production and acquisition of large holdings by a
few persons with the required assets will increase slightly the num-
ber of supersized farms. But the family farm can andM will continue
as the foundation of Midwest agriculture. The type of adjustments
outlined above need not undermine it. Generally, they would
strengthen the position of more family farms in the sense of provid-
ing returns on resources used in farming more nearly comparable to
those used in other industries. A strong system of family farming
is unlikely to persist over time, unless it can provide favorable earn-
ings on resources. Research studies show that favorable earnings on
resources are indeed possible for family farms operating with suffi-
cient capital and on a sufficient scale in the Alidwest.3 Modern ma-
chinery has generally meant that the labor of the farm family can be
used to operate somewhat more acres, often with a reduction of hired
labor even for seasonal operations such as harvesting. If family
farming is denoted by the proportion of the total labor input furnished
by the family, the strength of the family farm has not declined with
a reduction in the labor force and with some increase in farm size.
The percentage of the total labor input represented by hired workers
has declined considerably over the past two decades. There are local-
ized areas (California, for example) where an increase in nonfamily
farms has been great in recent decades. However, this does not appear
to be the near-term prospect for the commercial agriculture of the
Midwest, nor the necessary result of adjustment to bring about balance
in agriculture of the region.

Cf. Wilcox, W. W., Efficiency and Stability of American Agriculture, Journal of FarmEconomics, vol. 30: Heady, Earl O., and Strand, E. G., Efficiency Within American Agri-culture, Journal of Farm Economics, vol. 37.
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The nature of cost economies associated with farms of different sizes

-will determine the extent that prospective adjustments to lessen agri-

cultural imbalance will strengthen or weaken the position of family

farms. The family farm structure would be threatened if scale or

cost economies extended over large acreages. There is empirical evi-

dence, however, that this is not the case for Midwest agriculture. 4

Given the fixed costs associated with modern machinery, cost advan-
tages can be quite large for some further expansion by farms of small

or modal size. However, because variable costs in farming eventually

dominate total costs, costs reductions per acre eventually become mi-

nute as acreage continues to expand with a given power and machine

unit. When this acreage has been reached, no great cost advantage

is realized by a larger Lnit. Generally, with this acreage representing
full utilization of labor and machine services in particular seasons of

the year, further expansion in size must come from duplication of ma-

chine units. Since the limit on crop acreage for a 2-plow tractor is

about 240 acres in the Corn Belt, costs will not be substantially, if any,

lower on a 480-acre farm which uses a 3-plow tractor or two 2-plow

tractors. When both use the same crop techniques and have approxi-

mately equal variable costs per acre, a farm with either a 3-plow or

two 2-plow tractors has no great advantage over a farm with a single

2-plow tractor which is used fully and effectively. With the tendency

of per-unit costs to approach a minimum floor, as they fall to the limit

of per-acre operating costs, there is no particular disadvantage for a

family farm of efficient size. But, at the same time, there is no par-

ticular cost disadvantage for larger farms. Historically, it has been

the complex of market uncertainty, capital limitations, and related

institutional factors which have restricted the size of the farm in the

Midwest. In the absence of large-scale corporation or equity financ-

ing schemes in agriculture, this will continue to be the case. Perhaps

any trend to larger than family farms will result more from the pat-

tern of capital or asset distribution than from scale or cost advantages.
The large hired-labor farm with a big force of migratory workers

does not threaten to become the dominant unit in Midwest agriculture.
Reasons, in addition to the nature of costs, include the lack of extreme
seasonal labor requirements and cheap migratory labor. The problem
is more nearly one of capital availability so that many farms of small

and modal size can increase to an efficient family size, rather than one

of corporate or other tendencies which will eliminate family farming.

ADJUSTMENT IN RELATION TO OUTPUT

The orthodox suggestions for adjusting agriculture-the reduction
in the size of the labor force and an increase in the amount of capital
per worker-is a long-run solution. It is not, however, a solution to

the immediate or short-run problem of surplus and low resource earn-
ings for many farm people. This is particularly true for the Midwest
where farming is on a commercial basis with relatively less part-time
and subsistence farming. Given its commercial structure and the

availability of productive soils, removal of some part of the labor

force does not result in withdrawal of land and certain capital items
from farming. The long-run directional accuracy of a reduced labor

' See Heady, Earl 0., et al., ibid.
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force in agricullure is not in question; the question is more nearly
whether these adjustments Will alleviate the aggregate surplus prob-
lem over the next decade or so.

Progress toward an objective of an agricultural labor force con-
sistent with the techniques and relative demands of the economy may
well accentuate the near-term surplus of farm products, particularly
for Midwest agriculture. Available techniques would allow a reduc-
tion by a third or more in the number of farms over the major crop-
producing sectors of the Midwest. Farms of average and modal size,
but not farms which already are large, in corn and wheat areas could
expand acreage by about 50 percent on the basis of the existing sur-
plus capacity of labor and machinery. Given the possibility of this
adjustment potential, the prospect is this: The net effect of further
reduction in the total labor and in farm numbers and consequent
increase in farm size will be to augment agricultural output for sev-
eral years before it alone causes output to diminish. Families leave
farming mainly because of such natural causes as age and health
and because of such economic forces as comparative monetary or real
income. Farm consolidations, arising as people leave because of eco-
nomic forces, present opportunities for a continued upward trend in
output for these reasons: Relative income disadvantage is greatest
for operators who possess the small amounts of capital and managerial
skills. As they leave agriculture, their farm can be consolidated by
a neighbor who generally has a brighter farming outlook. With
greater managerial ability and capital, he can operate the added acre-
age with the same efficiency as his previous unit and often with
greater efficiency than the operator who leaves.

Illustrating these possibilities are the results of an Iowa study on
Marshall silt loam, an area about average for the Corn Belt. Farms
consolidated typically are operated by remaining farmers with only
a slight increase in labor and capital of their own, the total employed
on the combined units being less than for the separate units. Remain-
ing operators apply more yield-increasing techniques and have higher
yields than those who leave agriculture. Most remaining farmers add
very little machinery or only special machines; they do not dupli-
cate the machine units of those who relinquish the land.

These same possibilities exist over wide areas used for grain crops
which are currently in surplus. Given the current surplus capacity
of labor and machine capital, the farm labor force might be decreased
by a third in the Midwest, without causing a reduction in field crop
output. And the accomplishment can be made with less total capital
than is now used in these areas. Capital now in the form of surplus
machines can be transferred into fertilizer and other capital forms
representing improved technology, with further expansion in output.

RELATIVE GAINS TO GRouPs OF FARMERS

Progress toward a long-run goal of a reduced labor force and farms
operated on a scale to give favorable resource returns can represent
direct short-run gains and losses to three groups of farmers in the
region. Persons who possess insufficient capital and operate ineffi-
cient units can transfer from farming to employments of higher real
income and increase their welfare. Persons who remain in agricul-
ture on consolidated and larger farms can, if they intensify tech-
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niques and expand to reduce unit costs sufficiently, gain from a reduc-
tion in the labor force accordingly. However, in a third group are
persons who both remain in agriculture and are unable to expand
farm size. Their relative welfare may be depressed further if prod-
uct prices continue to decline relatively because of continued growth
in output (from new innovations and further technological improve-
ments resulting from consolidation). This group includes mainly
families unable to adjust because of age, health, skills, capital limita-
tions, lack of knowledge, and similar considerations. The typical
farmer of 50 years or older perhaps falls in this group.

Expanding snmall farms
The greatest adjustment need is for size expansion by farms which

are too small to provide sufficient income and which have a great
underemployment of labor. From the standpoint of. increasing in-
come and labor productivity, it would be desirable to have two small
farms in economic classes IV, V, and VI, consolidated; rather than
for a large farm to annex a small one. However, two difficulties stand
in the way of this consolidation pattern. One is the spatial char-
acteristics of the farm. Generally, it needs a relatively contiguous
acreage for consolidation. More often a small farm is consolidated
with a contiguous large one, rather than with another small unit at
some distance. But the main difficulty is that of capital Operators
of larger units more often have the capital for adding acreage. Fam-
ilies with few assets and a small acreage less seldom can bid for
consolidation, even though their labor is not fully utilized. In indus-
trial areas, they more often turn to part-time farming.

Part-time farming opportunities
Part-time farming characterizes a transition from specialization in

agriculture to industrialization. It provides families on small units
an opportunity to take one step in occupational migration, if they lack
the capital for expansion and their values are geared to farm life and
the particular community. Part-time farmers or farm families often
have incomes from combined sources which are greater than their
neighboring full-time commercial farmers.

Part-time farming is less complex than any other type of occupa-
tional migration facing agriculture; since it does not require the
breaking of home ties and the adjustment of value systems to those of
urban communities and other geographic locations. The transfer of
labor to industry might be quite simple if all farm families in the
region had ample opportunity for older members to enter nonfarm
employment through part-time operations. (Generally, younger per-
sons, or those just entering the labor force are more flexible and
adaptable for moving to occupations at other locations.) However,
this opportunity is not equally spread over the Midwest. Both the
opportunity for and the trend to part-time farming are greatest in
the eastern part of the region where population and industry are
concentrated. In the tier of States from eastern North Dakota to
eastern Kansas (including much of Minnesota and Iowa) and in the
southern part of the region (including the southern parts of Iowa,
Illinois, Indiana, and Missouri), opportunities for occupational
migration through part-time farming are relatively scarce. The need
for employment information and aids is particularly important in
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these arens becafuse of the greater difficulty in the transfer to non-
farm employment when migration must be geographical as well as
occupational.
Industrial opportunity and spatial advantage

Adjustment of agriculture in the sense of increased out-migration
of labor and more farms which use a greater proportion of capital to
labor would be most easily attained if there were favorable economic
development or industrialization opportunities in each local commu-
nity. Transfer to nonfarm employment would then be simple for most
persons: They would have ample opportunity to explore the range
of skills required and the wage alternatives; they would not need to
move far from their lifelong acquaintances and little or no costs would
be involved in moving. But it is the lack of local industrial develop-
ment and nonfarm job opportunities which makes agricultural adjust-
ment difficult in the part of the Midwest mentioned above. Obviously,
the problem of occupational migration is more difficult for a young
farmer in southern Iowa who might have to move to another State,
than for one in northern 6 hiio who might find employment in the same
county. Again, this obstacle might best be overcome through more
complete information and employment services, perhaps coupled with
some direct monetary assistance for migration, in areas where indus-
trial development is slow or nonexistent.
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ADJUSTMENT PROBLEMS FACED BY FARMERS OF
THE SOUTHEAST

J. H. Blackstone,' Alabama Polytechnic Institute

The Southeast, as used in this report, includes Alabama, Florida,
Georgia, Kentucky, Mississippi, North Carolina, South Carolina, Ten-
nessee, and Virginia. These 9 States consist of a total land area of
approximately 264 million acres. They comprise 14 percent of the
farmland area, 13 percent of the total cropland, and 32 percent of all
the farm people of the United States.

FARM: GROUPS IN TIHE SOUTHEAST

The Joint Economic Committee of Congress in setting up its study
of adjustment problems faced by commercial farmers of the United
States defined "commercial" farmers as "the 35 percent of all farm
operators who produce about 85 percent of the marketed farm prod-
ucts." The census of agriculture classifies farms as commercial, part-
time, and residential. Commercial farms are further divided into six
economic classes. For purposes of this report, farms in economic
classes I through IV are referred to as "large commercial farms."
Those in economic classes V and VI are referred to as "small commer-
cial farms."

Of the 1.5 million farms in the Southeast in 1954, 25 percent were in
economic classes I through IV, 37 percent were in economic classes V
and VI, and 38 percent wevere part-time and residential farms, table 1.
Large commercial farms in the Southeast made up only 25 percent of
all farms as compared to 44 percent for the United States.

TABLE 1.-Comparison of southeastern farms with the United States by percent-
age of all farms, cash sales, and average sales per farm, 1954 '

Southeast United States

Class
Percentage Percentage Average Percentage Percentage Average
of all farms of all cash sales per of all farms of all cash sales per

sales farm sales farm

Percent Percent Dollars Percent Percent Dollars
Large commercial 25 75 7,315 44 91 10, 720
Small commercial - 37 20 1, 372 26 7 1, 415
Part-time and residential--- 38 5 269 30 2 293

Total or average 100 100 2,460 100 100 5,188

1 Source: 1954 census of agriculture.

Large commercial farms comprised 51 percent of all the farmland
in the Southeast, and averaged 216 acres in size, table 2. Small com-

I The writer Is Indebted to B. F. Alvord, W. F. Gregory, B. T. Lanham, Jr.. and J. H.
Yeager for comments and criticisms of earlier drafts of this manuscript, and to E. E. Mans-
field for research assistance.
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mercial and part-time and residential farms were much smaller. Cash
sales per acre of farmland varied with class of farm. Only on the
large commercial farms were sales sufficient to provide an income com-
petitive with nonfarm employment.

TABLE 2.-Percentage of all farms, all land, average size of farm, and sales per
acre of farmland, by class, Southeast, 1954 1

Perce Percentage Average size Sales er
Class of all =arof all farm- farm acre of;all

land farmland

Percent Percent Acres DollarsLarge commercial -25 51 216 34Small commercial -37 28 76 18Part-time and residential-38 21 56 5

Total or average -- ---------- 100 100 108 23

I Source: 1954 census of agriculture.

ADJUSTMNTS IN AGRICULTURE IN THE SoUTHEsT

The adjustments that have occurred and that are expected to occur
in the Southeast in the future fall into two groups. One has to do
with land and the other deals with farm people. Adjustments that
occur in either group are interrelated with those of the other.

Some of the problems related to land use in the Southeast are di-
rectly related to past and present public policies and programs affect-
ing agriculture. Acreage allotments of certain basic crops have be-
come smaller each year. This has affected land use through scale of
operation and combination of enterprises. It has led to a continuous
search for new ways to use land taken out of basic crops. Soybeans
and grain crops have been planted, forage crop acreages have ex-
panded, livestock have been added in an attempt to replace the income
lost from reduced acreages of basic crops.

Complete answers on new pasture plants and fertilization and full
information on kinds of livestock to use under given conditions or the
combinations to be made with varying acreages of basic crops are
difficult to obtain. Thus, in recent years many farmers have shifted
from one class of livestock to another, or have shifted numbers of
livestock on hand from year to year. The net results of the adjust-
ments and shifts that have occurred in the Southeast over the past 20
years are about as follows: Hog numbers have changed little; how-
ever, dairying has expanded to about supply the expanding fluid milk
market, but has expanded little in terms of manufacturing milk.
Broiler production has increased severalfold without much increase in
egg production. Beef cattle have increased sharply in numbers and
have been improved in quality. Farm woodland areas, while not ex-
panding greatly, have improved and given much more production.
These changes often occurred more as a result of a search for addi-
tional sources of income rather than long-time adjustments in agri-
culture. This has had varying effects on land use. No long-term pol-
icy of land use and adjustment has developed, however, since there
has been no long-time policy or program to serve as a guide for its
development.

Many problems in connection with size of farms, size and shape of
fields, selection of proper crops for specific types of land, proper man-
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agement of woodlots, and use of recommended kinds and amounts of
fertilizer still remain despite the many adjustments that have been
made. The adjustments needed in land use in the Southeast are some-
what different for each of the three major classes in which farms have
been divided. Large commercial farms not only have a larger acreage
of land per farm, but this land is used more efficiently than in the
other two groups. In all three cases, output per acre of land remains
relatively low.

Adjustment problems related to people are also closely related to
Government programs. Production-control programs with cotton,
peanuts, and tobacco have divided a decreasing allotment base among
a large number of farms. This has encouraged farm people to stay on
the farm. The problems with people relate to number on farms, age of
farm operators, their education, tenure, and the goals of farm families.

Large commercial farms generally are operated with ' hioher degree
of managerial ability and have made more widespread adjustments.
Small, commercial farmers have been more inclined to seek off-farm
employment and have moved away from the farm in large numbers.
Part-time and residential farmers have tended to adjust in two direc-
tions, one toward off-farm employment, and the other in the use of
funds received from off-farm employment to make adjustments on the
farm. Some of these adjustments have been only for home improve-
ment, others have been to improve the production of items for home
use, while still others have been to increase total farm output and sales.

Average cash sales of the large commercial farm group are hardly
large enough under present cost conditions to return an adequate level
of living to the families involved. In order to avoid adding to output,
this group needs to make adjustments to lower costs as far as pos-
sible. Assistance in farm planning and budgeting should be made
available to this group. The small, commercial farm group had aver-
age cash sales of only $1,400 per farm. While many farms in this
group had off-farm employment, such income had to be lower than
their farm sales in order for them to be classed as commercial. This
would mean that their total gross income per farm was under $2,800.
With this low gross income, costs could not be low enough to provide
adequate net income for these families. The only improvement they
could make would have to come largely from added farm sales. This
would be inconsistent with the present farm supply-demand situation.
The alternative for this group is to seek additional off-farm employ-
ment or leave farming entirely. For many, this would mean a shift
from small commercial farms to a part-time or residential status.

DESCRIPTION OF FARMING IN THE SOUTHEAST

Of the 264 million acres of land area in the Southeast in 1950, 21
percent was classed as available cropland, 12 percent as nonforested
pasture and grazing land, 56 percent as forest and woodland, 6 percent
as special use, and 5 percent as miscellaneous and other uses.2 Of the
total woodland in the Southeast, only 52 percent is farmer owned.
The remainder is owned by Federal, State, county, and city govern-
ment, wood-using industries, and other industries and individuals.

2 Wooten, H. H., Supplement to Major Use of Land in the United States, USDA Technical
Bulletin 1082, BAE, USDA, Washington, D. C., September 1953.
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'-p J.ITotal land in farms increased from 161 million acres in 1935 to 164million acres in 1954. Although total farmland area remained rela-tively constant during this period, cropland harvested decreased 24

percent, and pasture acreage increased 37 percent. Cropland used formajor crops decreased from 42.7 million to 32.5 million acres. Ofthe total farmland in 1954, 42 percent was open land.
Wooten 3 estimated there were 72 million acres of land available forcrops or pasture in the Southeast in 1950. About 55 million acreswere used for crops, harvested, fallowed, conservation crops, or idleland. About 17 million acres were used for pasture. Of thee 72 mil-lion acres, 84 percent were estimated to be suitable for full-time culti-vation.
The pressure of farm people on the land in the Southeast is indicatedby the fact that this area had an average of 1 person for each 23 acresof total farmland in 1954. Farm population in the Southeast de-creased 29 percent from 1930 to 1950, as contrasted to a 40-percentnational decrease. Estimates are that the Nation's farm population

will decrease a third by 1975. If population in the Southeast declines
by an equal percentage during this period, this would indicate ap-proximately 2.5 million fewer farm people.

As additional people leave the farm, operators of large, commercial
farms will find it more difficult to employ seasonal help when needed.Much of the seasonable labor needed on large commercial farms is now
supplied by surplus labor on small commercial, part-time, and resi-dential farms. This loss will speed up adjustments in types of farm-
ing and in the amount and kind of machinery used on large commercial
farms.

The Southeast had 2.1 million farms in 1935 and only 1.5 million
in 1954. There was a decrease in farm numbers of 584,000. This de-crease was not evenly divided over the 20-year period. Seventy-five
percent of the shift occurred in 2 periods-1935-40, 40 percent, and1950-54, 35 percent. Of the total decrease, 370,000 were white farm-ers and 214,000 nonwhite farmers. Thirty-seven percent of all non-white families left the farm between 1935 and 1954, while 24 percent
of the white families left.

There was a net decrease of 205,000 farms in the Southeast from1950 to 1954. The net decrease in all farms amounted to 12 percent.
Of this net decrease, 64 percent occurred on small commercial farmsand 36 percent on part-time and residential farms. There was anincrease of 75,000 in large commercial farms. This was a gain of24 percent. The shift from a lower to a higher economic class by75,000 farmers denotes some of the adjustments farmers have made.The small commercial and part-time and residential farms accounted
for only 25 percent of the cash farm sales in 1954. In 1950, thesesame groups accounted for 34 percent of all farm sales. A decreasein farm numbers and an increase in farm size permitted many shiftsto be made in the use of land and other farm resources, and it resultedin higher per capita farm incomes.

In 1935, 52 percent of all farmers in the Southeast were tenants.
By 1954, this percentage had declined to 31. The decrease in totaltenants amounted to 57 percent. There was a 56-percent decrease in

3 Wooten, H. H., Major Uses for Land in the United States. USDA Technical Bulletin No.1082, September 1953.
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sharecroppers. However, the percentage that sharecroppers were of
all tenants did not change over this 20-year period. In 1935, 45
percent of all tenants were sharecroppers; in 1954, this percentage
was 46 percent. The average farm operator of the Southeast was 50
years of age in 1954. Only 15 percent of the farm operators were
under 35 years of age, while 61 percent were 45 years of age or over.
Most of the operators of 45 and over would have difficulty finding
off-farm employment with industry.

Some of the problems of farmers in the Southeast are closely re-
lated to size of farm. Of the 1.5 million farms in 1954, three-fourths
were farms of less than 100 acres. The distribution by size was:

Percent
of all

Range in size: farms

Under 100 acres…----------------------------------------------- 73. 4

100 to 139 acres ---------------------------------------------- 9.3
140 to 179 acres…------------------------------ -- - ---…------------ 5.3

180 to 219 acres-------------------------------------------------- 3.2

220 to 259 acres…----------------- -------------------------------- 2. 0

260 to 499 acres- - 4.3
500 to 999 acres------------------------------------------------- 1. 6
1,000 acres or larger---------------------------------------------- .9

Since 1935, most of the effort to increase farm size has been by buy-
ing additional land as other farmers left the farm. This effort pro-
vides only a partial solution to the problem of size. The shifts to
making more land available for crops and pasture on farmland now
within the farm boundary will assist in correcting many of the prob-
lems of size and shape of field and will permit more complete utiliza-
tion of farm machinery and equipment.

Another measure of farm size in the Southeast is cropland har-

vested. Seventy-six percent of all farmers of this area harvested less
than 50 acres in 1954. In addition, 12 percent had no harvested crop-
land; however, some of these were large farms devoted to grazing.
The distribution of farms by acres of cropland harvested in 1954 was
as follows: Percent

of all

Acres of cropland harvested: farms

None------------------------------------------------------------ 12. 1
1 to 9 acres……----------------------------------------------------- 27.0
10 to 19 acres---------------------------------------------------- 22.2
20 to 29 acres------------------------------------- 14. 1

30 to 49 acres…--- ---- ---- ---- ---- --- ---- ---- ---- ---- --_ 12. 6
50 to 99 acres…--------------------------------------------------- 8. 2

100 to 199 acres-------------------------------------------------- 2.6

200 or more----------------------------------------------------- 1.2

In 1954, the average farm of the United States consisted of 242
acres as compared to 106 acres in the Southeast. The average United
States farm in 1954 had cash farm sales of $5,153 compared to $2,469
for the Southeast. The Southeast had an income per farm equal to
48 percent of the national average. The average value of land and
buildings for the United States was $20,405 per farm or $84.25 per
acre in 1954. The Southeast had an average value of land and build-
ings of $9,294 per farm or $87.66 per acre.

Total sales of farm products in the Southeast amounted to an an-
nual average of $1.2 billion for the period 1935-39. This had in-

creased to an annual average of $5 billion for the period 1950-54 and
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for later vears. Tn terms of United States cash -farm sales in 1954,
the Southeast sold 34 percent of all forest products sold from farms,
33 percent of the cotton and cottonseed, 87 percent of the peanuts, and
92 percent of the tobacco.

In 1935-39, 72 percent of the Southeast's cash falns income was
from crops and 28 percent from livestock and poultry. Of the total
cash farm income, 28 percent was from cotton and cottonseed and 20
percent from tobacco. In the 1950-54 period, 65 percent of the cash
farm income was from crops and 35 percent from livestock and
poultry. Cotton and cottonseed accounted for 20 percent of the total
and tobacco, 21 percent.

The percentage of income from cattle and calves increased from
6.3 percent of the total in 1935-39 to 8.5 percent in the 1950-54 period;
hogs increased from 5.4 to 6.7 percent; dairying from 8.2 to 8.6 per-
cent; and poultry from 6.1 to 9.6 percent. The increase in livestock
production wvas associated with an increase in pasture acreage from 46
million acres in 1935 to 63 million acres in 1955.

A comparison of the percentages of farms by economic class, by
total sales, and by average sales is shown in table 3 for the Southeast
and for the United States.

TABLE 3.-Comparison of farms of the Southeast with, the United States, by
economic class, percentage of total sales, and average sales, 1954

Southeast United States

Economic class
Percentage Percentage Average Percentage Percentage Average
of all farms of all sales sales per of all farms of all sales sales per

farm farm

Large commercial: Percent Percent Percent Percent
I- 0.8 20.0 $59,645 2.8 31.3 $57,968
II -2.4 14.3 14,628 9.4 28.9 14,887
III- 6.5 18.1 6,863 14.8 20.5 7,193
IV- 15.5 22.7 3,593 17.0 12.1 3,705

Small commercial:
V- 21.0 15.6 1,826 15.9 5.7 1,852
VI -15.5 4.8 757 9.7 1.4 756

Total commercial -61.7 95.5 3,806 69.6 97.9 7,305
Part-time - -------- 14.1 3.5 613 12.0 1.5 621
Residential -24.2 1.0 70 18.4 .6 73

Total or average -100.0 100.0 2,460 100.0 100.0 5,188

'Source: 1954 Census of Agriculture.

Acres per farm decreased with each change in economic class. In
the large commercial farm group the average farm in economic class I
was 1,381 acres compared to 181 acres in economic class IV. Small
commercial farms averaged only 89 and 72 acres for economic classes
V and VI, respectively. Farm size in both dollar sales and acreage
were closely related. Some farms have been able to increase dollar
sales on small land areas through an integrated system with broilers
and laying hens, and to some extent with truck crops, hogs, and cattle.
Even with some changes in systems of ownership of production items
the Southeast is still an area of family farms.

COTTON

From 1930 to 1954. the number of farmers growing cotton decreased
from 1,119,000 to 560,641. In 1930, 56 percent of all the farmers in
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the Southeast were growing cotton. By 1955, only 36 percent were
growing cotton. From 1930 to 1954, there was a reduction in total
acreage of cotton harvested from 15.9 million to 6.1 million acres.
On the average farm, the reduction in acreage harvested amounted
to 24 percent-a reduction from 14.2 to 10.8 acres. There was an in-
crease in cotton produced on the average farm from 6.1 to 7.5 bales.

Cotton acreage has declined from a high of approximately 16 million
acres in 1930 to a low of 4.2 million acres planted in 1957. Twenty-
three percent of the allotted acres went into the reserve in the South-
east in 1957 compared to 17 percent for the Nation. By States, the
signup in the Southeast varied from 12 percent of the total allotment
in Tennessee to 41 percent in Florida.

Of the 560,000 farmers producing cotton in 1954, 32 percent were
on large commercial farms, table 4. Half of all the farmers produc-
ing cotton in the Southeast were on small commercial farms. This
group accounted for only 35 percent of total production.

TABLE 4.-Percentage of farmers producing cotton, percentage of cotton acreage
harvested, and bales harvested by class, Southeast, 1954 '

Percentage Percentage Percentage
Class of all farmers of all acres of all bales

producing of cotton of cotton
cotton harvested harvested

Large commercial- 32 54 60
Small commercial- 51 39 35
Part-time and residential 17 7 5

Total -100 100 100

1 Source: 1954 census of agriculture.

Acres of cotton harvested, bales harvested, and lint yield per acre
for each class of farms are shown in table 5. In most cases, the acre-
age of cotton per farm was too small for full use of machinery for
production purposes. A still smaller number of farms produced
sufficient bales of cotton to justify the ownership of a cottonpicker
for individual farm use.

TABLE 5.-Number of farms producing cotton, average acres of cotton harvested,
bales produced, and lint yield per acre by class, Southeast, 1954 '

Average
Farms Acres of number of

Class producing cotton per bales of Lint yield
cotton farm cotton per acre

produced
per farm

Number Acres Bales Pounds

Large commercial -179,185 18.3 14.1 370
Small commercial -286. 066 8.3 5.2 301
Part-time and residential- 95, 390 4.5 2.3 245

Total or average -560, 641 10.8 7. 5 336

I Source: 1954 census of agriculture.

Within each class there was a large variation in acwes of cotton
harvested, bales harvested, and lint yield per acre. For instance,
within the large commercial farm group, economic class I averaged
145 acres of cotton harvested, 125 bales produced, and a lint yield of
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413 nouncbl per acre. Farms in economic class IV averaged only
13 acres of cotton harvested, 9.7 bales, and a lint yield of 358 pounds
per acre.

In all States of the Southeast, the small cotton acreage per farm has
tended to delay complete mechanization. Yet, southeastern farms are
becoming more mechanized, From 1945 to 1955 the number of trac-
tors on farms increased from 190,000 to 699,000. The percentage of
the cotton crop produced with tractor power increased from approxi-
mately 25 percent in 1947-48 to above 70 percent in 1954. This would
still leave the Southeast as the section of the Nation most dependent
on animal power and hand labor, but indicates it is the section which
made the greatest percentage increase in the use of tractor power dur-
ing the 7-year period. Langsford 4 estimated that 23 percent of the
total United States cotton crop was machine harvested in 1955. In
the Southeast, about 25 percent of the cotton in the Mississippi Valley
States was machine harvested, but only about 2 percent in the re-
mainder of the area. Further expansion of pickers on farms will
likely be delayed until a smaller-sized picker is made available and
until weed and grass control is further developed by chemical or
mechanical means.

TOBACCO

In 1930, 1.7 million acres of tobacco were planted, as compared
to 1.4 million in 1954. Tobacco made up 3.4 percent of all crop acres
in 1930 and 3.5 in 1954. Tobacco accounted for 19.5 percent of the
total cash farm income in the period 1935-39, 20.6 in the 1950-54
period, and 22.7 percent in 1955. Tobacco sales accounted for 57 per-
cent of all cash farm sales in North Carolina, 46 percent in Kentucky,
and 31 percent in South Carolina. In all other Southeastern States
tobacco sales accounted for less than 20 percent of all sales.

Forty-two percent of all farms of the Southeast grew tobacco in
1954. The variation in the percentage of all farms growing tobacco
by class was as follows:

Percentage of all farms in each class growving tobacco
Class:

Large commercial------------------------------------------------ 65
Small commercial ------------------------------------------------ 51
Part-time and residential------------------------------------------ 15

Average of all------------------------------------------------- 42

The large commercial farms made up 44 percent of all farms grow-
ing tobacco, table 6. This group produced 70 percent of all the tobacco
and averaged 5 acres of tobacco per farm. The fact that a fairly high
percentage of all farmers grew tobacco under Government controls has
kept the acreage so distributed that a small percentage of the farms
do not account for a high percentage of total production.

ILangsford, E. L., Mechanization in Cotton's Future. Proceedings, 10th Annual CottonMechanization Conference, Atlanta, Ga., August 1956.

97226-57-14
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TABLE 6.-Percentage of all tobacco-growing farms, acreage harvested, pounds
harvested, and average acreage per farm, by class, Southeast, 1951, '

Percentage of Percentage of Percentage of Average
all tobacco total acres of total pounds number of

Class growing farms tobacco har- of tobacco tobacco acres
in each class vested by harvested by per farm

each class each class

Percent Percent Percent Acres
Large commercial -44 68 70 5.0
Small commercial - ----------------- 43 28 26 2.1
Part-time and residential -13 4 4 .9

Total or average -------- 100 100 100 3. 0

I Source: 1954 census of agriculture.

Bishop 5 reports that a family of 2 adults and 2 children of working
age can produce about 6 acres of tobacco per year. This number of
acres would supply an income to the family comparable to what the
operator might earn in off-farm employment. Only a part of the
large commercial farms in the Southeast have an allotment of tobacco
of 6 acres or more.

SUIMMARY AND CONCLUSIONS

The Southeast with its wide range of soil and climate can grow
many crops and kinds of livestock. As the allotted acreage of cotton,
tobacco, and peanuts have become smaller, farmers have attempted to
replace this loss with other crops or with livestock or with trees.
This has led the Southeast to plant more and more feed crops and
pasture, and to use more livestock. However, the use of livestock,
with present levels of production, has not been a profitable substitute
for the high margin crops like cotton, tobacco, and peanuts on many
farms.

Large commercial farms make up 25 percent of all farms in the
Southeast. They include 51 percent of all the farmland and produce
75 percent of all the products marketed. Within this group is found
32 percent of all farmers who plant cotton; they have 54 percent of all
acres of cotton harvested, and produce 60 percent of the cotton crop.
They averaged 18.3 acres of cotton harvested per farm in 1954 and
produced an average of 370 pounds of lint per acre. Large commercial
farms also account for 44 percent of the farms growing tobacco; they
plant 68 percent of the tobacco acreage, and harvest 70 percent of the
crop. This group of farms also accounts for the production of most
of the truck crops and fruits and nuts, much of the livestock and
livestock products produced, and of woodlot sales.

Large commercial farms have made many adjustments over the
past 2 decades. In many respects, these farmers have been able to
make adjustments because they were on farms above average in size,
above average in general fertility, were generally adaptable to live-
stock, and were operated by farmers who had adequate resources for
making changes and who were above average in managerial abilities
and skills. Most of these operators were able to finance farming ad-
justments out of past savings, current incomes, or credit obtainable
through well-established credit institutions. They were able to make

5 Bishop, C. ., Henry. W. R.. and Finkner, A. L., Underplanting Tobacco Allotments,
North Carolina State College A. E. Information Series No. 42, March 1955.
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shifts and adjustments about as rapidly as was technically feasible.
Some of the farms in this group have shifted away from the

production of controlled crops. Others continue to produce cotton,
tobacco, and peanuts. Acreage control programs have tended to slow
down adjustments on some farms within this group. In the absence
of control programs many of these farms would increase their acreage
of basic cash crops.

Small commercial farms account for 37 percent of all farms; they
comprise 28 percent of the farmland, and produce 20 percent of the
marketed farm products, and average 76 acres per farm. Their cash
farm sales average about $1,400 per farm. Within this group is
.51 percent of all the farmers growing cotton. They harvest 39 percent
of the cotton acreage and 35 percent of the cotton crop. In 1954, they
harvested an average of 8.3 acres of cotton per farm with an average
lint yield of 301 pounds per acre. This group contained 43 percent
of the farms growing tobacco. They harvest 28 percent of the tobacco
acreage, and 26 percent of the total crop.

Small commercial farms have depended most on cash crops. Be-
cause of their small farm size, they have made little headway in the
production of livestock. Many of the farmers who have moved away
from the farm over the past two decades have been from this group.
Indications are that this group will continue to leave the farm if
economic conditions are such that they can find employment. Within
this group are many tenant farmers, many nonwhite farmers, and
many farmers with limited managerial ability.

Small commercial farms are faced with the need of making several
different types of adjustments. Some need to require more land,
make better use of present land, and make other adjustments that
would enable them to rise to a higher economic class. They would
benefit by farm programs that would guide them in this direction.
Some of this group are making adjustments toward leaving the farm.
They are in need of public programs that would assist them in this
transition. Still others in this group have little desire to change
and will continue to be low in farm production.

The third group of farms consists of part-time and residential
farms. This group accounts for 38 percent of all the farms in the
Southeast. It includes 21 percent of the farmland and produces 5
percent of the farm products marketed. Farms in this group average
only 56 acres of land per farm and produce about $5 worth of sales
per acre of land operated. Seventeen percent of all farms produc-
ing cotton are classed as part time and residential. This group
harvests 7 percent of the cotton acreage and 5 percent of the total
crop. They averaged about 2.3 acres of cotton per farm in 1954 with
a lint yield of 245 pounds per acre. This group also accounts for 13
percent of all farms growing tobacco. They harvest 4 percent of the
tobacco acreage and 4 percent of the total crop.

The adjustment problems faced by part time and residential farms
are often quite different from those of commercial farms. Many of
these farmers carry their present designation because of the location
of their farm near industrial areas where they have full-time or
part-time employment. Their location has given them an advantage
over more distant farmers.

Part time and residential farms add little to total agricultural out-
put at the present time. Yet they are a group who supply a great
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potential. Public programs should be encouraged that will enable
this group to improve its present status without increasing its agri-
cultural output greatly in a short period of time. This group needs
guidance in making adjustments to meet longtime production goals.

Many changes have occurred in the past 20 years in the agriculture
of the Southeast. Yet, the lag of production methods behind proved
knowledge, and failure of an overpopulated agricultural area to
utilize fully all of its available resources are difficult to explain. This
is best understood when looked at from the light of the three distinct
groups of farmers who live in the Southeast. The Southeast has
not one, but several agricultural problems. They are problems of
not only farmland but also of farm people. Consequently, not one,
but many adjustments are needed. In turn, this would imply that
there is a need for not one, but several Government policies and pro-
grams. They should be programs that provide a minimum of restric-
tions. They should provide aids in the shifts and transition from
agricultural employment to nonagricultural, and they should pro-
vide long-time goals on the needs of agricultural products and plans
for reaching these goals. There is a need for the further development
of credit facilities and of lending policies and procedures that will
permit the lender's capital to be fully utilized in financing needed
adjustments on individual farms. Repayments should be geared to
returns and provide for a transition period. Perhaps, the two major
obstacles holding back the Southeast's rate of progress in makin-
needed farm adjustments are (1) the individual farmer, his resources,
and his abilities, and (2) the current capital market. Most of the re-
sponsibility for overcoming these obstacles must be borne by the
farmer himself. This, however, does not lessen the responsibilities
that research, educational, credit, and other service institutions have
to farmers.

Most of the changes that will occur in the agricultural economy of
the Southeast in the years ahead will call for major adjustments
in farm size, organization, operation, and management. Such ad-
justments will require more capital than past or present systems of
farming. The use of mechanized farm equipment should continue
to expand. Material increases in production and income for farm
people of the Southeast depend largely upon (1) providing more
land, livestock, machinery, fertilizer, and other capital items per
worker, and (2) opportunities for nonfarm work for those who
wish to leave the farm.

If the job facing southeastern agriculture is to be done, those who
remain in farming must become larger in size, more commercial, more
highly mechanized, and more efficient. This raises important public
policy issues. One of the most important is whether our future policy
programs should be devised to make it easier for farm people to choose
between continuing in agriculture or accepting employment in other
sectors of the economy. Thus far, policies that apply to farm people
have emphasized measures that have attempted, though without much
success, to increase incomes of farmers on farms. To be effective,
policy programs must be long-run programs based on long-run objec-
tives and should encourage the transfer of land, labor, and other
resources into those areas, farm or nonfarm, where net incomes could
be maximized. To effect rational transfer of resources, information
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must be madc available to resource owners, and capital Iniust be avail-
able to finance the transfer.

Farmers of the Southeast today find themselves in different situa-
tions with respect to the kind of adjustments they can make on their
individual farms and the alternatives which are available to them.
This is due to variations in soils, topography, and climatic conditions.
In addition, potential changes are often restricted by lack of capital,
lack of nonfarm opportunities, institutional restrictions, or by mere
unwillingness of operators to make a change.

Even with present trends in farm size, in number of farms, and in
number of farm workers, a basic problem still remains in that we have
too many resources devoted to farming relative to present-day needs.
The voluntary shift of people off the farm in the Southeast has not
kept pace with rising farm productivity. The result is that we still
have too many small, poorly equipped, low-production, low-income
farms. Price increases help little on these farms when they have so
little to sell. Some of these will remain as inadequate farms for many
years because their operators are farming as a "way of life," and not
as commercial producers. Their problem is more social than
economic.

The most radical adjustment that some farmers face is to quit farm-
ing. A shift to full-time, nonf arm work often means migration from
the community, since a nonfarm job may not be available in the imme-
diate farm neighborhood. But where movements are made, most of
these people improve their incomes. At the same time, they release
land and other resources for the farmers who remain and who need
these resources to expand to more efficient size.

Our principal concern should not be how to stop the decline in num-
ber of farms, or how to slow up the increase in the size of the farms
that remain. Instead, we should be concerned with doing the best
job possible on those farms that have adequate resources to support
farm families, and in making possible a transfer of resources on those
farms that have inadequate resources to support farm families.
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ADJUSTMENTS FACED BY COMMERCIAL FARMERS IN
THE SOUTHWEST'

Tyrus R. Timm and C. A. Bonnen, Texas Agricultural and Mechanical
College System 2

THE SOUTHWEST

The States of Texas, Oklahoma, Arkansas, and Louisiana comprise
the major portion of the Southwest. Many of the same characteristics
of these States and, therefore, many similar adjustment problems are
found in Mississippi, Missouri, Kansas, Colorado, and New Mexico.

Southwestern agriculture is conditioned by a wide range of climate
and soils and by extreme weather variations from month to month
and from area to area. Humid conditions prevail in the easternmost
sections, but moving westward, they gradually give way to semiarid
and arid conditions. Within the broad expanse of humid, subhumid,
semiarid and almost arid conditions, prolonged periods of drought
occur and are to be expected, particularly toward the central and
western extremes of the region. Like the climate, land resources dif-
fer greatly from forested mountains and coastal plains, broad prairies,
alliuvial river deltas, shallow semidesert soils, and deep fertile soils
of the high plains, reflecting the effects of climate, vegetation, and
time on soil parent materials characteristic of the individual area.

Commercial agriculture 3 is dominated by these broad climatic and
soil belts, and farm enterprises vary accordingly. These physical
conditions plus economic hazards of changes in production costs and
in farm prices have combined to place commercial agriculture of the

I Since the authors are members of the staff of an educational Institution the intent has
been to indicate pertinent trends, issues, etc., bearing importantly upon alternative adjust-
ments rather than to recommend specific adjustments for southwestern agriculture.

The authors believe that policv decisions affecting agricultural adjustments should be
made by all the people, largely through their interest groups and their elected
representatives.

2 A number of persons contributed to the content of this report. For example, prior to
the preparation of the initial draft six task forces were organized among the professional
staff of the department of agricultural economics and sociology. Each task force pulled
together certain trends, Issues, and examples bearing upon a given facet of the overall
adjustment problem.

Leaders of the task forces were: Vance Edmondson, assistant professor: John H. South-
ern, agricultural economist, USDA, and attached to the department; Clarence Moore,
assistant professor- Robert L. Skrabanek, professor; Robert Cherry, extension economist;
and Fred Sargent, assistant professor. Southern assisted in preparing the final draft.

The final draft also was reviewed by Frank Hughes and Ralph Rogers, agricultural econo-
mists, USDA, attached to the department; Don Moore, assistant professor; Robert Bran-
son, associate professor ; A. C. Magee, professor; James Hildreth, associate professor; John
Kincannon, assistant professor; and W. E. Paulson, professor.

Finally, in order to gain a better area perspective of the adjustments faced by commer-
cial farmers, the authors asked the following heads of departments of agricultural eco-
nomics to review the report: H. R. Stucky, New Mexico State College; L. F. Miller, Okla-
homa State University; H. J. Meenen, University of Arkansas; and M. D. Woodin, Loui-
siana State University.

Although grateful for the valuable assistance received from their colleagues, the authors
realize that only they should be held accountable for this final report.

3 Commercial agriculture as defined In the 1957 Joint Economic Committee report is
"the 35 percent of the farm operators who produce about 85 percent of marketed farm
products." With no data available on the above basis, trends in commercial agriculture are
based on the agricultural census. Discussion of adjustments and related problems are
applicable to commercial farms as defined by the committee.
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Southwest in a relatively high risk and uncertain situation in rela-
tion to its national setting.

BASIC CONSIDERATIONS AND ADJUSTXENT TRENDS

Adjustments faced by farmers in the Southwest are conditioned by
several basic considerations. Such adjustments also are conditioned
by major trends which have been underway for some period of time.
Basic considerations

The basic considerations are these:
(1) A continuing drive by farmers for technological advances.
(2) Most all cost-reducing practices increase production per

unit.
3) The demand for farm products is relatively inelastic.

(4) An expanding general economy increases the cost of farm
operation and at the same time provides opportunities for farm
people to move from agricultural to nonagricultural occupa-
tions.

Major trends
Several significant major trends underwvay in the Southwest condi-

tion future adjustments for commercial farmers:
1. Ilncreased dependence on general economy.-Commercial agri-

culture has come to depend upon nonagricultural sources for more
than 60 percent of its supplies and services. Such agriculture is al-
most completely dependent upon the rest of the economy as a market
for its product. Mlany services and functions formerly performed
on the farm have been and are being further transferred to the off-
the-farm segment of the agricultural economy.

2. Rapid adoption of new technology.-Some of the more outstand-
ing examples of the rapid adoption of new technology include corn
and sorghum hybrids, high analysis fertilizers, vitamins and anti-
biotics in livestock and poultry feeding, supplemental irrigation,
early insect control on cotton, complete mechanization of forage pro-
duction and harvesting and mechanization and bulk handling of
milk. New levels of managerial skills have combined to bring new
practices and techniques which are recommended for greater efficiency
and which at the same time bring about greater production.

3. Larger and fewer farms.-This trend has been underway for a
number of years and total farms have decreased significantly in num-
ber ranging up to one-third or more since 1940, in Texas. For the
region, the decrease was 31 percent. The number of commercial
farms in the region dropped by nearly 20 percent in the period from
1950 to 1954. With one exception, every income grouping of com-
mercial farming units registered losses in number during this period.

A slight increase occurred in the number of the largest operations,
those with sales exceeding $25,000.

Coupled with this trend toward fewer commercial farms is the
correlative trend to larger farms. For example, the increase in the
average size of Texas farms was from 320 to 498 acres from 1940 to
1954 and in Arkansas from 83 to 124 acres. The average size of com-
merical farms in these States increased by 140 and 63 acres, respec-
tively, between 1949 and 1954. In the other States the increase in
farm size has been in about the same proportion.
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4. Larger capital ieqtbireents.-Capital requirements for both
land and operations have increased greatly since 1950. Rising land
prices plus the increase in the size of the commercial farm unit have
raised such requirements for land by as much as 40 percent since that
year. Nonreal estate, or operating capital requirements for farm-
ing, reflecting the tremendous growth in technology, have about
doubled during this period.

5. Changes in types of farnming.-Generally, changes in types of
farming in the Southwest have been gradual over the past two dec-
ades. In terms of land use, the tendency has been away from cotton
and wheat, toward grain sorghum and specialty crops, and to special-
ization in livestock combinations including dairying, and poultry and
egg production. Cotton has shifted from such areas as the hilly up-
lands of all States to the coast prairies, and the high plains in both
irrigated and dryland production. Cotton continues to hold its posi-
tion in delta and bottomland agriculture. Some areas, such as the
forested coastal plain of east Texas and south Arkansas, have be-
come major producers of livestock.

Dairy and poultry production reflect some of the more drastic
changes. In dairying the trend has been away from a small supple-
mental type enterprise featuring butterfat production to a large scale,
highly specialized enterprise featuring gfrrade A milk production.
Since 1940 the amount of milk sold in Texas increased 38 percent
while butterfat sales decreased 93 percent. Changes in the poultry
enterprise have been even more drastic. The trend has been in the
direction of specialized egg and broiler production, with broiler pro-
duction in Texas and Arkansas increasing from about 15 million in
1940 to about 200 million in 1957.

Irrigation and supplementary irrigation have continued to ex-
pand under prolonged drought conditions. The effects of irrigation,
in the main, have been to intensify existing row-crop enterprises.
Irrigation and other technological practices have helped to maintain
crop production despite sharply reduced acreage allotments. In most
areas in which water supplies are limited, cotton has been favored in
the use of the water.

Considerable vegetable production has been introduced into the
high plains of Texas where lettuce, onions, carrots, and Irish potatoes
are now grown under irrigation.

Soybeans as a cash crop have increased significantly in delta areas
of Arkansas and Louisiana. This crop occupies a large proportion of
the land formerly in cotton. Rice acreage expanded significantly in
the States growing that crop.

An increasing number of commercial farmers are realizing income
through recreational use of certain facilities on their farms. So far,
most of the realized income has been from the leasing of hunting rights.
Thousands of farmers have developed water-storage structures, but
only a few have realized income from the recreational aspects of these
facilities.

Some adjustment in commercial timbered areas toward a multiple
land use system has occurred. Timber production and livestock graz-
ing are being combined successfully by some commercial farmers who
have adequate acreages of land adapted to timber. However, this
adjustment has not moved rapidly.
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6. Tenure tredls.-The tenure pattern of commercial agriculture
has changed decidedly since 1940. Owner-operators and part-owner-
operators have strengthened their position while many tenant farmers
either have left the farm or have changed tiheir status to owners or part
owners. In the Soutlhwest, many types of commercial agriculture
formerly were operated by tenants. Nearly all farming areas, particu-
larly cotton-growling areas, had a pattern of such tenure as late as
1940. However, tenancy is no longer dominant, having been reduced
to 20 to 25 percent of all operators in the region. Except in the Missis-
sippi River Delta, sharecropping has been nearly eliminated.

The family type commercial farm, considering such a farm as
dynamic, has not been replaced to any appreciable extent in recent
trends. On the other hand, many of the technological advances as well
as the acquirement of managerial skills have strengthened and pro-
tected the family type of operation. This is an adjustment toward
more efficient operation for those who have remained in agriculture.

Some types of commercial family units have been integrated with
farm Supply or marketing firms. This is particularly true among the
broiler-producing units and to a lesser degree among vegetable farms.
There also is indication that some cotton gins, in order to assure a good
volume of business, have integrated certain production and labor-
management services into their operations. Indications are that such
integration will continue.

Corporation farming, other than that of the land and cattle com-
panies, has never been a feature of southwestern agriculture, and
trends do not indicate a change. Farms larger than the family type are
found primarily in extensive holdings of the land and cattle company
type. These are historical in origin and are not increasing in number
or extent at present. The old plantation holdings, also larger than
family type farms, remain but many are now operated with wage
laborers rather than with croppers, as formerly. There is some in-
crease in absenteeism, defining this term as the operator and family liv-
ing away from the land. However, in most instances these families
live in the nearest town or city and perform the usual managerial func-
tion from that point. Because of capital requirements and the nature
of the enterprise, large corporate holdings appear to be on the increase
in the commercial forested area. Commercial farmer forest units have
been slow in developing in this region.

Land market research since World War II indicates considerable
purchase of farm and ranch land by nonfarmers. However, acreage
of land owned by farm operators has increased steadily in nearly all
areas.

ALTERNATIVE ADJUSTMENTS FACED BY COMMERCIAL FARMERS

Adjustments being made by commercial farmers in the Southwest
revolve primarily around two of the basic considerations mentioned
earlier in this report: (1) the continuing adoption of technological
practices for greater efficiency; and (2) an expanding general economy
providing alternative employment opportunity on a full- or part-time
basis.
Adjustments within agriculture

Within agriculture. the major adjustment alternatives point in one
direction only, toward increasing efficiency by the individual commer-
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cial farmer. These farmers necessarily ignore the implications of
greater total production resulting from increased efficiency and the
effect on prices of an inelastic demand for their products.

Within agriculture the following are the principal adjustments:
(1) Increasing farn 'resources.-An apparent overall adjustment

is an increase in resources by a large proportion of commercial farm-
ers. The need for this adjustment overshadows any problem that may
arise from larger-than-family units, or from the factories in the field
type of production. There are far too many inadequate (too small)
sized commercial farms as judged from an efficiency of resource use
standpoint or from that of income and level-of-living adequacy. Pro-
duction costs are high on these small commercial farms, and narrow
cost-price margins result in inadequate income to the farm family.
With developing technology, such cost-price margins tend to narrow,
resulting in less income if resources are not adjusted to provide a
greater volume of output per farm.

In the Southwest, many operators are faced with the necessity of
increasing their land base to obtain adequate resources, while others
can add to their resources primarily through the addition of capital.
In the latter case, the level of management becomes a crucial factor.
The usual situation with most commercial farmers is a need to increase
resources through both capital and land additions. Because of cli-
matic and weather characteristics, expansion in farm resources in a
large part of the Southwest means primarily an expansion in land
acreage.

(2) Changes in types of farning.-The trend toward greater de-
pendence on livestock systems will continue, but it needs accelerating.
With continued growth in population, some further expansion will be
needed in the future for specified types of production, such as broilers
and eggs, dairying, some fruits and vegetables, timber, and livestock
feeding. Commercial farmers currently producing such commodities
can, in many instances, better their income situation by internal
changes and capital additions. Dependence on some of the cash crops,
cotton, for example, may be lessened in the relatively inefficient produc-
tion areas if livestock-forage systems can be substituted successfully.
Certain important production areas have no alternatives for a change
in type of farming. Here, adjustment opportunities will be limited
to increasing acreage and to reorganizing for greater efficiency.

Recreational use of certain facilities and resources are possible on
many farms and ranches. Some operators are taking advantage of
this income source. For example, extensive areas are leased for deer
hunting, fishing, and duck hunting. Income from deer leases ranges
from $1 to $1.50 per acre over thousands of square miles. Range man-
agement programs need to be adjusted to treat this resource as part of
the range operations rather than as a byproduct. Large water storage
structures on some farms and ranches offer opportunities for additional
income from fishing, boating, and camping privileges. Population
growth and shorter working time are bringing increased opportunity
for recreational use of land. There is a need to recognize and acceler-
ate this use.

Production of timber is a broad adjustment toward better utilization
of land in the commercial forested areas. At present a number of
commercial farmers are successfully combining livestock and timber
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production. The expansion of timber-using industries in the region,
particularly pulp industries, offers an opportunity for many additional
commercial farmers of this type.

(3) Technological practices.-Revolutionary changes have occurred
within some enterprises, for example, in broiler and egg production.
Practices now used by the more efficient farmers need to be adopted
more widely. The use of fertilizers, insecticides, pesticides, improved
varieties and other practices need to be combined into systems of
farming so that maximum benefits can be obtained. The development
of practices to permit a more complete mechanization of cotton pro-
duction is one of the most pressing needs in Southwest agriculture.

Technological practices in irrigation are complex in both economic
and physical terms. One of the crucial adjustments among commer-
cial farmers in certain irrigated areas is to make due allowance for
a gradually decreasing water supply. Problems faced by such
farmers will be critical and guiding policies and research will be
greatly needed.

(4) Integration and contractual arrangements.-Another adjust-
ment likely to take place within agriculture is for commercial operators
to further integrate their production with farm supply and marketing
firms. The decision-making process in farming is characterized by
increasing complexity, and many functions and part of the risks may
be shifted to off-farm institutions. In certain kinds of production,
broilers for example, much of the technical management, financing
and marketing of the enterprise have been shifted from the farmer
to suppliers and processors.

Some operators, particularly vegetable producers, have the oppor-
tunity of shifting part of their production risks by contractual ar-
rangements with jobbers or marketing firms. Additional capital also
may be obtained from these firms. gany commercial farmers pro-
ducing vegetables, cantaloups, melons, etc., may not possess the man-
agerial skills necessary to market such products successfully. A
merchandising system geared to supermarkets makes it difficult to
deal with small lots, individual producers for a continuity of product.

Another enterprise where technical guidance and contractual ar-
rangements between producers and marketing advising firms appears
feasible is in timber production. Here the lack of managerial skills
and knowledge on the part of farm forestry operators may well be
overcome by some integration or long-term contractual arrangements
with forestry using industries. Failure in this approach may mean
the ultimate holding of the most desirable timberlands by the large
corporate type of owner.

Marketing agreements, except for whole milk, have not been used
by farmers in the Southwest. Such agreements may be feasible for
other products, and commercial farmers through group action can
make them.

The use of custom operations has expanded some during the past
10 years. Commercial farmers can reduce the heavy outlays for some
equipment by having more of their operations done on a custom basis.
Efficiency achieved in this manner is as important as that reached
through adding resources, and this adjustment route may become
desirable for more operators.
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Adjustment to nonagricultural opportunity
A most important adjustment in the Southwest during the past two

decades has been the movement of thousands of commercial farmers
to off-farm employment. In large areas, up to two-thirds of the farm
population have left agriculture or have accepted nonagricultural
employment and continue to live in rural areas. This remains as one
of the most promising adjustment alternatives for many commercial
farmers who cannot obtain adequate farm resources.

In the drive for technological progress many farmers will, for one
reason or another, fail to keep pace with the methods, managerial skills
and resource combinations necessary for continuing success. In the
recombination of resources required for adequate production units,
the need for a smaller number of commercial farms also will continue.
Thus, many commercial farmers will seek and may find a better
opportunity in nonfarm employment.

To permit a continuing movement of farmers from the farm to non-
agricultural occupations requires that overall business activity be
maintained at a high level. Essentially, this means employment op-
portunities in activities with products for which there is a demand
more elastic than that of agricultural products.

A promising alternative is the combining of part-time commercial
farming with of-farm employment. Some development of this nature
has occurred since 1945. As industrialization progresses in the South-
west, this type of adjustment may become increasingly important.
Highly efficient operations of a commercial nature, though not large-
scale, may not be pursued by many farm operators who have the
opportunity for off-farm employment. In some areas family members
accept off-farm employment, and needed capital for farm adjustments
is being obtained in this manner.

PROBLEMS OF ADJUSTMENT

The problems to be solved in making necessary adjustments on com-
mercial farms and ranches revolve around the trends and specific
adjustments previously outlined. These major adjustments are re-
ferred to as ' within agriculture" and as "nonagricultural."

(1) Increasing size of buosiness.-As indicated above the major ad-
justment needed in agriculture is a substantial increase in the size of
business, or, in other words. to arrive at a better balance between the
human and physical resources devoted to the production of agri-
cultural products. To enlarge the farm business, one must purchase
or rent more land or increase his use of capital by adding livestock,
power, equipment, buildings, etc. In many cases both land and capital
must be added. In any event, a number of additional problems
emerge. The ownership pattern developed under systems of small-
scale operation necessitates the purchase or lease of a number of small
tracts to permit the development of an efficient operating unit. In
many cases contiguous tracts cannot be purchased or leased. This
problem of ownership patterns is common in the lower Rio Grande
Valley of Texas, in parts of the Coast Prairie, throughout the Forested
Coastal Plain of all States and in most farming areas where small-
scale types of farming have prevailed. One operator in the lower
Rio Grande Valley leased land from 26 different owners.
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In adding land by purchase, the farmer is confronted wiffh rising
land prices and interest rates. Land prices have risen about 40 per-
cent since 1950. He must compete not only with neighboring farmers
who are trying to expand but also with the land-hungry individuals
from the high income groups in the professions and business, who
may want land for mineral speculation, residence or for many other
reasons. If he is in an area where mineral rights are involved the
land may be priced far above its value for agricultural purposes. In
most cases he will not have accumulated much of the necessary capital
for the purchase of the land since he has been operating an inefficient-
sized unit on which capital may be accumulated only at the expense
of living levels.

Leasing may be the most practical way of obtaining control of addi-
tional land. However, the degree of control may be affected adversely
by traditional leasing arrangements including the uncertainty of
tenure. Thus, some desirable adjustments in the type of farming
may not be possible. This is the case in areas like the blacklana
prairie of Texas in which the one-third and one-fourth cropshare
lease still prevails despite a drastic reduction in cash crop production.
Another area in which the tenure pattern poses an adjustment problem
is the coast prairie where much of the land resources are devoted to
rice and cattle production. The landowner usually leases riceland
to the grower for cash or a share of the crop and retains the grazing
rights for himself. A system of pasture improvement which increases
rice yields has long been recommended for the area. However, the
divided control of the land and difference in interest in the products
prevent adjustments which should prove mutually beneficial.

The addition of other forms of capital needed for some adjustments
may be even more difficult and costly than adding land since leasing
in most cases is not feasible. For example, an additional investment of
about $20,000 is required in changing from a cash-crop system to a
36-cow dairy operation on a 180-acre blackland prairie farm. Adjust-
ing to beef production would require a much smaller investment in
buildings and equipment. However, only the larger farms can de-
velop an efficient beef-cattle enterprise without going into the land
market. The adjustment on some farms may be simplified and made
more feasible through the annual purchase of steers instead of main-
taining a breeding herd.

When custom operation is resorted to in order to keep down invest-
ment in farm equipment, the farmer surrenders some degree of control
over his farm operations. He may not be able to obtain the services
of a custom combine operator or an insect-control service at the
optimum time. As a result, he may suffer a loss in yield or in the
quality of the product.

By resorting to vertical integration some farmers avoid investing
additional capital and shift certain management decisions and market
risks to others. At the same time they give up independence of action
and in the long run may find themselves working for wages without
opportunity for profit.

(2) Obtaining water for irrigation.-Since much of the South-
west is subject to light, variable rainfall and. frequent drought, a
major adjustment since World War II has been the widespread de-
velopment of supplemental irrigation. The problems related to this
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adjustment differ with location, source of water, and present stage of
development. On the high plains and in the trans-Pecos area, where
water supplies are obtained mainly from underground sources, there
are few, if any known supplies, either ground or surface, available for
further development. Declining water levels and quality of water
in some instances indicate that the water resources from underground
sources may be overutilized. The situation is much the same in the
ricegrowi ng areas of eastern Arkansas. Costs of irrigation on the
high plains of Texas have more than doubled over the 6-year period
1949-54. Because of receding water levels and declining well yields,
the lowering of pumps and the drilling of additional wells have be-
come necessary to provide adequate irrigation water. Since the rate
of recharge of these ground waters is far less than the current rate
of use, it seems likely that a number of the irrigated farms of the
area eventually may be confronted with a difficult retreat to dryland
operation.

Au area extending through central Texas and Oklahoma is naturally
short of watter suitable for irrigation. Consequently, there has been
little irrigation development in this area. The few geological forma-
tions capable of holding water are thin and limited in extent. Al-
though there is no particular shortage of reservoir sites in this area,
the infrequent occurrence of stream flow and high rates of evapora-
tion materially reduce the effectiveness of surface water developments.

In the more humid eastern half of the Southwest, where the de-
mand for water has increased greatly in recent years, reliance is being
placed more and more on surface water. While plenty of water is
available for future development, the problem is complicated by a
scarcity of suitable reservoir sites, confused water right situations,
unresolved upstream-downstream controversies, inability to finance
construction, and conflicts between increasing urban-industrial de-
mands and agricultural use.

(3) Obtaining credit.-Most commercial farmers can finance or ar-
range for credit for the minor adjustments they make from year to
year, such as changing varieties or fertilizer practices. Successful
farmers have little difficulty in financing major adjustments such as
installing irrigation systems or livestock-enterprises. However, few
farmers are able to finance these major adjustments without resorting
to credit. Most credit institutions would rather not make loans for
much more than 1 or 2 years for adjustments other than the purchase
of land. There appears to be a need for amortized loans geared to
the useful life of the added capital and to the additional earnings
that may be expected. For example, a period of about 6 years is
needed to repay, from increased earnings, the added capital required
to shift from cash-crop farming to a 36-cow dairy operation on a 180-
acre blackland farm. Similarly, a period of 4 to 6 years is needed to
repay the added investment required to fit a steer-feeding enterprise
into a blackland farming system.

(4) Lack of profitable alternatives.-Agricultural adjustments in
the Southwest are hindered by a lack of profitable alternatives,
especially in subhumid portions of the region. On land resources
physically limited to grazing, changes in size and in the combination
and quality of the livestock are generally the only adjustment oppor-
tunities. In subhunid cropping areas, the few crops adapted may
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not be compatible. Such is the case with wheat and grain sorghuilml
oln nonirrigated farms on the high plains of Texas and Oklahoma.
In such areas, land palanted to sorghums cannot be returned to wheat
successfully the following year. Sorghum land must be planted to
spring oats or barley or fallowed the following year. As a conse-
quence, wheat follows wheat and sorghum follows sorghum. Alterna-
tives are mole nlllllerous in the humid sections, but a large increase
in the size of most farms is necessary if efficient operation is to be
developed.

(5) Lack of manaqerial skills.-One of the main obstacles to ad-
justment is the lack of managerial skills essential to success witlh new
enterprises and expanded operations. Farmers of the Southwest have
been consistently cash-crop producers. Their chief interest usually
has been in some one crop such as cotton, rice, or wheat from which
they obtained the greater part of 'their income. This concentration
oln cash-crop production and lack of experience in other enterprises
have produced a generation of farmers many of whom are not inclined
to adopt the complex of practices essential to success withl livestock
enterprises.

(6) Age of farni, operators.-Another obstacle to adjustment is
the advanced age of so many farm operators. About 40 percent of the
commercial farimers are more than 60 years old, an age at which there
is little incentive to develop a profitable system of growing pine trees
or an efficient beef or dairy enterprise.

(7) Confliet between individual adjustments and overall adjustment
objectives.-One of the most important problems to be resolved is the
conflict between the necessity for the individual operator to drive
for efficiency through greater total production and the need to shift
resources out of farming to reduce total production. The substitution
of capital for decreasing manpower in farming will continue to
aggravate the problem. Somehow, more land resources must be
shifted into extensive uses, such as timber and grazing.

(8) Adjustnwent to nonfarm employment.-Although 40 to 50 per-
cent of the farm population has migrated during the past 15 years to
nonagricultural occupations, little is known about the attendant prob-
lems of this migration. Opportunities to achieve higher incomes and
to attain higher levels of living have been better outside of farming.
Nearly all adjustments on commercial farms point to a continuing
need for such off-farm employment.

Providing off-farm employment opportunities requires an expand-
ing general economy, a requirement beyond the control of the agricul-
tural industry. A much needed feature of an expanding economy is
an information program relative to available farm and nonfarm op-
portunities. Educational agencies should adjust their prgorams to
meet this need.

Another problem raised by the movement into nonfarm occupations
is that brought about by selective migration in which the aged and
those less well prepared for making adjustments tend to remain on the
land. The younger persons of the more productive age groups are
being drawn from the farms. Thus, only slow improvement in
resource use can be expected in areas of heaviest outmigration.
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RESEARCH AND EDUCATION

To achieve these adjustments and solve related problems a number
of questions require answers. In many instances, research and educa-
tion are not adequate to guide commercial farmers toward the adjust-
ments apparently needed. Problems raised call for intensification of
research to be followed by educational information. The stream of
technological research and information for commercial farmers must
be maintained. To meet needed adjustments such technological re-
search might place more emphasis on those enterprises of an extensive
nature, such as range livestock and range management, timber man-
agement, and the establishment of grass and forage production. At
the same time increased effort is nesessary to answer certain other
questions. Such questions include:

(1) What are the costs and time period involved in farm
adjustments?

(2) How is capital to be acquired for needed adjustments?
And what modifications in credit practices are necessary to meet
problems of finance?

(3) What are the minimum resource needs of commercial farm-
ers under various types of production and how do young men
enter farming on a satisfactory basis?

(4) How can land resources be recombined into larger units in
areas of heavy outmigration of population?

(5) What is involved in the process of shifting from farm to
nonfarm employment (part time or full time) ? How mav this
trend be accelerated and what are the important human problems
in such shifts?

(6) How may the effective demand for total agricultural out-
put and the demand for specific farm commodities be appraised
more accurately as a guide to needed adjustment?

(7) *What is the effect of annual public programs and allot-
ment patterns on southwestern agriculture?

Finally, if some of the human resources in agriculture are to find
profitable nonagricultural employment, and if total farm resources
are to be adjusted to needs, there is a problem of an educational pro-
gram which will (1) make the farm population aware of the oppor-
tunities outside farming, (2) prepare them to make the shift to the
advantage of themselves and of the Nation, and (3) to make the gen-
eral public aware of the necessity for the individual operator (if he is
to survive) to strive for greater production when the overall need
is to adjust aggregate output to market demand.
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ADJUSTMENT PROBLEMS FACED BY CONMMERCIALW THEAT FARMERS IN THE GREAT PLAINS
George Montgomnery, Kansas State College

The Great Plains States of Montana, North and South Dakota,Nebraska, Kansas, and Oklahoma have about one third of the crop-land of the United States. In this area are two major -wheat-produc-ing regions, the hard-winter-wvlheat area centering in Kansas, Okla-homa, and Colorado, with substantial acreages in Nebraska and Texas,and the springY-wheat area with the largest acreages in Montana andDakota. In the region are about three-quarter million farms, a sub-stantial portion of which produce wheat.The region is characterized by extensive reaches of unbroken topog-raphy well adapted to mechanized farming. Rainfall is the limitingfactor in Crop pl)oductioll. Not only is the rainfall limited, but it isalso highly variable, both -within seasons and from year to year.Wheat is the mnajor cultivated crop of the area. Wheat lends itselfto mechanized farming on an extensive scale. Wheat call utilizeeffectively moisture stored in the soil, so that a system of summer fal-lowing may be used to accumulate the moisture of 2 or 3 years for thebenefit of a sinll-e crop.
11Vheat is the chief source of cash farm income in much of the region.In Montana and North Dakota, wheat provides nearly one-half of thecash receipts fromt marketings. 17heat provides about one-third ofthe cash receipts in Kansas, on the average about one-fourth in Okla-hoina, and about one-seventh in Nebraska.The variation in weatler along with hazards of insects and rustresult in rvide fluctuations in yields. For example, counties in westernKansas, wvlhere crop failures prevailed in 1934, 1935, and 1936, hadaverage yields above 20 bushels in 1947 and 1948 when wheat sold for$3 per bushel. Farmers who survived the crop failures and adversi-ties of 40-cent wheat in the 1930's had an opportunity for unexpectedor fortuitous income when high yields were accompanied by highprices in the early postwar period. This situation, along with theabsence of close alternative crops, complicates the problem of adjust-ment tlld efficienit use of resources.

B.%sic TRENDS OF T] IE- WHEAT INDUSTRY
Clian-ge has characterized wheat farminng in the Great Plains.AMechanization, new varieties, and im proved tillage practices havebeen adopted rapidly. Now, economic forces confrontimig wheatfarmers require changes differing from those they were accustomed tomaking in the past. During the development and expansion of wheatproduction in the Great Plains, the goals of individual farmers andthe goals of societv were not in conflict. Farmers who increased theirefliciency and t helr output were rewvarded, since a growing domestic97221;-.5T--]., 
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population and opportunity for exports provided markets at accept-
able prices for the increased production. In recent decades farmers
have been uncertain or confused about the goals of society and the
income opportunities of the economy in which they live. The indi-

vidual wheat farmer assumes lie will be rewarded for increased effi-
ciency and increased output. However, prior to price supports he
knew,, that a large crop might bring a smaller income than a small

crop. And at times, farmers found that the economy urgently needed
more wheat and was willing to pay $3 per bushel for it; but at other
times, markets were available for their product only at prices below
cost of production.

Farmers' attention has been focused on the wide fluctuations of in-

come rather than the basic trends which are occurring. Two basic
trends dominate the wheat industry of the United States: the decline
in per capita consumption, and increase in the efficiency of wheat pro-
duction. T'lhese two forces dominate the demand for and the supply of
wheat as the Eiffel Tower and the Empire State dominate the skylines
of Paris and Manhattan Island, but farmers are reluctant to accept
what this means to their farm operations. Per capita consumption of
wheat for human food in the United States has declined continuously,
through not at a uniform rate, for 50 years. This decrease has con-
tinued both in periods of prosperity and depression. The per capita
requirements currently are only slightly more than half those of the

base period used for calculating parity. In recent years increase in
total population has offset the per capita intake so that total domestic
consumption of wheat for food has reumained remarkably stable.

Concurrent with the decline in per capita consumuption have occuired
striking increases in efficiency in the production of wheat. The man-
hours required to produce 100 bushels of wheat are only one-third
those of a generation ago. The decrease in the inputs of labor is
the result of numerous technological changes, such as introduction
of high-yielding varieties, improved tillage practices, smnmer fallow,
insect and disease control; but most important is the substitution of
capital (machinery) for labor.

There are few, if any, indications that the direction of either of

these trends will be reversed during the next fewv years. The trend
of per capita consumption may level off, but it is improbable that it
will turn upward. The changing age composition of the population
and the mature dietary habits of those who are now children could
alter the per capita consumption during the next decade, but such
change would be minor. A leveling off of the per capita rate of con-
sumption with a growing population would result in increases in the
total consumption of wheat above the recent average of 480 million
bushels annually. Likewise, technological improvements may occur
less rapidly, but there are no indications that the labor inputs in wheat
production will become less efficient. For example, the rate at which
improved and larger miachines are purchased may slow down at given
periods, but wheat producers generally will not use smaller or less
efficient machines.

DIFF[c]ULTIES OF ADJUSTMENT

Even tholig these basic trends have been occurring during a long
period of years, the wheat industry has not adjusted effectively to
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theiii. lhpression, war, crop failures, and bountiful harvests haveobscured the real significance. Furthermore, farmers in making man-agerial decisions realize that the adjustienis appropriate to thesetrends are in conflict. The decline in per capita conlsumption requiresreduction of total output. Mechanization and other technologicaladvances have made the optimum sized farm substantially larger, sothat individual farmers are under pressure to expand output.The small yields of the drought of the 1930's and the increased utili-zation of wheat during the 1940's prevented normal or gradual ad-justment to the underlying forces in the wheat industry. The urgentneed for food and a guaranteed price for wheat for 3 years after 1917increased the acreage and capital investment in wheat production sopermanently that the quantity of physical resources (Iand and ma-chinery) applied to wheat production in the Great Plains was notaltered substantially by the prolonged drought and the low prices ofthe depression of the 1930's. Likewise, the absorption for a time ofthe greatly increased production in the 1940's led farmers to believethe normal outlets were larger than actually existed. Prior to 1943,the United States had produced only one wheat crop in excess of abillion buslhels. The crops since 1943 have averaged more than abillion bushels. During part of the period since 1943, postwar de-mands provided an outlet at prices from $2.50 to $3 per bushel, andthe loan program provided a price floor at 75 to 90 percent of parity.Farmers' attention has been focused oln these more evident but notrecurrent influences, rather than on the continuing underlying trends.Now, wheat farmers in the Great Plains are confronted with threeelements of adjustment: (a) an accumulation of adjustments whichshould have been occurring over a period of years; (6) reduction ofoutput to offset the war and postwar expansion; and (c) adjustmentto the continuing technological improvements in wheat production.

CHANGES REQUIRED

Two types of changes are required in the wheat industry of theUnited States:
(1) Change in scale of operations and organization of individ-ual wheat farms for efficient production with existing technology.(2) Adjustment of the quantity of resources (land, machinery,and'labor) applied to production of wheat for human food to thatquantity appropriate for domestic consumption plus normalexports.

Changes on individuaZ farms
Substantial adjustments of individual farms are already in prog-ress. The adjustments are toward larger, but fewer, farm units, withlarger investment in machinery and equipment and with smalleramounts of labor per farm and also per unit of output.
In 4 States of the northern Great Plains-Kansas, Nebraska, Northand South Dakota-the number of farms decreased from 476,114 in1935 to 34.5,476 in 1954, a decrease of 27.4 percent. The total land infarms in these 4 States increased from 170.8 million acres in 1935 to184.3 million in 19.54.1 The average size of farm increased from 358.8

l Farm Costs and Returns, 195,6, USDA Agricultural Information Bulletin No. 176, June19a7.
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acres to 533.6 acres, an increase of 174.8 acres per farm, or 49 percent.

Similar but larger changes occurred in the southern Great Plains.
In Texas and Oklahoma, the number of farms decreased 42.4 percent
from 1935 to 1954, and the size increased from 242 acres to 440.5
acres, an increase of 81.9 percent. From 1945 to 1954, the number of

farms decreased by 25 percent, and the size increased by more than
one-third.

In 1935, 16.7 percent of the farms in these 4 States were farms of

500 acres or more. In 1954, 28.5 percent of the farms were 500 acres

or more. In 1935, 51.5 percent of the land was in farms of 500 acres
or more. In 1954, 69.3 percent of the land was in farms of this group.

In Kansas, 22.9 percent of the farms in 1954 were 500 acres or
larger, compared with 11.3 percent in 1935. In 1954, 62 percent of

the farmland in Kansas was in farms of 500 acres or more, compared
to 42.3 percent in 1935. In North and South Dakota, approximately
77 percent of the farmland was in units of 500 acres or more in 1954;
40 percent of the land in North Dakota was in farms of 1,000 acres
or more in 1954, and in South Dakota 58 percent of the farmland
was in units of 1,000 acres or more.

Another continuing change in wheat production is the substitution
of capital for labor. On witer wheat farms in the southern Great
Plains, the investment per worker in 1956 was twice the investment
in 1940 (adjusted for change in price level). The investment in 1956
at current dollars was $54,000 per worker. This relationship is also
shown by the ratio of labor costs to machinery costs. On winter
wheat farms in the southern Great Plains, labor costs in 1937-41 were
$1.30 for each dollar of machinery costs. In 1956, labor costs were
$0.73 for each dollar of machinery costs.

On wheat, small-grain, livestock farms of the northern Great Plains,
machinery constituted 25 percent of the total inputs in 1937-41 as
compared to 38 percent in 1956. On winter wheat farms in the south-
ern Great Plains, the inputs attributed to machinery increased from
24 percent in 1937-41 to 30 percent in 1956.

In the northern Great Plains, family labor made up 35 percent of
the inputs in 1937-41 compared to 25 percent in 1956. On winter
wheat farms in the southern Great Plains, the input of family labor

decreased from 22 percent of the total inputs in 1937-41 to 19 percent
of the total in 1956.

The input of hired labor has decreased even more than family labor.
In the northern Great Plains, hired labor made up 15 percent of the
total inputs in 1937-41 compared to 5 percent in 1956. On winter-
wheat farms in the southern Great Plains, hired labor declined from

9 percent of the total inputs in 1937-41 to 3 percent in 1956. This
-would indicate that wheat farms in both the northern and southern
portions of the Great Plains are becoming more fully family-operated.

The price and income policies established for tihe wheat industry
have complicated adjustment of wheat farms to the technological im-
provements which are occurring. Support prices are related to the
purchasing power of wheat, a relationship which prevailed 45 years
ago. During the intervening period, the cost of producing wheat,
especially the labor cost during the last two decades, has been reduced
significantly. When wheat loans, which provide assurance of prices
at 90 or 75 percent of parity, are available, farmers in many areas
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realize lihat net income can be increased substantially by planting
more acres. Since the 1954 season, farmers have been confronted
with the choice of complying with an allotmnent which provided an
assured price, and the privilege of increasing plantings to achieve
minimum acre cost without price assurance. Influenced by tradition
of efficiency and maximum output per man and per farm, and recall-
ing the financial rewards of maximum acreage in years such as 1947
and 1948, wheat farmers of the Great Plains are unhappy with the
necessity of choosing between these two major alternatives. Cur-
rently there are numerous indications that more farmers will choose
to operate at optimum or at least larger output and assume the risk
of a lower price. The apparent plantings of winter wheat for the
1958 harvest in excess of the allotment in many areas is one indication.
The continued upward trend of land prices in specialized wheat
regions in spite of prospects for lower income from wheat is another.
Continued.e purchases of new and improved machinery for wheat pro-
duction indicates that farmers generally do not expect to operate on
a less extensive scale.

Specialized wheat farming in the Great Plains produces a large
amount of product per unit of labor input. However, on those farms
on which wheat is the only or dominant enterprise, labor is required
during limited portions of the year. As adjustment to longtime
trends occur, farmers probably will find it desirable or essential to
have productive employment for a larger portion of the labor time
available annually. On many farms in the Great Plains this is or
can be achieved by addition of a cattle or other livestock enterprise.
In a few areas. such as the Wichita area of central Kansas, fuller
utilization of labor is achieved by off-farm employment in industry.
In other instances, fuller utilization of the operator's labor is achieved
by the farm operator's conducting a business or accepting employ-
ment in a business or service enterprise at substantial distances from
the location of the wheat-farming operation. This results in a sub-
stantial number of wheat-farming operations being located at some
distance from the residence of the operator. Unless the addition of
a livestock enterprise becomes more attractive relative to wheat farm-
ing as a single enterprise, it is probable that a larger part of the wheat
crop in the Great Plains will be produced by operators who do not
live on the farms they operate. Many wheat producers may live at
the county seat town or even at greater distances from the land being
cultivated.

Another characteristic of wheat farming is the large degree of
custom work. Combining and trucking of the grain to the elevator
are the operations which lend themselves most readily to custom
operation. However, absentee landlords in most areas can readily
hire neighbors or other local persons to perform all tillage or seeding
operations including summer fallowing. If the current program of
allotments and support prices were modified or removed so that com-
petitive forces operated in a normal manner, the system of absentee
operation would present rigorous competition for the family farms
where the family lives on the farm and wheat is the sole or main source
of income.

The absentee operator, in addition to hiring operations at near
actual variable costs, usually has a business or other employment
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which provides assurance of sufficient income for family-living ex-

penditures. USES OF RESOURCES

The outlook for total consumption of wheat for human food in the
United States and recent trends in acre yields and labor productivity
in wheat production require that the quantities of land and labor
devoted to producing wheat for human food be substantially smaller
than in the past. There are numerous indications that the resources
in the Great Plains to be withdrawn from production of wheat for
human food will not remain idle. Some of the land in the areas of
least rainfall and some of the areas brought into wheat production in
the postwar period may be withdrawn permanently from cultivation.
It will be difficult, however, to withdraw from use permanently a
substantial portion of the cultivated land of existing wheat farms.
This raises the basic and difficult problem of the use to be made of the
resources (land, machinery, managerial ability) on existing wheat
farms that will not be needed in the future for production of wheat
for human food. For many sections of the Great Plains, especially
for areas such as central and western Kansas, the addition of a live-
stock enterprise, especially a grain-consuming livestock enterprise,
provides the best alternative use. The production of grain, either
wheat or grain sorghums, to support a livestock enterprise provides
opportunity for using the land, the machinery, and managerial ex-
perience in essentially the same manner as in the production of wheat
for human food. The addition of a livestock enterprise would pro-
vide for year-round employment of the farm family. This would
strengthen and support the traditional system of family farming. If
the trend toward greater specialization continues, with a larger de-
gree of absentee cultivation of the land, the change may be toward a
system of agriculture characterized by large-scale, specialized feed-
grain production, with large-scale commercial feeding of livestock at
various locations within trucking distance from the land where the
grain was grown. The system of farming as well as the organization
of individual farms will be determined primarily by the level of prices
and the relative prices between grains and livestock during the next
few years.
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ADJUSTMENT PROBLEMS FACED BY COMMERCIAL
FARMERS IN THE EIGHT MOUNTAIN STATES

George T. Blanch, Utah State University

To obtain satisfactory incomes for farm families and the efficient
use of agricultural resources, adjustments need be made in the agri-
culture of the Mountain States.1 Some of these will be difficult. Some
of these problems are inherent in the physical environment; some stem
from changing economic conditions; and others are associated with
institutional conditions, both past and present. An individual farmer
can do little to solve these problems. He can only adjust or adapt his
operations to them. Still other problems exist over which the farmer
has more control, though he is always limited in what he can do.

The purpose of this paper is to help the reader understand the na-
ture of agriculture in the Mountain States, the underlying problems
and difficulties involved in making adjustments. No attempt will be
made to provide proof of ideas presented. In truth, it would probably
be impossible to find studies that would justify all assertions made.
Personal experience, supplemented by results of formal studies and
ideas of colleagues at this and other land-grant institutions 2 in the
Mountain States, farmers, and representatives of many agencies work-
ing with agriculture, has been drawn upon. Undue emphasis may
have been given conditions in Utah, but an attempt has been made to
report the entire mountain area. Statistics quoted have been taken
largely from the agricultural census and other Government reports.

MOUNTAIN AGRICULTURE

The 8 Mountain States include 29 percent of the land area of the
Nation, but only 3.4 percent of the population. The 1954 census re-
ports 3.8 percent of the farms of the Nation in the Mountain States,
and recent AMS reports attribute 6.8 percent of the cash farm receipts
to the mountain area. These data suggest that agriculture here differs
somewhat from the average of the Nation. In general, farms are
larger. The 1954 census classified 76 percent of the farms in the
Mountain States as commercial, compared with 69 percent for the en-
tire Nation. Probably more significant, the upper 35 percent of the
farms in income in the Mountain States had gross receipts of approxi-
mately $8,000 or more, while for' the Nation the income level for the
upper 35 percent was approximately $3,700. There are proportion-
ately more farms in this area in economic classes I, II, and III than the
average for the Nation. This can be attributed, in part, to the type

I The Mountain States are Montana, Idaho, Nevada, Utah, Wyoming, Colorado, New
Mexico, and Arizona.

s Specific help has been given by D. M. Stevens, University of Wyoming, R. C. Bevan,
University of Idaho; M. E. Quenomoen, Montana State College; R. D. Rehnberg, Colorado
State University; and J. L. Fischer, University of Nevada.
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of agriculture followed. Within this area, however, there is substan-
tial variation in level of incomes.

Agriculture in this area differs significantly from that of other areas
in that it is more completely dependent on irrigation. In 1954, 62 per-
cent of all farms were classified as irrigated farms. Fifty-six percent
of the cropland harvested was irrigated. The variety and yields of
crops grown on irrigated land are significantly greater than on non-
irrigated land. Crops grown vary from semitropical, such as cotton,
citrus fruits, and peanuts, in Arizona and New Mexico. to hardy
grasses, which are the only feasible crop in some of the higher mDun-
tain valleys.

Preliminary reports for 1956 show 52 percent of the agricultural
income in the Mountain States from livestock and livestock products
as compared to 53.5 percent from this source in the entire Nation.
A finer breakdown, however, shows differences. In the Mountain
States, the income from meat animals amounted to 38 percent as com-
pared with 27 percent for the Nation. Of the meat animals, the Moun-
tain States produced relatively more beef and sheep and many fewer
hogs. Many beef cattle and sheep produced in this area move either
to the west coast or the Corn Belt for finishing. Dairy production
in the Mountain States is about one-half as important as in the Nation,
and poultry and eggs only about a third as important. Food grains
were relatively twice as important in the Mountain States; vegetables
somewhat more important, fruits much less important, and coLton,
though produced only in Arizona and New Mexico, provided essen-
tially the same proportion of income in the Mountain States as for
the entire Nation. Food grains consist almost exclusively of wheat,
most of which is produced on nonirrigated lands. For these lands
there are few, if any, alternative crops. Because of moisture limita-
tions, only 1 crop is grown during each 2 years on most wheatlands.

Methods of beef cattle and sheep production differ materially from
most other parts of the country. These enterprises, in large measure,
are associated with publicly owned lands and with the use of lands
unadapted for any other purpose. They are often migratory, using
the high mountain lands during the summer and moving to lower farm
or desert lands during the winter. For economic operation, relatively
large units are necessary. This accounts for the high proportion of
farms in economic classes I and II.

PHYSICAL CONDITIONS AFFECTING AGRICULmTuRE

Agriculture in the Mountain States probably is determined by physi-
cal environment more than in any other major area of the country.
Topography, moisture, temperatures, and soils each provide major
limitations to adjustments that can be made on farms. The one factor
that can be changed to any extent for better serving men's purposes is
moisture. This is done through irrigation. Without irrigation, most
farms could not exist.

Topography and elevation
The great Rocky Mountain Range of mountains forms the backbone

of the eight Mountain States. Only on the eastern slope, comprising
the eastern part of the States of Montana, Wyoming, and Colorado, is
there any extensive plains. The major part consists of valleys of
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varied shapes and sizes, separatedl by nioijntini rancies or high
plateaus. Most valleys are traversed by a stream fed in summer from
melting snows in the adjacent high mountains. It is in the valleys
that the communities are located and the arable agriculture is carried
on.

Elevations range from a few hundred feet to a number of peaks of
more than 14,000 feet. Much of the terrain at higher elevations is
steep and broken. These high areas serve as natural reservoirs for
storing winter snow for summer water. The less broken areas produce
native grasses and shrubs, and are grazed by domestic livestock during
the summer months, and by deer and elk the year around. Some areas
are heavily timbered and not adapted to grazing domestic animals.
Some forestry is carried on in these areas, though it is not important
for the region as a whole.

Most of the arable agriculture is carried on at an elevation above
4,000 and below 6,500 feet. Latitude, which ranges from 310 to 490,
and air drainage cause some variations, but at elevations above 5,000
feet the production of arable crops other than livestock feed and forage
is limited. Above 6,500 feet, the crops are restricted largely to grasses.
Not much grazing is done above 10,000 feet.
Precipitation, and length of growing season

Precipitation at the mountain tops is usually several times that in the
lower valleys. Much of the precipitation falls in the form of snow
which melts slowly and feeds the irrigation streams during the sum-
mer.

Substantial parts of the Mountain States have annual precipitation
of less than 10 inches. During the usual growing period, from April
to September, some parts receive as little as 2 inches. In general, how-
ever, agriculture is carried on with a minimum of 5 inches during the
growing season and many areas receive more than 10 inches. Because
of limited precipitation, only a small part of the total land area can be
used for arable crops even by irrigation.

As elevation increases the number of frost-free days decreases. The
range in frost-free days is from an average of at least 348 days (Yuma,
Ariz.) to practically none at the high mountain peaks. Most arable
crops are produced in areas with growing seasons averaging between
90 and 160 days. The yearly deviations from the long-time average
are large at most locations. Practically, crop selections must be based
on growing seasons considerably less than the average. The number of
crops that can be grown with an average of less than 90 frost-free days
is not large.

The limited amount of moisture, the short growing season, and the
large areas of rough, steep terrain present many problems and limit
the agricultural adjustments that farmers in the Mountain States can
make.

Soils
The quality of soils in the mountain areas varies widely. The valley

soils have been largely deposited by water. The fine materials were
deposited in the lower parts of the valleys while coarser materials were
deposited farther upstream. Because the valleys are often small and
many streams have flowed into them, soil types change frequently.
This poses problems for most efficient agricultural use.
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Arid soils tend to be alkaline. Fine textured or slowly permeable
soils containing alkaline salts combined with irrigation often lead to
problems of high water tables and an excess of salts in the topsoil. The
correction of this problem means costly drainage systems which are
not always entirely successful. Seldom can a single farmer solve this
problem alone. The variety and yield of crops grown has been sub-
stantially reduced in many areas because of high water tables and ex-
cessive concentrations of hbarmful salts.

Another problem fairly widespread has developed due to limited
knowledge of soil science and economic pressures to apply water in
the easiest possible way. In areas of limited water supplies highly
productive soils lie idle or produce sparse native vegetation while
scarce water is applied to poorer soils. Laws governing the use of
water tend to perpetuate these uneconomic conditions.

These conditions also tend to limit the opportunities of individual
farmers to adjust their farming operations to meet changing condi-
tions.

ECONOA1nC CONDITIONs AFFECTING AGRICULTURE

In addition to the limited opportunities to change the existing agri-
culture afforded by the physical resources, further restrictions are im-
posed by particular economic forces. These in part stem from physical
conditions discussed above.
Population and markets

The Mountain States area is the most sparsely populated region of
the Nation. The 1950 population census reported 50.6 persons per
square mile for the Nation but only 5.9 for the 8 Mountain States. The
population density among the 8 States varies from 439 acres of land
per person in Nevada to 50 in Colorado. The regional average is 108
acres, compared with 12.6 for the entire country.

In 1950 only one city, Denver with 415,000 people, had more than
200,000 population. Two others exceeded 100,000 and 3 others ex-
ceeded 50,000. Available information since 1950 indicates that pop-
ulation has been growing more rapidly in parts of this region than in
the Nation as a whole, and that this trend will continue. Since agri-
culture is relatively twice as important in the Mountain States as in
the Nation-8.5 percent of total personal income compared with 4.4
percent-much of the farm produce must find markets outside the re-
gion.
Transportation facilities and costs

Because of sparse population and mountain ranges the major high-
ways and railroads are also far apart. They tend to follow river
valleys but have to cross divides and are far from being the shortest
distance between points. Much agricultural produce is grown many
miles from a railroad. Long-distance trucking or shorter truck hauls
plus railroad hauls result. The physical as well as the cost problems
of moving products to market tend to limit the produce to concentrated,
nonperishable goods. They also limit adjustments a farmer can make
in his farming operation.

Rail and trucking costs constitute a major barrier to the kinds of
produce that can be shipped economically from the area. The impact
of these costs is particularly severe in periods of high production and
low prices for crops such as potatoes, onions, and fruits. Frequently
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produce is sold at destination for less than freight charges. Tn nrder
to compete in the major markets, Mountain States must have some ad-
vantages in production. Since most movements are east-west along
latitude lines the time crops are ready for market is about the same in
other areas that produce similar crops. Vegetables from Arizona and
New Mexico are an exception since the large markets are north as
well as east.

The large increase in population on the west coast since 1940 has
helped the Mountain States in marketing some products. More beef
cattle, lambs, winter potatoes, eggs, and feed grains find a market there.
For many products, however, the west coast States also are surplus
producers.

Availability of off-farm employment
An adjustment frequently made by farm operators is to work part

time or even full time away from their farms. This is taking place in
parts of the Mountain States. A necessary condition to part-time
work is that off-farm employment be available within a reasonable
distance of the farm. Such conditions do not prevail in large areas of
the sparsely populated mountain region. For farmers in other areas
to obtain part-time employment would mean selling or leasing their
farms. Tlis can readily be done so far as land is concerned. But often
there is no alternative use or value for the buildings which may repre-
sent a substantial investment. Since building deterioration is rapid if
unused, many farmers do not make this adjustment.

Just as the physical conditions restrict the adjustment possibilities
of commercial and noncommercial farmers, so do location and costs of
marketing and available nonfarm employment opportunities.

INSTITUTIONAL CONDITIONS AFFECTING AGRICULTURE

All farmers, regardless of location, are limited in feasible adjust-
ments by physical and economic conditions. The differences between
the mountain and other areas in this respect are of degree not of kind.
Mountain States farmers are confronted with certain institutional
problems, however, that are unknown to most other farmers. These
have to do with the use of land in public ownership and with rights
in irrigation water.
U8e of land in public ownership

A recent report 3 of the Agricultural Research Service shows that
49.8 percent of the land area of the Mountain States belongs to the
Federal Government. An additional 7.3 percent belongs to State gov-
ernments. The remaining 42.9 percent includes private, county, and
municipal ownership, and a considerable amount of Indian land that
has a measure of Government control. Title to 87.1 percent of all land
in Nevada is vested in the Federal Government. This is the highest of
any State, the lowest is Montana with 29.9 percent.

Lands in Federal and State ownership are those with greatest physi-
cal limitations for agricultural use. They include much high moun-
tain land which is administered as national forests. The major part of
the balance is administered by the Bureau of Land Management, De-

s Wooten, Hugh H., and Jnmes R. Anderson. Major Uses of Land in the United States,Agricultural Information Bulletin No. 168, PERB, ARS, USDA, Washington, D. C., 1957.
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partment of the Interior, and include the driest and most desert-like
lands of the Nation (the Great American Desert). These lands con-
tribute directly to agriculture through the grazing of cattle and sheep.
Forest lands provide mostly summer grazing while "BLM" or "Taylor
grazing" lands are used mostly for winter grazing. Although the
productivity of a typical section of either forest or BLM lands is low,
in the aggregate these lands contribute materially to the income of
livestock operators.

Livestock operators use these lands under a system of grazing per-
mits. Permits are for a specified number of animals of a given kind-
cattle or sheep. They specify the date animals may go on the land and
the date they must be removed. Other specifications are made per-
taining to grazing and other practices. For these privileges the live-
stock operator pays a specified fee for each animal.
Decreasing permits on public lands

Probably the most serious problem associated with the use of public
lands is uncertainty of tenure. While general policies of both admin-
istrative agencies have been to continue permits to the same livestock
operators, many operators feel insecure. They have no legal assurance
that changes may not be made in their permits without their approval.
Often such permits are all important to a successful livestock enter-
prise since the feed they provide must complement the feed from pri-
vate lands, and possibly feed provided by permits on other Federal or
State lands at other seasons of the year. Their private property and
permits on other public lands may be of little value without the con-
tinuation of all permits.

So far as is known few, if any, livestock operators have been com-
pletely eliminated from using public lands. Reductions in numbers
of livestock permitted, however, have been frequent. Data provided
by S. Blair Hutchison, forest economist, Intermountain Forest and
Range Experiment Station, region 4, show a reduction in number of
cattle permitted of nearly 15 percent from 1938 to 1955 in regions
1 to 4, inclusive. Reduction in sheep numbers, however, was 42 per-
cent. Regions 1, 2, 3, and 4 are nearly, though not exactly, coextensive
with the 8 Mountain States. This amounts to a reduction of about 27.5
percent in total animal units 4 permitted. In some grazing districts
reductions have been much heavier than in others.

In addition to reduction in numbers many stockmen have been cur-
tailed in the period or length of time they were permitted to use public
lands. The trend has been to delay the beginning of the grazing
period and to advance the required date of leaving. These reductions
have thrown a burden on privately owned lands of stockmen.

low adjustments in grazing perimits are made
The most important and frequent method of reducing the number

of livestock permitted on a given area is to reduce numbers of ani-
mals of all operators a uniform percentage. This seems fair and
equitable but there comes a time when the size of one's permit is so
small it is of little worth.

'Cattle assumed to average 0.8 and sheep 0.2 animal unit each. The heavier reduction
in sheep numbers probably represents a voluntary shift from sheep to cattle by many oper-
ators. Considerable controversy has revolved about the need for reductions but this prob-
lem Is not relevant to this discussion.
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Although the admi-nistratiive agencies do not recognize any rights
in permits they will transfer permits with transfer of stock and/or
base ranch property. They may, however, make reductions up to10 percent when such transfers are made. They also may makesimiflar reductions when an operator changes from sheep to cattle
as many have done since 1940.

From 1945 to 195.5 numbers of permits for cattle on. natioald-forest
land in the Mountain States decreased from 13,743 to 12,683 and forsheep from 3,287 to 1,765. The average size of the cattle permits re-mained constant at 70. The average size of sheep permits increased
from 1,015 to 1,335. However, there is wide variation in size ofpermit. For 1955 in region 4 the average number of cattle per per-mit was 58, but 65 percent of the permits were for less than 40 head.
Only 5 percent of the permits were for more than 200 head. This
group averaged 397 head which is about what is considered necessaryfor efficient operation. The range in size of sheep permits is not so
great but follows the same pattern. Between 1945 and 1955 the aver-
age size permit increased for both cattle and sheep. This resultedfrom a reduction in the number of permits for less than 40 head of
cattle and 1,000 sheep.

Adjustments in size of permit and business are further complicated
by the fact that permits have value. These values are added to themarket price of the livestock or land transferred with the permits.
With the recognition that grazing permits may be reduced or eveneliminated, stockmen are reluctant to assume the risk in paying above
market prices for livestock or land.

Many operators graze their livestock on Forest Service lands dur-
ing the summiner and BLM lands in winter, and on private lands dur-ing spring and fall. In some areas a lack of cordination between
Forest Service and BLM policies presents problems. One agencymay reduce grazing permits of an operator without regard to what
the other does. An increase in winter grazing may be useless with-
out a commensurate increase in summer grazing. It makes difficult
the maintenance of a well-balanced operation.
Water rights

Although laws governing use of water for irrigation in each Stateare somewhat different; each follows the general law of appropriation
and of beneficial use. These laws tend to limit achievement of maxi-
mum efficiency in the use of this scarce resource. Probably the big-
gest weakness is in the accepted concept of beneficial use. Almostany use is accepted as beneficial. In softe cases also a prior appro-
priation or right to the use of water at a specified place or in a speci-fied manner prevents the development of additional water because
it would interfere with established use. These laws tend to estab-
lish a rigidity that is not favorable to change.
Acreage restrictions and price supports

Acreage restrictions have greatest effect on wheat producers. In
many dryland wheat-producing areas of the Mountain States thereis no satisfactory substitute for wheat on the diverted acreage. In
more favorable areas where other crops, usually barley, can be grown
the problem isnrt so critical. In some areas it means that instead ofgetting a crop of wheat from half of the land each year and having
half in fallow, a crop is harvested from only one-third each vear
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and two-thirds is fallowed. Since most operators have machinery
and labor to crop half their wheatland each year the cost per bushel
is increased nearly in proportion to the decrease in production.

Apparently the situation is similar in much of the cotton area.
There the problem is that substitute crops produce only a small frac-
tion as much income as is obtained from cotton.

High prices for wheat, above-normal precipitation, and improved
machinery during and following World War II brought about an ex-
pansion of wheat acreage. Most of this came by clearing and breaking
up virgin land. In the Mountain States the seeded acreage increaseda
.88 percent. It is now generally agreed that a sizable part of this
land is not suitable for permanent cropping. Either the soil is too
poor, the slopes too steep, or moisture is inadequate. Unfortunately
nature does not readily restore the native vegetation and the economic
feasibility of widespread artificial seeding of such lands has not been
established.

Price supports have also restricted the demand for wheat as a live-
stock feed. Although Utah is the only Mountain State in which com-
mercial poultry is of major importance, it will serve as an example.
Studies in the past have shown that the egg and turkey enterprises
were founded, in large measure, on feed wheat. As recently as 1946,
three-fourths of the feed given poultry was wheat. The balance was
barley, corn, and oats. On a pound basis, barley prices were 8 percent
less than wheat, corn 17.5 percent more, and oats 1.5 percent more.
Recent price reports show corn, oats, and barley at 1, 18, and 34 per-
cent, respectively, less than wheat. The basic feed for poultry is now
barley and sorghum grains. The latter are not produced in Utah or
most of the Mountain States. Colorado, New Mexico, and Arizona
do produce some. The manager of a feed plant serving turkey pro-
ducers is reported to have said that in Utah milo has replaced wheat to
the extent of 1 bushel per bird for 2 million birds. Poultryinen who
also produce wheat sell the wheat to Uncle Sam and purchase milo.

Some replacement of wheat by barley as poultry feed would prob-
ablv have taken place without price supports on wheat, but not so com-
pletely. Price supports have increased the price disadvantage of
wheat more than fourfold, and acreage allotments have shifted the use
of much land best adapted to wheat to barley. The poultryman gets
a less desirable feed. What has happened in the poultry industry has
also taken place in the feeding of other kinds of grain-consuming live-
stock. At one time considerable wheat was fed to hogs and dairy cows,
aand some to beef and lambs.

The extent of the impact that changes in the prices of different feed
grains have had on the poultry industry is not known. However, the
January 1 number of chickens on farms in the Western States has de-
clined about 37 percent since 1930. This has occurred in spite of more
favorable markets for poultry and eggs. Although the situation with
turkeys is not exactly comparable, it may be significant to point out
that during the same period the number of turkeys produced declined
markedly in 5 States, remained about constant in 2, and increased ma-
terially in only 1. The one that increased was Utah.

PROBLEMS IN FARM ORGANIZATION

To this point we have discussed problems that are largely outside the
control of the farm operator. To a large extent, the farm operator

226



POLICY FOR COMMERCIAL AGRICULTURE

must adapt his choice, of enterprises and production methods to the
prevailing physical, economic and institutional conditions. Within
limitations imposed by these factors there are generally some choices
available to the operator. This section will deal largely with these
problems.
Size of farm

The most important of all adjustment needs is the need to increase
size of farm business. It is estimated that from a half to two-thirds of
the farms with incomes in the upper 35 percent are too small to be
highly efficient and too small to provide satisfactory family incomes.
To a large extent, farm sizes had their origin in the Homestead Act or
other institutional regulation under which land was originally pat-
ented. As mechanical power and other labor-saving devices devel-
oped, the land base became too small. Although there is a trend
toward fewer and larger farms, it has not kept pace with the need.

In the Mountain States the physical and economic limitations oper-
ate to restrict substantial enlargement of business by intensification
of land use. Increasing the land base can be accomplished only
through developing new land and water or by reducing the number
of farms.
Adequacy of water supply

In many cases the cropland to be irrigated is greater than the
available wvater supply. The extent of the water deficiency is not
known for all Mountain States. A Utah study made a few years ago
indicated that less than half the irrigated land in Utah had an
adequate water supply. 5 Some improvement has been made since
that time. This situation seems to be characteristic of all Mountain
States.

Operation of farms with an inadequate water supply is generally
uneconomical. Under some situations an individual farmer can ob-
tain additional water by means of wells or purchase of additional
water stock, but this is an exception rather than a general rule.
Water development usually requires group action. In many areas
either additional water should be developed or ways found to con-
centrate the existing water on smaller areas.

Adjustments that would concentrate the limited water supply on
better soils would be desirable. Not infrequently, low quality soils
are combined with adequate water supplies while better quality soils
are combined with inadequate or no water at all. The supply of
good soil exceeds the supply of water.
Types of farming

Existing types of farming are quite well adjusted to the physical
and economic environment. Major livestock enterprises are quite
stable, as is dry land wheat production. For the nmajority of these
farms few, if any, alternative farm enterprises exist. There are
some fringe operators, however, who could change enterprises to
advanltage. Perhlap's the biggest adjustment needed is the shift in
use of lowv-producing wheatland to provide grazing for livestock.
Establishingr grasses on such land is not easy. It is reported that any

Thomas. W. P.. et al., The Colorado River and Utah's Agriculture, Special Report No. 1,
Acrlriultuiral Experinmenit Station, Utah State Agricultural College, Logan, Utah, April 1949.
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such seeding operation has no better than a 50-50 chance of being
successful. Little information is available on either the costs or the
benefits from this activity. Also, little experience has been developed
with respect to management practices and persistence of such seed-.
ings. At best, the productivity of such lands is so small that but
little capital inputs can be justified. It is known the lands will
have to be fenced, more ,water will have to be provided, Iand the land
must not be grazed for 1 or 2 years.

Lanl values and credit
Many farmers report that they would like to increase their land

base but there is no land close by that they can add. Where land
can be had the asking prices are often too high to make the addi-
tion profitable. Apparently there are more farmers who would like
to buy additional land than there are those who desire to sell, and
land values are being pushed beyond the normal productive value.
Most farmers who need to purchase land to increase their incomes
must depend upon credit.

Information is somewhat contradictory in relation to the avail-
ability of credit. Some reports are that lending agencies, particu-
larly the Federal land-bank system, are so conservative that they are
ineffective. Other reports are that the m ortgage credit agencies can
be depended upon to provide credit if the risk iS at all within reason.
It seems safe to conclude that there is adequate credit for the farmers
with established credit ratings who desire to enlarge a standard farm-
ing operation. It may not be available, however, for men or opera-
tions that do not meet the above qualifications.

Older operators particularly are relucant to go in debt in order tc
add to their land resources.

Balance in resources
Additional land is often necessary to balance or to make more effi-

cient the operation of other resources, particularly powver and ma-
chinery. In recent years there has been a trend toward fewer enter-
prises on a farm in order to reduce the capital requirem-lents in ma-
chinery. Nevertheless many farmers report that with existing power
and machinery they could operate up to double the acreage they-have.
They think it necessary to have modern equipment in order to save
labor and also perform operations at the proper time. Apparently
dependence upon custom machine operators has not proved satisfac-
tory.

FARMY OPERAKING PROBLEMS

In addition to problems farmers face in organizing an economic and
well-balanced business, there are problems in its operation. Some of
these are discussed in this section.

Available farm labor
Probably the most serious labor problem is in sheep ranching.

Experienced and dependable sheepherders are scarce. Such herders
(omnmnln(l a high vage which is willingly paid. Inexperienced or un-

dependable herders are considered expensive at any wage. Neglect of
the herd or poor decisions can, in many situations, result in losses far
exceeding herders' wages. The reason most frequently given for the
shift from sheep to cattle on many ranches in recent years is the
problem of herders.
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I'l sense areas there is also a probleml of Sirin'g farll labor for short
periods ofonliv a few days. Special jobs of short duration give more
difficulty than regular season peaks that are usually cared for by
itinerant, laborers or local youth groups from nearby cities.
Short and intermediate term credit

As with long-term credit, some differences of opinion exist on the
clifliculty of getting short-term credit. Some reports are that short-
term production credit isn't available ill the quantities needed.
Agencies that would make loans haven t funds to loan, an(d agencies
that, have money will not risk it in sufficient quantities, is the .way the
problem is sometimes presented. No doubt some shortages do exist.
Poultrvmeii particularly seem to have credit problems. There are
indications that some of the integration of production and marketipgo
processes-and this is not extensive in the MAountaini States-is be-
cause regular financing agencies wvill not risk the amount of credit
required. Thus, if the processor or feed dealer is to continue in
business he has had to finance the production of products.

The type of credit that seems most in demand and isn't available,
with satisfactory terms, is that which is needed for a few years. It
is used for the piiichase of such items as tractors, breeding stock,
major building, or land improvements. It is alleged that some lend-
ers will make such loans only for 1 year, the loan to be renewved as
necessary if the conditions are satisfactory to the lender. Farmers
consider this unsatisfactory.

Adoption of inproved production practices
A 19.51 studv made in each of the Mountaini States shows that agri-

cultural prodlctionl could have been increased an average of 13 per-
cent Xi bv the adoption of improved practices then known. This
would not have required more land or labor. In all probability these
results are still true. 'The significance of this is not that additional
production is needed but that such practices would be profitable. It
is inevitable that some lag will occur between the discovery of new
information and its full adoption, but the lag is often greater than
need be. This applies to adjusting farm organization to changed
economic conditions as well as to production practices.

There is no reason to think that farmers in the Mountain States are
less willing or able than farmers in other areas to accept and use new
ideas. Differences may exist, however, in the extent to which new
principles and practices are developed and made available to them.
This is not unrelated to the bases used in distributing Federal appro-
priations for agricultural research and extension work among States.
WXfithout doubt, many farmers need help in determining alternatives
available to them. Lack of information, need for new skills. risks and
uncertainty, all associated with adjustments. are always barriers to
change.

In some areas too much emphasis has been given to prices as the
solution to all the farmers' problems. Too often the attitude is held
that there is no alternative solution and that Governmenet should some-

eAgriculture's Capacity To Produce, Bureau of Agricultural Economics, U. S. Depart-
ment of Agriculture, Agricultural Information Bulletin No. 88, Washington, D. C., June
1952.
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how adjust prices so that farmers' incomes would be adequate without
any adjustments on the farm.

Available capital also restricts change. This is probably mentioned
more frequently than any other problem. Rising prices of all pro-
duction resources as well as operating labor and supplies, plus the need
for larger quantities of all of these goods and services, places the
amount of needed capital beyond the reach of many farmers. It is a
particular barrier to young farmers, and many older ones will not
assume the risks even if they can obtain the necessary credit. It may
be that a different method of providing capital for agriculture is
needed.

SU3MMIARY

Many complex problems face farmers in the Mountain States. Some
of these are of such nature that individual farmers can do little about
them except "adjust as best they can to the inevitable." Many farmers,
however, can make changes in the amount, choice, and use of the re-
sources available to them that would improve their economic condition.
Some problems fall between those that cannot be changed and those
that depend upon decisions of the individual. Group action can
improve some of these.

Among the most important problems that farmers can do little about
is the variation in precipitation from year to year. Droughts are
cruel, and are often difficult to adjust to. Temperatures, topography,
and the natural state of the soil cannot be significantly changed. In
general, agriculture has become reasonably well adjusted to these con-
ditions, though some additional adjustments might well be made.
These would include returning low-producing wheatland to grazing
land.

Group action, through time, might modify the effects of some insti-
tutional barriers, such as use of public lands, water rights, acreage
controls, price supports, some marketing problems, and the availability
of information on new developments, desirable changes, and credit.

The area where the individual farmer can be most effective is in
adjusting his farm organization and production practices to the rela-
tively unchanging natural environment and to the rapidly changing
economic and social conditions. Enlargement of volume of businiss
and the seeking out and adoption. of improved production practices
are most important.

In spite of the seeming complex problems with which commercial
farmers must deal, the industry is generally in a healthy condition.
Those that have a volume of business large enough to use family labor
and capital efficiently are, with few exceptions, including drought
areas, in sound condition. There are always some inefficient farmers,
regardless of size of their holdings, and most of the largest 35 percent
haven't size enough to be efficient. The most difficult problems are
with the farmers smaller than these who are primarily dependent upon
agriculture for their income.
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ADJUSTMENT PROBLEMS FACED BY COMMERCIAL
FARMERS ON THE W-VE ST COAST

Chester 0. McCorkle, Jr., University of California

I. INTRODfJCTi ON

Agriculture's role in an expanding industrial economy is one of con-
stant challenge and adjustment. Farmers must accept the important
role as suppliers of food and fiber and, more important, they must stand
ready to make adjustments in output and production techniques.
Failure to make adjustments may lead to lower incomes than are at-
tainable and, possibly, to loss of control of their capital resources.
Economic pressure is not new to farmers, but the penalties for failure
to make necessary adjustments in the future not only will be as great
but may come more swiftly than in the past.

This paper discusses the types of adjustments anticipated in com-
mercial agriculture of the three Pacific Coast States. Specific as-
sumptions are made concerning trends in population, social, and eco-
nomic conditions, and consumption. Within this context the follow-
ing points are discussed:

(1) Changes that might be expected in relative importance of
different commodities produced in the Western States and the
reasons for these changes; and

(2) The effect of production adjustments on factor and resource
requirements, farm size, factor and resource control and owner-
ship, and business structure.

Persons familiar with the abrupt changes that have been made in
production patterns in this countrv are aware that long-term projec-
tions of agricultural adjustment can be viewed only in a setting of
well-defined assumptions. This is particularly relevant in the Pacific-
coast area where, for major geographic areas, producers are quick to
change production plans in light of expected market conditions. Major
emphasis has been given to adjustment problems in California, though
reference is made frequently to similar problems in Oregon and
Washington.

The assumptions giving direction to the analysis are contained in
the studies of Daly 1 and Barton and Rogers. 2 The assumptions that
havte been made are:

1. A total population in the United States of 210 million by 1975.
(Since the population on the Pacific coast. and particularly in Cali-
fornia. is increasing at a greater rate than the rest of the United States.

X Daly, Rex F., The Long-Run Demand for Farm Products, Agricultural Economics Re-
search, a journal of ecolllnic and statistical research in the U. S. Department of Agricul-
ture and cooperating agencies. vol. m111. No. 3, July 1956.

U. S. Department of Agriculture. Farm Output, Past Changes and Projected Needs. hy
Glen T. Barton and Robert 0. Rogers, Agriculture Information Bulletin No. 162, Agricul-
tural Research Service, Wanshington, D. C., August 1956.
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a population estimate of 20 million to 25 million in California in that
year seems entirely reasonable.3

2. A labor force of 90 to 95 million by 1975, a level of unemploy-
ment not to exceed 4 to 5 percent, and a rate of increase in labor pro-
ductivity of approximately 21/2 percent per year.

3. An increase in the rate of output of goods and services of 3 to
31/2 percent per year, a resultant doubling of the gross national prod-
uct by 1975, and an increase in real income per capita of approxi-
mately 60 percent by 1975. (Projections based on the lo-wer level of
per capita real income included by Daly have been omitted.)

4. Prices at 1953 levels for agriculture and the economy as a whole.
5. Agricultural exports and imports not increasing appreciably

from the 1952-53 level, and, therefore, continuing to be a relatively
small element in aggregate supply and demand.

6. Continuing world peace.
Additional assumptions are provided by the analyses of Daly and

Barton and Rogers. These are projections of national utilization and
required output for major commodity groups in 1960 and 1975, ex-
pressed as index numbers. In considering the impact of population
growth and rising per capita real incomes on the demand for agri-
cultural products, both increases in aggregate demand and changes in
consumer preferences are recognized. These latter changes result di-
rectly from the assumed increase in real incomes and may be aug-
mented by trends in consumption habits.

Projections of utilization and required output for major crops for
1960 and 1975 (table 1) are of particular importance to the Pacific
Coast States because of the indicated increases in the types of products
already produced in large quantities in California, Oregon, and
*Washington. Projected output requirements have been developed
from present production-utilization ratios, and indicated utilization
in 1960 and 1975.

TABLE 1.-Projected indexes of utilization and required national Output for
major crops for 1960 and 1975 (195S=100)

Utilization Output
Commodity _

1960 1975 1960 1975

Wheat -------------- - --------------- 95 104 74 81
Rice -- -------------------------------------------------- - 92 95 92 94
Apples ------------------------------- - --------- - ------ 120 128 121 129
Citrus- ------------ 122 176 121 176
Other fruits -------------- 111 132 114 135
Tomatoes -- ----- ------------------------- -- ----------------------- 113 154 119 165

Leafy, green, and yellow vegetables - - - 111 145 109 142
Other vegetables- - - 110 138 104 131
Potatoes -- ----------------------------------------------- - 103 106 99 102
Dry beans - - -96 98 98 99
Sugar (raw) - - - 110 126 101 101
Nonfood fats and oils - - -110 131 106 137
Feed concentrates ---- 114 142 (X) (X)
Cotton -------------------------------------- ---- 118 143 96 117

X No estimate.

A similar summary of utilization and required output for major
livestock products (table 2) indicates the aggregate trends in con-

3 Fuller, Varden, Population Growth and the Demand for Food, California Monthly, vol.
LXIV, No. 10, June-July 1954.
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sumnptjionl and the production needed to meet the utilization rc1quire-
illents for the 2 target years.
TABLE 2.-Projected indexes of Utilization and required national output for

Major livestock and livestock products for 1960 and 1975 (1953=100)

Utilization Output
Commodity__ _ _ - _ _ _. __ _ _- _ _ _ _

1960 1975 1960 1975

Cattle and calves -- -- -------------------------- 105 138 104 138
Pork (excluding lard) -118 152 121 156
Sheep and lambs -108 113 110 114
Milk (tat solid basis) -111 134 106 129
Chickensand turkeys -115 153 115 153
Eggs - ----------------------------------------------- 112 140 112 140

A brief comment on the output requirements is desirable in light of
the assumptions introduced in the analysis of Barton and Rogers.
While they defer the analysis of the future production potential, they
suggest that the task of increasing livestock and livestock-product out-
put by 45 percent and crop production by a fourth over the 1951-53
levels might not be too difficult. This conclusion is based largely on
projected past performance of the agricultural segment.

Bressler4 suggests that output expansion in agriculture over the
last 20 years may have resulted largely from a series of nonrepetitive
events. Black and Bonnen 5 project a continued need for holding in-
tensively cultivated acreage down if overproduction in agriculture is
to be avoided in the decades ahead. Shifts in production to meet
changing preferences is perhaps the most critical type of adjustment
to achieve.

Perhaps of more importance than the overall rate of growth is the
potential differential rates of growth in output between different com-
modity groups in which expansion in output is called for. The largest
expansion in crops is suggested for fruits and vegetables, especially
citrus fruits. Producers of these crops have in the past been quick to
adopt new technology, though advances, particularly in harvesting,
have been slow to develop because of the perishable nature of the com-
modities. This is illustrated by the fact that from the 1947-49 period
to 1956, farm production per man-hour has risen only 14 percent in
fruit and nut production and 19 percent in vegetable production. In
contrast, a 40 percent increase for all crops and a 36 percent increase
for total farm output per man-hour for agriculture as a whole is indi-
cated for the same period.6

Increases in output of most all crops will be required. This means
that substantial increases in yields or acreage, or both, must be real-
ized. Additional acreage for cultivated crops can be expected to come
into production. There may be as many as 25 million acres of land

4Bressler. R. G., Farm Technology and the Race With Population, paper presented to
the Arizona agricultural research and extension annual meeting, Arizona State College.
He cites favorable weather during the late thirties and favorable economic conditions In
agriculture during the war and postwar years. A backlog of technological developments
was a major contribution to the growth in output In the postwar years. These could not
be expected to be repeated In exactly the same manner.6

Black. John D., and James T. Bonnen, A Balanced United States Agriculture In 1965.
National Planning Association. Special Report No. 42.

I U. S. Department of Agriculture, Changes in Farm Production and Efficiency, 1956
Summary. ARS 43-55 Agricultural Research Service, Washington, D. C., August 1957.



POLICY FOR COMMERCIAL AGRICULTURE

come under cultivation over the next 20 years-about 6 percent of the
present total harvested acres. A further increase in the use of tractors
will be of minor importance in freeing additional acres. Therefore,
increased production must come largely from greater yields. In-
creased use of fertilizers and the adoption of better varieties and man-
agement practices can be expected.

In the commercial vegetable producing areas additional yields per
acre may have to come from better pest and disease control, greater
utilization of the quantity produced, and from genetic improvements
in the plants. Some researchers in vegetable crops doubt whether
additional yield increases from fertilization and plant spacing, for
many commercial vegetable areas, can be obtained. Further mechani-
zation is not likely to increase yields except as it facilitates more
timely harvesting or pest and disease control. Reduced costs resulting
from greater mechanization will encourage increased planted acreage
and, thereby, add to total output.

In the foregoing, emphasis has been placed on aggregate goals and
some of the possibilities of meeting them. Attention will now focus
on the west coast and the expected shifts in land use to meet changes
in relative demands.

II. PROJECTED LAND-USE CHANGES

Adjustments in the allocation of cropland on individual farms and
in aggregate for any region result from expected and actual changes
in relative net earnings among alternatives. Net earnings are affected
by yield, product price, inputs, and practices and factor costs. Be-
cause of interrelationships among enterprises and products these fac-
tors seldom affect only a single enterprise. A change in any single
determinant or combination of determinants of net income for one or
more enterprises can lead to shifts in land use. Where the number of
physically adapted alternative crops or livestock products is large and,
particularly, where net earnings of two or more are nearly equal,
small changes in expected net earnings may result in transfer of large
acreages.

In the Pacific Coast States, a large number of alternatives can be
produced on irrigated land. A total of 9.3 million acres are now
under irrigation comprising 32 percent of the total irrigated acres
in the United States and approximately 43 percent of the total crop-
land in the 3 Pacific Coast States.' In California, 69 percent of the
cropland is irrigated, nearly one quarter of all of the irrigated land
in the United States. It is on this land and new land that might sub-
sequently be brought under irrigation that significant shifts in land
use in the Far West will take place.

In marked contrast, alternatives on nonirrigated land are limited
in number. Small grains, grain, hay, dry peas, grazing, and fallow
comprise the bulk of the physical alternatives, though not all of these
are applicable to each dry-farmed region. Often substantial changes
in expected relative net earnings must take place before adjustments
are made.

'U7U. S. Departinent of Commerce, 1954 Census of Agriculture, vol. 1. Bureau of the
Census, Washington, 1956. Total cropland includes that cropland harvested, fallow, idle,
or in soil-improvement crops only.
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Shifts in land use associated with changes in relative prices of
the products that can be produced on the Sand are those most fre-
quently recognized. Furtlher, the assumptions framing this analysis
focus primarily on shifts in demand. The importance of differential
rates of technological development and adoption in agriculture as
they affect costs and supplies produced should not be overlooked.
Developments at both the production and factor supply levels are
pertinent. If past experience concerning relative rates of techmologi-
cal development in various segments of agriculture can serve as a guide,
it is likely that even greater price differentia]s than have prevailed in
the past will be required to achieve output goals projected.

Those crops for which large increases in utilization and output are
projected, such as the fruit and vegetable crops, and those projected fordecreases, such as w heat and rice, are crops in which the Pacific Coast
States produce a large proportion of the total production of the United
States. When considered in terms of geographic regions within the
West Coast States, their importance is magnified.
Wheat

Any major adjustments to be made in wheat acreage and production
on the west coast wil] be made in Washington and Oregon. However,
with a history of producing a wheat going partly to feed outlets, it is
reasonable to expect that a portion of the increased requirement for
feed concentrates in the West will come from this source. Projec-
tions for poultry and egg output indicate the availability of a market
for Northwest wheat in the event present export outlets dwindle.
Price programs;-in wheat in recent years have discouraged the use
of west coast wheat for livestock feeding in the West. A reduction in
price for wheat produced in the Northwest would encourage the feed-
ng of this wheat to livestock and poultry. It would also encourage

expansion of livestock feeding in the Northwest.
The major alternative to wheat in the dry-farmed regions of the

west coast is barley though its ability to compete with wheat for land
varies from area to area depending on rainfall primarily. In the
Palouse region of eastern Washington dry field peas have been an
important crop grown on wheat farms. Foreign markets largely de-
termine changes in demand for dry field peas produced in eastern
Washington. Expansion or contraction of acreage will be determined
by foreign demands. Recent experience in diversion of wheat acreage
resulting from the allotment program indicates the importance of
barley as an alternative to wheat in all three Pacific Coast States.
However, in view of relative yields of wheat and barley and added
uncertainty of winter kill with barley, wheat is expected to remain
the dominant grain crop in rotations on Palouse farms in the absence
of acreage restriction programs.

Conversion of wheatland to improved dryland range and grain hay
production as a basis for an expansion in livestock production has been
suggested by some in light of the projected increased requirements for
beef, sheep, and lambs. Even if wheat grain moves into feed outlets
and is priced accordingly, net returns per acre would favor grain pro-
duction. A recent study in Montana indicates that under present rela-
tive yields of wheat and beef (on improved dryland pasture) from
such land, either prices or yields of wheat would have to be reduced
to very low levels or livestock prices would have to increase to new
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highs before such transfer became economically attractive.8 Produc-
tion of wheat for feeding outlets in poultry and other livestock pro-
duction appears to be a more realistic projection than transfer of acre-
age to grain hay and improved pasture. Wheat produced for milling
outlets would retain its competitive position, assuming no change in
interregional competitive forces in wheat.

Rice
Rice acreage on the west coast is confined to California where 20

percent of the United States rice (by value) is produced. This rice
depends on an export market in the absence of a Government price
program. Therefore, the projected requirement is less applicable
under present utilization practices to California rice than to that
produced in the Southern States. Insofar as production and aereage
adjustment is required because of foreign and domestic changes in
demand, barley and irrigated pasture appear to be the major alterna-
tives. The structural characteristics of soils adapted to rice pro-
duction deter production of most crops except the few adapted to
soils with restricted drainage. Much of the California rice acreage
is on land previously untilled because of structural or chemical im-
pediments to other agricultural production. A period of high rice
prices enables producers to undertake reclamation practices on these
lands.

Increased irrigated pasture on the heavy basin soils in California's
Central Valley less suited to barley would permit further expansion
of cattle and sheep feeding. Both industries are well established in
the rice-producing and adjacent areas. Expansion could take place
in order to utilize additional spring, summer, and fall feed from
irrigated pastures, particularly as the productivity of adjacent range-
lands is further increased.

Citrus fruits
The 76-percent increase in output required from 1953 to 1975 sug-

gests that citrus fruits will be strong competitors for acreage suited to
their production. Of the Pacific Coast States, California is the sole
producer of citrus fruits. California's acreage of oranges, both bear-
ing and nonbearing, has declined steadily since the end of World
War II, though the decline is not common to all producing areas in
the State. Acreage in the vicinity of Los Angeles has declined rap-
idly, primarily as a result of subdivision and industrialization. Be-
tween 1945 and 1956 the total acreage of oranges in Los Angeles and
Orange Counties declined from 113,000 to 50,400 acres. Acreage north
of the Tehachapi Mountains, primarily in Tulare County, has held
at approximately 40,000 acres during the same period. An oppor-
tunity exists to expand further the production of oranges in the
latter area. Possibilities for expansion in Riverside and San Bernar-
clino Counties all exist.

A further decline in acreage of oranges near Los Angeles can be
expected. In California, if acreage is to be expanded it will probably

8 Carpv, Charles A., Inducing Shifts From Crop Production to Beef on Dryland Farms
in Montana. Unpublished master of science thesis. This study estimates that on winter
wheat land yielding 20 bushels selling for $1.80 per bushel, calf prices would have to in-
crease to nearly $93 per hundredweight, before a transfer could be induced. In areas of
higher yields, calf prices would have to be even greater. The cost of shifting enterprises
is included In the analysis.
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come in the Tulb"e.-FIresno area or in the interior desert region of
southern California. Opportunities in these districts are limited only
by available water supplies. Considerable expansion in the Tulare-
Fresno area can take place through displacement of field crops now
prodiied underiiri gatioll.

It is anticipated that California will continue to produce Valencia
oranges both for fresh and processed uses, but its relative position
nationally will decline. The production of navel oranges in Cali-
fornia is expected to increase. California's winter nave] oranges are
already more important than Valencias in the areas of expanding
orange acreage and have been returning growers higher gross returns
per acre in recent years. Diversion of Valencia oranges to processed
uses further reduces the gross returns per acre and reduces the com-
petitive position of Valencia oranges.

The future of orange acreage and production in California will be
largely dependent on the opportunities for expansion in other citrus-
producing regions of the United States. Improvements in disease
control in California may influence acreage and production also.
California should continue to be a major supplier of table oranges,
particularly winter oranges of the type purchased when disposable
incomes are high. Expansion in orange production primarily to meet
processing demands is questionable because of the expected competi-
tion for land in localities suitable for orange production.

Virtually all of the lemons produced in the United States are pro-
duced in California in the five south coastal counties where favorable
climatic conditions prevail. It is in this area, however, where urban
expansion is greatest. Increased acreage and production wvill depend
in large measure on future nonagricultural competition for suitable
lands. A limited expansion of acreage in the desert counties is pos-
sible and may provide some of the needed acreage. Grapefruit pro-
duction can be expected to increase in the desert valleys of California
vwhere considerable expansion has taken place in recent years. How-
ever, total acreage of grapefruit in California has declined as a result
of reduced acreage near urban areas.
Deciduous fruits

A 29-percent expansion in output of apples and a 35-percent expan-
sion of other fruits nationally is indicated for 1975. With two-thirds
of the present United States supply of noncitrus fruits being produced
in the Pacific Coast States (nearly 50 percent from California alone)
there is reason to expect that the West will meet a large part of the
projected output.

In California, bearing acreage of deciduous fruits declined steadily
from 1929 to 1955. The 1955 level was 45 percent below the peak
year. In 1956, bearing acreage of fruits and nuts showed a net in-
crease over the previous year for the first time in almost three decades.
However, total output has increased steadily up through the 1940's
and only recently showed an indication of declining. This production
increase results largely from the adoption of improved production
methods that increased yields by 70 percent from 1929 to 1955.

The type and rate of development of technology will determine to
a large extent the total acreage required to meet the projected require-
ments. Further mechanization of fruit harvesting is anticipated.
This would result in substantial cost reductions per unit of output
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but might reduce per acre yields. Without offsetting improvements
in yield-increasing practices such as fertilization and spraying, sub-
stantial acreage increases would be required to meet projected needs.

Some indication of the possibilities for expanding fruit acreage on
the west coast can be gained by examining past cropping history.
Nearly 300,000 acres of land in California were formerly in deciduous
tree fruits. All of this area is not now available because of urbaniza-
tion and industrialization that has taken place. In many cases neces-
sary adjustments out of fruit production have been facilitated by
urbanization. Reduction of prune acreage in the Santa Clara Valley
provides an excellent example. Expansion of acreage of deciduous
fruits, if required, in the Pacific Coast States will likely take place
through displacement of irrigated field crops in three areas-Columbia
River Basin in Washington, Willamette Valley in Oregon, and, to
a lesser extent, the Central Valley of California.

Recent estimates in the Columbia Basin project place the land area
suitable to deciduous fruit production at 20,000 acres. Over 500 acres
have been planted recently. Increased apple acreage in this area is to
be expected in meeting a part of the increased output. Other fruits
can be produced particularly in the southern areas of the Columbia
Basin where temperatures do not favor the coloring of apples. Fruit
crops (and some processing vegetables) may assist producers on small
farms in the project to increase net earnings.

In California, as water becomes available in other areas, fruit and
vegetable acreage may be increased. An offsetting fact is that most
areas in this category do not have winter and spring climates as
desirable as present producing areas. As a consequence, irrigated field
crops are expected to move onto lands less suited to fruits permitting
fruits to expand adjacent to present producing areas should an in-
crease in acreage in California take place. Any increased acreage
of fruit will be primarily by expanded plantings by present producers
or new producers primarily interested in fruit production.

A further shift from the dried to other forms of processing and
fresh use of fruit is anticipated. California's output of canned,
crushed, and frozen deciduous tree fruits could be increased by as
much as 25 percent with no increase in total production if drying
of fruits (other than raisins) were eliminated.
Vegetables

A favorable climate, rich soil, and irrigation have fostered a vege-
table industry in California now providing a third of the total va ue
of vegetable crops produced in the United States. In the 1937-41
period, California contributed 16.2 percent of the value of processed
vegetables and 30.1 percent of the value of the fresh market vege-
tables. By the 1948-52 period the contributions rose to 23.5 and 32.5
percent, respectively. In 1956, California vegetable acreage totaled
717,500, a record high.

Projected increases in vegetable output could be attained with no
additional acreage if the rate of increase in yield prevailing in the
last 25 years should continue to 1975. These yield increase rates
cannot be projected without question. Much of the increase recorded
in the past 25 years is due to 2 changes that, for present plants and
cultural methods, are largely exploited: the shift from horses to trac-
tors, which permitted closer plant spacings; and intensive use of fer-
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tilize-r. Yield may be increased further by other means. Letter
control of diseases and pests, breeding programs for more efficient
plants, increased use of growth regulators, and the use of those vege-
tables that under intermittent economic conditions may be produced
but not harvested are four possibilities. A part of the vegetable re-
quirements can be met by increasing the proportion of total produc-
tion that reaches consumers. This can be accomplished by improved
marketing methods to reduce shrinkage and spoilage.

Assuming that California continues to supply the same proportion
*of the total vegetables in 1975 that it does today, and assuming a rate
of increase in yield one-third what prevailed in the past 25 years, as
much as 200,000 acres of land would have to be diverted from other
uses. Land presently planted to irrigated field crops such as alfalfa,
irrigated grains, and sugar beets would provide much of this acreage.
The highest quality land with suitable soil, temperature, and moisture
conditions would be the first taken.

Opportunities also exist for increasing vegetable production in
other west coast areas. Peas, corn, and asparagus for processing have
already been produced in the Columbia Basin and a wide variety of
vegetables can be produced in that region. At present the processing
is being carried on at existing facilities outside the basin but addi-
tional processing facilities will develop in the area as increases in
demand and pro duction are experienced.

Vegetable production in the West for nationwide fresh consump-
tion will continue to be expanded, particularly for shipment in sea-
sons when other regions do not produce. Technological advances in
production, harvesting, handling, and shipping are expected to main-
tain this production pattern.

In meeting processed vegetable needs, it is anticipated that farms
presently planted to other crops will become vegetable producers on
part of their land under various types of contract systems reducing
the hazard of extreme income variability long associated with vege-
table production. Irrigated farms in the Central Valley can produce
a wide variety of vegetable crops in several seasons permitting the
expansion of freezing, canning, and other forms of processing. A ear-
ly year-round operations of these firms is anticipated. Evidence of
this development exists throughout the Central Valley and smaller
coastal valleys.

A processing (and possibly some fresh) vegetable industry of this
type will provide farmers in the irrigated areas of the West addi-
tional alternatives.
Field coO7p8

Field crops, particularly those produced on irrigated lands, can be
expected to feel the strongest pressures of adjustment. Yet cotton,
California's most important crop, will continue to compete strongly for
lands in the Central Valley and southern interior valleys because of
the high and relatively stable net returns even in the absence of a
price program. California's farmers can be expected to increase cot-
ton acreage with relaxation of restrictions and will likely maintain
acreage in face of moderate declines in relative net income per acre.

Other field crops such as alfalfa, dry beans, and sugar beets will
become relatively less important in the agriculture of California,
Oregon, and Washington. Alfalfa will continue to be important as a
rotation crop on irrigated farms.
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The position of the feed crops-milo, corn, barley, and alfalfa-will
be partly determined by the role of livestock in the agricultural future
of the West. Projected needs for livestock products and the derived
feed concentrate requirements indicate a need for expanding acreage
and production. Some shift in relative importance among feed grains
is expected as hybrid field corn production continues to expand. Yet,
these crops may have to compete with higher net income crops for both
land and water.

The role of irrigated field crops in the adjustment process will de-
pend in large measure on water availability and water cost. In several
plroducing areas, water costs are already at levels precluding produc-
tion of all but high return crops. The impact of water on the adjust-
ment of agriculture on the west coast is discussed in greater detail in
the section following.
Livestock and livestock products

Projections of utilization and output for livestock and livestock
products for the United States require major increases in the feed base.
Production expansion will take place in those areas where feed pro-
duction and conversion to meat is the most profitable farm activity.
When the higher population growth rate on the west coast is con-
sidered, the problem of meeting the requirements becomes of major
importance. For some commodities that can be shipped from other
areas where feed supplies favor expansion, there is little adjustment
problem involved locally. For such products as fresh milk, extensive
adjustments may be required.

The west coast does not produce sufficient beef, pork, or lambs to
meet the demands. Approximately 70 percent of the pork, 30 percent
of the beef and 32 percent of the lamb consumed in California in recent
years has been shipped in from Intermountain, North Central, and
Southwestern States. As the population in the West increases the
proportion of total requirements that will be shipped in will increase.
Whether this meat is brought in live or dressed will depend in part on
freight rate structures. Regardless of form, buyers will likely have
to go further east than at present to obtain the required supplies.

Improved feed resources in the Western States through conversion
of brushlands and foothills to improved pastures will provide addi-
tional grazing for cattle and sheep. This improvement will not fur-
nish sufficient additional feed to increase animal populations in the
Pacific Coast States in proportion to local consumption requirements.

The beef feedlot industry has developed very rapidly in California
in recent years. Expansion in Oregon and Washington has not taken
place, but Idaho has increased cattle numbers on feed and is supplying
a part of the finished beef consumed in the Northwest. Cattle and
calves on feed in California increased from 125,000 head in 1945 to
496,000 head in 1957-nearly a fourfold increase. Cattle are either
purchased from or fed on contract for feeder cattle producers. The
feedlot operations are characterized by large-scale, high-efficiency units
operating on extremely low margins. If freight rates in the future
are favorable, shipment of live animals to these feeders will continue.
If dressed meats are favored, the west coast feedlot may decline
significantly.

The demand for dairy products on the coast will likely be met
through further diversion of milk from processed uses to fluid use.
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Iore processed dairy products wvill be shipped in. In California the
diversion is progressing at a rapid rate. In 1940, 55 percent of the
milk produced went to processed uses. By 19.56, only 30 percent was
processed. With this conversion will come larger herds and more
intensive feeding practices. Dairymen will purchase rather than
raise their milk cow replacements. These replacements will be raised
in other States, permitting available feeds to be used for milk produc-
tion. Milk production per cow wvill continue to expand because of
improved breeding and feeding. Milk for fluid uses is now produced
near consumption centers. Technological developments in transporta-
tion and handlinog facilities are already increasing the feasible dis-
tance from producing units to market-an important consideration in
the ability of dairy farms to meet land competition. Feed produc-
tion on dairy farms will, of necessity, shift toward such sources as
silage to provide large quantities of feed per unit of land. Other
feeds will be purchased. Pasture will be confined to areas where land
quality will not permit other feed crops to be grown.

The projected demand for chickens, turkeys, and eggs indicates a
strong future demand for feed. Part of this could come from grains
produced in excess of market demand. Howv much additional feed
will be required to produce 53 percent more chicken and turkey and
40 percent more eggs will depend on advances in feed-conversion ef-
ficiency.

III. PROJECTED IMPACTS OF ADJUSTMENT

Land and 'oater resources
The available land and water on the vest coast is under strong

competitive demand, particularly in localized areas where better
grades of soil are found and where current water demands exceed
current supplies at present prices. Farmers are not in an effective
position to compete for either land or wvater against the increasing
pressure from urban and industrial developments. An example of
the nature of competition for land and its impact on allocation of the
supply is provided by information on land conversion to other than
agricultural uses (table 3). Over 10 percent of the land in classes
I to IV has been converted to nonagricultural uses, 3.1 percent of this
shift occuring since 1942. In California the rate of conversion has
been higher with 15 percent of the land in classes I to IV converted,
about 5 percent of the total since 1942. A high proportion of the con-
verted area in California is from class I and II lands adjacent to met-
ropolitan areas or riglhts-of-way stretching across rich agricultural
lands in the valleys. The actual loss in agricultural land resources is
probably understated since a high proportion of the converted land
is of the better class.

In California where 1 out of every 7 acres of cultivatable land has
been converted to other uses, serious consideration is being given to
protecting high-grade agricultural lands through legal means such
as zoning ordinances. Expanded interest in setting apart these lands
for agriculture is expected as the demand increases for vegetables,
fruits and dairy products produced on a large Dart of these lands.
Four "agricultural towns"' have already been incorporated within
metropolitan areas in California, 3 for dairy production and 1 for
fruit production.
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TABLE 3.-Land conversionst to nonagricultural uses ' California, Oregon,
Washington

Acres in land Acres con- Percent of Acres con- Percent of Total percent
State use classes verted prior total con- verted be- total con- converted

I to IV prior to verted prior tween 1942 verted prior prior to
1942 to 1942 and 1956 to 1956 1956

Trillion acres Million acres fillion acres
California . 17.56 1.94 10. 5 0.82 4.7 11.2
Oregon 6.52 .27 4.1 .10 1.5 5.6
Washington 12.25 .47 4.0 .19 1.51 5.

Total 36.33 2.68 7.4 1.11 3.1 10.5

X Cultivatable acreage withdrawn for urban, industrial, and commercial developments and highways,.
airports, defense, and recreational purposes.

Source: USDA Soil Conservation Service. State offices of California, Oregon, and Washington.

Additions to cultivated land can be expected as reclamation and
irrigation developments continue on the wvest coast. The largest re-
cent addition has been the Columbia Basin project in Washington
which includes approximately 600,000 acres of land types 1 through 3
(Columbia Basin project classification). Ultimately, as much as a
million acres can be brought under irrigation within the Columbia
Basin project. However, additional irrigation development will, be
required to maintain irrigated agicizlture on several million acres ill
the West dependent on dwindling underground sources.

Of great concern in California is the allocation of available water
both as to location and time. With population growth and indus-
trialization, water demands from these sources become particularly
strong. Heavy concentration of population in southern California
has -ihcreased the interest in transporting ;watei' from the northern
areas. This pressure follows the overdevelopment beyond locally
available water supplies plus what already is committed from other
areas. A highly-developed system of water rights dating back to
acquisition of the water by original users presents a further com-
plication.

Approximately 50 percent of the water applied to crops in Cali-
fornia is pumped from underground sources. In several of the richest
agricultural areas of the State, water tables are falling;due to over
draft. Developments are underway to provide supplemental water to
farmers in these areas. The future importance of supplemental water
is expected to increase. Other users of water already are expressing
interest in acquisitions from these sources and call offer more than
agricultural users can afford to pay.

No easy solution to the water allocation problem in California is in
sight nor can projections be made with any significant degree of cer-
tainty. If a solution is reached on strict economic grounds, industrial
and urban users will likely gain the use of water currently not being
utilized. There will undoubtedly be strong pressures to acquire water
supplies currently going to agricultural uses. If California's farmers
are to help meet the increases in output projections, protection of
their claims to water must be continued.

In the Pacific Northwest irrigated areas, more abundant water sup-
plies are available from surface sources. As industry and popula-
tion expand, increased demands for water will un doubted lv arise.
The acute nature of competition prevailing in California is ilot as vet
in sight, however.
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The intensification of demand for land and water resoulrcess i creat-
ing serious economic problems for agricultural producers. Perhaps
most importanlt is the impact on lanll prices. 'Numerous buyers are
interested ill land for nonagricultural purposes. Also, farlliers sell-
Hig for subdivision at pErices appropriate to that use are willing to pay
prices in other areas above those reflecting long-termll incomes in agri-
cultural uses. As a result, assessed valuations are rising, property
taxes are increasing, and returns on investilienits in hind for farmillng
are declining. The 1957 California Legislature passed all amenidmient
to restrict assessment of agricultural lands to a use basis.9 *With
urban and industrial development contiuing at the present rate,
farmers in California will continue to experience increasing fixed
costs of operation resulting from strong demands for land andl water
resources both from within and outside agriculture.

Factor regiirernents and factor markets
Changes in aggregate output and its composition will have serious

impact on factor markets, primarily labor. The types of prodluction
contemplated require large numbers of seasonal laborers, given pres-
ent technology. With alternative employment opportunities with
pay scales exceeding those in agriculture, competition for labor hIns
already become severe. Expansion of enterprises with high labor re-
quireinents will accentuate the labor shortage.

The further use of laborers from Mexico and othe areas will un~
doubtedly provide a continuing part of the labor supply for seasonal
requirements. In 1955 approximately 8 percent of the weekly aver-
age number of workers on farms in California were contract foreign
workers. In 1956 this figure rose to 10 percent, when an average in
excess of 50,000 Mexican nationals per week were employed in Cali-
fornia. This increase accompanied a decline in the average total num-
ber of workers employed per week from 475,000 to 467,600.

The farm operator in California currently requiring large quanti-
ties of hired labor will have increasing difficulty in meeting his needs.
Several alternative courses of action appear open to him. First, he
can employ each new labor-saving device available, provided he has
sufficient capital and is operating on a scale sufficient to justify the
investment. Second, he can organize in such fashion as to employ a
nearly constant labor force over the entire year and provide attfactive
housing, salary, and other benefits in an attempt to acquire the kind
of labor he desires. Undoubtedly, a combination of both measures.
will be employed with continued use of contracted labor for peak
needs.

Further technological developments in planting, thinning, and liar-
vesting intensive crops will undoubtedly be forthcoming. Already the
harvest of many perishable crops, such as asparagus, grapes, and some
fruits, is nearly the mechanized stage. Plant breeders and propaga-
tionists have been active in producing plants capable of being handled
mechanically, and success appears to be near for several crops.

New requirements for capital in agriculture as a partial substitute
for labor costs suggest the need for examining future capital require,
ments of agriculture oln the Pacific coast. With increased intensifica-

Ch. 2049. Statutes and Amendments to the Codes. California, 1957 (senate bill No.
1637).
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tion in agriculture, greater capital inputs per acre will be required.
If past experience can serve as a basis for projection, more production
credit will be employed. There is little question regarding the avail-
ability of production credit either from primary or secondary sources,
though any shift toward crops with greater fluctuation in net income
(vegetables and fruits, for exampleD will cause lenders to require
added security for loans. Sales contract, grower-processor integra-
tion, or other means of reducing income variation vill be strongly
encouraged by lending agencies.
Farmn sie

Farms in California have steadily increased in size (measured in
adres per farm) since 1935. This is due partly to new land brought
under cultivation between 1940 and 1945 and partly to a decline in the
number of farms, particularly from 1950 to 1954 (13,955). Approxi-
mately 95 percent of the decrease in number of farms has been in
farms under 180 acres and 63 percent in farms of under 30 acres. The
census definition of a farm precludes accurate explanation for the
change. However, in part, the decline reflects economic pressure on
small farms and attempts to adjust thereto.

The magnitude of capital inputs required per farm has increased
rapidly. Accompanying the physical and economic changes has been
a rapid increase in value of farm products sold per farm in California
expressed in constant dollar values. Between 1950 and 1954 the value
of product sales per farm for California (adjusted for price increases)
rose from $6,417 to $8,239, an increase of nearly 25 percent.

With respect to labor and capital inputs, it is revealing to examine
the relationship of size of farm to efficiency in use of resources in
California. Inefficiency in resource use in California agriculture con-
centrates in the small farms (those selling less than $5,000 worth of
farm products in 1949).-IO These farms accounted for 11.4 percent of
the farmland in commercial farms, 18.1 percent of the investment in
land and buildings, and 22.5 percent of the farm labor, but produced
only 6.3 percent of the total value of farm products sold. By com-
parison, the large farms (sales of $25,000 or more) comprised only
14.2 percent of the commercial farms, accounted for 60.9 percent of
the farmland and 48 percent of the value of land and buildings, uti-
lized 44.6 percent of the farm labor, and produced 67.6 percent of the
total farm sales. Average sales per worker on the small farms was
$1,999-on the large farm $9,675.

Many farmers on the small farms have sought other professions or
part-time employment. Others on sinall farms have attempted to
increase the return to their most abundant resource-labor-thlrough
the selection of labor-intensive emiterprises. Still others have at-
tempted to increase the size of their holdings by renting or buying ad-
ditional land, thus availing themselves of aln opportunity to gain in
efficiency. As a partial indication, transfer of farm titles in Califor-
nia has taken place at approximately twice the national average rate
for at least the past 6 years.

Further evidence of the increase in farm size and intensity of
cultivation is indicated by the change in size of labor force on farms.

0 Mlopakin. J.uhn A., A Study of Fhrni Size in Californin. Economics Depnartment. fBank
of A merica. N. T. & S. A.. San Francisco, calif. (xunpublisibed manuscript).
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Retween 19-50 and 1954, the number of farms reporting 3 or more
hired workers increased by 62 percent. The number hiring less than
3 workers declined by 14 percent. The number of farms operating
with only family labor declined by 9 percent during the same period.

Technological developments in agriculture have given rise to the
employment by farmers of agricultural specialists who are becoming
an important segment in California's commercial agriculture. Soils
technicians, irrigation engineers, entomologists, and plant patholo-
gists, agronomists, and nutritionists are a few of the type of trained
scientists being employed. Large farms often hire one or more
specialists as a permanent part of the labor and management force.
The bulk of these specialists sell their services to farmers, often fur-
nishing the equipment necessary to accomplish the service. As farm
size has increased these specialists have become an increasingly im-
portant segment of agriculture.

The developments in California that have taken place in farm size
directly as a result of economic pressures and indirectly as a result of
technological advance and resource and factor shortages may well
preview the future of farming in other areas of the United States.
Many criticize the commercial structure of agriculture in California
pointing to its sociological shortcomings. In part, it does not conform
to the classic family farm concept and, in the past, unfortunate con-
ditions have prevailed with respect to some segments of the labor
force. The latter conditions have been largely remedied. Perhaps the
classic family farm concept may have to be replaced by a more realistic
definition permitting capital and management in the hands of the
farm operators and his family to substitute for the source of labor on
the farm as the major criterion.
Business organization and control

Several developments in agriculture in California (and to a limited
extent in Washington) suggest likely trends in future farm business
organization. These characteristics include tenancy, contracting for
services and outlets, integration of various types, and business organ-
ization.

Tenant farmers in California are usually specialists in the pro-
duction of a single commodity, leasing land from season to season on a
share basis. Most of their investment capital is in machinery and
equipment. Others farmers own the land and farm the rotation crops.
This permits accumulation and concentration of skills in producing
intensively farmed crops and reduces the capital required by the pro-
ducer. Technical specialists provide assistance either oln a fee basis
or as a service made available by supply companies or processors.
Further intensification in agriculture, both as to types of products
grown and as a result of interest in technological and economic effi-
ciency, may well lead to increased numbers of tenant farmers and
technical consultants such as those described.

Integration of production with processing, marketing and/or
factor supply represents another development finding widespread
application il the West. Two types of integration are prevalent.
First is the conventional contractual arrangement involving the pro-
ducer and feed dealer and possibly the processor. This type of in-
te-ration is found in the poultry meat and cotton industries. It

97226-57-17
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is less prevalent on the west coast, however. than it is in the Midwest
and East. Extension of credit usually accompanies these contracts.

The second type of integration provides the individual producer
with greater opportunity to exercise his managerial skills. Under
this arrangement, the producers of a given product organize to op-
erate the required processing facilities and contract with a marketing
firm to assume responsibility for sales, advertising, branding, trans-
portation, and the other marketing functions. Profit sharing with
the marketing agency is a characteristic of this development. Pro-
ducers receive the benefits of profits ordinarily taken at the process-
ing level and a portion of those desired in the marketing of the
product. This arrangement is operative in the grape and wine in-
dustry in California and it is anticipated that like arrangements will
develop in the processed fruit and vegetable industries. Similar de-
velopments can be expected in livestock production on the Pacific
coast.

Purchasing and marketing integration of the second type has also
been fostered through grower-owvned cooperative associations in Cal-
ifornia. These producer owned and controlled associations are par-
ticularly important in marketing certain products, handling over 60
percent of the total supply of some products. A highly formalized
contractual system between members and their associations has
evolved.:"

Contractual arrangements with privately owned processing plants
for delivery of perishable farm products have been common in Cal-
ifornia and other States for several decades. These contracts usually
specify price, quality, acreage to be planted, and in some cases, rate
of product acceptance by the processor. Growers have been attracted
to these terms in order to insure a market at stipulated price prior
to incurring any part of the high costs of producing and harvesting
a perishable crop with extremely limited alternative outlets. Col-
lins 12 has reported the nature of the contractual arrangement used in
integrating grower-processor activities in California's canning to-
mato industry. Financing of production by the processor was com-
mon prior to and during World War II but commercial lenders have
largely assumed this responsibility for established growers. Second-
ary financing prevails to a greater extent in conjunction with cotton
producer-gin contracts in California.

While reducing the price uncertainty for the grower, this con-
tractual arrangement fails to provide the advantages associated with
grower ownership and operation of processing facilities. This type
of integration demands competent management and informed pro-
dcucers-commodities more likelv to be available in a highly commer-
cialized agriculture.

Increased use of purchasing and marketing contracts and integra-
tion can be expected in commercial agriculture in the future. In-
dividual producers will seek the benefits of price certainty in com-
modities subject to wide intraseasonal price fluctuations. Processors

11 Mueller, W. F., and J. Ml. Tinley, The Use and Functions of Cooperative Marketing
Contracts in California, California Agricultural Experiment Station. (Manuscript approved
for publication.)

12 Collins, Norman R., Integration of Grower-Processor Activities In the California
Canning Tomato Industry. Paper delivered at the Third Annual University of California
Tomato Day, February 20, 1957, Davis, Calif., 10 pp., processed.
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will be attempting to maintain volume at near-plant-capacity levels.
Lenders already recognize the imp roved quality of their chattels.Informed producer groups will see the benefits of integration through
the entire processing and marketing channel. Any shift toward
vegetables, fruits and other perishables will foster contracts between
producers and others.

A development in business structure in western agriculture-a
widely misunderstood development-is the increased interest in and
use of incorporation by farmers. This form of ownership has been
fostered as a means of acquiring capital in the amounts required todevelop or acquire land and water resources. In most cases the in-corporated farm is still fully owned and controlled by the individual
farmer and his family.

V. SUMMARY AND CONCLUSIONS

Agricultural adjustments faced by commercial farmers on the westcoast have been projected within a specific set of assumptions. Theprojections can be summarized as follows:
1. Little change in the kind of products produced in the dry-farmed

areas of the west coast are anticipated. Greater quantities of wheat
are expected to be used for feed than at present. Some expansion inlivestock production in dry-farmed areas may take place but exten-
sive conversion of wheatland to grazing is not anticipated.

2. In irrigated areas, strong competition exists for that acreage
where climate, soil and water conditions favor the production of veg-
etables, fruits and high-value field crops. Farms having physical at-tributes that permit may inaugurate more intensive production in-cluding double cropping.

3. Competition for water and land on the west coast is becomingincreasingly intense. Urban and industrial users can pay more forland and water than can commercial farmers. Nonagricultural de-mands for land and water resources are expected to work hardships
on producers in irrigated agricultural areas because of the effects ofthese demands on agriculture's cost structure. Surface water must
continue to be developed and transported if the present irrigatedagriculture is to be maintained at today's level, irrespective of de-
mands for urban and industrial uses.

4. In view of labor supplies and wage rates, farmers are expected
to adjust their organizations to reduce needs for seasonal labor andemploy permanent help on a longer term basis. Further mechani-
zation is expected to help reduce seasonal labor needs.

5. Further reduction in the number of small low-output farms isanticipated, exclusive of part-time farms. The average size of the
commercial farms is expected to continue to increase. These farmswill still be "family-type" farms within a definition applicable totoday's agricultural and industrial economy.

6. Tenant farming, as found in a hi Ily commercial specialized
agriculture, will continue to expand. Continued growth of a large
agricultural service industry is anticipated. Integration through
purchasing and sales contracts and grower-owned processing and
marketing facilities will become more prevalent.

Adjustment in agriculture cannot be discussed without reference to
national policies and programs directly affecting the decisions of
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farmers. These policies and programs need not be confined to acre-
age or production control. Tariff, import and export restrictions,
pricing programs, Government purchase and storage programs and
reclamation programs all affect adjustments made by farmers indi-
vidually and collectively within given geographic areas. The effects
of two of these types of programs on adjustment in agriculture are
discussed very briefly for illustrative purposes only.

Any acreage-allotment program utilizing an historical benchmark
for establishing farm allotments contains features hindering adjust-
ment in commercial agriculture. This is particularly important when
qualification for price support is coupled with compliance. Farmers
are apt to continue to produce crops to maintain "history" rather
than undertake substantial reorganization. Where allotments are
assigned to the land, values of the allotments tend to be capitalized
rather quickly into the land rental, purchase price, or assessment and,
thus, increase costs for the producer. Adjustments in production to
long-term changes in consumer demands may be unduly delayed.

A second example of the effect of a policy or program on agricultural
adjustment involves farm size. It is anticipated that the most diffi-

-cult adjustment problems in the W~Vest, both now and in the future,
-will involve the small farms. These farmers often face severe capital
limitations preventing their expansion to larger units and adoption
of cost-reducing innovations in agriculture. Any public or private
agency establishing farms capable of supporting a family only during
very favorable economic periods creates a future adjustment prob-
lem for agriculture.
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CHANGING MARKETING COSTS AND STRUCTURE;
MARKETING AGREEMENTS AND ORDERS

MARKETING COSTS, FARM PRICES, AND TI-rE
FARMER'S SHARE

Kenneth E. Ogren, Agricultural Marketing Service, United States
Department of Agriculture

Marketing of farm products is a big business.' It is getting bigger
year by year-in number of workers, in capital investment, and in
dollar volume of business. The gross returns of agencies marketing
farm products exceed the gross returns of the farmer-producers. 2

Furthermore, since the end of World War II the gross returns of
marketing agencies have increased relative to farmers' gross returns
in almost every year. Or, stated in another manner, the farmer's
share of consumer expenditures for food, clothing, and other consumer
goods derived from farm raw materials has declined.

For most consumer goods derived from agricultural products, the
returns to marketing agencies are a larger part of the retail price
then are the farmer's returns, particularly for those farm products
that are used as raw materials in manufacturing or processing. The
farm price is such a small proportion of the retail price of some
products that if the farmer gave his products away, retail prices
would be reduced by less than 20 percent. For example, if the farm
value of the 0.9 pound of wheat in a loaf of bread were subtracted,
the price of white bread would be reduced from 19 cents to 16.5.
Similarly, the price of a 12-ounce package of corn flakes would drop
from 23 cents to 20 cents, a 23.5-cent package of cigarettes to 20 cents,
and a man's cotton dress shirt from $3.60 to $3.30. Likewise, farm
prices of wheat, corn, cotton, and tobacco could increase by 50 percent
with increases of not over 10 percent in the retail price of these con-
sumer goods.3 It is perhaps significant that most of the products

.derived from the so-called basic farm commodities-wheat, cotton,
corn, tobacco, rice, and peanuts-fall in the group discussed in this

'In this paper I use marketing of farm products In its broadest sense-to include all of
the operations involved from the sale of the products by the farmer until purchased by the
consumer In the form, time, and place desired. This is the definition generally used by
State experiment stations and the U. S. Department of Agriculture, but it does not always
agree wtlh definitions of marketing used by nonagricultural workers. It Is quite logical
that agricultural workers should use this broad deinition as farmers are Interested In all
of the opeations from the farm to the consumer that may affect farmers' returns.

2 As used here, gross returns of agencies marketing farm products are equal to consumer
expenditures for goods derived from farm products less payments to farmers for the
agricultural raw materials.

I These comparisons assume, of course, that the size of the farm-retail spread (or gross
marketing margin) would not be affected by these assumed changes In farm prices. Price

*comparisons are based on United States average retail prices published by the Bureau of
Labor Statistics and United States average prices received by farmers published by the
Agricultural Marketing Service.
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paragraph; that is, products for which large percentage changes in
farm prices would have relatively little effect on retail price.

With the large role that the marketing system has in getting
products from the farmer to the consumer, it is not surprising that
both farmers and consumers have a continuing keen interest in the
amount and changes in marketing margins and the efficiency of the
marketing system. This interest is usually intensified when farm
prices are falling and/or retail prices are rising. Neither is it sur-
prising that this subcommittee in its "exploration of the causes of
the farm problem and the implications of alternative means of dealing
with it" should wish to consider various aspects of "marketing costs
and structure and marketing agreements and orders."

My assignment for the discussion on marketing was to prepare a
paper that would help provide perspective as to the meaning of
marketing margins and their significance for farm prices and income.
In part, my paper will be introductory to topics that will be discussed
in more detail by other participants. I will make particular reference
to the following questions noted by the subcommittee:

1. Relation of marketing costs to level and stability of farm
prices.

2. To what extent the farmer's share of the consumer's dollar
is a criterion of marketing efficiency.

THE FARMER'S SHARE AS A MEASURE OF MARKETING EFFICIENCY

The farmer's share varies widely by product and over time. For
example, the farmer's share of the retail price is always much larger
for eggs than for a product like bread. But this is not because
marketing agencies handling eggs are more efficient or make less
profit than those handling wheat, flour, and bread. The principal
reason for the differences is in the operations performed by farmers
and marketing agencies and the differences in resources required to
perform these operations. Egg production involes more operations
on the farm than does the production of wheat-not only the produc-
tion of grain as in wheat, but raising the laying hen and then feeding
the hen. For wheat, a two-stage manufacturing process is involved
after sale by farmers. The wheat is milled into flour and then the
flour is combined with other ingredients in the baking of the bread,
in addition to the buying and selling, transporting, and storage of
wheat, flour, and bread.

By grouping food products into four classes-unprocessed animal
products, processed animal products, unprocessed crops, and processed
crops-the relationship of the farmer's share to the relative amounts
of production processes on the farm and after farm sale can be shown.
Eggs are classified as an unprocessed animal product and bread as a
processed crop. In general, farmers receive the largest share of the
consumer's dollar for unprocessed animal products and the smallest
for processed crops although there is considerable variation within
each of the groups (table 1). The degree of processing varies. Also,
distance to market, relative perishability, and other factors affect the
ranking of the farmer's share within groups.
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TABLE 1.-Variations in farmer's shares bV type of food products,
average 1952-56

Farmer's
Type of product share

Unprocessed foods, animal products': (percent)

Eggs--…---------------------------------------------------------- 69
Beef, choice grade……----------------------------------------------- 65
Chickens, frying-------------------------------- 60
Lamb------------------------------------------------------------ 59

Pork (retail cuts) ------------------------------------------------- 58

Average…------------- ------------------------------------------ 62
Unprocessed foods, crops:

B eans, dried………------------------------ --------------------------- 46
Apples--…------------------------ -------------------------------- 43
Potatoes………------------------------------------------------------- 39
Lettuce………----- ------ ----- …---------- ------ ------- ------ ------ 38
Onions- ----------------------------------------------------------- 36
Tomatoes ---------------- …-…-…--------- --…36
P'runes3 -5------------ 36
O ranges………--------------------------- ----------------------------- 30
Lemons---------------------------________-----______-- - 29
G rapefruit………----------------------------------------------_______ 18

Average-------------------------------------------------------- 35

Processed foods, animal products':
Butter--…-------------------------------------------------------- 71
Cheese, American process--…-------------------------------------- 52
Milk, fluid …47---------------------------------- 47
Milk, evaporated…------------------------------------- 46
Lard 2…___________________________________________________________ 44
Ice cream……-------------------------- ----------------------- _____ 19

A verage……-------------------------- ------------------------ ____ 4G

Processed foods, crops:
Peanut butter ----------------------------------------------- 40
Vegetable shortening……-------------------------------------------- 37
M argarine……-------------------------- ---------------------------- 31
Salad dressing…… ____ 23
Flour, w hite……------------ ------------- ------------ - ------------- 39
Corn meal ------------------------------------------------------- 27
R olled oats…------------------- ------------------ - -…------------- 26
Bread, white……------------------------------------…- …------------ 19
C rackers, soda ---------------------------------------------------- 15
Corn flakes---------------------------------------- -_____________15
Corn sirup '___________ - -15
Orange juice concentrate, frozen ………--------------------------------- 31
Straw berries, frozen ---------------------------------------------- _ 26
Beans, green, frozen--…------------------------------------------- 20
Peaches, canned------------------------------------------------- 18
Tomatoes, canned------------------______________------------------ 17
Peas, frozen………---------------------------------------------------- 16
Sugar, beet……---------------------------------------------________ 46

Average----------------------------------------…-…------------- 26
1 Some processing Is involved for almost all animal products. However, the kinds and

grades of meat listed here are sold mostly in fresh form in contrast to canned and proc-
essed products derived mostly from other kinds and grades of meat.

' Rough estimates, based on value of live hog imputed to lard in calculating byproduct
value for pork.

4-year average, 1953-56.
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The farmer's share of the consumer's dollar as an average for all
products and for individual products varies markedly over time. The
average farmer's share for a market basket of food products increased
from 40 percent in 1940 to 53 percent in 1945, and declined to 40 percent
again by 1956. These changes were related primarily to changing
relationships of agricultural and nonagricultural prices, not to changes
in marketing efficiency. When farm and retail prices fall because of an
increase in marketings, the farmer's share often declines because prices
go down proportionately more at the farm level, not because market-
ing agencies become less efficient.

As noted, the farmer's share data show variations in the amounts go-
ing to farmers by types of food products. These differences reflect,
on the average, the variations in the balance of resources used in the
farm production of a product and those used in processing and dis-
tributing after farm sale. The share the farmer receives of the retail
price of a product indicates how much of an effect a change in the
farm price is likely to have on the retail price. Over time, the farmer's
share rata reflect changes taking place in the marketing system as well
as changes in relationships between agricultural and nonagricultural
prices. The farmer's share is not, however, a useful measure for study-
ing changes in marketing efficiency either in the short or long run.
Changes in marketing efficiency can affect the trend and/or level of
the farmer's share but other factors generally have more influence. A
measure of marketing efficiency would compare services performed
with costs or charges, or it would measure services actually delivered
with potential services obtainable from the resources used. The farm-
er's share does not do this. Also, it should be noted that the farmer's
share is a percentage measurement that depends on the ratio of market-
ing charges and farm prices. It is based on gross returns to farmers
and marketing agencies and does not reflect net returns of either
group.

INFLUENCE OF MARKETING COSTS ON LEVEL AND STABILITY OF FARM%

PRICES

In a broad sense, marketing contributes both to a higher level and
greater stability of farm prices. Specialization in production by com-
mercial farmers would be impossible without the marketing system
to bridge the gap between the farmer and the city consumer. Itbridges
the gap in several ways-in distance, in time, and in form. Because
of the vast network of transportation and distribution facilities,
today's market for most farm products is nationwide. Through the
marketing system, products of the individual commercial farmer can
reach almost any household in the United States. This reduces regional
differences in prices resulting from local surpluses or deficits. The
price variability resulting from seasonal and cyclical fluctuations in
farm production and marketings is reduced by storage, refrigeration,
and processing facilities that help provide a more even flow of products
to consumers.

Processing has widened the market for many food products by mak-
ing them available in more forms, in all seasons of the year, and to
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couisujiiers all over the country. 4 This is particularly important for
the more perishable farm products for which harvesting and market-
ing arc concentrated during a few weeks or months of each year. In
general, the more different uses found for each farm product, the more
stable its prices should be at the farm level, particularly within a mar-
keting season. An oversupply for fresh use can be diverted to proc-
essed uses.

A look at the shelves of today's supermarkets quickly shows the
wide variety of processed and packaged forms in which food is avail-
able to the shopper. Supermarkets carrying 5,000 or more different
items are not at all uncommon. "Oldtimers" sometimes talk nostal-
gically about the cracker-barrel days when there was less standardiza-
tion and packaging of foods. 'WThile today's supermarkets sometimes
may limit the customer's choice of buying or not buying marketing
services in the form of added processing or packaging, it seems cer-
tain that more rather than less variety and choice are available to
today's food shoppers.

The development of our modern marketing system also has made
the farmer more dependent on the marketing system in several respects.
Marketing agencies buy farm products; few farmers sell direct to
consumers. However, the real market for farm products comes not
from the first buyers of farm produce but from consumers. Regard-
less of fluctuations in farm output, the marketing system must be
geared largely to consumers. The volume of food handled for sale
to consumers depends on the number of consumers and their food
requirements. The demand for farm products at the farm level is a.
"derived" demand. The marketing system is the mechanism through
which the consumer demand for finished products is transmitted back
to the farmer as demand for his raw materials. The efficiency of the
marketing system can be evaluated in part on how well signals of
changes in consumer demand are transmitted back to the farmer.

Marketing and marketing costs may tend to make prices more
variable as well as less variable. The costs that make up margins are
generally "sticky." They do not respond to changes in supply of
farm products in the same way that prices do. Margins per unit are
likely to be as high (or in some cases higher) for a large volume mar-
keted as for a small volume. This leads us to the familiar proposition
discussed in most agricultural marketing textbooks that demand for
farm products is less elastic at the farm level than at retail. That is,
with a given change in supply, farm prices will change relatively
more than retail prices unless the margin changes in the same propor-

Nfany examples of foods sold in an Increasing number of forms mav be cited. One of
the more Interesting Is the "common" Irish potato. Some of its many processed forms
are potato chips, frozen french fries, canned potatoes, potato salad, Instant mashed potatoes
(dehydrated in packages), as well as the potatoes used in soups, TV dinners. and many
other ready-prepared foods. The proportion of the potato crop used In processed form has
risen steadily In recent years, Increasing from an estimated 11 percent In 1952 to 22 per-
cent In 1956.
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tion. (Because of "sticky" costs, margins do not often behave in this
way.) For example, if the farmer's share is 50 percent of the retail
price, the percentage change in the farm price will be twice as large
as the change in the retail price and if the farmer's share is 25 percent,
four times as large, assuming that the spread between farm and retail
prices does not change. Thus, the smaller the farmer's share, the
greater the price changes at the farm level percentagewise. Any
general trend toward marketing costs making up a larger part of retail
prices would tend to make farm prices less stable (that is, the derived
demand at the farm level less elastic).

How do changes in marketing costs affect farm prices? Because
the farm price often is, in an elementary sense, what is left after mar-
keting agencies have deducted their charges, changes in marketing
costs are likely to affect farm prices. Basically, marketing costs may
change for two reasons: (1) A change in the services performed by
the marketing system and (2) a change in the costs of performing the
same services. The effects on farm prices are likely to differ, depend-
ing on the reason for the change in marketing costs.

First, let us consider the impact of added services. Assume fur-
ther that the additional marketing services increase costs and that they
replace services previously performed by housewives. If the added
services increase the demand for the product so that consumers buy as
much as formerly at a price which covers the extra cost, the farm price
should not change.

Housewives generally seem to be willing to pay for the costs of addi-
tional services. But processing and other added services do not neces-
sarily add cost. Transportation of a product may be less costly in
processed form than in the fresh form. This is true for canned or
frozen concentrated juices. In such cases both consumers and farm-
ers may benefit from the added processing.

Several other variations of changes in marketing services can be
postulated. Marketing agencies may take over jobs formerly done
by farmers in marketing their products. In this instance prices re-
ceived by farmers would drop. Or services performed by the market-
ing system may decrease, which should lower prices at retail or
increase prices at the farm.

Farm prices are more likely to be affected if marketing costs change
because of changes in costs of performing the same services. To deter-
mine how they are affected can be likened to unraveling the incidence
of a tax. If the full extent of the marketing-cost increase is passed
on to the consumer in the form of higher retail prices, consumers will
buy less. How much less will depend on the elasticity of demand;
that is, how willing the consumers are to substitute other goods. With
a decline in consumer purchases, prices will have to drop to move
the same amount of goods, which means lower farm prices. Lower
farm prices may mean that farmers will cut back their production
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although this may take from a few months to several yeas Thus,
the effect of higher marketing costs will fall partly on the consumer
and partly on the farmer. But, if the consumer is more responsive
to changes in prices than the farmer, which is likely to be true at least
in the short run, more of the effect of the higher costs will be borne
by the farmer.

Whether cost increases are initially passed on to the consumer,
deducted from the farm price or absoibed by the marketing firm
may depend on the market, or bargaining, position of the marketing
firm; that is, the elasticity of demand and supply of the firm.

For example, if a processing firm is the principal buyer of a farm
product in a particular market, cost increases are more likely to be
reflected in a lower farm price, especially if the firm is selling its
product in a competitive market. But, if a processor (or processing
industry) is buying a farm product in a market competitive with
many other buyers and its purchases are a small part of the total
market, then this processor is more likely to either absorb a cost
increase or raise its selling price. If the cost increase is general
throughout this industry, it probably will be passed on. The individ-
ual firm may be selling a branded product for which it has a special
demand; in this instance, it may raise its selling price. Sometimes
a firm may increase both its costs and revenue by spending more
money in advertising or other promotion and expand its market.
These are only a few of the factors that may need to be considered
in analyzing the effect of an increase in marketing costs.

Changes in some costs-for example, transportation-may affect
some farmers more than others because of a differential effect. Prices
of producers distant from the consuming market are likely to be
lowered more by general increases in transportation rates than nearby
producers and raised more by decreases in transportation rates. Like-
wise, local or regional variations in other cost factors also may affect
the competitive position and returns of producing areas differently.

General increases in marketing costs, which are much more common
than decreases, do not necessarily lead to lower farm prices. Costs
of marketing farm products may increase because of general increases
in wage rates that are part of a general rise in wage rates throughout
the economy. Labor payments make up 70 percent or more of total
national income, so that a general increase in wages may raise con-
sumer demand for food enough to offset the effect of higher costs
on farm prices.
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VARIABILITY OF FARMi AND RETAIL PRICES AND FARM-RETAIL SPREADS

In general, agricultural prices are more variable than nonagricul-
tural prices. During periods of inflation and deflation, farm product
prices are often the first to move and may move farther than other
prices. Also, farm product prices tend to be more variable at farm
than at retail because of the relative inflexibility of farm-retail spreads.
Changes in farm-retail spreads are for the most part independent of
the supply and demand factors affecting farm and retail prices.
Changes in spreads over a period of time are determined primarily
by changes in costs of all factors employed in processing and dis-
tributing operations.5 Long-time trends in these spreads tend to
parallel trends in costs and prices in the nonagricultural section of
the economy.

A study of price changes for farm food products during the period
1947-56 illustrates the greater variability of prices at the farm level.
In 6 years of this period the average prices received by farmers for
food products changed by 5 percent or more from the preceding year.
In only 3 years did average retail prices of farm food products change
by as much as 5 percent. The change in the farm-retail spread was
less than 5 percent in all but 2 years of this period. A similar pattern
-held for individual food products (table 2). In general, yearly
Changes in retail prices exceeded those in the farm-retail spreads but
this was not true of all products. But spreads were more variable
than retail prices for beef, pork, and lamb, most items in the bakery
and cereal products group, and several processed fruits and vegetables.

While farm-retail spreads are generally less flexible than farm and
retail prices for long-term comparisons, they often are more flexible
on a short-term basis. Monthly changes in farm-retail spreads may
sometimes show little correspondence to changes in costs. The average
monthly change in farm-retail spreads during 1947-56 exceeded the
average change in retail prices of most food products given in table 3.
For the meat items and several other products, spreads were more
variable on a monthly basis than prices received by farmers (farm
-value).

5 Profits of marketing agencies also are a part of the total farm-retail spread but they
generally make up a relatively small part of the total.
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TABLE 2.-Relative frequency of year-to-year changes in retail and farm prices,
and farnt-retail spreads, selected food products, 1147-56

Year-to-year percentage change

Item '
Less than 5.0-14.9 15.0-24.9 25.0 or more

5.0

Market basket
Retail price- 67 33 0 0
Farm value ' ---- --- ------------- 33 56 11 0
Farm-retail spread -78 22 0 0

BMeat products (3):
Retail price-55 30 15 0
Farm value 

2 -
33 37 22 8

Farm-retail spread -41 48 4 7
Dairy products (5):

Retail price-69 28 3 0
Farm value 2 44 44 10 2
Farm-retail spread -72 26 2 0

Poultry and eggs (2):
Retail price-54 33 13 0
Farm value 

2
27 46 20 7

Farm-retail spread -60 40 0 0
Bakery and cereal products (6):

Retail price -77 17 6 0
Farm value 

2 -
-------------------- 42 42 6 10

Farm-retail spread- 61 33 2 4
Fresh fruits and vegetables (13):

Retail price -37 30 16 9
Farm value 

2 -
18 36 18 28

Farm-retail spread-47 41 8 4
Processed fruits and vegetables (12):

Retail price-60 32 5 3
Farm value '- 46 31 9 14
Farm-retail spread -62 29 6 3

Fats and oils (4):
Retail price -02 27 11 0
Farm value 

2 -
23 39 15 23

Farm-retail spread 58 38 4 0

I Data for market basket are based on average price changes for all items in market basket. Data for
product groups are based on data for individual products in groups. The numbers in parentheses indicate
the number of items included in each group.

2 Average price received by farmers for quantity of farm product equivalent to retail unit (adjusted for
value of nonfood byproducts).

TABLE 3.-Average monthly changes, in percent, in retail price, farm value, and
farm-retail spread, selected food products, 1947-56

Item Retail price Farm Farm-retail
value I spread

Beef (Choice grade) - 2.2 3.1 5-4
Pork (excluding lard) -- ---------------------- 3. 2 6. 6 7. 1
Lamb --------------------------------------------------- 3.5 3 8 3.
Butter-2.1 2.3 3.4
Cheese. American process- .6 1.0 1.7
Evaporated milk -. 8 2.1 2.1
Fluid milk - 1 1.8 1.0
Tee cream ' - -.------------------------------------ 2 1.4 .5
Chickens, frying 3_------------------------------------------- 2.8 5. 6 S. 2
Eggs- 4. 9 6. 0 6. 2
Apples- 7. 3 6.4 10.4
Lemons--------------------------------------- 4. 17.8 9.2
Oranges --. 0 I------------------------------------a 56 18 1 8.1
Beans, green -5- - 5.2 22.9 6
Cabbage -12.4 34.0 9.8
Carrots --------------------------------------------------- 6.2 18s 7.1
TLettuce -- ------------------------------------------ 13.5 27.7 10.7
Onions -9.1 22.8 10.7
Potatoes- 6 8 11.4 7.8
Sweetpotatoes- 7.3 10.5 8as
TomatoesM- 4- .. 17.9 33.4 17.4

I Average price received by farmers for quantity of farm product equivalent to retail unit (adjusted for
value of nonfood byproducts).

2 1951-56.
3 1949-56.
4 1810-56.
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The greater short-run variability in spreads is related to several
factors. Lags in price adjustment are associated with the frequent
price changes at wholesale, farm, and other market levels for many
of the products in table 3. These lags lead to alternate widenings and
narrowings in farm-retail spreads. The wide daily, weekly, and
monthly fluctuations in marketings, characteristic of many farm prod-
ucts, cause price uncertainties and price risks for marketing agencies.

These firms generally do not aim or expect to equate costs (includ-
ing normal profits) on each transaction but to average out over a period
of time. The same principle applies to firms handling many prod-
ucts. They aim at averaging out margins for several products rather
than equating actual handling costs on each commodity. In fact, it
would be difficult for most firms to allocate costs to the different prod-
ucts handled.

A part of the month-to-month movements in farm-retail spreads can
be attributed to more or less regular, recurring seasonal variations in
the marketing and prices of farm food products. The average sea-
sonal movement of margins for some of the meat products and fruits
and vegetables is fairly large-often greater than the seasonal move-
ment of retail prices. If the timing and direction of the seasonal
movements of farm and retail prices and margins coincide, then the
seasonal variation in margins would tend to lessen the seasonal fluc-
tuation in farm prices. This coincidence of seasonal movements char-
acterizes many of the fresh fruits and vegetables. But for beef and
especially pork, seasonal highs in the margin tend to come at times
when marketings are high, which accentuates the seasonal fluctuations
in farm prices.

S UMMA'RY

No single or direct answer, uncomplicated by restrictive assumptions,
can be given to the question of the relation of marketing and market-
ing costs to the level and stability of farm prices. In some ways
marketing can be said to stabilize prices of farm products but it also
may add to the instability of farm prices. Increases in marketing
costs tend to lower farm prices, but under certain conditions these
higher costs may tend to raise farm prices if they also raise consumer
buying power. The demand-and-supply characteristics of each prod-
uct, the causes of changes in marketing costs, the relation of these
cost changes to other parts of the economy, and the length of the time
period all may be significant in determining how a change in marketing
costs affects the level and stability of farm prices.

Marketing and marketing costs are not, however, the primary cause
of either instable or low-farm prices. The stability of agricultural
production as a whole plus the inherent instability of production of
many individual farm products overshadow marketing as a causal
factor of instable farm prices. (These adjustment problems and possi-
ble solutions to them are the subject of other panels in this series.)
But marketing should not be overlooked because of this, An efficient

260



POLICY FOR COMMERCIAL AGRICULTURE

marketing system does and can contribute greatly toward stabilizing
and improving farm income. The efficiency of this marketing system,
however, is not measured by the share of the consumer's dollar which
it takes, nor do these percentage shares measure the net returns of
either farmers or marketing firms. It is reasonable to expect that as
the marketing system performs more and more services relative to
agriculture that a larger share will go to marketing.

'U7226-57-- -.
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COSTS OF MARKETING MAJOR FARM PRODUCTS

D. B. DeLoach, Agricultural Marketing Service, United States
Department of Agriculture

The only sustained effort to maintain an index of the cost of mar-
keting food is that of the Department of Agriculture. Its annual
reports on the food marketing bill and its quarterly reports on the
farm food market basket provide two satisfactory barometers of
changes in retail prices, farm values, marketing margins, and the
farmer's share of the retail food dollar.

There are numerous problems in developing and maintaining mean-
ingful statistical series for a large number of foods and a few major
marketing costs and services. The selection of regular price series,
imputing of values to byproducts, estimating shrinkage, assessing
price-quality relationships, and the lack of good data on volume of
products moved at different prices leaves much to be desired if a high
standard of statistical accuracy is needed. But men do not stop meas-
uring things even though their instruments are crude. Difficulties
may arise, however, when these rough measurements are used as a
basis for making decisions that should require more exacting data
and analyses.

Statistical series are used to record the direction of change. They
neither explain the cause of change nor its magnitude. The series
on marketing costs are particularly lacking in this regard. The
marketing bill series is the computed difference between the total
retail store cost of domestically produced farm food sold to civilians
and the farm value of the equivalent amounts of such products. This
difference is the total of payments of agencies that assemble, process,
and distribute food. Foods sold in restaurants and other public eat-
ing places are valued at retail store prices. The series includes all
farm products and special breakdowns for meat products, dairy prod-
ucts, poultry and eggs, bakery, and cereal products, and fruits and
vegetables.

The market basket series is composed of the retail cost, farm value,
marketing margins, and farmer's share of the retail cost for the aver-
age quantities of domestically produced food products purchased by
the average wage-earner family in urban communities in 1952. The
retail cost and farm value for a family market basket of food prod-
ucts are computed by multiplying the retail price and "equivalent"
farm value of each of 60 foods by quantity weights. The farm-retail
price spread is the difference between the retail cost and the farm
value of the market basket. The farmer's share is the percentage that
the f arm value is of the retail cost.

The marketing bill series to a large extent reflects the changes in
services and volume that take place in the processing and distribution
of food products. It reflects a higher price level and additional mar-
keting services. Because those added services are composed largely
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of extra labor used in the additional preparation of food for home
consumption, and because of a higher price level generally, marketing
costs are increasing. While extra services may help increase costs,
it must be kept in mind that such services have contributed heavily to
the expansion of markets for the farmers who produce food. Ad-
vances made in temperature control, packaging, and improved han-
dling techniques have done much to widen the markets for agricul-
tural products and to make possible a better utilization of farm and
marketing resources than would have been possible otherwise. Fur-
thermore, the transfer of many food preparation services from the
home to commercial processing plants contributes heavily to our ris-
ing standard of living and more free time for the homemaker.

vhile the number of food services performed for the homemaker
outside the home has increased, comparatively speaking the home-
maker, on an average, can now purchase as much or more food for an
hour of labor than she could have bought in 1929, 1939, and 1955
(chart 1).

CHART 1

MLARKETING COSTS: TRENDS-1913 TO DATE

Marketing costs and farm values for food have tended to move
continually upward since 1913. On most occasions the rise has been
due to a steady increase in the volume of food products marketed as
well as to a rise in food prices. Food marketing costs have increased
every year since 1940 (table 1). Both the volume and the total costs
were about 4 percent higher in 1956 than in 1955, and a further rise
in volume and total costs can be expected in 1957.

'A

QUANTITIES OF FOODS ONE HOUR
OF FACTORY LABOR WILL BUY

BREAD 106 1955

STEAK 1929-m

MILK* 1064 ?plt
BUTTER lb.

BACON 9 , lm3 b.I~i

EG GS C)7 do.0

POTATO ES(X) 2,
I23lb 33.6 ion.

ORANGES 1Q3 2 .2 3.

*FRESH DELIVERED

1956 DUANTITIES BASED ON 11 MONTHS DATA, LENGTH OF BARS ON POUND BASIS

U. S. DEPARTMENT OF AGRICULTURE NEG. 99-57 1 1 AGRICULTURAL MARKETING SERVICE
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TABLE ].-Marketing bill for farm food products purchased by domestic civilian consumers, retail cost and farm value, all farm foods and BD
5 major commodity groups, annual 1913-56 1 $

[Billion dollars]

All farm foods 2 Meat products Dairy products Poultry and eggs Bakery and cereal Fruits and vegetables
products

Year Farm Retail Mar- Farm Retail Mar- Farm Retail Mar- Farm Retail Mar- Farm Retail Mar- Farm Retail Mar-

value cost keting value
3 cost veting value 3 eost keting value 3 cost keting value 3 cost keting value cost keting]

bil bill bill _ t bill bill bill

1913------------ 3.653 7. 41 3. 88 1.38 2. 26 0. 91 0. 62 1. 23 0. 61 0.45 0. 66 0. 21 0.44 1.42 0. 98 0. 50 1. 44

1914------------ 3. 64 7. 91 4. 27 1. 38 2. 26 .91 .64 1. 28 .64 .47 .67 .20 .49 1.62 1.13 .08 1.69

19158------------ 3. 63 7. 99 4. 36 1. 21 2.16 .95 .66 1.33 .67 .48 .68 .20 .09 1. 74 1.10 .56 1.61

1910------------ 4. 35 9.47 0.12 1.850 2. 49 .99 .74 1. 44 .70 .053 .75 .22 .68 1. 99 1.31 .71 2.17

1917------------ 6.08 12. 40 6. 38 2.03 3.03 1.00 .94 1.68 .74 .68 .94 .26 1. 18 2.78 1.63 .97 3.10

i1d18------------ 6. 87 13.19 6.32 2.651 3.96o 1. 45 1.09 1. 88 .79 .83 1.19 .36 1.08 2.48 1.40 1.04 2. 72

1919------------ 7.885 18. 22 7.067 2.650 4.14 1. 64 1.34 2.38 1.04 1. 03 1.45 .42 1. 21 2. 90 1. 69 1. 13 3. 33

1920------------ 7.30 16.052 9.10 2.15 4.12 1. 97 1.40 2.863 1.13 1. 10 1.858 .48 1. 17 3.16 1. 99 1. 30 4. 21

1921 -8---------- .08 12.857 7.852 1.40 3. 45 2.08 1. 18 2.34 1. 19 .77 1. 16 .39 .62 2.42 1.89 .98 2.64

1922 ----------- 5. 19 12. 88 7. 69 1.856 3. 49 1. 93 1. 14 2.31 1. 17 .75 1. 12 .37 .59 2.36 1. 77 .99 2. 97

1923 ----------- 05.62 14.00 8. 38 1.858 3. 77 2.19 1.39 2. 65 1. 26 .83 1. 24 .41 .59 2. 43 1. 84 1.03 3. 10

1924 ----------- 05.87 14.851 8.64 1.73 4.07 2.34 1.34 2.859 1. 20 .86 1. 31 .45 .67 2.052 1.80 1.06 3. 31

1925------------ 6. 77 18. 73 8. 96 2.10 4. 28 2.18 1.47 2. 83 1. 36 .96 1. 41 .45 .87 2. 81 1. 94 1. 15 3. 60

1926------------ 6.95 16.38 9. 43 2. 18 4. 35 2.17 1.153 2. 93 1. 40 1.03 1. 49 .46 .80 2. 87 2.07 1. 22 3. 96

1927------------ 6. 72 16. 23 9. 51 2.04 4. 25 2. 21 1.62 3.09 1. 47 .96 1.40 .44 .74 2. 90 2.16 1. 14 3. 75

1928------------ 6.94 10. 27 9. 33 2.11 4. 28 2.17 1. 69 3.19 1.660 1.05 1.053 .48 .74 2. 98 2. 24 1. 13 3. 47

1929.----------- 7. 22 17.08 9.86 2. 23 4. 45 2. 22 1. 76 3.33 1.057 1. 12 1. 70 .08 .68 2.86 2.18 1. 21 3. 89

1930.----------- 6. 33 10.10 9.82 1. 94 4. 25 2. 31 1.857 3.13 1.056 .93 1.051 88 .56 2. 78 2. 22 1.13 3. 68

1931.------- --- 4. 66 13. 06 8.40 1. 37 3.858 2. 21 1. 20 2. 66 1. 41 .71 1. 20 .49 .35 2. 24 1.89 .86 2. 84

1932------------ 3.40 10. 61 7. 21 .91 2.67 1. 76 .97 2. 21 1. 24 .54 .88 .34 .26 1. 91 1. 65 61 2. 29

1933 ----------- 3.856 10. 93 7.30 .92 2. 61 1. 68 .96 2.17 1. 21 .48 .80 .32 .34 2. 00 1. 60 .73 2.059

1934 ----------- 4. 27 12.052 7.92 1. 13 3. 26 1. 90 1.12 2.36 1. 24 .88 .98 .40 .47 2.38 1. 81 .80 2.83

1935------------ 5. 02 12.94 7.058 1. 49 3. 39 1. 70 1. 20 2.858 1. 29 .75 1.09 .34 .52 2. 41 1.78 .79 2. 81

19360-----------85.78 14. 29 8.851 1. 79 3. 79 2. 00 1. 42 2. 81 1. 39 .77 1.16 .39 .88 2.051 1. 93 1. 00 3. 22

1937 ----------- 5. 98 14.18 8. 20 1.90o 3. 95 2. 00 1.49 2.90 1.41 .81 1. 24 .43 .61 2.053 1. 92 .95 2. 76

1938 ----------- 85.20 13.39 8.18 1. 71 3.857 1. 86 1.32 2. 72 1. 40 .77 1. 16 .39 .41 2. 42 2.01 .78 2.056

1939 -- 0--------- .17 13.37 8.19 1. 69 3.854 1. 80 1. 32 2. 76 1. 44 .72 1. 10 .38 .39 2. 26 1.87 .86 2. 79

1940 -- 0--------- 6 14.1 8.85 1. 8 3. 7 1. 9 1.05 3.0 1. 5 .8 1. 2 .4 .4 2. 3 1.9 .9 2. 9

1941------------ 7.1 16. 3 9. 2 2. 5 4. 3 1. 8 1. 7 3. 4 1. 7 1.0 1. 4 .4 .5 2.05 2. 0 1. 1 3. 3

1042------------ 9. 3 19. 8 10. 5 3. 2 4. 9 1. 7 2. 1 4.1 2. 0 1.4 2.0 .6 .7 2.9 2. 2 1.85 4.1

1943------------ 11.4 22.3 11.1 3. 6 5. 2 1. 8 2. 3 4.3 2.0 2.0 2. 7 .7 .9 3. 3 2.4 2.1 5.0

1944-11----------I. 6 22.05 11. 4 3. 7 5. 3 1. 9 2. 5 4. 5 2. 0 1. 8 2.5 .7 .9 3.1 2.3 2. 3 0. 3

1945------------ 12. 6 24.4 12.85 3. 7 0. 0 1. 7 2, 6 4. 8 2. 2 2. 3 3. 1 .8 1.0 3. 5 2. 6 2.85 6. 4

1946 ----------- 18.7 30. 8 10. 6 1. 2 7. 3 2.4 3. 5 6. 3 2. 8 2. 4 3.4 1. 0 1. 3 4. 2 3. 0 2. 6 7.2

1947 ----------- 10.7 30. 5 17. 8 7. 4 11.0 3. 6 3. 7 6.06 2. 9 2. 6 3.8 1. 2 1.8 4. 8 3. 3 2. 6 7. 5

114 -9. 2 39. 0 19.8 7. 6 11. 6 4. 0 4.1 7. 4 3. 3 3. 0 4.3 1. 3 1. 4 5,3 3. 9 2. 4 7. 6

C I

0.6
0. 89 F

1.46
2.13
1.68
2.20 Q
2.91
1.69
1 98
2.12 b2.25 >
2.45 0
2.74 S
2.61 t
2.34
2.68 >
2.55 3
1.98 W
1.68 c

1.80
2.03
2.02 H
2.22 d
1.81 W
1.78 i
1.93

2.022 2
2.6
2.4
3.1
4.0
4.7
4.9
5. 2



19 ._.
1980-- - - -- - - - - -
19620
1952
1952 -- -- ---------
19.54

1966 4-

17. i 37.0 20.8 6.7 10.8 4.i
17.7 38.9 21.2 7.4 11.6 4.1
20.2 43.0 22.8 8.1 12. 4 4.3
20.1 44.6 24.4 7.7 12.5 4.8
19.0 44.6 25.6 7.2 12. 3 6. 1
18. 3 44. 9 26. 6 7. 2 12. 5 6.3
18. 3 46. 2 27. 9 6. 7 12. 7 6.0
18.8 47.7 28.9 6.6 12.8 6.2

I 'he retall-cost estimates represent the cost at retail-store prices of all domestic farm
foods that were both sold by farmers and bought by civilian consumers in this country.
Farm food products sold In the form of meals are included but are valued at what the
food would have cost In retail stores. Farm value Is adjusted to eliminate imputed value
of nonfood bypsroducts. The marketing bill, or total marketing margin, Is equal to the
difference between the farm value and retail cost except for the years 1933-315 and 1943-46
In which the marketing bill for some groups is adjusted for processor taxes or Govern-
ment p)ayments to processors.

2 Includes vegetable-oil products, sugar, and other miscellaneous food products in
addition to the 5 commodity groups given in this table.

3 Thse estimated farm values of milk, cggs, fruits, lard, and vegetable shortening used
in bakery. products were deducted fron the farm values of other cousmodity groups and
added to the farm value of the bakery and cereal products group.

4'Preliminary estimates.
NOTE.-Some of the data for 1947 and later years are revisions of previous estimates.
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Marketing costs amounted to 61 percent of the retail cost of food
in 1956 and the first half of 1957. Percentagewise and dollarwise
marketing costs are at the highest level since 1940.

Because of the high degree of processing and personal services re-
quired to process and deliver cereal and bakery products to con-
sumers, marketing costs on these products run considerably higher
than for other foods. The total marketing costs for the fruit and
vegetable group amounted to about $7.8 billion in 1956 or 73 percent
of the retail cost. Meat products require about 48 percent of the
retail cost for processing and distribution, but poultry and eggs for
which markets have expanded rapidly over the last several years, re-
quired only 38 percent for marketing costs.

Both volume and total costs were about 4 percent higher in 1956
than in 1955 and a further rise of 5 to 6 percent in total costs can be
expected for 1957. Between 1940 and 1956 the volume of food mar-
keted rose about 50 percent. However, the marketing bill (including
the cost of services in restaurants and other eating places) increased
from $9 billion in 1940 to about $34 billion in 1956. The Department
estimates that $4.5 billion of the $25 billion incerase was due to a rise
in the volume of food marketed. About $14.5 billion is attributed to
a rise of 110 percent in the general price level which is reflected in
marketing costs. The remaining $6 billion was due to the cost of
performing additional processing and marketing services in moving
food from the farm to the consumer. These services included extra
packaging, trimming, preparation, precooking, and meals purchased
away from home. The introduction and widespread use of frozen
foods, a process which permitted the preparation of highly perishable
foods outside the home, contributed greatly to the growth in services
to consumers. While the numerous services consumers purchased
with food have contributed to the rise in marketing costs, many of
these developments have reduced spoilage and shipping costs and
made possible certain economies that are normally associated with
high volume operations in processing and distributing.

There have been some adjustments in the structure of marketing
since 1940; however, the pattern of costs that accompanied the change
has not varied greatly. Labor continues to account for about 47 per-
cent of the costs; transportation and associated charges about 13 per-
cent; materials, other costs, and noncorporate profits 34 percent; and
corporate profits before taxes 6 percent (table 2).
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TAnIes 2.-Labor, transportation, corporate profits, and other costs for

mnarketing farm food products, United States, 1939-56
[Billion dollars]

Transpor- Corporate profits 2
tation Totil

Year Labor I (includ- Other 8 market-
ing labor) Before After ting bill

taxes taxes

1939 -3.7 1.0 0.4 0.3 3.1 8.2
1940 -3. 9 1.0 .4 .3 3.2 S. 5
1941 -4.1 1.2 .6 .4 3.3 9. 2
1942 -4.5 1.0 .9 .4 4.1 10. 5
1943 -4. 6 1.0 1. 0 .5 4.5 11.1
1944 -5.0 1.1 1. 0 .4 4. 3 11.4
1945 -5.5 1.3 1.0 .5 4.7 12. 5
1946 - -------------------------- 6. 7 1. 6 1. 7 1.0 5. 6 15.6
1947 -7. 9 2. 0 1. 5 .9 6. 4 17. 8
1948--------------------- 8. 9 2.2 L.2 .7 7. 5 39. 8
1949 - 9.4 2.4 LI .8 7.7 20. 8
i947-4o average--------------- 8. 7 2.2 1. 3 ... 8 7.3 19. 5
1950 -9.9 2.6 1.6 .9 7.1 21.2
1951 -10. 6 2. 7 1.3 .6 8.2 22.8
1952 - 11.4 3.1 1.4 .6 8.5 24.4
1953 -12.1 3.3 1. 5 .7 8.7 25.6
1954 -12.6 3.5 1.5 .7 9.0 26. 6
1955- 13.0 3.1 1 6 .8 10.2 27.9
1956 4 -13. 9 3.3 1.8 9 9.9 28.9

X Relates only to food sold to civilian consumers and not to that sold to the Armed Forces or exported
The cost of labor in restaurants and other eating places is not included hut the series includes the estimated
cost of additional retail-store labor that would be required to handle in retail stores the food sold in eating.
places. These adjustments are made because the food served in these places is valued at retail-store prices
when it is included in the retail cost from which the marketing bill is derived. The cost of labor employed in
Intercity transportation is not included because payments made for transportation also are compared with
the total marketing bill.

2 Total corporate profits are those received from the marketing of farm produced and domestically con-
sumed food products by corporate establishments only and do not include those of nonincorporated firms.
These profits do not include those of firms engaged in intercity transportation.

3 Includes other costs and noncorporate profits.
4 Preliminary.

LABOR COSTS

This upward trend in labor costs since 1940 has been caused by an
increase in the number of persons employed in processing and distri-
bution activities to handle an increasing volume of prodncts and in
rendering the additional services required in the processing and dis-
tribution of semprepared and prepared foods. In addition, an in-
creasing number of technical, clerical, professional, and sales person-
nel were employed by marketing firms in an increasing effort to sell
products. Many of these workers also -were needed to maintain the
system of managerial controls essential to the operation of large busi-
nesses and to take care of additional work requirements for reporting
under various Federal and State social security, taxation and regula-
tory programs. It is estimated that the full-time equivalent of 5.2
million workers was employed in processing and distribution in 1956.
This is approximately 33 percent more than in 1940. Corresponding
labor costs were estimated at $18.3 billion in 1956 or about 273 percent
more than in 1940.
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Between 1940 and 1957 an increasing spread of unionization in
food processing and distributing industries established a workday and
workweek with provision for overtime payments after a specified
number of hours as well as other fringe benefits. In addition, various
State and Federal legislation provided for increasing kinds and
amounts of fringe benefits. Part of these higher labor costs has been
offset by the greater productivity of labor during the 16-year period.
The best available estimates show that unit labor costs have increased
only about 140 percent even though total labor costs have gone up by
approximately twice that amount.

TRANSPORTATION COSTS

Transportation rates and charges have followed the same trend as
labor costs because transportation services are in the main a reflection
of labor usage. There are a number of contractual limitations be-
tween labor and management in the transportation industry that re-
strict the cost benefits that might be gained from new technologies.
These and other institutional factors may have to be changed before
any reasonable improvement can be expected in transportation costs
and efficiency.

CORPORATE PROFITS

Corporate profits of food processing and distributing concerns have
ranged between 5 and 11 percent on invested capital before taxes since
1940. Such profits amounted to about $1.8 billion in 1956, which ex-
ceeded the previous high of $1.7 billion in 1946 and were 38 percent
higher than the average of $1.3 billion for 1947-49.

Generally speaking, profits in the food industry have been lower
than in all manufacturing industries combined. Regardless of this,
profits caimot be considered an inconsequential item in the food mar-
keting bill. Profits averaged higher in 1956 than in any year since
1950 for leading food processing firms and for 8 of the leading chain
retail food store companies (table 3). The small sample of food
wholesaling companies used by the Department of Agriculture would
indicate that food wholesaling profits were higher in 1956 than in the
preceding year.
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TABLE R.-Net profits (less proviRion for toiteee On incolne) as percentage of
8tockholder8' equity and as percentage of sales, leading food and tobacco

companies, 19S5-56
PROFITS AS PERCENTAGE OF STOCKHOLDERS' EQUITY '

Food processing Companies
5

whole-
7 grain 10 10 9i5e- 61 sale 8 retail tobaeco

Year 8 mill 11 5 can- dairy celia- cor- food food cor-baking prod- meat ning prod- neoos ponies distrib- chains panics
con- ucts packers corn- * Cts rood com1- utors

panies corn- panies comn- corn- blused
palsies panies panies I

Percent Percent Percent Percent Percen t Percent Percent Percent Percent PercentAverage, 1935-39 --- 8.1 10.4 3.06 5.6 7. 9 9.8 7.4------ 8. 4 13.91940 --------- 7.9 9.8 5.4 6. 6 8.7 9. 2 7.7 ---- - 9.7 14.21941 --------- 7.6 9.5 8.0 10.5 11.1 10.8 9. 7- ----- 9.4 12.31942 --------- 9.5 8. 0 8.1 8.4 11.3 8.7 9.0 ---- - 7.4 11.0
1943 - 9 15.----3.4--.9-.3 10.2 7.9 8.0 11.5 9.1 9.2 - - 7. 8 10.4
1944 - 8 .7 10.3 7.2 9.1 10.1 8.2 8.5 11.2 8.2 9.71945 --------- 10.0 10.9 5.2 10.2 10.0 8.1 8.2 12.7 8. 1 9.21940 --------- 18.3 13.2 9.9 18.4 17.0 12.6 13.6 27.3 18.1 11.4
1947- 15. 11.7 11.0 13.4 13.2 14.6 13.4 18.8 18.8 12.61948 --------- 17.0 14.6 .5.6 9.06 12.5 13.5 11.3 16.1 16.9 14.41949 --------- 16.5 13.8 3.9 5.4 14.5 10.5 10.0 12.5 18.4 14.3
1950 --------- 15.5 13.4 5.9 15.3 13.3 12.7 11.5 10.0 13.8 13.119.51 --------- 11.7 11.0 5.1 0.8 10l.2 9.0 8.5 9.5 10.0 .991952 --------- 12.1 11.0 3.2 7. 5 9.9 9.0 8.1 5.4 9.8 9.51953 --------- 12.3 10.7 0.6 6.6 11.0 9. 2 9. 2 7.1 11.0 10.1
1984 --------- 11.3 12.4 2. 7 7.8 12.1 9.9 8. 8 7.5 10.9 10.51955 --------- 11.4 12.4 6.5 10.1 12.0 10.4 10.1 6.7 10.7 11.9
195'--11.4 11.7 7.0 8.1 12.2 11.2 10.2 7.6 12.8 12.0

PROFITS AS PERCENTAGE OF SALES

Food processing companies

whole- 5 to-4 grain 4 10 10 46 sale 8 retail bacco
7 mill 11 can- dairy miscel- corn- food foed comn-

baking prod- meat ning prod- laneous ponies distrib- chains pnaies
corn- ducts packers corn- ducts food corn- utors

paniCs com- panics com- Com- bined
panies panies panics I

Average, 1935-39 --- 7.1 4.2 0.9 3.1 3.1 8.6 3.0 - - 1.5 9.1
1940- - .3 4. 1.4 3.5 3.2 7.9 3. 2 ------ 1.5 8.4
1941-5.3 3.5 1.7 3.9 3.4 7.8 3.2 0 1.2 6.51942 --------- 4.8 2.0 6 1.2 3.1 2.9 5.5 2. 4 ----- .9 5.1
1943-4.0 2.2 1.1 3. 5 2.8 5.0 2.2 11.0 4.31944 --------- 3.3 2.3 1.0 3.3 2. 4 4. 9 2.0 .9 1.0 4.0
1945- 3. 6 2 .9 3.8 2.3 4.0 2. 0 1.0 .9 3.81940 -0------- .0 2.8 1.7 6.1 3.5 0.0 3. 3 2. 2 1.7 4. 01947 --------- 4. 5 2. 9 1.2 5.0 2.6 5.6 2.5 1. 8 1.5 4.3
1948-4.9 3.3 .6 3.7 2.5 5.4 2. 1.8 1.4 5.01949 --------- 5.0 3.6 .5 2.4 3.3 4. 7 2.1 1.5 1.4 5.419-50 --------- 4.9 3.1 .8 5.3 3.2 5.3 2.5 1.2 1.2 5.11951 --------- 3.5 2.3 .6 2.5 2 2 3.6 1.7 1.1 .9 3.81952 --------- 3.5 2. 5 .4 2. 7 2.1 3. 6 1.6 .7 .8 3.41953 --------- 3.5 2.5 .8 2.3 2.3 3.6 1.9 1.0 .9 3.81954 --------- 3.4 2. 9 .3 2.8 2 6 3.8 1.8 1.0 1.0 4.3
1955 --3.4 3.1 .8 3.6 2.6 4.0 2.2 .9 1.0 5.019563--------- 3.2 2.7 .9 2.9 2.6 4.0 2.2 1.0 1.1 5.0

I Includes sugar and corn refining Companies, processors of vegetable oils, and companies manufacturing
a wvide variety of packaged foods.

2 Ratio of net profits to average of stockholders' equity at the beginning and end of the year. Stock-holders' equity is excess of total balance shoot assets ov-er liabilities.
' Preliminary.

Source: Compiled from financial statements reported in Moody's Industrials.
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While total profits of food processors and distributors are rising,
unit profits per dollar of sales are lower now than they were in 1940.
This reflects the high volume of business handled by most of the com-
panies studied.

OTHER COSTS AND NONCORPORATE PROFITS

Fuel, electric power, containers, supplies, depreciation, rents, taxes
other than those on incomes, interest on borrowed capital, and many
other costs and the profits of unincorporated marketing firms in-
creased from $7.3 billion in 1947-49 to $9.9 billion in 1956. Percent-
agewise, these items took approximately 34 percent of the total mar-
keting costs in 1956 compared to 38 percent in 1940.

MARKET BASKET: TRENDS-1935 TO DATE

The retail cost of foods in the market basket rose to $1,036 (annual
rate) in August 1957. This was the highest level since 1952. If
present trends continue, retail prices for 1957 will approximate the
high post-World War II level of 1951-53 (table 4).

TABLE 4.-The farm food market basket: Retail cost, farm value, farm-retail
spread, and farmer's share of retail cost, 1947-57

Year and month Retail cost I Farm value 2 Marketing Farmer's
margin share

Dollars Dollars Dollars Percent
1935-39 average --------------- (3) (3) () 40
1947 911 467 444 51
1948 _- - - - -- - - - -- - - - -982 497 485 51
1949 - - -928 435 493 47
1947-49 average - ------ 940 466 474 50
1950 - - -920 432 488 47
1951 - - -1,024 497 527 49
1952 1,034 482 552 47
1953 - - -1,003 445 558 44
1954 986 421 565 43
1955 969 395 574 41
19566 -972 390 582 40
1957 (first half) -- 992 390 602 39
1956-

January - - -947 369 578 39
February - - - 942 365 577 39
March - - -942 373 569 40
April 951 381 570 40
May ------------------------------- 964 395 569 41
June 991 405 586 41
July - - -1,005 407 598 40
August - - -988 403 585 41
September - - -988 402 586 41
October 987 398 589 40
November - - -981 390 591 40
December - - -979 389 590 40

1957:
January - - -978 389 589 40
February --------------------------------- 988 380 608 38
March 981 386 595 39
April -992 395 597 40
May -1--,---------------- -000 391 609 39
June ------- 1,014 400 614 39
July 1, 029 410 619 40
August -1,036 419 617 40

I Retail cost of average quantities of farm foods purchased per urban wage-earner and clerical-worker
family in 1952, calculated from retail prices collected by the Bureau of Labor Statistics.

2 Payment to farmers for equivalent quantities of farm produce minus imputed value of byproducts
obtained in processing.

Comparable dollar figures not available. The farmer's share and index numbers of the retail cost, farm
value, and farm-retail spread for the years 1913-55 were published in the April 1956 issue of the Marketing
and Transportation Situation.
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The farm value of foods in the market basket edged downward fronw
1952 through the first half of 1956. Preliminary statistics indicate
a substantial recovery in farm prices for the third quarter of 1957.
The preliminary figure for August gives the farm value on the market
basket foods as $419, an increase of $28 over May 1957. The amount
of this rise is in excess of any normal seasonal change.

The simultaneous rise in marketing costs and the fall in the farm
value of foods in the market basket since 1951 have dropped the
farmer's share of the consumer's food dollar to an average of 40 per-
cent for the first three quarters of 1957. This is the lowest point since
1940.

The rise in marketing costs is associated directly with the disposable
income available to the purchasers of food. This disposable personal
income was 3.7 times greater in 1956 than in 1940. The total national
income was approximately 4.2 time that of 1940. Inasmuch as these
statistics on disposable and national income also are indicators of the
national expenditures for labor, interest, dividends, rents, materials,
supplies, etc., it stands to reason that marketing costs will rise or fall
in direct relation to their component parts. In other words, total
marketing costs are made up of payments to labor, capital, and land,
the total varying with the amounts and prices of each item used in
performing processing and marketing functions. The rise in mar-
keting costs between 1940 and 1957 paralleled the rise in disposable
personal income. The restraints imposed during World War II de-
layed some of the upward movement of marketing costs, but as soon
as these restraints were removed in 1946 the rise was resumed at a
remarkably rapid rate.

There is nothing mysterious about marketing costs per se. There
are many problems that arise from the use of marketing cost statistics
as a basis for judging the comparative efficiency of the marketing
system over time. Essentially, total marketing costs reflect the inputs
of labor, capital, and raw materials at specified prices. Either the
amount of inputs or the prices of the inputs, or both, may change,
thereby minimizing the value of any cost comparison over time.

Any comprehensive approach to a study of marketing costs must
emphasize changes in inputs of labor, capital, raw materials, and quali-
ties of end products, as well as the demand factors not directly asso-
ciated with price or quality. If these comparative input, cost, and
price data could be obtained by types of industries, reasonable progress
might be made toward answering the question "Does marketing cost
too much?"

Before real advances can be made toward improving marketing
efficiency and lowering costs, there must be a demonstrated willingness
to study and deal objectively with the contractual and institutional
barriers to change. This requirement for real progress in cutting
costs has both social and economic implications, neither of which we
now are prepared to handle effectively.

SU3IMARY

The trend of retail cost of food in the market basket has been up
since 1947. A drop in 1949 and 1950 was followed immediately by a
bulge during the Korean War. This was followed by a slackening
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of prices in 1953, 1955, and 1956. Prices started upward in June 1956
and have continued to rise since that time.

The trend in the farm value of foods in the market basket has been
downward since 1947. During 1956 the farm value reached its lowest
level since 1946. There has been a noticeable recovery in farm food
prices since May 1957, a condition that has been brought about by
higher meat and poultry and egg prices and in part by the Govern-
ment's program of removing large amounts of surplus food from regu-
lar marketing channels for sale in foreign countries under the condi-
tions governing the disposal of farm surpluses. The trend of market-
ing costs has followed closely the trends in costs of labor, transporta-
tion, interest, rents, supplies, and other items that make up the total
cost of processing and distributing food. Inasmuch as marketing
services are performed primarily with labor, there is every indication
that labor costs will continue as the most important factor in deter-
mining the level of all marketing costs.

The gaps in the statistical and analytical information on marketing
costs, practices, and operating efficiency are real obstacles to develop-
ing more comprehensive analyses to aid in a solution of marketing
problems. Much of the economic data which your committee must
use as a basis for its findings are meager and inadequate. The data
do not provide as sound a basis for establishing cause-and-effect
relationships as you might wish. Nevertheless, the information is
sufficient to help you delineate the major issues facing those who seek
lower marketing costs. These are (1) a rising price level, (2) the sale
of an increasing number and types of services with food, and (3) the
contractual and institutional barriers that prevent or delay improve-
ments in processing and distribution that are now available through
improved technologies.
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INCREASING EFFICIENCY IN AliRKETING
AGRICULTURAL COMMODITIES

Herman M. Southworth, The Pennsylvania State University

I have been asked to discuss the efficiency of agricultural marketing
and the potential contribution of increased marketing efficiency to-
ward solving the farm problem. For this purpose I assume that
efficiency refers specifically to the relationship of marketing services
performed to the costs incurred in performing them. Other witnesses
will discuss the effectiveness of the marketing system in promoting the
sale of farm products or widening their distribution, and the possi-
bilities of increasing farm income through better integration of farm
production and demand, or through regulating the quantity and qual-
ity of supplies so as to achieve more orderly marketing. I shall there-
fore exclude such topics. I shall also largely avoid detailed statistical
discussion of the relationships of costs, margins, and farmers' returns,
since these data, also, fall within areas assigned to other witnesses.

FOOD SUPPLY: A PROBLEMi IN LOGISTICS

To begin with, then, I should like to point out that by any stand-
ards except our own we have a highly efficient system for marketing
farm products in the United States. To illustrate this, I should like
to draw some comparisons with our military supply program in
World War II. At the height of the war we had some 12 million
persons in the Armed Forces, though by no means all of these were
fed outside of civilian channels. A large proportion of them, of
course, were spread over several theaters of war in various parts of the
globe, and the establishment and maintenance of supply lines for food,
as well as other materials of war, was a spectacular logistic achieve-
ment.

By way of comparison, however, let us consider supplying food to
the New York City metropolitan area. This area alone hias some
13 million people requiring to be fed every day-more than were in
the Armed Forces at the height of the war.

Furthermore, the civilian population does not eat from standard-
ized menus planned through a quartermaster corps. New York City
housewives expect to be able, any day of the week, to obtain any of
several thousand different items of food that their fancies may dictate
for the day's meals of their families.

The Army, to be sure, had difficult problems of devising special
rations and other processed foods, in special types and sizes of pack-
ages, designed to meet the needs of troops under various conditions of
operation. But the food stores in the New York area regularly stock
a much greater variety of foods, raw, processed, and precooked, and
packaged to meet the needs of large families and small, not to men-
tion all types of restaurants and institutions.
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The metropolitan population, of course, is concentrated in a single
consuming area-though so highly concentrated that this in itself

poses formidable problems of traffic movement. But it draws for its

food supply upon all the varied producing areas of the United States

and upon other lands throughout the globe.
Furthermore, the Nation's food-marketing system supplies the daily

needs not only of this concentrated metropolitan area but of some 160

million other consumers spread throughout the length and breadth of

the land, in large cities, small towns, and rural areas. It supplies not

just basic food requirements, but all the vast array of foods and food

services demanded for our modern, high level of living. The normal

peacetime supplying of foods and other farm products to the civilian

population of the United States thus constitutes a logistic problem
beside which the military supply operation of World War II pales.

Perhaps the most remarkable contrast is that the civilian supply

goes on reliably, day in and day out, year in and year out, without
benefit of a central chain of command. It operates through the mil-

lions of independent daily decisions by farmers, by consumers, and by-

the multiplicity of shippers, receivers, processors, storers, wholesalers,.
retailers, and other marketing agents that bridge the long gap between.

Their decisions are independent in the sense that no one tells them
what to do. Coordination comes about through the economic forces

of the market place-and through the continuity of customary practice.

We are justly proud of our military achievements in wartime lo-
gistics because they had, so to speak, to be achieved overnight. Ther

civilian marketing system has developed gradually over the whole pe-

riod of history of our country. But in thinking of its efficiency it is.

instructive to ponder the task of suddenly creating it from scratch.

A comparison with wartime logistics helps us to imagine this. Even
so, the task is almost beyond our ability to conceive.

OUR DEPENDENCE UPoN EFFICIENT MARKETING

HoTw the rise of our wealthy industrial economy has depended upon

the freeing of most of our labor force for other employments than

producing foods and fibers is widely recognized. Technological ad-

vances in farming with highly specialized, commercialized production
have brought this about.

That this achievement has been equially dependent upon technological

and organizational progress in marketing is less widely recognized.
Yet locally specialized areas of farm production must have access to

wide markets. And urban industrial centers must be able to draw

upon distant sources for their daily needs of food. Without an effi-

cient marketing system capable of bridging this gap cheaply, neither
would be possible. The costs of handling, transporting, processing,

storing, and distributing the basic necessities of food and fiber would
more than eat up the savings from geographic specialization in pro-

duction.
To illustrate, the benefits of early railroad development to urban

food consumers are described by Cummin.zs.l The implications for

farmers' market opportunities are equally obvious.

* * * Perishables could be broughlt from greater distances
in rail cars * * * and, as commercial dairying, market gar-

The American and His Food. University of Chicago Press, 1940. Pp. 53 ff.
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dening, and horticulture which previously had been confined
to the environs of urban centers spread over wider areas, foods
rich in vitamins and minerals-milk, fruit, and leafy vege-
tables-became more plentiful.

Most New Yorkers in 1840 had to drink swill milk which
came from cows fed with distillery mash and stabled within
the city limits. The situation was changed by the construc-
tion of the Erie Railroad, which during the year 1842-43 car-
ried more than 3 million quarts of milk to the city. Three
years later it carried more than twice this amount, and in
1848-49 more than 9 million quarts were delivered. * * *

The price of milk dropped and consumption increased mar-
kedly. * * * A writer in 1851 set the annual per capita con-
sumption of milk in the city at 204 quarts, almost 4 times the
figure of 10 years earlier. * * *

* * * During this decade the Camden & Atmboy Railroad,
cutting through the Pea Shore region of New Jersey, a fine
garden and fruit area along the east bank of the Delaware
River, ran a special express train of 1 or 2 cars, known as the
Pea Line, to pick up perishable produce. Manic farmers
planted peach trees and specialized in horticulture. * * *

The Erie Road likewise stimulated truck farming in Rock-
land County. On a single night in June 1847, the milk train
brought 80,000 baskets of strawberries to New York. By
1855 the strawberry business of the city was said to be the
largest in the world. * * *

* * * In the last week of May 1833, only those New Yorkers
who were willing to pay $1.50 a quart could eat strawberries,
yet the residents of Baltimore were, at the same time, enjoying
this fruit at a cost of only about 12 cents a quart.

Extension of steam lines into the great natural hothouse
of the South enabled city dwellers to enjoy fresh fruits and
vegetables for weeks to months longer. In the forties and
fifties New York drew heavily on Norfolk, and a great truck-
gardening industry grew up in its vicinity. Farther south-
wvard the growers of the Carolinas and Georgia responded
to urban demands * *

BASES FOR INCREASING EFFICIENCY

We are concerned here, however, not so much with the achievements
of the past as with the possibilities of further improvement. Three
observations support the belief that these possibilities are substantial:
the age and structure of the industry itself and the cumulating evi-
dence of extensive improvements possible through wvider application
of present knowledge: the prospect of changingft needs to be served,
incidental to general growth in population, rising living standards,
and changes in patterns of living; and the expectation of continuing
progress in basic technology and management methods capable of ap-
plication to marketing.

The marketing of farm products is carried on by a leterog-enieous
industry. It includes many of our largest firms and a multitude of
small ones, many of our oldest and some of our youngest. Eveni for
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individual commodities, marketing typically involves enterprises that
vary widely in age and size, and their activities typically are de-
centralized and relatively uncoordinated.

Such an industry structure has advantages from the standpoint of
flexibility and adaptability. It provides great opportunities for the
competitive play of inventiveness and ingenuity. Yet it also is sus-
ceptible to inefficiencies that competition is slow to remedy.

IMPEDIMENTS TO EFFICIENCY

The day-to-day essentiality of the industry is not conducive to
rapid adoption of improvements. Supplying the food needs of a city
is not an activity that can be shut down for a retooling period in
switching to a "new model." Established modes of operation can be
improved picemeal, but large-scale overhaul may be precarious ex-
cept as it comes about gradually through a succession of small changes.

This problem is intensified by the complexity and decentralization
of the industry. Individual firms can adopt internal improvements.
But more extensive innovations often depend upon simultaneous de-
velopments in several sectors of the industry. The development, in
the last century, of refrigerated shipments of meats, for example-
upon which the western livestock and meatpacking industries as we
know them today depend-required more than the invention of a
satisfactory refrigerator car. It required obtaining the reluctant co-
operation of the railway lines, establishing a far-flung ice industry for
servicing cars on route, developing slaughtering establishments-and
supplies of animals for them-capable of furnishing chilled meat in
the necessary volume for shipment, establishing facilities to receive
rail shipments and organizing marketing channels for handling and
distributing the meat. This took nearly a generation to accomplish.
More recently, development of the frozen food industry was hampered
for a decade or more by the lack of transportation facilities that would
reliably keep products in transit at the subfreezing temperatures re-
quired, and by the lack of proper refrigerated handling equipment
among wholesale and retail distributors.

Even improvements that individual firms can institute internally
sometimes appear to be adopted slowly in marketing. The inertial re-
sistance to change of a long-established industry may be involved in
this, plus the fact that, relatively speaking, it is not a rapidly expand-
ing industry. Perhaps more important is that many improvements
involve technological and managerial skills that seem beyond the
reach of smaller firms, which likewise may have difficulty command-
ing the investment capital needed to equip themselves for more effi-
cient operation. At the same time, the larger firms, with substantial
investments in existing methods, may be reluctant to accept the costs
of obsolescence that change would involve, so long as their smaller
competitors or new ones do not force this upon them.

Regardless of such speculation on causes, it seems obvious that
many of the activities involved in marketing are less readily suscep-
tible to the standardization, routinization, and mechanization of
processes that have made manufacturing, or even commercial farm
production, so efficient in the United States. Many of the operations
are intermittent rather than continuous, dispersed rather than con-
centrated in location, and involve the handling of products whose
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variation in size, shape, and! other physical and chemical character
istics is inherent in their biological origin. Marketing also involves
interpersonal relationships as betwl een buyers and sellers that are
harder to organize and routinize than in physical prloductive opera-
tions.

ES'I'ITEMA'TION OF EFFICIENCY

TO estimate the overall efficiency of agricultural marketing, or even
its rate of increase, is difficult. H-arold Barger has recently niacle an
aggregative statistical study of distribution generally (excluding
processing), in which lhe has estimated the long-time growth in labor
productivity. (Labor productivity is not, of course, the same thing
as efficiency, but its increase is likely to indicate increase in efficiency,
especially in an economy in which the price of labor is increasing in
comparison with other inputs.) Ile concludes: 2

According to the best available estimate, output per manl-
hour in distribution (wNholesaling and retailing combined)
rose 1 percent yearly over the period 1869 to 1949. This
rise shows no evidence of retardation. This result compares
with average annual increases in man-hour output of 1.9 per
cent for agriculture, 2.6 percent for mining, and 2.3 percent
for manufacturing. The less rapid rise in distribution is
confirned by the relative sparsity of techniological innova-
tions when comparison is made with the other industries
mentioned.

Ile grives no separate estimates for distribution of farm products as
compared with other commodities.

EvImw)NcE OF 1N.EFFICfIENCIES

Apart from such aggregative estimates, detailed studies of inldivid-
ual operations in many different types of firms have demonstrated
substantial opportunities to increase efficiency in agricultural market-
inir The results of research along these lines by the Department of
Agriculture and State experiment stations have been presented to Ap-
propriations Committees of the Congress in support of requests for
funds to support such work. Improvements in equipment and methods
of handling apples in packinghouses, for example, have made possible
as miuch as two-thirds reduction in labor requirements. Similar im-
provements in cotton warehouses have enabled operators in the MAis-
sissippi Valley area to reduce their charges more than 25 percent.
Methods have been developed for mechanical aeration of stored grain
that permit cooling it at only half the cost of conventional turning.
New loading techniques for watermelon and for peaches have made
possible substantial reductions in transit damage. Sinmilarly with
wholesaling, retailing, and other operations-systematic research
typically reveals substantial opportunities for savings.

Broader studies, as of the assembly of milk from farms, the size of
processing plants, and city delivery. similarly have shown possibilities
for substantial cost savings if overlapping in transportation could be

2 Distribution's Place In the American Economy Since 1869. National Bureau of Eco-
nomic Research: No. 5S, Genernl Series. Princeton University Press, 1955, p. 52.

f'7226-57-19
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reduced and the sizes of individual plants increased. The progress in
modernizing outdated city produce markets is well known.

Proposals along such lines are harder to put into practice because
they typically involve interrelationships among firmns; single firms
cannot act upon them independently. Yet there is reason to suspect
that some of the most important opportunities for increasing effi-
ciency are to be found here. Ten iears ago Prof. John D. Black, comn-
menting upon the renewed emphasis on marketing research and
extension provided by the Research and Marketing Act of 1946, stated
as a first "guidepost" for such work, "The alternative approach now
needed is in ternis of marketing systems as wholes and trying to find
ways of organizing them on more eflicient lines." 3 Dr. Black's pre-
scription is equally valid today.

At the outset I stated that, by any standards except our owvn, our
marketing system for farm products is highly eflicient. It is lilkewise
progressive. Department of Agriculture estimates of marketing
costs,4 for example, indicate an increase of 50 percent from 1947-49
to 1956, in average hourly earnings of workers in food marketing, but
an increase of only 27 percent in labor cost per unit of product mnar-
keted. This would reflect an increase in labor productivity of around
2 percent a year-perhaps more if full allowance were made for
in creased services provided.

This is a creditable record, that doubtless reflects, amorag other
things, the contribution that expanded public research, educational,
and service programs have made to increased efficiency. Yet the
findings of this research clearlv indicate that wve still have a consider-
able way to go in bringing marketing efficiency up to the level that
present know-how would permit. In view of the structure of the in-
Idustry, the speed with which this level is approached will be sipnifi-

eantly affected by the extent of publicly supported research sand edu-
cationaal and technical assistance.

CONTIN-UING OrPORTrUTTIES FOR IMPII-OVF1 VIEN'r

Merely obtaining general application of present knowledge to ex-
istillg situations, however, does not exhaust the opportunities for in-
creasing marketing efficiency. The possibilities for inmprovemenit are
greatest in periods of active growth and change. The most striking
c-hange in food distribution in recent vears, which has provided sub-
stantial opportunities for increasing efficiency, centers about the
growvth of supermarkets in suburban shopping centers. This came
about in response to the movemlent of population to the suburbs and
the growth of automobile shopping. ITlhat changes the future holds
i patte-ls of living anda how thev will affect food distribiutioni needs
ve do not know, but wve call be sunre that there will be some. The re-

surgence of population growth in the ITnited States-the imminence
of an increasing rate of new household formation as the large gen-

iationl of "war babies" begins to reach marriageable age-plus the
prospect of continuing rise in income levels, assures this. A counter-

3 Guideposte in the Development of a Mlarketing Program. J. Farm Econ., 291 616
(Augrust 1947). p. 626.

U. S. Department of Agriculture, Marketing and Transportation Situation, July 1957,
p. 10.
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part of contminiig rise 1in inUonme levels is continuing increasc m .wage
rates, that will maintain pressure upon marketing firms to make more
efficient use of labor. Stuch a situation should be conducive to use of
ingenuity and initiative in devising and experinienting with new
methods of distribution that offer promise of iniproverenelt.

Mfeanwlhile, rapidc technological advance in the, economy generally
means that new developments should be continuously arising suscepti-
ble of profitable application in marketing. The rapid growth of sys-
tematic research in scientific management and orgcanization should
be similarly fruitful. Thus it should be possible to keep our level of
knonV-how advancing ahead of application. This will be tile longer
range basis for more efficient marketing. Its achievement will require
aln effective research proglani, With adequate emphasis upon basic re-
search along with applied.

We live today in aln age of research. Supplying our people with
their most elememtarv needs-for food and fiber products-is at least
as susceptible to impirovemient through research, and as important a
field for such effort, as other industries. And efficient supply of food
and fiber products involves marketing and distributioni equally with
production on the faori. Progress iii this field will continue to be
important for the general economic progress of the Nation.

HoW F AmnrEmis BENEFIT -

T have So far argued that there continue to be substantial possi-
bilities for savings through making the marketing of farm products
more efficient, that new opportunities for doing so will continue to
arise in our progressive economy, and that it is important to overall
economic growth aind development that we vigorously pursue inprove-
ment in this sector. I turn nowv to what is the focal issue of these
hearings: Whiere does the farmer stand in this? Does he get any
benefit fronm making marketing more efficient? Can efforts in this
direction make a substantial cojitribution to solving the problems of
commercial agriculture?

Certainlv thie savings resulting from more efficient marketing create
the possibility of benefits to farmers. They mean that, in thie total
process of producing and distributing foods and other farm products,
less resources are used, less cost is incurred, than Would otherwise be
the case. The question is one of allocation of these benefits: Who gets
them? To what extent do farmers share in them, as against COD-
s&imers, at the other end of the chain, or as against those groups in
the nilddle who make their liviang directly fromi marketing?

.Vs regards the last grotp, the mnarketinig agents themiselves, we de-
pend basically upon competition to prevent them from hanigill on to
the benefits from cost savings, and to force the passing on of these ben-
efits to those from whom they buy and those to whom they sell-ul-
timatelv to farmers and consumers. Firms that are first in success-
fully instituiting more efficient practices gain in initial advantages.
But as the practices become widely adopted, if competition is eitec-
tive. this adivantage is only triansiemit: the benefits must ultimately be
shared.

As a practical matter. the benefits of increased inarketing efficiency
do appear to be shared in substantial part, at least. Tiiis can be
inferred, for instance, from the Department of Agriculture estimates
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of the marketing bill for farm food products and its components.
From 1947-49 to 1956, for example, the total bill increased by $9.4 bil-
lion. Of this, $4.9 billion can be accounted for simply by the increase
in volume of food marketed. The remainder, $4.5 billion, went for
increased labor costs, increased freight rates, increased taxes, in-
creased prices of other cost factors-plus any increase in marketing
firms' profits per unit of sales. Duringi this period, however, wage
rates of workers engaged in marketing are estimated to have risen
about 50 percent. Had there been no increase in labor productivity,
or had none of the savings from this been passed on by the marketing
system, such a rise in wvagre rates would alone have sufficed to increase
the marketing bill some $5.5 billion (again after allowing for the in-
crease in volume)i-more than the actual increase attributable to the
higher prices of all cost factors including labor.5 We may infer from
this not only that labor productivity must have increased, but also
that the resulting savings must in substantial part, at least, have
been passed on, to the benefit of farmers and consumers.

ALLOCA.TION I3rTWEEN FARMERS AND CONTSUMERS

The next question, then. is how such benefits are shared between
farmers and consumers. This question does not have a simple all-or-
none answer. The farmer, of course, benefits directly to the extent
that farm prices are higher than would otherwise be the case. He
also benefits incdirectly to the extent that savings passed oln to con-
sumers in lower retail prices encourage them to buy more farm prod-
ucts, thus broadening the farmer's market. To an extent, there is a
multiplication of benefits, such that the whole is greater than the
sum of the initial savings passed on.

Basically, however, the allocation of benefits between farmers and
consumers at any time turns upon the current terms of trade-whether
there is a buyers' or a sellers' market. This varies from time to time
and from commodity to commodity, depending upon demand and
supply conditions. In a period of agricultural surpluses, like the
present, the major advantage lies with the consumer. In other periods,
as during the wvar, the opposite situation prevails. This is the normal,
automatic result of operation of the competitive market, which directs
benefits of all sorts to those whose products are in strong demand and
withholds them from those who are producing in excess of what the
market will readily absorb.

5 Details of these calculations are as follows
Billion

1) Total marketing bill, 1956_____________________________________ $28. 9
2) Total marketing bill, 1947-49____________________________________-19. 5

(3) Increase ((1)- (2))______________________________________-9.4
4) Increase in volume marketed, 1956 over 1947-49, 25 percent.

Increase in total marketing bill attributable to increase in volume
( (2) X (4) )…-- - - - - - - - - - - - -- - - - - - - - - - - - 4

(6) Increase attributable to other factors ( (3)- (5))…--_----- 4. 5

(7) Labor cost, 1947-49________________________________--8. 7
8) Increase in labor cost attributable to increase in volume ( (7) X (4) )__ 2. 2

(9) 193.f6 labor cost on basis of 1947-49 wage rates and productivity
((7) ±+ ( ))…-- - - - - - - - - - -- - - - - - - - - - - 10. 9

(10) Increase In bourly earnings of workers engaged in marketing, 1956 over
1947-49. 50 percent.

(11) Cost of wage Increase on basis of 1947-49 productivity ((9) X (10))_ 5. 5
Source of data: U. S. Department of Agriculture. Marketing and Transportation Situa-

tion, July 1957, pp. 8 ff.
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The situation here is essentially analogous to that of improvements
in the efficiency of farm production itself. The more progressive
farmers realize a relative advaitage in net income from their efficiency.
But competition appears to be highly effective in forcing agriculture
to share the benefits of its efficiency. This is because it serves basic,
stable needs, and the demand for its products is less expansible than
for many other kinds of goods.

The effects show up most strongly in periods, like the present, of
oversupply relative to demand. BLt over the years, commercial farm-
ers as a group have come to enjoy higher standards and levels of liv-
ing. They have shared in the rising income that characterizes our
progressive economy.

CONCLUSION-S: IRELAT1IONSIMIr' TO CURRENT PROBLEM3rS OP CO311v1ERCIxAL
AGRUcLTURE

My conclusions, therefore, are as follows:
1. The pursuit of marketing efficiency cannot replace other policies

for dealing -with the farm problem. B a sic policy must be directed
toward imnproviing the terms of trade for agriculture. This implies
efforts to curtail surplus production, supplemented by efforts to ex-
pand market demand for farm products. (In our competitively pro-
motional economy, considerable effort in this direction may be neces-
sary just to mainain agriculture's market position.)

2. Vigorotus pursuit of marketing efficiency can, however, aid efforts
more directly aimed at balancing demand and supply. It can make
these efforts niore easily workable, and less burdensome both upon the
Government and upon agriculture itself.. Efforts to increase market-
ing efficiency will make the greatest contribution in this regard if they
are accompanlie( by continuous surveillance of the effectiveness of
competition vithin the marketing system, to assure that the benefits
of efficiency are passed on.

3. Progress in agricultural marketing is, meanwhile, an important
component in national economic progress, upon which, in the longer
run, farmers along with everyone else depend for rising incomes and
higher levels of living.
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MARKETING COORDINATION AND BUYERS'
REQUIREMENTS

George L. Mehren, University of California

I. MA/JOR QUESTIONS

The issue posed by the subcommittee is: "How are buyers' require-
ments for volume, quality, and uniformity changing, and what are the
implications for producers?"

Any separation of the food industry into separate functional levels
or segments is purely formal. The food production and distribution
system to an ever-increasing extent is coordinated closely. Changes
appear simultaneously in all segments. It is quite impossible to
identify any single line of causation or any particular functional level
in which major changes are generated.

The food system of the United States has always been in a state of
flux. There have been large-scale production and nationwide distribu-
tion of some foodstuffs for many decades. Some segments of the food
industry have always been large enough to transmit specifications to
suppliers, to develop their own product mixes, to establish their own
brands, to promote their own products by a variety of devices, and
perhaps to influence directly or otherwise the determination of prices
and margins. However, until a few years ago, such concentration of
volume was largely localized among food processors. In general, such
large processors, along with smaller ones, procured their supplies on
an open market, taking that which was available from producers and
processing it without 'any direct control upon volume or type of pro-
duction by farmers. Such processors often maintained their own
wholesale facilities or in nonperishables moved products through mer-
chant wholesalers. The great bulk of sales reached consumers through
retail outlets too small to maintain their own product mix, product
variation, promotion, pricing, procurement policies, or their own pro-
duction and wholesaling facilities. This, in general, is the institu-
tional context within which both agricultural analysis and ag-ricul-
tural policy have developed. The usual specification of the agricul-
tural problem and of agricultural policy may no longer be useful.

II. THE MAJOR CHANGES

Considering the food system as a whole, two basic changes have
occurred in the last two decades.

First, the scale of the retail store has increased sharply. Physical
methods of operation at retail have also been revolutionized. These
dramatic changes at the retail level have been associated with simul-
taneous changes in all other segments of the food industry. As large
retailers have grown big enough to develop their own price, brand,
promotion, and procurement policies-as they have acquired their own
facilities through various forms of integration or through informal
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coordination anmong suppliers-there. hans been a correlative decrease
in the effectiveness of pricing, branlding, and promotion policies
among many of their suppliers. H-lowever, enterprises in many seg-
ments of the food industry are now able to manipulate the product,
the demand for the product, and, perhaps, to some measure, the bases
for determination of its price. Once such full-scale profit policy could
be exercised only by the ploessors. Now all elements of profit policy
can be used at several difierent levels of the ploduction process.

Secocnd, marketinlg nowv is a systematically coordinated process
whereby both the wvanits of consumers and technical conditions of pro-
duction are reflected through a tightly coordinated chain of retailers,
wholesalers, processors, and producers by a variety of devices in addi-
tion to price itself. This coordination of food marketing takes many
forms. includiiig outright ownership; a variety of contractual or in-
formal utnderstandings; and, perhaps, most important for the future,
emergence of new types of suppliers closely interrelated with the new
types of retailers.

With the change in market structure, enterprise organization at all
levels of the system has shifted accordingly. Throughout the system
as a whole, product development, product engineering, procurement,
production, and merchandising have become closely coordinated.
Within each enterprise, internal organization and policies have shifted
to facilitate simultaneous control over all of these closely interrelated
functions. There have been parallel changes both in methods and
scale of production. A variety of newv management devices has
emerged. To an increasing extent, the food industries are taking on
the characteristics of commercial enterprises in other parts of the
American economy.

These major changes have affected the requirements which farm pro-
ducers must meet in order profitably to participate in this new system
of processing and distribution.

III. THE ANALYTICAL FRAMEWORK

Appraisal of the impact of these changes upon producers requires an
analytical framework. The two broad changes outlined above have
emerged largely in response to the legitimate enterprise-profit objec-
tives of individuals. In part, they have been dependent upon new
technology. However, in order to achieve many of them, market
structure had to be shifted. For any commodity or market, market
structure can be defined in terms of three measures: (1) The effect
of changes in volume of sales or procurement by a single enter-
prise upon prices in its own market, (2) the degree to which the prod-
ucts of the several separate enterprises are differentiated, and (3) the
degree to which entry into procurement or sale in the m arket may be
impeded.

Within this definition of market structure, it becomes possible to
describe, to analyze, and to appraise the major shifts in the policies
and procedures of enterprises at all levels of the food system in terms
of five categories wvhich together include all the factors affecting the
profit account of any firm: (1) Changes in the scale and method of
production, which partly govern their costs; (2) changes in the com-
ponents, the scale, or the method by which they procure products and
services used, which also affect costs; and (3) changes in their mer-
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chandising policies, (a) the nature and number of products they sell'
(b) the degree to which they control volume, (c) the degree to which
they differentiate their products, and (d) the degree to which they
manipulate demands.

Successful development of production, procurement, or merchan-
dising policies automatically affects (4) the structure of the markets
among the firm's suppliers, competitors, and customers.

Generally speaking, any changes in production, procurement, and
merchandising sufficient to affect market structure must be accom-
panied by (5) changes in internal organization, policies, and proce-
dures of the enterprise.

IV. THE FOOD RETAILERS

No major changes in production, procurement, or merchandising
occur in a single food commodity line alone. *Within a single com-
modity system, no major change occurs in any one segment alone.
There have been sharp changes in the distribution system of the Amer-
ican economy as a whole.' In a rapidly expanding economy, there
has been a steady increase in relative volume sold through retailers,
a correlative long-runl relative decline in sales through wholesalers,
a stable relative markup by wholesalers, an increasing retail markup as
volume and services performed at retail have increased, and a long-run
increase in the combined wholesale-plus-retail markup. The apparent
relative decline in wholesaling volume to a large measure merely
reflects the absorption of wholesaling functions by retailers.

Within this economywide context of expanding size and importance
of retailing, the changes in the food industry are also most obvious
and, perhaps, most important at the retail level. There is no unique,
single-direction line of causation from retailing back to farm pro-
duction. All levels of the food system are, of course, affected by
general economy influences. Further, the food system is, to an in-
creasing extent, a mutually determined one in which changes in any
segment or in any enterprise are fully dependent upon concomitant
changes elsewhere. Specification of the changes among retailers in
terms of the classifications set out in section III provides a framework
whereby the changes in the entire food-market structure may be de-
scribed, and their effects upon particular segments may be appraised.

A. Production scale and methods
The retail foodstore leads in a pattern becoming general to all

retailing.2 One-stop automobile shopping has led to a completely
new food operation in terms of product, product mix, size per outlet,
physical methods of operation and organization, and types of stores
and companies.

(1) Number of stores by sales distribution.-In 1952, there were
some 377,000 grocery and combination stores. In 1956, there were
some 310,000 such stores. This represents an average mortality per
year, largely concentrated in small stores, of more than 16,000 units.
Supermarkets, with annual gross sales of at least $375,000 per outlet,
have increased since 1952 from 4.4 to 8.7 percent of all stores. The

1 See appendix table IV-1. (All appendix tables for this paper are included In appendix
B. p. 769 in.d

2 Some characteristics of retail foodstores in 1954 are shown In appendix table IV-2.
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pcrccntagc of all grocery-store sales made by these supermarkets has
risen from 43.8 to 62.5 percent. Thus, less than 9 percent of the stores
now move more than 62 percent of total United States sales in the
grocery business. These stores-27,000 of them-are able to develop
their own product specifications and their own procurement, brand-
ilng, and merchandising policies. Many are able to absorb wholesailng
functions and facilities. There has been some change in the relative
position of independent and chainstore units within this supermarket
class. There has been a faster relative increase in the number of inde-
pendent stores in the supermarket class as well as in their sales, but
chainstores still do a little more than half of the 62.5 percent of total
grocery business done by supermarkets.3

Superettes-stores doing from $75,000 to $375,000 per year-now
represent some 23 percent of all grocery and combination stores.
Nearly all of these are independent. They do about 27.6 percent of
the total business. These stores, as a percentage of all grocery stores,
have not declined in relative importance from 1952 to 1956. There
has, however, been a consistent downturn in the percentage of total
sales made through these outlets. Only 5.9 percent of superettes were
affiliated with chains in 1956.

Small stores doing less than $75,000 per year constituted 68.7 per-
cent of all grocery stores in 1956. They did 9.9 percent of the busi-
ness. Since 1952, these stores declined from 75.6 percent of all out-
lets. Much more important, their share of sales dropped from 21.5
to 9.9 percent.

If all types of food-carrying stores are included, the pattern of
concentration is quite as strongly defined.4 In the face of increasing
sales in all types of foodstores, there have been sharp decreases in
number of stores in all areas, with the relative decline most sharply
pronounced in grocery stores and confectionarv outlets.5

Certain facts are clear. The issue is not chain versus independent.
The issue is that a few large retailers in all parts of the United States,
comprising less than one-tenth of stores, are doing almost two-thirds
of the business. Some 20 percent of intermediate stores are doing
about one-fourth of the business. Just as in farming, there are a
large number of small stores-nearly 70 percent of the total-which
do less than 10 percent of the total retail business. Two problems
are involved: (1) Whether policy should be formulated to retain the
small-family unit or to ease its transition, and (2) the impact upon
other parts of the food system of the rapid and accelerating develop-
ment of large-scale retailers able to develop production, procurement,
and merchandising policies of their own.

The grocery outlet is the dominant vehicle by far for retail trade
in foods.6 Over the years of the last two decades, there has been little
relative change in the total market position of chains and independent
grocers.7 The corporate-chain percentage of total business has held
fairly steady at around 36 percent of the total volume over the last
decade. There has been an increase in the relative share of the total
food business done by independents affiliated with voluntary or co-

3 See appendix table IV-3.
' See appendix table IV-4.
c See appendix table IV-5.
6 See appendix table IV-6.
7 See appendix table IV-7.
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operative groups, ranging no-w at something over 44 percent of the
total business. The increase in business by affiliated independents
is paralleled by a decrease to less than 20 percent of the total business
now being done by unaffiliated, independent stores.

The total volume of sales through grocery and combination stores
now exceeds $40 million, as compared with a fifth of that 20 years
ago

The most striking aspect of the size distribution of retail stores is
the increase in supermarket sales. The number of stores in this clas-
sification has much more than tripled in the past 15 years. The sales
have increased more than tenfold in the past 15 years. From 1940
to 1955, the share of the total grocery market held by supermarket
outlets increased from 24 percent to more than 55 percent. Size of
retail outlets continues to increase.s Thus, the development of scale
of outlets is not a matter for the future. To a large measure, the
pattern of large-scale retail outlets is firmly settled and has been so
for a decade. 9 Average sales per store per year have increased for
most classes of outlets.10 Thus, in 1948, stores doing at least $500,000
a year made 6 percent of independent grocery sales. In 1953, these
large stores accounted for one-fourth of the sales.

Quite as striking is the development of new supermarkets. Most
of these aim at an initial weekly gross of at least $30,000, or $1.500,000
per year. New, stores 20,000 square feet or more in size, in general,
do a minimum of $20,000 a week. Half of them do $50,000 per week
and over. This is an annual gross of more than $2,500,000 per retail
outlet per year."1 Stores of 15,000 to 20,000 square feet rarely do
less than $10,000 per week, and in 1955 almost one-fifth of them did a
weekly gross of more than $50,000. Independent grocery stores,
taken alone, are changing similarly. Generally, there is a close re-
lationship between weekly gross sales and physical size of the outlet.

The increased percentage of sales attributed to large stores reflects
the rate of new supermarkets construction more than any other factor.
Nearly all of the recent increases in volume are the result of increases
in supermarket sales and construction. The increase in volume
handled by the large stores represents a real increase in physical ton-
nage.12 In general, the smaller stores have not increased their busi-
ness, either physically or in dollar terms. By far the greater part of
the actual increases is attributed to new stores in the supermarket
class. As of now, the small grocery store appears to be expiring. By
1960, more than 90 percent of total sales volume will be done by re-

' See appendix table TV-S.
9 See appendix table IV-9.15 See appendix table IV-10.
n See appendix table IV-11.
I1 "Supermarket increases outpaced those for the grocery-store business as a whole, where

sales went from $34.8 billion in 1954 to $37 billion In 1955, a rise of only 6.3 percent. In
point of fact, however, almost all the grocery-store 1955 gain was as the result of super-
market activity. Subtracting supermarket volume from total grocery-store volume In both
1954 and 1955 discloses that the remaining true grocery and combination store sales experi-
enced practically no change at all. The increase in sales for the supermarket industry was
decidedly enhanced by a notable rise In tonnage, since the prices of food products dropped
2.2 percent for 1955 as compared to 1954. based on the retail food price Index of the Bureau
of Labor statistics. Calculations made by Super Market Merchandising's research depart-
ment, of Industry volume in 1955, lead to the additional conclusion that the big gain was
almost wholly the result of new market construction. Previously existing units may have
increased their tonnage. as adduced by the foregoing figures on the decrease in retail food
prices, but, in terms of actual dollar volume, on the average, there was little or no change.
New stores, however, with their higher average volume, exerted the force that pushed sales
up beyond $20 billion In 1955" (1955 Reached New Peaks in Sales and Stores, reprinted
from the January and February 1956 Issues of Super Market Merchandising, pp. 10-11).
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tail stores larcre enough to develop a complete enterprise policy.
They will be able to use virtually all physical efficiencies and to per-
form processing, packaging, and labeling functions. The larger re-
tailers will have either absorbed the wholesaling function for many
commodities or will otherwise become affiliated with wholesalers.

(2) Physical size distribution.-The physical size of retail food
outlets is increasing rapidly in all regions in terms of space devoted to
retail selling, stocking, parking, and in total. Of new markets built
in 1955, virtually all had parking lots. On the overage, the parking
lot was 27,600 square feet. The relative portions of total store area
devoted to selling, to service, and to parking are shown in appendix
table IV-12. There are some regional differences with relatively
larger operations developing in the Pacific area.

The large foodstore is the key unit in most new shopping centers.
Close to one-half of the new, large supermarkets are being built in
new shopping centers.1 3 Markets have become increasingly elaborate
in physical equipment, and operations are increasingly mechanized.
There is a definite long-run tendency to increase hours of operation
per day. This also increases for practical purpose the relative size
per store. Customers per store and sale per transaction have been
increasing for several years. Provision of clerk service, delivery,
credit, and similar facilities has decreased substantially.14 There
are still regional differences in the size of outlet, but the pattern of
concentration in terms of any reasonable criterion of size is firmly
established and is general throughout the country.

(3) Items handled.-The increase in average sales and in average
physical size of retail outlet has been paralleled by changes in the
number of items handled. The average number of items per store
rose from about 800 in 192S to more than 5,000 in 1956, and there are
predictions of about 6,000 items per store by 1960. The increase has
been concentrated mainly in convience food items and in nonfood
products.

The increase is not all concentrated in new products. The average
number of items in each old-line brand has also increased sharply.'5
On the average, for every 3 new items, 2 old ones disappear in the
bitter struggle for stocking, reordering, shelf space, facing, and pro-
motion. Household supplies, drugs, toiletries, and baby foods are the
major new items.

A comparison of selected departments as they appeared in markets built in
1950 and in 1955 shows that the percentage carrying drugs and cosmetics went
from 89.1 percent in 1950 to 99 percent in 1955; housewares, from 45.1 percent
to 88.4 percent; magazines, from 38 percent to 67.7 percent; stationery, from
33.7 percent to 79.8 percent: toys, from 14.1 percent to 68.7 percent; and hard-
ware, from 23.4 percent to 57.6 percent."0

3 Simper Market Institute, Facts About New Super Markets Opened in 1955, p. 3.
4The ProgresiIve Grocer, Facts in Grocery Distribution. 1954 edition, p. 1 .
Z "* * * Back in 1928 a good store handled some 800 different Items, by 1946 this had

grown to about 3,000, it rose to about 4,000 in 1950. and at the close of 1955 a well-stockedsupermarket was carrying some .5 000 Items. The bulk of the Increase in number of itemshas come from many sources. New lines, such as frozen foods, drugs and toiletries, syn-thetic detergents, housewares, toys and soft goods have added hundreds of items not for-merly sold in the food store. Convenience foods such as baby foods, flour mixes, completecanned and frozen dinners have swelled the store order list. Furthermore, each of theold-fashioned food lines has grown by leaps and bounds due to the increased number of
brands and sizes in each" (ibid., 1956 edition, p. 6).

l 1955 Reached New Peaks ° * '. op. cit., p. 9.
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The number of units of each of these items sold per week is gen-
erally very low. The increased gross sales and increased physical
tonnage reflect increased number of items. Problems of out-of-stock,
ordering, stocking, space allocation, departmental spacing, and pro-
motion hkave been serious. However, as an overall index of the rapid
change in the number of products not existing 5 years ago, nearly 20
percent of all sales in grocery stores fall in that class.'7 Some 45 per-
cent of grocery department sales involve items not stocked as short a
time as 5 years ago. At present, the introduction of new items appears
to be accelerated.

(4) Tonnage and inventories.-Sales in terms of physical tonnage
have increased about 25 percent since 1948. There has been no relative
increase in tonnage held by retailers in inventory. The average re-
tailer inventory for 40 grocery items is 1.1 months' supply, down from
1.4 in 1948.18 Nonavailable items average about 5 percent by number
with about 3 percent out-of-stock and some 2 percent in-stock but out-
of-shelf.19 Changes in pack and packages have decreased out-of-shelf
rates.

(5) Departmental size.-The changes in size of store by sales, by
areas, and by physical turnover have been paralleled by sharp changes
in store organization. Packaging of perishables is general. In the
new stores, virtually all of the meat, produce, and cooked foods depart-
ments are on a self-service or largely self-service basis. 20 About two-
thirds of the bakery departments are so organized also. In most
stores, nearly one-half of the average sales floor is used for sales of
perishables. There appear to be few significant differences among the
percentage of sales, the percentage of gross profit, and the percentage
of floor space assigned to particular classes of commodities.2' Some
45 percent of space is assigned to groceries, about 27 percent to meats,
and about 17 percent to produce, with the remainder distributed among
dairy products, frozen foods, and bakery goods. Relative sales and
relative gross profit distributions are not greatly different. In general,
the self-service stores and the larger retail outlets have gone much
more heavily into nonfood or special food items than have the partial
self-service and the clerk-service outlets. These latter classes have
specialized more heavily in fountain and lunch service than the big
stores, although this service is declining.2 2

The development of prefabricated and fully or partially precooked
foods is only now beginning. Allocation of space and internal or-
ganization may be sharply affected by the development.

(6) Physical operations.-Changes in physical methods of operation
appear to have been initiated about equally by all types of large re-
tailers. The effect of these changes can be measured roughly by several
indices. There is a fairly stable set of relationships between weekly
sales volume, average number of checkout stands per store, and aver-
age weekly customer transactions per store.2 3

17 The Progressive Grocer, op. cit., 1955 edition, pp. 6-7.
'8 A. C. Nielsen Co., Today's Look at Tomorrow s Marketing Opportunities, an address to

Grocery Manufacturers of America, Inc., by J. 0. Peckham, p. 29.
"~Ibid., p. 31.
21 See appendix table IV-13.
21 See appendix table IV-14
22 See appendix table IV-15i
2 See appendix table IV-16.
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As measured by sales per employee, which have been rising for adecade, labor efficiency seems to increase with sales per store but ulti-mately reaches a limit.24 Sales per customer and sales per checkoutstand apparently increase indefinitely with store sales volume.- Salesper square foot of area tend to decrease with increases in store size.-There is no simple measure of relative physical efficiency associatedwith retailer size. However, all data available indicate that the scaleand method of operation efficiencies available out of increased size of
store are thus far virtually untapped.

There is ample indication of changes to come. Motorized checkouts,express lanes, parcel-pickup stations, and carryout belts and con-veyors are already found in some very large outlets. New methodsof physical organization and operation are being introduced in mostbig units. The layout of all types of store space is changing con-
stantly. Backroom price marking is general.2 7 Larger stores do
much stocking after closing hours.28 Sales volume is heavily concen-
trated in all regions on Fridays and Saturdays. Thus, there is some
physical slack on other days in most of the big outlets. Nearly all
major companies and affiliated groups have developed specialists invarious physical operations for each major department.29 Grocery
retailers are quite as well organized with respect to personnel selec-
tion and training programs as are other types of businesses.

(7) Increasing mehanization.-New convenience foods and non-
food items may yield further engineering advantage to larger units.
Automation is already underway in warehousing, item selection,
ordering, billing, inventory control, display building, and carryout.
Experimental units have been built for automatic shelf stocking and
price marking, and the complete card-punch store may ultimately
be developed. In short, there are indications of substantial physical
or engineering advantage in cost as volume increases.

However, rising expense ratios indicate that enhanced physical
efficiency has not fully offset rising factor prices.30 Declining per-
centage profit margins have partly offset increases in operating ex-
pense ratios. Thus, the modern food store differs from its small-scale
parent not merely in size of the unit and number of items. In terms
of physical operations, it is a completely different creature. The
prospect now is for even larger outlets and perhaps quite different
operating methods. There are indications for the future of still greater
sales per store, more spacious layout and appointments, more luxuri-
ous facilities, more new products-especially precooked foods and
convenience items-more parking space, changes in the checkout and
the bundling operations, and increased mechanization in stocking and
prepricing.

Small retailers cannot achieve these methods. People who supply
the retailers must either adjust to the requirements of these new
methods or persuade the retailers to abstain from their introduction.

(8) Size of companies.-Establishment of new stores has not been
heavily concentrated in the largest companies in recent years. How-

4The Progressive Grocer, op. cit.. 1955 edition, p. 15: also, 1953 edition, p. 15.(N Super Market Institute, op. cit., p. 10. Also, Zimmerman, M. M., The Supermiarket(New York: McGrow-11111 Book Co., Inc., 1955), p. 143.: Super Market Institute, op. cit., p. S.
2' Ibid., p. 10.
2 Ibid.
D Super Market Institute, op. cit., p. 13.
10 Super Market Institute, The Super Market Industry Speaks, 1956, p. 10,
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ever, there has been an accelerated merger movement. During 1955,
there were some 45 mergers involving 1,600 stores. Most of' these in-
volved only nine firms. 31 Various reasons are cited for mergers: (1)
protection of retail market position; (2) scale advantages; (3) better
locations than available at new sites; and (4) advantages in financing
through geographical dispersion, large resources, and integration of
manufacturing and distributing factilities. The prosect is for further
encouragement of integration of medium-sized regional chains.32

Most of the larger chains are integrated vertically. The 4 largest
chains, which now handle about 18 percent of total food-store business,
all own and operate bakeries, milk-processing plants, coffee-roasting
plants, and numerous distributing warehouses. Some of these com-
panies also operate canneries, general packaging, egg exchanges, butter
and cheese factories, laundries, bottling plants, poultry and meat
dressing facilities, and produce-packing plants. The largest chains,
both national and regional, also maintain integrated purchasing de-
partments.3 3

Many reasons have been advanced to explain vertical integration in
the food industries.34 Among these are included interrelations of cost
and demand functions at different levels of the food system through
market imperfections. The physical input-output relationships of dif-
ferent stages of production and marketing may be quite closely inter-
related. Further, there may be an indefinite decline in average cost
per unit of performing certain functions with a market too narrowly
constricted to induce a nonintegrated enterprise to enter.

Quite as important, integration appears to be induced by uncertainty
with respect to future market conditions. Risks may be reallocated
among the various levels of productoin thereby. As retailers try
actively to control the specifications of products acquired by them,
they may find it necessary to enter into coordinated or integrated rela-
tionships with their buyers. Very often the optimum size of the sup-
plier unit is very much smaller than the optimum size of the purchas-
ing unit. Thus, with market uncertainty, it may be desirable from
the viewpoint of the purchaser to obtain certainty of supply, the
required specifications, and delivery terms through some formal or
informal coordination of successive stages of the production process.

In many parts of the system, there are diseconomies of integration
through ownership or otherwise. For a variety of technical and
market demand reasons, different types of coordination or integration
are appearing in different types of enterprises.

Sunmnary.-In the past 20 years, there has been a significant increase
in the relative volume of food reaching consumers through the grocery

: Applebaum, William, and David Carson, Supermarkets Face the Future, Harvard Busi-
ness Review, vol. 35, No. 2, March-April 1957, p. 129. Also, National Association of Retail
Grocers. The Merger Movement in Retail Food and Grocery Distribution (Chicago, January
1956), p. 11.

a2 See Collins, Norman R., and John A. Jamison, The Impact of the Changing Structure of
the Food Market Upon the Agricultural Producer, paper delivered before the Western Farm
Economics Association Annual Meeting, Las Cruces, N. Mex., July 16, 1957 (to be pub-
lished in The Journal of Marketing). See, also, The Progressive Grocer, op. cit., 1957
edition, p. 17; and Moody's Industrial Manual, American and Foreign (New York: Moody's
Investment Service, 1956), pp. 1073-74.

s Collins and Jamison, op. cit.
3' See Mueller, Willard F., and Norman R. Collins, Grower-Processor Integration in Fruit

and Vegetable Marketing, paper presented at the annual meetings of the American Farm
Economic Association, August 30, 1957 (to be published in the Journal of Farm Economics.
December 1957).
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outlet. There has been a sharp decline in relatAive sales through
specialty stores. The proportion of total food expenditures moving
through eating and drinking places has risen from about one-tenth to
more than one-sixth over the past 20 years.2 Farm consumption has
decreased to about one-half its former status. Consumers now make
about two-fifths of their food purchases in grocery stores. The hotel,
restaurant, and institutional trades together handle more food volume
than this, but little is known about the operations of such outlets.

Taken together, these are the compelling facts: In 1956, some 27,000
large stores out of some 310,000 retail outlets did almost two-thirds
of the total grocery business. Some 23 percent of the medium-sized
stores handled more than 27 percent of the total business. Thus, about
30 percent of the stores are doing nore than 90 percent of the busi-
ness. The remaining two-thirds do less than 10 percent of retail
volume. Large retailers are increasing their relative shares of the
total food business. It is doubtful that wholesalers, processors, pro-
ducers, or consumers can soon reverse this trend. Thus, each of the
other groups is faced with two alternatives: (1) to adjust himself to
the requirement of this new retail trade; and (2) where these require-
ments may be hostile to his own interests, attempt to induce or require
the large retailers to make changes.

The final impact of these changes in retailing upon other segments
of the food-market system is not Yet clear. Procureement policies im-
pinge directly on producers as well as on processors and distributors.
Newr retail merchandising policies directly affect processors and dis-
tributors and ultimately affect both producers and consumers.
B. Procurement by retailers

There have been 2 major changes in the past 15 years in procurement
procedures by retailers. First, retailers have become large enough in
some local or regional markets to develop their own merchandising
policies and thus to require suppliers of some food products to sell to
the retailers on a straight price-specification basis. Secondly, retailers
have become large enough to require many suppliers to adjust the terms
of delivery and of services to the physical requirements of the newv
types of retailing.

Failure by suppliers in many regional markets to meet these two
major conditions may involve danger of losing a major fraction of
business in those markets. For suppliers adjusted over many decades
to selling their own promoted brands through small-scale outlets, ad-
justment to such terms may involve drastic reorganization of the sup-
plier's enterprise. Failure to adjust may involve costs so high com-
pared to new enterprises that bankruptcy may be threatened.

There are allegations in some local marknets that dominant buyers
exist among the larger retailers.3 There are also allegations that
price, product, or delivery terms granted to dominant buyers by their
suppliers seem to be extended almost immediately to all other large
buyers. There are discussions among the trade in some markets of the
implications to retailers of large-scale buying, just as large processors
once feared the implications of large-scale selling and buying when

as See appendix table IV-17. Relatively little published analysis of hotel, restaurant, and
Institutional markets Is now available.

Z For a description of two supermarket operations as big business, with a listing of
retailer-owned facilities such as warehouses and processing plants. see Zimmerman, op. cit.,
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they were the only large-scale units in the food system. There is vio-
lent controversy with respect to alleged hostile interests of firms in the
various segments of the food industry. Allegations of undesirable
patterns of price determination do not seem thus far to have been sub-
stantiated. This much is true: the implications of small-numnber
theory with respect to collusion or nonprice competition at retail do
not seem to be supported by the facts of the case.

In procurement of perishables on a specification-price basis, retail-
ers specify physical standards, volume, and delivery terms within
narrow tolerances. Then, as a rule, the retailers receive price offers
from suppliers able to meet the specifications. Most of the larger re-
tailers require direct delivery from plants to stores or to central ware-
houses. Thus, branch houses of .,national packers and of old-line
wholesalers are foreclosed from this trade.3 7 As the specifications of
retailers become mnore stringent, the scope for product brandiinr plo-
motion, and pricing policy by processors or other suppliers aimin-
ishes. Many large retailers do not directly solicit offers. Some of
them Will not haggle with respect to price. In this sense, many large
retailers have meticulously avoided the appearance of directly affect-
ing prices and margins. Nonetheless, the percentage of total retail
food business in some regional markets done by individual retailers
is claimed to be sufficiently large almost certainly to assure some
impact upon price determination.

Firm price lists are used increasingly. Some retailers spread their
purchases systematically in order to avoid dependence on suppliers
and, further, to avoid establishment of consumer attachment to par-
ticular brands. Nonprice ties among retailers and suppliers are
infrequent.

Some large retailers justify integrated production units and parti-
ally controlled or directly coordinated supplying units in terms of
criteria other than the general cost-function interrelationship of mar-
ket demand interrelationships noted above. They consider that these
units may save selling costs, maintain quality control, and provide a
yardstick on other suppliers. It is conceivable that some control over
procurement price might sometimes be obtained. Retailer labeling
of items bought by them in bulk is common. In consequence, in many
cases, specialized suppliers have developed to service large retailers
almost as if they w\,ere integrated departments of the retailer.38 In
some regional markets, there is cooperative processing among the
larger retailers.

The change in scale at retail leads to direct procurement by retailers
of specification items on a cordwood basis, without selling expense,
and often at a minimal margin. In consequence, the status and market
position of many old-line firmis and markets have deteriorated.39

S See appendix table IV-18.
" These retailers sometimes referred to as organized independents have for the past

several years shown higher sales gains than unaffiliated retailers. Wholesale houses that
are retailer-owned or that sn)ousor voluntary groups likewise are zoing ahead faster than
wholesalers who are not affillated with their retailer customers. Wholesaler-retailer team-
work, now a working reality. is one of the strongest forces in the food industry.: (The
Progressive Grocer, op. cit., 1956 edition, p. 16.)

30 A recent survey indicates that, among sectional chains and local supermarkets, S0 per-
cent of the stores surveyed were carrying more private label goods than 5 years ago. The
national chains were not Included in this survey, but it Is assumed from past performance
that they are even more inclined to use private labels. Although only 5 percent of the
firms surveyed felt that private Inbels draw customers better than national brands, they
felt that the Increased brand control and store differentiation were sufficiently advan-
tageous. Zimmerman, R. G.. The Third Revolution in Food Distribution, 28th Boston Con-
ference on Distribution (Boston: Retail 'Trade Board, 1956), p. 76. (Survey by Super
IMtarket Merchandising conducted in 1955 covering 99 companies controlling 1,600 super-
markets.)



POLICY FOR CGOA)IERCIAL AGRICULTURE

(1) ScaZe and method.-The physical scale and the methods of pro-
curement by retailers have also changed. AMarket-supply areas have
widened in many cases. LTarge-scale nationwide suppliers seem to
hold an advantage over the local processors and distributors who are
closely oriented to large retailers primarily in highly differentiated
products. Methods and scale of transportation of some perishable
products are shifting drastically in patterns not yet understood by
the trade. The wholesale selling function as it used to be known
is declining. Large retailers cannot be serviced by a supplier's street
salesmen. The wholesale function seems in fact to be taken over by
retailers rather than to be eliminated. Some of the new channels
from production to retail often approximate the straightline specifica-
tion channels normally used to sell in government and large institu-
tional outlets. The declinino franchise of many wholesaler or proc-
essor brands precludes effective resistance to the procurement require-
ments of retailers by many suppliers.4 0 There are fev, if any, national
processor brands which hold a dominant franchise in all local markets
in the United States.

Voluntary and cooperative procurement by independent markets
is still confined largely to groceries but is spreading rapidly to other
products. About 70 percent of indepenldent supermarkets are affiliated
and almost 65 percent of superettes are so organized. Aore than half
of the very small stores procure their materials from unaffiliated
wholesalers.41 Affiliated retailers do about 70 percent of total inde-
pendent grocery business, al though only about 60 percent of independ-
ent markets are so affiliated. Many regional chains participate in
affiliated wholesale operations. Unaffiliated independent retailers did
less than 20 percent of the total volume of business in 1956.4" One-
third of the companies ow-ning supermarkets, with 81 percent of the
stores, now operate their own central warehouses, and 45 percent of
the comnpanies participate in group w-holesalinlg. Less than one-fourth
have no central warehouse or affiliation.43 The typical affiliated pro-
curement agent operates for practical purposes almost exactly as does
the centrally owned purchasing unit. In the voluntary group, an old-
line wholesaler sponsors independent grocers and provides merchan-
dise, advice, promotional material, management aids, and usually a
group label. The cooperative groups are retailers who jointly own and
operate a wholesale unit. These voluntary and cooperative stores are
estimated to do slightly more business than the chains. They operate
almost exactly like the chains, with preprint order books and what
amounts to cash terms.

Wholesale margins of these groups are very low."4 New methods of
sale to themn are required. Processors must first have their products

°0 For one estimate of the importance of private brands versus national brands. seeWeiss, E. B.. The New Battle of the Brands-Distributors' Advertised Brand Versus Mann-facturers' Advertised Brand, Printers' Ink, October 20, 1950, pp. 23-24 and 56.
"See appendix table IV-19.
"See appendix table IV-20.
4' Super nMarket institute, The Super Market Industry Speaks. 1956, p. 12.""Much of the credit for the phenomenal growth of Independent supermarkets and their

growing share of sales is due to the sharp reductions in wholesaler margins that enable themodern retailer to buy his grocery products at prices that In turn enable him to be pricecompetitive and still earn a satisfactory net proft on sales. Tangible proof of this whole-saler achievement is found in Progressive Grocer's first nationwide study of wholesaling.It reveals that leading wholesale grocers have reduced their margin by more than 25 per-cent since I950.
"By what means has this average reduction been accomplished? The majority of whole-

97226-57-20
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entered on the order books of such wholesalers in order ultimately to
get their products on the shelves of independent retailers and thus
available to consumers.

In summary, there are two major types of procurement agencies
now: the direct buying chains and the direct buying associated groups.
Both types are extending into the perishable fields. Drop shipments
generally pass through the wholesaler for both groups. The whole-
saler function, therefore, is not in effect being eliminated but has
generally by either of these two means been integrated with the retail
function. In consequence, the first direct impact of the changing re-
quirements of retailers impinges primarily upon the processor groups.

C. Merchandising
Merchandising policy can be classified in terms of: (1) the commod-

ity mix, (2) product differentiation, (3) promotion, and (4) price
policy.

(1) Product mnix.-The commodity mix seems to be governed by two
broad objectives: (1) to facilitate one-stop, total household shopping,
and (2) to shift kitchen operations into the food industry through
convenience items. Demand for new product lines followed a sequence
of fresh-frozen products, including entire meals, more than 600 other
prepared items, kitchen and other household appliances along with
pushbutton food and bathroom items, a series of specialized products
for different age groups, and new experimental methods of preserva-
tion. The optimum size and operation of the retail store will change
with techniques and new product mixes.

(2) New iteins.-Increases in sales volume appear to have been
concentrated in new convenience products, the prices of which have
been constant or decreasing over time. Sales have also been increased
for other kinds of products which are new in terms of flavor, color,
size, package, or other attributes often introduced in a combination
deal. Consumers seem willing quickly to shift to new products, and
mass mediums can make new products known quickly. Some retailers
believe that promotion is most effective for new products introduced
at the outset of development of the line.45 Convenience-items sales
have increased far faster in the past few years than those of other
food and grocery items.4 6 Frozen foods, soaps and detergents, drugs,
cosmetics, beauty aids, toiletries, and household supplies have con-
tributed most heavily to the increase. Changes seem to catch hold
in the Southwest, but they spread quickly.

In 1940, only 29 percent of independent stores handled frozen foods.
In 1951, 92 percent carried them.4 7 There appears to be gradual
shifting toward frozen specialty items, especially the prefabricated
products.- Frozen concentrates were not sold prior to 1948. In 1955,
estimated sales of these products were 760 million pounds. Simi-
larly, sales of prefabricated specialties have increased rapidly in the

salers give most of the credit to the preprint order form, a sales method that Increases
average store purchase and reduces wholesaler costs at the same time. The preprint order
form is now used by over half of the Nation's leading wholesalers and accounts for 86 per-
cent of retailer purchases. Wholesalers using the preprint order form have an average
margin of 5.5 percent compared with a margin of 7.5 percent for wholesalers who travel
salesmen." (The Progressive Grocer, op. cit., 1956 edition, p. 9.)

4 A. C. Nielsen, op. cit., pp. 12-13.
4

5
lhid., p. 7.

47See appendix table IV-21.
Is See appendix table IV-22.
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last 5 years. Sales of fruzein seafoods have also increased sharply. Ini
general, sales of frozen fruits are not above the 1946 levels. Sales
of frozen vegetables have increased. Available data indicate a shift
toward increasing prefabricati on.49

(3) Non foods.-Recent gains in retail sales volume are greatest in
housewares, dishes, toys, and stationery. There have been moderate
gains in health and beauty aids, cooking utensils, kitchen tools, maga-
zines, and outdoor and picnic supplies. Sales of paper, hardware,
and soft-goods items have not been increasing much. Most retailers
push the high-profit items. Optimumn. measures of preselling, mini-
mum turnover or gross margins, inventory control, and cleanup sales
are yet unsettled. Rack jobbers will probably be used until retailers
acquire know-how. 50 Essentially the same physical procedures are
used as for foods. Costs of handling and selling are not precisely
known. Nonfoods are probably a plus in volume with far better
margins than on foods. In the past 5 years, the sale of health and
beauty aids in food stores has almost tripled, rising from $340 million
in 1951 to well over $800 million in 1956.5l

(4) Brand battle.-Retailers often state that they push their own
labels because they consider that: (1) Their own names are a better
consumer pull than packer names; (2) their shelves, bins, and cases
should be used mainly to promote their own products; (3) margins
are usually better on their own labels; and (4) they avoid being
underpriced by a competitor. Accordingly, they prefer to stock only
those packer brands which are difficult to duplicate or which have
a strong consumer pull.

Packers without strong brands are reduced to bulk suppliers of
specification items with no real merchandising policy. Nearly every
major retailer either processes for his own label or engages others
to pack retailer labels. Some packers allege that if they refuse to
pack for a retailer label in response to proffered private label business,
they thereby foreclose volume and sale of their own products. If
they accept such proffers of private label business, they may lose
merchandising control over product, brand, and promotion. Fur-
ther, they may have no long-run assurance of stable volume of private
label sales. Some packers accept private label business and simul-
taneously increase promotion of their own brands.

On the other hand, some retailers state that very few nationally
advertised food brands have a compelling franchise in all parts of the
Nation. Retailer brands are common in meat, dairy, delicatessen,
bakery, and frozen-food departments. While most retailers carry
many packer brands in groceries, they say that no single regional or
national brand must be carried in order to attract customers.

Some packers claim that methods of retail display and pricing are
designed to depreciate processors' or growers' brands. Retailers reply
that. many branded items are in fact undifferentiated in the sense that
they command no premium. New products, effectively differentiated,
enable processor to build a product image and to control selling themes,
advertising, pricing, packaging, display, store position, and point-of-

'9 See appendix table IV-23.
"Zimmerman, M. M., op. cit., p. 240.
" See appendix table IV-24.
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purchase promotion. Once the product is duplicated by retailers or
by other processors, these means of profit policy are gone. Thus, the
battle of brands is a major focus of the pattern of change.

Retailers and packers appear to agree that there are well-established
consumer loyalities to retail stores. Retailers carefully nurture this
loyalty. However, retailers say that some but no specific packer
brands which are in fact effectively differentiated and promoted must
be carried to maintain consumer loyalty to the store. Of the top
brands in 1940 which had lost leadership by 1956, less than one-fourth
declined in importance because they were out-advertised and out-
promoted. More than three-quarters of them bowed to new or
improved products.52 Real differences among many brands of old-line
foods are widely claimed to have diminished. The retailer can control
display, point-of-purchase promotion and, therefore, impulse buying;
but packer promotion of a strong brand often forces him to give
effective display. The little data available indicate that no national
brand of foods has truly national distribution; no brand dominates all
regions; the rates of change in market position among national brands
are about the same in all regions; about one-fifth of them are exposed
to less than half the total foodstore traffic; the average exposure per-
centage of national brands is declining; and such brands may lose
market position mainly because they lose real differentiation from
other national brands or retailers' brand.53 Sale of major advertised
brands still exceeds sale of retailer brands in grocery departments.
However, the scope of merchandising policy open to packers may still
be narrowing.

(5) Retail advertising and promotion.-Retailers large enough to
affect procurement practices and margins, and also able to differen-
tiate their own products, can use virtually every device for advertising
and promotion within their own regions. As retailers control more
determinants of profit, such capacity for control generally decreases in
other segments. The entire battery of advertising media and methods
is increasingly used by large retailers.- In some States, fairly small
retailers advertise on a cooperative basis. Retailer-controlled store
promotions are general. There has been a marked movement to trad-
ing-stamp plans and other continuing premium plans over the last
few years.55 Retailers engage market-research units also, just as
processors do. Advertising and retail promotion are carefully planned
and tested but, as elsewhere, no precise appraisal appears possible.

Most important, retailers can now compete effectively with any
other segment of the food industry in promotion. They control many
of the instruments of demand manipulation. Retail sales methods,
organization, and administration have indeed changed drastically; but
these may be lesser changes than those imposed upon processors and
distributors. Even if processor brands are presold to consumers, sales
methods must be geared to the new scale and methods of retail pro-
cedures. "Selling"-in the old way-of cordwood products may be
useless or even damaging to the producer. Sales methods in retail
buying are identical with those used for many products in the govern-

52 A. C. Neilsen Co., op. cit., p. 14.
51 Ibid., pp. 17-22 and 36-39.
4 Super Market In stitute, The Super Market Industry Speaks, 1954, p. 22.

Ibid., 1955, pp. 24-25.
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mental or institutional trade. Processing and distributive margi- s
for such goods have been substantially reduced.

Price competition among many large retailers is brutal both in pro-
curement and sale. But the merchandising program of the large
seller of any item at any level of the market system is a combination
of any and all means by which demand can be manipulated favor-
ably-the product mix, quality, wrap, pack, package, style, brand,
advertising, and other promotion. Any successful manipulation of
demand by any of these means leads almost immediately to efforts
duplicated by competitors. Some retailers seem sensitive of statutory
limitations on methods of merchandising and procurement.

More than $233 million were expended for advertising of foods, food
beverages, and confections in 1954. There is no exact information

,easily available with respect to the amounts so expended by retailers
,either as general advertising or for their own sponsored brands.
Methods of advertising in local markets cover so wide a variety of
instruments that exact aggregation of outlays between retailers and
suppliers would probably be virtually impossible.56

(6) Retail margins.-Retail percentage margins have drifted down-
ward over the last 25 years. Margins have been quite flexible. In
general, they have been applied by retailers on a commodity-class
basis with relatively simple bookkeeping. Large retailers do not
confuse size of margin per item with size of contribution to net total
receipts. They have not supported resale price maintenance, unfair
practices, or minimum markup laWs.5 7 Price wars are not frequent.
Only rarely will large retailers meet local competition item by item
and day by day.

There are no data accurately reflecting markups or margins in
wholesale or retail parts of the food industry at any time. However,
fragmentary data for particular areas and periods support considera-
tion that percentage margins on foodstore sales have dropped sharply
in the past three decades.-s

D. Market structure
(1) llfergers.-Market structure, as defined above, has shifted

sharply in recent years with mergers as a major instrument. In 36
mergers reported for the first 9 months of 1955, 6,100 stores -were in-
volved. More than 50 important mergers occurred in the whole year.
About half of the deals involved companies with less than 25 units.
Reasons offered include difficulty in finding locations; offers are high-
-about 5 percent of the merged stores were acquired by nonfood com-
panies; and tax laws. Mergers seem to accelerate private brand de-
velopment.59 New capacity, scale, and techniques from mergers have
broken old distribution channels, eroded old price protection and
methods, stimulated pressure for volume by processors, broadened the
product mix in foodstores, heightened entry into nonfood items, de-

cc See appendix table IV-25 for media distribution.
67 Zimmerman, M. Al., op. cit., pp. 119-120.
6 See appendix table INV-26.

0' "The trend to private brands, already given Impetus since World War II, may gather
further momentum as a result of past and future mergers. Wvhen the strong advocate ofprivate brands, usually the large chain. acquires a smaller company that had confined Itself
to so-called national brands, share of total display space given to private brands must
Certainly increase in acquired or merged stores." (The Progressive Grocer, op. cit., 1956-edition, p. 5.)
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preciated old brands, eliminated the old pricing principle of the
high margin, and slowly seem to be putting most foodstuffs on the
fast-turnover basis common to products lacking firm consumer attach-
ment.

(2) Size-unit and company.-The total United States position
of major chains has not greatly improved. Regional chains are
growing, and many develop comprehensive merchandising programs
as do many single-outlet units. Increases in size per unit and in size
of company mean that retailers are not likely again to be subordinate
in methods or precision of merchandising. Changes in both process-
ing and production will largely reflect retail changes. Similar op-
erations are appearing in the institutional trade, which in some areas
accounts for nearly a third of total food business. Again, older types
of distributors must either adjust to the new requirements of retailers
or defeat. them in the battle of brands. A price-leadership structure,
both in procurement and in merchandising, exists in many regions.
Independent retailers are closely organized and can now use many
policies developed by larger companies. Nearly all retail groups in
all regions now have a price policy; elasticity is limited both in buy-
ing and ill selling. When services are differentiated, cross elasticities
also diminish. As scale and methods of operation change, entry elas-
ticity falls. Market structure can be defined in these terms. As the
retail component moves away from the atomistic classification, other
components move toward that structure.

E. Enterprise organization
(1) Management strueture.-Food retailers are no longer un-

trained general merchants who sell bulk items or branded products
with no real differentiation, promotion, or price policies. These are
large businesses, with high average income and investment and staffed
by carefully selected and trained officers. Company executives carry
broad responsibility."' The store manager is also a major executive,
often with 100 subordinates and occasionally 250. Changes in firm
structure, policies, and procedures are general, but few governing
principles are discussed in formal academic literature. Yet, changes
in scale and methods of production, procurement, and merchandising
could not have occurred without correlative management changes,
especially for older firms and often as a matter of survival. Here,
one principle emerges-most of the activities of the firm are inter-
related. Activities jointly related to the enterprise profit account
must be subject to a single authority with a single results stream and
parallel report structure. Activities not so reylated must be decen-
tralized.

(2) Marketing organization.-Marketing now seems to encompass
coordination of products, package and label, promotion, sales methods
and organization, practices, and market testing. Enterprise manage-
ment is emphasizing leadership, coordination, and planning rather
than specific technical know-how. The general trend toward market
orientation is evidenced by new structuring of companies, status for
marketing jobs, titles, policies, procedures, corporate alinements, and
new marketing functions-especially in research. Where the firm
is large and can vary its product or promotion, marketing depart-

60 Zimmerman, M. M., op. cit., pp. 159-162.
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ments extend far beyond selling. Where a competitive market struc-
ture exists at transfer points and where bulk products are sold, no
market policy can exist and the enterprise should be organized ac-
cordingly.

(3) Decentralization.-Decision making is being decentralized.
Some decisions cannot in fact be made above a particular level. In
other cases, there is no scale advantage in central decisions or central
staff or service functions. Again, what seems to be the governing
rule is slowly emerging: If at any administrative level a decision of
one unit constrains the decisions of others, joint profit maximization
requires an authority and folding of results. If the decisions are
practically independent, then a coordinating authority may be fatal
to profit maximization. This principle seems to affect control and
appraisal of products, of line and staff functions of all types, and
of both market and administrative territories. Management is be-
giiming to center around product lines rather than market functions.
The integration into marketing of all related functions has created
a complex of unsolved difficulties and devices for solution.

Old-line wholesale selling facilities and methods are virtually ob-
solete in some trades. Internal transfer pricing among functional
departments is ineffective, and correlative profit centers seem to be
disappearing except where atomistic competition exists at transfer
points. Otherwise, transfer prices neither measure nor induce de-
partmental efficiency and may be hostile to combined profit maximi-
zation. Companies, therefore, try to create the required conditions
or eliminate functional organization. Thus, rigid departmentaliza-
tion by functions and the exclusive sales franchise are also disappear-
ing. With differentiated products, actions taken by one functional
unit in fact limit actions open to related units. Separate depart-
mental profit targets are only by accident consistent with maximum
total profits for all related functions. Both authority and results,
therefore, center around commodities.

Many staff and line services are clearly interrelated among all units
of larger companies-budgets, large or volatile inventories, long-run
investment, governmental and labor relations, law, credit and bank-
ing policy, overhead allocation, product and processing standards on
differentiated products, brands and labels, some types of promotion,
auditing, results analysis, and performance appraisal. Even so, cen-
tral units are yielding nominal control over decisions actually beyond
their capacity or offering no scale advantages or other interrelationship.

(4) Sales organization.-Processors and wholesalers are adjusting
sales organization and methods to the new requirements of retail and
institutional outlets. These outlets procure on a bid basis and by
direct channels. Thus, sales departments are being integrated into
marketing departments often including product development and
engineering; manufacturing, inventory planning, and control; pro-
motion and advertising; sales administration, planning, and manage-
ment, and market research. There is not yet agreement on proper
organization for marketing many different food products from many
areas to many different classes of buyers in many different markets.
Preoccupation with sales volume and margins is yielding to concern
for total profit. Postwar competitive pressures for new products
and for full-line selling have shifted product and sales planning to
top management, including the controller. Effective reorganization
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reflecting the new marketing concept is not easy. Primary depart-
ments owning inventories and making sales must be coordinated with
such operating functions as commission selling, purchasing, transpor-
tation, insurance, or construction. Both must be integrated with staff
units. Decentralization requires formulation of policy delegations
and effects a change in profit centers. Related decisions among units
at the same administrative level must be coordinated. The two major
problems are (1) specification of decision-making units with a par-
allel stream of results and (2) integration with service units. Analy-
sis of these changes is almost nonexistent.

(5) Other sediments.-The fabric of recent change is such that none
of the major shifts in any firm or segment could easily occur without
the others. Thus, in treating changes at retail, many of the related
adjustments in other sectors have been touched. Management adjust-
ments are general. Therefore, only a few observations relevant to
other functions are offered.

V. WHVIOLESALING

Wholesale sales have increased sixfold since before the war, labor
productivity has risen, and both margins and expense ratios have
fallen sharply.5 1 As in retailing, number of units is declining for
general line grocery wholesalers, but sales continue to rise rapidly."
Cash-and-carry, self-service wholesaling through affiliated warehouses
is now nearly universal. In the business of 20 years ago, warehouses
were multistoried, with hand operation, traveling salesmen, credit,
wagon and rail delivery, small orders from many wholesalers, whole-
saler brands, and high expense ratios for assembly, packing, and in-
voicing. As chainstore retailing developed, independent retailers had
to buy cheaply and operate at low cost in order to survive. Now, large
supermarkets, especially with sales over $20 million annually, own cen-
tral warehousing facilities.' Some 230 retailer-owned wholesalers
serving more than 37,000 stores operate without salesmen, deliver on
schedule, and finance themselves through cash sales. Merchandising
and store-operation counsel are provided systematically. Profits are
returned mainly as dividends. Average expense is often lower than
in chain operations. Through some 450 voluntary wholesalers with
nearly 90,000 affiliates, the retailer may buy from the sponsor, use a
chain name, and receive supervision in store layout, operation, and
merchandising.,64

With increased lines and limited brands in each, both classes, whole-
saler-sponsored cooperatives and retailer-sponsored voluntaries, have
large independent retailers full competitive with chans. Highly effi-
cient and large-scale plants have developed. 6 5 The preprint weekly
order form virtually eliminates sales expense, a cash basis, and drop
shipment. Self-service procurement by retailers is believed to depre-
ciate most wholesaler brands. 66 It also accerates consumer advertis-
ing and in-store promotion. Larger retailers are rapidly turning to

51 See appendix tables V-1 to V-5 for general description of food wholesaling.
62 See appendix table V-6.
03 See appendix table V-7.
O4 Converse, Paul D., Twenty-five Years of Wholesaling: A Revolution In Food Whole-

saling, the Journal of Marketing, vol. XXII, No. 1, July 1957, p. 47.
5 See appendix table V-4.

Gs Weiss, op. cit., p. 36.
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dlirect. piaociremenlt from thleir own warelouises, litfhouigh somie 45 rP,
cent of the largest companies are affiliated with wholesalers. Rack
wholesaling for nonfood and specialty items may be taken over after
experience is gained by retailers. Affiliated groups are increasingly
oriented to retailer profit. They are moving from their own labels
and long-margin items toward those yielding highest profit to re-
tailers. In a sense, wholesaling is becoming an integrated depart-
ment of retailers rather thain a self-contained set of independent,
profit-seeking units.

Employment in wholesaling did not change substantially between
1929 and 1939, but in the following decades it rose at a somewhat
faster rate than that for retailing.67 The dominance of the regular
wholesaler in the grocery business was still marked as little as 10
years ago.es In 1939, nearly half of wholesale grocery sales wvere made
through regular wholesalers. Manufacturers' sales branches moved
well over one third of total volume-excluding chainstore warehouses
in both cases. The latter class had decreased by 1948. By 1955, 43
percent of wholesalers were working through the sponsorship method
and malting 72 percent of the sales. For privately owvned wholesalers,
SO percent of the sales were on a sponsorship basis. Of retailer-
owned wholesalers, 47 percent wvere voluntary sponsors, and they ac-
counted for 48 percent of the sales.60 Recent rates of gain in total
sales have been almost zero for the unaffiliated wholesalers. Among
independent groupings, both the voluntary and cooperative whole-
salers noted increased volume in the neighborhood of one fifth of 1956
over 1955.70

Changes in the size distribution of wholesalers have in general
paralleled the developments described above at retail. There are a
large number of extremely small wholesalers whose share of total
wholesale business is declining. In fact, relative declines are general
for food wholesalers doing less than $10 million per year. The ex-
tremely large wholesale organizations doing over $10 million gross
sales per year have been increasing their absolute and relative busi-
ness.7 ' Analysis of year-to-year changes in absolute and relative share
of the wholesale business by size classes discloses essentially the same
long-run trends as those so clearly defined in the retailing segment.7 2

Recent rates of gain in sales also emphasize the increasing dominance
of the large wholesaler paralleling the rise of the large retailer.73

As for the retailer, number of items handled by grocery wholesalers
continues to increase.74 The retailer-owned and the voluntary groups
are carrying more products than the privately owned wholesalers. The
number of products carried is generally considerably smaller than that
carried in the retail food and combination stores. Only about one-
tenth of the grocery wholesalers are handling fresh meats. However,
more than one-fourth of them handle fresh produce. There is some
indication that wholesaler handling of these products on a group basis
will increase. Except for drugs and toiletries, grocery wholesalers

11 See appendix table V-8.
6 See appendix tables V-9 and V-10.
9 See appendix table V-1.

7' See appendix table V-12.
" See appendix table V-1i3.
n See appendix table V-14.
7 See appendix table V-15.
7 See appendix table V-16.
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carry relatively few of the nonfood products, the importance of which
is increasing at retail.7 5

There has been a continuous increase in the annual average inventory
turnover in the past decade. This increase approximates about 25
percent. As in other aspects of the food business, there are apparent
scale advantages in terms of inventory turnover. In general, the
largest wholesalers turn their stock rather more frequently than the
smaller ones." 6

Most wholesalers are now operating as something other than private
profit-making organizations-either as cooperative or voluntary asso-
ciations or as direct departments of corporate chains. In either event,
sponsored brands have become general. There are few data available
on long-run trends in advertising expenditures by food wholesalers,
although it is likely that such spending is less important today than it
was when wholesaler brands were strong. Even when such data are
published, it is difficult to determine the degree to which advertising
nominally generated by wholesalers in fact represents advertising
outlay by processors or by retailers.

There is some evidence of systematic long-run decline in the nominal
markups or margins by wholesale groceries. The apparent decline
in relative margins may,.however, be serious. Assumption by retailers
of many of the functions once performed by independent wholesalers
quite naturally is reflected in a lower nominal margin among whole-
salers. However, as in all other phases of business, there is evidence
that relative margins decline as size of the individual wholesale grocery
outlet increases. Thus, in 1950, the margin for small wholesalers was
8.6 percent and for the largest class Dwas 6.4 percent. The 1955 esti-
mates for these figures were 7.3 percent for the smallest class and 5.0
for the largest class.77

To a greater extent than any other part of the food system, the
wholesaler group seems to have adjusted almost completely to the
requirements of the new type of retailing. In the process, however,
it has lost much of its status as private business.

VI. PROCESSORS

Processors selling differentiated products have had to change operai-
tions and policies in order to conform to retail trade requirements.
Many established products and merchandising methods are no longer
acceptable to retailers. Many retailers can specify product delivery
and other terms and then can require price offers. Consumer control
by processors has generally diminished. Even so, the battle is not
over. Many processors have altered enterprise structure both to adjust
to changes and perhaps to control some of them. They have developed
direct-sales merchandising, especially for bulk or specification items.
High-speed and full-capacity operations are being built. The crucial
importance of effective differentiation and promotion is being recog-
nized. Product planning, newv product development, and engineering
have become major functions closely coordinated with manufacturing,
procurement; and sales. Processors seek so to develop, promote, and
price their own products that retailers vill find it profitable to give

r- See appendix table V-17.
76 See appendix table V-18.
77 See appendix table V-19.
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them space within a fairly broad price range and reasonably free of
variation from small changes in product, price, or promotion by com-
petitors. Generally, there are few merchandising advantages from
national operation in handling most cordwood foods.

Some old companies recognize that some scale advantages will per-
mit price competition that retailers 'cannot meet by other channels.
Actually, differentiated products can acquire and hold shelf space.
Accordingly, they seek new products and new methods of preservation
which cannot easily be duplicated either by retailers or by specialized
processors satisfied to sell to retailer specifications. And they are also
integl ating their management structure for the purpose of coordinat-
ing the entire process of planning, production. and sale of effectively
differentiated items. Promotions of all sorts have been accelerated.
Processors of all types still provide a lively competition Which is dif-
ferent but no less active.

Processors of foodstuffs generally have continued to expand their
promotional activities. Thus, in terms of dollar outlays, there was
almost a two-thirds increase in expenditures between the years 1948
to 1954.78

The dollar importance of the food-processing industry has increased
sharply as the convenience and prefabricated items have increased in
sale. Tlhus, value added by manufacture to food and kindred products
has been increasing rapidly.70 Despite such increases, processors are
faced with difficult problems in shifting equipment and facilities to
meet the demands for new products. There are also difficult internal
adjustments facing many processors with respect to control over con-
sumer demand througoh product variation or other means, the increas-
ing length of product lines, and the necessity for coordinated
promotional programs. In general, it is doubtful that the consumer
brand franchise of the processing trade has been greatly enhanced in
recent years.

VII. RETAILER-SUPPLIER RELATIONSHIPS

Retailer profit policy now involves considerable control over the
commodity mix, the brand, promotion and advertising, and pricing
policy. In all elements of their profit policy, retailers are becoming
less dependent upon supplier influence. A greater amount of purchas-
ing by retailers now rests on a price-specification basis, involving
direct sale and direct methods. Increase in this kind of sale decreases
the profit policy potential of suppliers. This has induced them to strip
down to a specification type of organization. It has also forced proc-
essors and other suppliers to seek effectively differentiated products.

VIII. PRODUCERS

The basic changes in retailing, wholesaling, and processing are re-
flected in major changes in product, scale, an-d method of operation of
growers in livestock, poultry, fruits, and vegetables. Cooperative pro-

-8 Approximate distributions of advertising activities by processors among alternative
media are shown in appendix table VI-1.

*0 U. S. BMreau of the Census. Census of 'Manufactures: 1947 (Washington: Government
Printing Office. 1949). pp. 21-22. (Statistics of Industry. vol. 2.) Also, Preliminary
Report, 1954 Census of 'Manufactures, General Statistics for the United States. by Industry
Group and Industry: 1954 and 1947 (Washington: Government Printing Offlce, 1956). pp.
4-5. (Series MCZ G-1.)
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ducers who process wholesale branded commodities have also beenr
affected. The nature of the changes, their causes, interrelationships;.
effects, and possibilities for control do not seem to be fully explored.

However, the demand at farm level depends largely upon organiza-
tion and operation of the marketing system. Specifically, the increas-
ing power of the retailers meails that farmers must gear themselves
to deal directly with such retailers or with specialized agencies serving
as suppliers to the retailers. In general, today's type of market struc-
ture requires specified physical attributes, uniformity of such attri-
butes over time and space, and specified regularity in delivery as the
major attributes for effective handling at subsequent stages of the
food system. Producers in many areas and for many commodities
do not, in fact, produce for the kinds of markets represented by the
old auctions or the public stockyards or the commodity exchanges.
In general, these markets absorbed whatever amounts and types of
products were produced by farmers who in general had no direct
understanding of the relationship between desired patterns of pro-
duction and retailer demand specifications. In general, the large-
scale retailer and wholesale units are tending to bypass the old opena
markets. The marketing and distribution channels between the con-
sumer and the producer are tending to shorten. Thus, the new re-
quirements of the new types of retailers have come to impinge sharply
upon the agricultural producer.

The kinds of supplies once produced for the open agricultural mar-
ket do not in general satisfy most of the requirements of the large
retailers for a large and stable supply of a uniform product meeting-
specified attributes. Many of the old terminal markets were designed
primarily to collect the heterogeneous output of small individual
producers for classification and sale to individual distributors at
whatever price they might bring. The large retailer cannot and, to
an increasing extent, does not depend upon this type of market.

To an unknown extent, direct purchase or various forms of f. o. b
purchase have increased at the expense of old-line terminal market
sales. A wide variety of forms of direct or indirect integration and
informal coordination among retailers and suppliers have developed.
Buyers of farm products now attempt actively to influence the speci-
fications of products offered by farmers. Increasingly, the attributes
of farm products desired by the mass of retail distributors are those
which are consistent with large-scale retail selling on a self-service
basis. As the size of retail operations increases, the profit position of
such retailers increasingly depends upon attributes of the products
handled. Appearance, size, and condition are essential to attractive
display. Adaptability of farm products to these requirements is
highly desired by retailers. Internal layout of nearly all stores is now
on the self-service basis. Accordingly, handling ease has become im-
portant. Agricultural producers must henceforth consider the size
and weight of master containers, the processors' operations inter-
mediate between them and the retail store, and the box size and pack-
age shapes which are essential to efficient operation by retailers.

Temporal stability of uniform products is equally important for
perishable and nonperishable items in order to correlate with the care-
fully programed activities of large-scale retailing and of related
suppliers.
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Thus, as specifications of necessary products and delivery attributes
-for farm products become more clearly defined, a new set of variables
safrectilng farm price appears. The demand at the farm level-and
.consequently the profit position of the farmer-depends increasingly
upon actions taken by other producers and other marketing agencies.
The, increasino interdependence of the profit positions of farmers, of
processois, and of distributors is one of the reasons for the increasing
,development of formal and informal methods of coordinating the
actions at different levels of the food system.

In the W;\est, and particularly in the fruit and vegetable canning
industries, vertical integration amnong processors and farm producers
has developed for largely the same reasons, inducing similar develop-
mnents in adjusting to the requirements of retailers. These interrela-
tionships among c istributors and growers involve a variety of func-
tions and take a variety of forms.80 A variety of cooperative or bar-

ainlillg contract relationships xvhich have developed early in western
fruit. and vegetable canning appear to be extended to other commod-
ities. In plocurement of cattle for block beef operations, another
.and quite dissimilar set of relationships appears to be emerging

The increased number of product specifications alone wouldlimnit
the effectiveness of price as a nmeans of inducing producers to turn out
products with the required specifications. The more detailed the spec-
ifications required for programing into the complex food system now
.developing, the less possible it becomes to reflect such requirements to
producers through price alone. Accordingly, retailers and processors
hnave undertaken other methods of persuading producers to make avail-
able the appropriate types of commodities in the appropriate volume
and time.

Very often, the physical operations of production, processing, and
distribution must be carefully coordinated to achieve the kind of at-
tributes ultimately desired at the retail level. Nearly always, the
physically optimum scale of farm production is relatively small as com-
pared. with the physically optimum volumes of production for process-
ing or distribution. The old-fashioned procedure of grading and sort-
ing on terminal markets is no longer satisfactory as food processing
.and distribution changes from the old "batch" hearth to a modern
,continuous-flow% process. To facilitate such a system at the processing
and retailing levels, the producers' decisions with respect to basic
istock, management, timing, and other operations must be geared di-
rectly into the requirements of the processing and retailing segments.
Some western marketing cooperatives have carefully attempted to in-
*duce their producers or in some cases to require them to adopt produc-
tion pliactices geared to the requirements of the processing and retail-
ing trade. In general, these requirements have not yet been specified
by government or other agencies.

IX. SUMMARY

The sweeping changes general to the American economy have been
most marked in the food industries. The changes are closely inter-

1 U. S. Farmer Cooperative Service. Proceedings of the Conference on Fruit and VegetableBargaining Cooperatives. held on January 12-13, 1957, Chicago, 111. (Washington, D. C.,1957). 68 pp. Processed.
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related with respect to the various functions of a given firm and to the
functions of firms in different segments of the production process.
One way to classify this flux is suggested by the outline of this report.
The main sectors involved are consumers, retailers, wholesalers and
other distributors, processors, and producers along with operating and
service groups. For each enterprise, the profit account can be specified
in terms of production, procurement, and merchandising policy ; firn
structure; and market structure. Any combination of these two sets
of attributes would provide a reasonable basis for study. I would like
to know what the changes have been and are-their causes, interrela-
tionships, effects, and susceptibility to control. These questions are
not presently answered.

As generally defined, the "farm problem" involves chronic disparity
of income among certain parts of the agricultural industry and insta-
bility of income among others. The problems alluded to here are of
a completely different type. In agricultural areas which are not
"sick"-which are not afflicted with chronic disparity or instability
of incomes in general high-income periods-the major issue now before
producers is adjustment to the emerging needs of new classes of retail-
ers, other distributors, and processors. The question at issue pri-
marily is the nature of the product to be produced and the kind of
organization at the growver level necessary to adjust to the require-
ments of the rest of the system. Ultimately, public policy with respect
to these issues will have to be defined. It is doubtful that such public
policy can be formulated until the requirements of the total system are
more clearly known.
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VERTIC.AL INTEGRATION OF PRODUCTION AND
MARKETING FUNCTIONS I N AGRICULTURE

John 1-[. I)avis, Harvard University

In line with the suggestion in the committee's letter inviting
me to participate in its study, I shall address my renmarks to the fo]-
lowing questions:

1. WT1ould the vertical integration of production and marketing
functions contribute to the economic stability and progress of
commllerciail agriculture?

2. Is such development practical and feasible?
3. Is it desirable?

CLAII ICATION o0 TiER-ms
I shall use the term "vertical integration" in its usual sense of

denoting the linking of successive business functions or operations
through ownership or contractual arrangements. In addition, I shall
discuss certain other vertical structures which traditionally are not
thought of as integration. To denote these I shall use the term
"vertical arrangement." *Aheni refer r-inir to both tvpes I shall employ
the more general term, "vertical structures."

The answer to the questions under consideration can be seen more
clearly if due cognizance is taken of certain basic facts and forces
which have characterized the technological evolution of the past 175
years.

VERTICAL IN3TEGRATION PREDATES TECH-NOLOGICAL ERA
In the total food-fiber phase of our econlloy (-lwhich I shall

refer to as agribusiness) vertical integration is not new, having existed
for centuries prior to the technological revolution. Such integrationm
was characteristic of the era of a self-sufficient agriculture in which
practically ,ll phases of production, processing,. and distribution were
l)erformedl by the farm unit. Tlhen, the typical farm familv produced
its ownl farmn supplies, raised its crops and livestock and processed,
stored. and distributed its farm commodities. Under such conditions
the vertical integration of our food and fiber economy was almost com-
plete. Furtherlmore. such integration was a function of agriculture
itself, since all operations were directed and performed by the farm
as a business entity and since decisions at all levels were made by the
farn operator.

SEPARATLON OF FrUcTIoNs IN- INTEREST OF EFFICIENCY

Along -with the increasing tempo of the technological revolution
ill agriculture has come a gradual dispersion of functions from the
farm to business-a trend that is still going on. In many instances,
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functions leaving the farm have broken into even smaller fragments
in terms of ownership and management. The dominant force behind
this trend has been economic-each operation gravitating toward a

state of optimum efficiency with respect to organizational structure,
location, and size of unit.

Early to leave the farm was the spinniing and weaving of cloth, and
the milling of flour. Then, with the invention of the steel moldboard
plow, the reaper, and so forth, the manufacture of farm supplies
assumed a significant off-farm status. Gradually, also, the processing
of food followed suit as technology in this field increased and as the
developing industrial centers provided markets for the output of new
food factories.

So great has been the transfer of functions from farm to business
that today our farms are left largely performing the specialized
operations of growing crops and raising livestock for market-
farmers generally even buying in processed form much of the food
consumed by the farm family itself.

The magnitude of this transition and the general dimensions of the
on-farm and off-farm phases of the food-fiber sector of our economy,
as it exists today, are reflected in the following figures. In the year
1954, farmers purchased from off-farm sources some $16 billion of
inputs which were not produced on the farms where used.' Following
harvest, farmers so(ld some $30 billion of products to processing-
distribution firms whlich, in turn, converted such products into con-
sumer items for which the ultimate buyers paid a sum of $75 billion.
When one adds to this total such items as imported foods and fibers,
seafoods, and fabrics made from synthetic fibers, the aggregate con-
sumer bill for 1954 is raised to over $90 billion.

Also, in 1954 the combined operations of the argibusiness sector of
our economy utilized about 35 percent of our national working force-
one-third of which were employed on-farm and two-thirds off-farm.
The total capital investment involved in this undertaking was greater
than that of the balance of American industry, combined.

COUINTERFORCES IN DIRECTION OF VERTICAL STRUCTURES

Simultaneous with the trend toward the dispersion of functions
there has emerged a complex of counterforces pushing in the direction
of vertical structures-some of which tend to link related on-farm and
off-farm functions, and others to relate only off-farm functions.

VERTICAL INTEGRATION

Entering the arena of vertical structures through the route of
vertical integration have emerged such devices as the farmer co-
operative, the business-farmer contract, large-scale farms which main-
tain their own services, processors who operate their own farms and
joint farmer-business ventures.

Before briefly considering each of these in turn, it is interesting
to note that all of these devices have emerged largely as the result
of voluntary action on the part of farmers and businessmen, acting

I Included in this, of course, were such items as feed grains and feeder livestock which
originated from other farms.
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individually or in groups, rather than through direct Government
action.

The farmer cooperative.-The farmer cooperative is one of the
oldest types of vertical integration within the food-fiber sector of our
economy. Basically, it is a device whereby a group of farmers band
together to provide off-farm services for themselves of a type that no
single farmer can efficiently provide for himself, because a single pro-
duction unit is too small to support such enterprise. The use of this
device has been widespread, reaching into such varied functions as the
manufacture and handling of farm supplies; the storage, grading,
processing, transporting, and merchandising of farm commodities;
rural electrification; telephone service; irrigation; and insurance.
In many instances the depth of vertical integration has been extended
by the federation of farmer cooperative units through successive levels
until some have achieved regional and national status. In addition,
these organizations have created national trade and educational as-
sociations to serve their needs.

Today, some 20 to 25 percent of all farm supplies and farm prod-
ucts are handled cooperatively through one or more phases of opera-
tion. However, if one considers the total of all off-farm operations
included within the agribusiness sector of the economy, farmer co-
operatives probably perform little more than 5 percent of this
aggregate.

Business-farmer contracts.-About as old as the farmer cooperative
is the business-farmer contract form of vertical integration. Here,
in general, the initiative for such an arrangement has come from the
businessman rather than the producer. Early to emerge was the pro-
cessor-grower contract that has characterized the food canning in-
dustry. For years most food canning has embodied such arrange-
ments. A similiar device is common in the production of certain
seeds. Here, the seed firm contracts with the grower in precise terms
as to variety, production practices, quality, quantity, and price. The
use of hybrid seeds has given impetus to this type of activity.

More recently the use of the business-farmer contract technique
has spread to the poultry field, particularly the broiler and turkey
phases. Here, too, business has taken the initiative-particularly
feed manufacturers who contract with the farmer to supply on credit
the chicks or poults, the feed and other supplies. Frequently, also
they contract to provide production supervision, veterinary services
and a forward sale of the birds to a dressing plant. For his services,
the farmer gets a stipulated fee or earning plus a right to share in
profits. Currently, more than 90 percent of all broilers are grown on
such a contract basis.

Moreover, this technique is spreading into egg production and gives
promise of extending into hog growing and cattle feeding. Today
under somewhat di ferent circumstances, much of the commercial
milk production takes place under business-farmer contracts which set
forth terms of quantity, quality and price and which provide for pick-
up services. Here, frequently growers contract with processors on a
group bargaining basis.

In terms of volume and scope, the business-farmer contract device
ranks close to the farmer cooperative as a technique of vertical inte-
gration.

9
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Large-scale farms.-Another device of vertical integration within
agribusiness is the creation of farm units which are large enough to
warrant the ownership and/or control of supply, processing, and dis-
tribution agencies of their own. This, of course, is the type of inte-
gration that has characterized industry. But in agriculture it has
gained only limited headway. Even in the case of the relatively few
vary large farms that do exist, there is no clear evidence that the
economy of vertical integration has been the major force leading to
the creation of such farms. Many of the largest units came into be-
ing before the technological era was well advanced.

There exists no clear evidence that this type of integration will
gain great ascendancy in the future. However, certain types of spe-
cialized vegetable production may tend in this direction.

Business-operated farms.-Along with technology there has
emerged some trend toward vertical integration of the type in which
business firms operate farms to produce commodities for their own
use. However, this tendency has been mostly limited to specialized
fields in which the control over the growing of the product has un-
usual importance, such as seed production; where the manufacturing
operation is integrally inseparable from the production of a farm
product, as in serum manufacture; or where a farm provides a means
of utilizing a byproduct, as in feeding the waste from a sugar mill.

In addition there have been instances in which meatpackers and
retailers have entered such ventures as cattle feeding and where re-
tailers have operated dairies. However, some such efforts have later
been abandoned.

Aside from specialized situations of the types enumerated, there
is little evidence to indicate the likelihood of a great surge toward
business-operated farms. In general, business probably can fare bet-
ter by letting the farmer assume the hazards of production.

Joint farmer-business ventures.-During recent years a number of
instances have emerged in which farmers and business firms have
joined forces in a common venture entailing vertical integration. In
general, this has related to such activities as research, promotion, and
market development. Illustrative of these organizations is the
National Cotton Council; the Livestock-Meat Board; the American
Dairy Association; the National Dairy Council; and the National
Soybean Council.

In general, efforts of this type have been fostered by organizations
and associations of farmers and business firms, rather than by indi-
vidual farmers and firms.

VERTICAL ARRANGEMfENTS

As indicated earlier, certain types of vertical structures for linking
related functions have emerged within agribusiness which do not
constitute vertical integration in a strict sense of the term. Impor-
tant aniong these are marketing agreements and market orders (which
hereafter will be referred to as agreement-orders) and farm price
support programs.

AMarketing agreement.order.-The marketing agreement-order is
a vertical device for relating a given supply of a commodity to a pre-
vailing market-demand situation by differentiating between uses in
terms of quality and price-all for the purpose of enhancing the
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total revenue of the growers. Effective agreement-orders exercise a
strict control over both quality and use of product by classes as a
means of influencing price. Maintaining a multiple price system,
they run counter to the principle of classical economics, that the
demand for the marginal unit of supply will set the price for the
entire market.

A marketing agreement-order is a sort of hybrid between a private
venture and a government program. It exists by virtue of special
legislation that imposes compliance oln minority farmer interests who
may oppose them and upon commercial handlers of the product.
Also, an agreement-order exists by virtue of special latitude granted
by Congress under the antitrust laws. The Federal orders impose no
direct control measures over farm production. However, in the case
of certain specialty crops, grown largely in a single State, there are
instances where State laws authorize production control over com-
modities regulated by a State-sponsored agreement-order.

Agreement-orders do not carry with them the right to use the funds
of Commodity Credit Corporation to acquire or hold stocks from the
market. They do not seek to change the organizational structure,
corporate or noncorporate, of the farm and business units that are
subject to their provisions. While they are supervised by the Office
of the Secretary of Agriculture, each is governed by a control board
composed of representatives of producers, business, and the public.

Marketing agreements now have been in operation on a few com-
modities for more than 20 years and currently are in force in some
70 milksheds and 30 fruit and vegetable crops. The number of agree-
ments in force has almost tripled since World War II. Holwever, to
date none have been attempted for any commodity on a national basis.

Government price support programns.-Supplementary to the sev-
eral types of vertical structures already discussed, has been the evolu-
tion of government price support programs. Inherent in such pro-
grams are certain properties of vertical linkage with respect to on-
farm and off-farm phases of agribusiness. These programs have the
effect of at times reducing the flow of commodities on the free market
by giving farmers the alternative of committing their stocks to the
Commodity Credit Corporation at the support level. The net result
is that during periods of surplus supplies such programs tend to
increase the price of supported commodities, both for the farmer and
for the buyer of his product. In this respect they have had consid-
erable influence on farm prices during the postwar period.

If a government support program is continued year after year for
a given commodity, not only do farm operations become conditioned
by it, but so too do the operations of off-farm business firms which
handle and store the stocks held by Commodity Credit Corporation.

Unlike the several types of vertical integration which have emerged
with technology, and unlike marketing agreement-orders, Government
price-support programs are administered and operated by public offi-
cials, entail the accumulation of commodity stocks in the hands of the
Government, and involve the use of a sizable quantity of public funds.
In general, such programs provide incentive for high-volume produc-
tion rather than high-quality output which is tailored to meet a spe-
cific market demand.

Regardless of certain inhibiting side effects with respect to adjust-
ments in agriculture, on balance it seems fair to state that price-sup-
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port programs have constituted a major force for vertically relating

supply and demand in commodity markets during the past 25 years.

VERTICAL INTEGRATION OFF-FARM

Not all vertical integration within agribusiness has had the effect of

organically tying on-farm and off -farm operations more closely to-

gether. This particularly has been true of the development of chain-

store merchandising in the food field. Here, in most instances, the in-

tegration of the firm has been in two directions: Vertically to combine

such functions as wholesaling, warehousing, financing, transporting;
and horizontally to include multiple-unit operation. Similarly, cer-

tain processors have expanded horizontally as well as vertically to en-

compass a number of commodities-some of which are highly com-

petitive, as in the case of margarine and butter.
The effect of this type of development depends on the policies fol-

lowed. Without doubt, a large, integrated firm possesses certain ad-

vantages for market development, particularly with respect to quality

control, product development, and market promotion. However, it

also has a stronger bargaining position with respect to procurement-
a bargaining position which could be used to weaken the farmer's rela-
tive strength in the market.

VERTICAL STRUCTURING TIED TO HORIZONTAL INTEGRATION

Simultaneous with the thrust toward vertical structuring has come

a corresponding thrust toward horizontal integration. These two

drives, both largely products of technology, have been closely interre-

lated-the former tying together successive stages of a given economic

process and the latter welding together units performing similar op-

erations at a single stage. Horizontal integration has made vertical

integration both more feasible and more purposeful, and vice versa.

To illustrate, farm enterprises join together horizontally, either

through a cooperative or by merger of several small units into a larger

one, in order to be able to accomplish desired objectives, vertically;

food processors expand horizontally to encompass a variety of com-

modities in order to develop a market on a multicommodity basis, and.

retail food firms reach out horizontally through the development of

multiple-store units in order to move vertically to perform for them-

selves such functions as wholesaling, financing, assembling, warehous-

ing, processing, and promotion. Even farm price-support programs

unite farmers horizontally in order to influence prices vertically.

While, throughout this paper, major emphasis is placed on vertical

structuring, this being the subject assigned me, such vertical struc-

turing would have been largely impotent if corresponding integration

of a horizontal nature had not been taking place at the same time.

In large measure, the economic effects that flow from vertical and

horizontal structuring are a joint product of the two forces.

LIMITATIONS OF EXISTING DATA

Existing data are not adequate to permit the development of con-

.elusive findings with respect to the questions set forth in the com-

mnittee's letter inviting me here. (I shall have more to say later about
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the need for further studies in this area.) Even so, I now shall ven-
ture to be more specific, with the caution that the committee should
consider the comments of the next two sections to be somewhat more in
the cateogry of hypotheses than statements of fact.

FACTORS MOTIVATING AND FACILITATING VERTICAL STRUCTURING

The motivation toward vertical structuring has come from several
directions, including a desire for the following:

1. Greater efficiency.
2. Ability to make new or improved end products, requiring

greater precision.
3. Assured source of supplies or raw materials, both at produc-

tion and processing levels.
4. Strengthened competitive position.
5. Spreading or shifting of risk.
6. Greater price stability, particularly at the producer level.

The ease with which vertical structuring can be achieved seems to
depend on conditions such as the following:

1. The niatural limiting, by such factors as soil, climate, and/or
the perishability of product, of the production or trade area of
a given commodity.

2. The existence of an opportunity for economic gain through
differentiation by grades and/or size of product.

3. The presence of the possibility of more orderly marketing
through processing and/or the scheduled delivering of product
to market.

4. The presence of a demand situation which gives incentive
for an extensive effort toward market development.

In general, commodities strong with respect to the above charac-
teristics have tended toward vertical integration and/or the use of
marketing agreements, whereas those not so situated have tended to
gravitate towards support-type programs. There are, of course,
notable exceptions, the major one being red meats, which have re-
mained more or less free from any type of vertical structuring. No
doubt, also, the type of leadership present in each commodity situation
has been an important factor in determining the course of such com-
modity.

EFFECT OF VERTICAL STRUCTURING ON PROGRESS AND STABILITY

One of the questions posed in the committee's letter inviting me here
was: Would vertical integration of production and marketing func-
tions contribute to economic stability and progress in commercial agri-
culture? A second question was: Is such development practical and
feasible ?

Turning, first, to the second point, the answer is that vertical struc-
turing not only is practical and feasible; it has been taking place in
certain phases of agribusiness for years, and now has extended in one
form or another and in varying degree into much of it.

With respect to the first question, doubtless vertical structuring has
contributed to progress. In fact, the two seem to be inseparable-the
former being a byproduct of the latter. The effect of vertical struc-
turing on economic stability in commercial agriculture is more diffi-
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cult to assess because it involves forces moving in so many directions,
including those culminating in horizontal integration. My belief is
that, in general, all types of vertical structuring have contributed some
toward economic stability, at least at certain levels.

At the same time one must admit that, under certain circumstances,
it is possible for vertical structuring to add to instability. I suspect
that integration that takes place entirely off farm may have this effect,
at times, with respect to the farming sector. This particularly may be
true where integration takes place exclusively in the marketing phase
of agribusiness. Also, this likely would be true of situations in which
vertical structuring has had the effect of obstructing or delaying neces-
sary adjustments.

Some may argue that economic instability in agriculture has actually
increased during certain periods while integration has been taking
place and that, therefore, integration has not consistently contributed
to economic stability. My answer is that here we have to look for the
net effect of a complex of forces, some of which have set in motion new
thrusts that tend to upset stability, particularly during the time inter-
val required for the economy to adjust itself to an innovation, and some
of which have pressed toward stability. So great and so rapid have
been the upsetting forces in recent years that counterforces, including
those of vertical integration, have not consistently resulted in real
economic stability in agriculture.

The very existence of marketing agreements and farm price-support
programs testifies that vertical integration alone has not achieved eco-
nomic stability to the degree desired by producers. Even so, I believe
it has been an influence pushing in this direction, particularly in those
instances where such integration includes both production and mar-
keting functions.

Now I turn to the third and last question-is vertical structuring
desirable? My answer is that this depends on the manner in which it
functions. While its results doubtless have been mixed, on balance
I believe the positive outweighs the negative. Anyway, strictly
speaking the issue is somewhat academic in view of the fact that it
apparently is inescapable in the technological era in which we live.
Hence, the more basic issue would seem to be-how do we make use of
vertical structuring in agribusiness in a manner that is mutually bene-
ficial to the commercial farmer, to business, and to the public?

As already indicated, my answers to these questions do not satisfy
me. However, at present adequate studies have not been made from
which satisfactory findings may be drawn.

NEED FOR AN INTEGRATED POTICY

The preceding discussion points up the need for an integrated food-
fiber policy-an agribusiness policy, so to speak. Policy formulation
needs to take place on a basis as comprehensive as are the problems of
agriculture and in a manner that interrelates all pertinent facts, both
vertically and horizontally. In brief, the need is for an integrated

.policy on an agribusiness scale. By this I mean the development of
some mechanism or forum in which interested groups may exchange
views and formulate policies together in an effective manner.

I congratulate this committee on organizing these hearings on a com-
prehensive basis of this type. I trust that its efforts will prove pro-
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ductive in pointing out the need, generally, for a similar approach to
our food-fiber problems.

NEED FOR INTEGRATED RESEARCH

Of course, sound policies cannot be formulated without adequate
facts and findings on which to base them. Today such facts and
findings do not exist. Here, too, we need an integrated approach on
an "agribusiness" scale.

The truth is that our research structure has not kept pace with
technology. Our research institutions are lagging behind the needs
of the times. At the national level the problems of food and fiber
no longer are confined to the Department of Agriculture, but cut
across almost all of Government, particularly the Departments of
Commerce, Interior, and State. At the university level they encom-
pass the disciplines of certain physical sciences and phases of the
schools of business and engineering, as well as the colleges of agricul-
ture.

Yet, food-fiber research continues on a compartmented basis. The
same is true in large measure of the training of researchers. In de-
veloping food and fiber research for the future, we need to be bold
in seeking sound answers, even willing to explore entirely new ap-
proaches to problems. We should concentrate on utilizing the pro-
ductive capacity of our farms in a manner mutually beneficial to
farmers and the public. Among other things, we need to know more
about many of the issues being raised by this committee. Equally
important, we need to know how to fit facts and data into a sound
overall policy.

Nor will it be sufficient to concentrate only on economic studies.
In formulating a food-fiber policy we are dealing with people as
well as things-people, rural and urban. Among other things, we
need to consider the future status of the family farm. To adequately
answer the questions confronting us, it frequently will be necessary
to bring together a team of researchers, drawn together from several
disciplines of learning.

To stimulate research and policymaking on the comprehensive and
integrated scale needed, I suggest that Congress consider earmark-
ing certain research funds for use only on research of this type-
research to be done by institutions equipped to undertake studies on
such scale. This need not mean the creation of new research institu-
tions, but, rather, a cooperative pooling of efforts by existing
institutions.

With respect to the subject of this paper, such research should ex-
plore the strong and weak points of vertical structuring as it has
eveloped in the past and then analyze and evaluate alternative

courses for the future, pointing out the strength and weaknesses of
each possibility. Also, it should analyze and evaluate proposals that
have not been tried, including ways of expanding the industrial use
of farm products and plans for differential pricing, following the
precedent set by marketing agreement-orders.

Concurrent with all of this it is important, even paramount, that
we analyze and reappraise the role of producer organizations-both
those of general and commodity types. Vertical integration is plac-
ing a new heavy responsibility upon organized agriculture which
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today it is not well prepared to carry. Particularly important is the
question-should farm organizations lead or follow in the trend'
toward vertical structuring? Similarly, there is need to reappraise
the role of trade organizations in the food and fiber fields. In this
fast-moving era we cannot afford the luxury of fuzzy thinking and
ill-considered actions.

If adequate steps are not taken promptly to bring agriculture into
harmony with the forces of technology, then agriculture probably
will lag even further behind industry, in terms of economic well
being. This would be serious to the whole economy. On the other
an, i appropriate steps are taken promptly they can provide a

basis for an increasingly prosperous agriculture and for a better-fed
Nation in years to come. In order to think and act more soundly,
we must have better and more complete information, and then we
must objectively weave this together into a sound, integrated national
food and fiber policy.

In conclusion, may I, for the sake of clarity, point out that my
emphasis here on vertical structuring should not be taken to imply
that I believe it alone is the answer to farm problems. I do not.
Rather, it reflects an attempt to focus my remarks on the specific
issues outlined in the committee's letter inviting me here.



THE CONTRIBUTION OF MARKETING AGREEMENTS
AND ORDERS TO THE STABILITY AND LEVEL OF
FARM INCOME

Sidney Hoos, University of California

I. INTRODUCTION

As the Federal agricultural programs of acreage controls and
marketing quotas, with nonrecourse loans for storable crops, were
developed for the "basic" crops, other types of programs have been
developed for perishables and crops not viewed or classified as "basic."
These latter types of programs include marketing agreements and
orders which in their early stages were applied to a wide variety of
crops and products. As experience accumulated, however, marketing
agreements and orders were developed and issued for a more limited
list of farm products.

Much attention has been attracted by the Federal agricultural pro-
grams for the so-called "basic" crops, with their inventory accumula-
tions held by the Commodity Credit Corporation and with the dis-
cussion of the level of nonrecourse loan rates expressed in terms of a
legislatively defined "parity price." The attention to the "basic"
crops, however, has diverted adequate recognition of the situation
and developments which have occurred in some of the "nonbasic"
commodities. It may perhaps have been inevitable that this should
have occurred in view of the physical volume, dollar value, and geo-
graphical distribution of the "basics" with their very many producers
widely scattered. Yet, one result has been that relatively few legisla-
tors, administrators, citizens at large, and even students of agricultural
policy have more than a superficial knowledge of the programs for
"nonbasics"-particularly the types of programs known as agricul-
tural marketing agreements and orders.

This paper is directed to consideration of agricultural marketing
agreements and orders. The objectives are to consider in general
terms the following major points: What are marketing orders and
agreements? What are their objectives? How do they operate?
What are their results? What contribution do they make to the
stability and level of farm income in the framework of national
policy? These points are first set forth (sec. II) in a broad perspec-
tive survey so as possibly to be of some convenience and interest to
harassed legislators and inquisitive citizens at large who may not be
initially concerned with particulars. Then is presented (secs. III
and IV) more detailed consideration of marketing agreements and
orders-their various provisions and types-with attention given to
particulars for the convenience of and use by staff men, pressed admin-
strators, and others active in the formulation and management of

marketing agreements and orders.'
Secs III and IV, together with a selected bibliography, are included In appendix B.p. 799 f.3
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II. A PERSPECTIVE SURVEY

What are marketing agreements and orders ?-Authorized by and
based on enabling legislation, marketing agreements and orders are
economic institutional devices formulated so as to enable an industry
group to affect the marketing of a particular crop or commodity. In.
legislative and administrative aspects, however, there are important
distinctions between "marketing agreements" and "marketing orders,"
although the two phases are often incorrectly used interchangedly.
A "marketing agreement" is a voluntary arrangement between an
authorized government agency and individual producers or handlers
of a particular commodity produced and/or marketed in a specific
area, and the terms of the agreement are binding on only those indi-
viduals who sign it. A "marketing order," in contrast, is binding on
and uniformly applicable to all producers and/or handlers of the
product for which the order has been instituted. Although "market-
ing agreements" historically preceded "marketing orders," the latter
now heavily dominate because experience indicated that industrywide
compliance was necessary if the intent of the program was to be
achieved.

With a marketing agreement and/or order program in effect, an
industry may be authorized to undertake certain actions affecting the
marketing of its commodity. Such actions differ depending upon
the particular program being considered and upon whether the pro-
gram is based on Federal legislation or the legislation of certain
States. Both the Federal Government and various States have
enabling legislation for marketing agreements and/or orders. The
differences between the Federal and State programs involve standards
and administrative procedures, and there are wide differences among
State programs. For example, under Federal legislation a market-
ing order is permissive for only a clearly specified list of products;
under California or New York legislation, for example, almost any
agricultural product is eligible to have a marketing order. Federal
orders are oriented to volume control and/or quality regulations.
State programs, however, may include one or more provisions such as
the following (depending on the particular State considered): Vol-
ume control, quality regulation, advertising and promotion, and re-
search.

A recent survey completed by the author indicates that at present
there are some nine States with general enabling legislation for the
establishment of agricultural marketing order programs. In addi-
tion, there are six other States which have special legislation for par-
ticular products, as the Florida Citrus Commission, which carry on
functions provided for by orders in other States.

The results of the survey emphasize a major distinction between
Federal and State programs. The former is limited to volume
and/or quality regulation while State programs generally include
other or additional provisions. Yet, it should be emphasized that
all State programs do not permit volume regulation; only five of the
States referred to above permit volume control. Even among those
five States, there are certain limitations, and volume control is per-
mitted-as in the Federal legislation-only after legislatively speci-
fied criteria are met and procedures are followed.
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It may be stated that, in general, the Federal orders include suD-
ply-affecting provisions (volume control and/or quality regulations),
while the State orders may also or only include demanc-affecting
provisions (promotion and advertising and research) with a wide
variety of permissive provisions prevailing among the States having
legislation for marketing programs.

While answering the question-"What are marketing agreements
and orders?"-by indicating the types of provisions permissive under
them and distinguishing between Federal programs and the differing
types prevailing in various States, it is necessary to note that so far
consideration of milk has been excluded. Here, again, there are dis-
tinctions to be made-between milk and other farm products-at both
the Federal and State levels.

Federal legislation (originally under the Agricultural Adjustment
Act of 1933 and currently under the Agricultural Marketing Act of
1937) provides for orders establishing minimum prices to producers
of fluid milk. Since 1936, when 6 Federal milk marketing orders
were in effect, the increase in the number of milk markets under Fed-
eral orders had increased to 65 by the end of 19.6. It is important
to note that only in the case of milk does the Federal legislation pro-
vide for the setting of prices as such; Federal orders for other prod-
ucts do not provide for the direct settingof prices.

But in addition to Federal milk mar etin orders with their direct
setting of minimum prices to producers, there are some 17 States
with laws providing procedures for setting producer prices; of those
17 States, 14 also control resale prices of fluid milk to consumers.

Thus, we find that an essential difference between marketing pro-
grams for fluid milk and other products, in both the Federal and
State legislation, is that in the case of milk direct price setting is in-
volved; while for the other products, the orders have provisions for
influences which affect price rather than providing for direct setting
of prices.

The preceding comments suggest that an answer to the question,
"What are marketing agreements and orders?" may be set forth in
the following terms: Economic institutional devices, formulated so
as to include specific provisions which affect the supply, demand,
and/or price of a specified commodity, with the specific provisions
included depending on whether the program is authorized by Federal
or State enabling legislation and under which particular state legis-
lation the program is operating.

What are their objectives?-The legislatively specified objectives of
marketing agreement and order programs are written in general lan-
guage. The overall objective of Federal marketing programs, as
written in the Agricultlra~l Marketing Act of 1937, is "to establish
and maintain * * * orderly marketing conditions for agricultural
commodities in interstate commerce * ."' The California State leg-
islation, for example, includes objectives as "to enable agricultural
producers, with the aid of the State, more effectively to correlate
marketing of their agricultural commodities with market demands
therefor * * * establish orderly marketing * * * provide for * * *
development of new markets * * a" with the standard "* * * that
such marketing order * * * will tend to reestablish or maintain such
level of prices of such agricultural commodity which is adequate to
maintain such level of prices for such agricultural commodity as
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will provide a purchasing power for such agricultural commodity
which is adequate to maintain in the business of producing such
agricultural commodity such number of producers as is necessary
to fulfill the normal requirements of consumers thereof." Other States
with marketing order programs generally have similar objectives.
Such phrases as "orderly marketing," "prevention of economic waste,"
and "more effectively to correlate the marketing of agricultural com-
modities with market demands" are not uncommon, although their
meanings are not spelled out in the legislation or order programs.

But the real intent of the legislation and the operation of the pro-
grams is to improve returns to farmers. Although the legislation
recognizes consumer interests and the Federal or State administrator
is directed to consider them, they are secondary to the improvement
of returns to producers. The farm-income improvement is to be
attained through the operation of the marketing program provisions
which affect the supply and/or demand or price of the product in a
way such that income returns to producers are increased. Applica-
tion of the Federal order provisions (except for milk) is limited to
situations where farm prices are below "parity price" (except for
seasonal variation and quality standards in certain Federal orders).
State orders generally make no reference to parity prices and are not
limited by them. Such improvement is expressed often by the thought
of "stabilizing farm price and income"; yet, stabilization of prices
by itself need not always lead to income improvement. Further, the
objective of "improving farm income" cannot be divorced from the
immediate or short-run situation in contrast with a more lasting or
longer run situation. Such questions merit further comment which
appropriately f alls in later points to be discussed.

For the present we may indicate an answer to the question, "What
are the objectives of marketing agreement and order programs?"
in the following terms: To improve farmer returns through the use
of program provisions which affect the supply and/or demand or
price of the commodity whose marketing is regulated by the program.

How do marketing agreements and orders operate?-Legislation
explicitly sets forth the procedures and administrative criteria to be
followed in the establishment and operation of marketing orders.
Briefly, the initiation steps include discussions between industry rep-
resentatives interested in an order and officials of the Federal or State
Department of Agriculture; the drafting of a proposed order; the
holding of a public hearing at which proponents and opponents of
the proposed order present their views; a review of the accumulated
evidence and testimony by the staff of the Department; the mailing
of the proposed order to all directly affected and eligible to vote assent
or dissent; the necessary requirement of majority approval; and the
final approval by the Secretary (or State director) who declares the
order's issuance and its effective date.

To insure that a marketing order has the approval of a majority of
the industry concerned, the legislation requires that at least a specified
minimum of the voters approve of the order. The definition of such
a majority differs among States, and the Federal legislation has its
own criteria.

In the Federal legislation, a distinction is made between "orders
with marketing agreement" and "orders with or without marketing
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agreement." For the former, the majority requirement is that han-
dlers of not less than 50 percent of the volume of the commodity have
signed a marketing agreement (for California-Arizona citrus fruits,
handlers of not less than 80 percent of the volume must sign a mar-
keting agreement); and in addition to such approval by handlers,
approval must also be given by at least two-thirds of the producers
by number or by volume (an exception again pertains to California-
Arizona citrus for which two-thirds of the producers by number is
required). Federal orders without a marketing agreement may be
made effective by the Secretary, however, if producers approve by the
required majority, while handlers refuse to approve as specified above,
and if he determines that "the issuance of such order is the only prac-
tical means of advancing the interests of the producers of such com-
modity pursuant to the declared policy."

The above details are noted only for the purpose of emphasizing
that through legislative criteria an attempt is made to ascertain the
existence of broad support for an order before it is declared effective.
The industry must support its desire for an order through voting
approval by some form of a majority before an order can be available
to the industry. Contrary to some misconceptions, marketing orders
are not imposed on an industry without its majority approval or by
administrative fiat.

Also, contrary to some misconceptions, once an order is effective, the
industry cannot do only or all that it may desire. Administrative
and procedural requirements, as specified in the enabling legislation
and the order, must be adhered to. For example, if the order does
not include volume-control provisions, volume-supply regulation can-
not be practiced by the industry through the order.

To assist in the operation of the orders, each Federal program has
an administrative committee; some States have advisory boards or
marketing commissions. The members of the Federal administrative
committees are drawn from industry participants and are appointed
by the Secretary. The same applies to most States; for others, State
officials, ex officio, hold appointment. But the main point is that the
industry members participate in the operation of the program. Such
participation, however, does not (in the case of Federal orders or
those of most States having them) necessarily mean that the admin-
istrative committee or advisory board makes decisions. Rather, they
only recommend to the Secretary or the State director of agriculture
(an exception, for example, applies to the State of Washington where
the State director of agriculture is an ex officio member of the com-
modity commissions and his function is limited to such membership
rather than including overall and primary responsibility). In most
cases, particularly in the Federal orders and in States with legislation
modeled after that developed in California, the industry committees
or boards assist the Secretary (or State director) and recommend to
him; final authority and responsibility rests with him in light of
legislatively specified procedures and standards.

The costs of administering and operating marketing orders are
borne by the industry members through assessments on them as speci-
fied in and limited by the legislation and order. Such assessments are
used to pay for the employment of a manager and staff which most
orders employ for enforcement of standards used by the order, for
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office expenses, and such. Where advertising and research are in-
volved, as in some State orders, industry assessments also support such
activities. For that reason, among others, marketing agreement and
order programs are often called self-help programs: The industry
is contributing its own funds to help itself. But aside from such fi-
nancial aspects, the programs are viewed as self-help because a basic
part of the philosophy behind them is that the industry, through
its representatives, gets together, considers its problems, discusses
them, and recommends specific actions intended to remedy specific
ills with which the industry believes itself to be faced. The idea is
that industry men closely familiar with the problems of their indus-
try are iti a position to appraise them and propose remedial actions.

A summary reply to the question, "How do marketing agreements
and orders operate?" may be phrased as follows: Based on legisla-
tively specified criteria of an industry majority, industry representa-
tives presumed to be closely familiar with the industry problems con-
sider permissive remedial actions and recommend them to final deci-
sion-making authority specified in the legislation.

What are the results of marketing agreement and order pro-
grams ?-Because of the diversity of types of marketing programs and
order provisions, no simple yet meaningful overall generalization
can be set forth. What can be said, however, is that marketing agree-
ment and order programs are not an all-powerful and reliably in-
fallible cure of all types of marketing problems.

With close to a quarter century's experience with Federal and
State marketing programs, certain tendencies are recognizable. One
of these is that there has been an increasingly marked interest on the
part of agricultural industries and commodity groups. Although
initially instituted during the depression years of the early and mid-
dle 1930's, marketing programs have continued on through the years
of postwar prosperity in the country at large and in some particu-
lar agricultural industries. The desire for Federal marketing orders,
as evidenced by producer and handler voting, remains unabated. The,
use of State marketing programs continues, and last year 2 addi-
tional States (New York and Wisconsin) enacted enabling legisla-
tion for marketing programs.

In the case of fluid milk, regulated under Federal milk-marketing
orders or under special legislation for milk control in certain States
and both instances involving direct price setting, a certain degree of
price stability has been introduced. Wild and wide price gyrations
with attendant milk-price wars do not now generally occur-defi-
nitely far less frequently than formerly. The short-run effects are
likely to have been increased returns to producers, although the long-
run effects on producer income are more difficult to distinguish be-
cause of shifting consumption patterns and substitution potentials
between fresh-market milk and processed milk. A major result of
milk-marketing orders is that large segments of the fluid-milk indus-
try have taken on some characteristics of a regulated public utility
with particular reference to pricing. Yet, economic control of milk
marketing exists in areas free of govermnental regulation but where
price determination is strongly influenced by dominant and effective
producer bargaining associations or by large integrated private dis-
tributors.
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The results of marketing agreements and order programs for farm
products other than fluid milk are highly varied. For the large num-
ber. of programs which have been in effect for only a short period,
there is one presumption-that the program was highly effective and
terminated when its objective was attained and the need of the pro-
gram no longer existed. Or there may be another presumption-
that the program failed to achieve favorable results and was for that
reason terminated. Study of the record suggests that the second pre-
sumption is definitely more acceptable. The record indicates, in fact,
that those programs judged to be effective tend to continue in oper-
ation. This implies that marketing agreements and programs gener-
ally do not have once-for-all favorableresults which eliminate further
desire for the program; on the contrary, the long-lived marketing
orders-and some have been in operation for as much as two dec-
ades-are usually judged to be the successful programs by partici-
pants.

To specify further recognizable results of marketing agreement and
order programs, it is necessary to distinguish between types of pro-
grams and their control provisions. For those programs which have
volume-control provisions, it is also necessary to distinguish between
within-season and interseasonal controls. Within-season volume con-
trol can for some products lead to increased producer returns in the
short run. But the income effects of interseason volume control may
be elusive and temporary, particularly when marketing programs are
used as substitutes for necessary production adjustments. Experi-
ence and analysis indicate that where chronic and persistent overpro-
duction occurs, marketing programs are at best only a palliative to
provide time and aid for easing into basically necessary production
adjustments.

Marketing-order provisions concerned with quality control (inspec-
tion, grade, size, and maturity standards) are widely used in both
Federal and State programs. Quality control in various ways has a
long-established position in agricultural marketing. The evidence
suggests that quality-control provisions, utilized to reflect market and
consumer preferences and attitudes, have a valid role in mnarketing
and result in long-run benefit to both producers and consumers. But
when inspection standards and quality control are established to serve
as and are used as a mask for volume control, the results are the same
as those for outright volume control.

Where advertising and sales promotion is one of the provisions, as
is the case in some of the State marketing orders, an objective is to
improve producer returns by increasing the demand for the product.
Privately sponsored advertising and promotion have a long history.
Industry advertising through marketing programs, however, is in-
tended to supplement rather than replace private activities along that
line. The use of a State marketing order for advertising insures that
everyone in the industry must contribute to the financial support of
the advertising and each participant's contribution is proportional
to the volume he markets.

Most producers and handlers seem to have great faith in the effec-
tiveness of promotion and advertising. Yet, objective and substan-
tive results to suport such faith are extremely difficult to isolate. But
such is the case with advertising in general, not only that which is
promoted through marketing orders. Despite that fact, however,
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business in this country is advertising minded and promotion prone;
and agricultural producers in that respect do not differ from other
businessmen.

Based on several situations where an industry has had a long-time,
well-planned, and large-scale promotion program through a State
marketing order or similar institution (such as canned cling peaches
and wine in California, or citrus in Florida), one can cite evidence
which suggests that market demand has been expanded through adver-
tising and promotion. (Advertising and promotion are not carried
on under Federal orders, although under the National Wool Act of
1954 a "self-help" promotion and advertising program is financed by
deductions from incentive payments to producers on their marketings
of shorn wool and unshorn lambs.) But whether the gain in markets
resulting from promotion is less than, equal to, or greater than what
would have come about had the same amount of money been forfeited
by the industry through equivalent price reductions is a question to
which no empirically supported answer is available to this writer.
Yet, "the answer" does seem clear to many who believe that nonprice
competition through advertising and promotion has distinctive and
beneficial results for producers.

Provisions for "research" are included in a number of the State
marketing order programs. (Research is not carried on under Fed-
eral orders.) The permissive research activities include technolog-
ical research to improve crop varieties, mechanical equipment, proc-
essing methods, and to bring about more effective disease and pest
control. Benefits may come from a reduction in the cost of producing
established products or increased returns resulting from new prod-
ucts. Permissive research activities also include economic research
on problems ranging from the organization and development of data-
reporting systems to analyses of the operation and effects of market-
ing programs.

The only unique feature about marketing order sponsored research
(aside from the fact that all participants in the industry contribute
to the cost of the research proportionately to their volume) is that
the industry can have research done on special or unique problems
that otherwise might not receive the attention the industry believes
is merited. In other respects, marketing order research is comparable
to research sponsored by any other organization or group. The results
depend on a combination of the researchers and the type of problem
on which they are working.

A summary answer to the question, "What are the results of mar-
keting agreement and order programs?" is extremely difficult to for-
mulate because of the varied consequences depending on the particular
provisions considered and the blurring of the long run and the short
run; yet, the following statement is offered as suggestive of this writ-
er's views based on his studies and experience: The results of mar-
keting agreement and order programs are too often judged in terms
of their effect on 1 year's price rather than in terms of net returns
over a period of years. Marketing agreements and orders by them-
selves are only devices and tools; they do not automatically bring
solutions to marketing problems. As with other tools, the effective-
ness and results of such marketing programs depend on the skill and
judgment of the operators and the nature of the problems involved.
Continuous interseason volume control generally aggravates rather
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than eases the problem for which the program was introduced to solve;
such programs are not an effective substitute for basically necessary
production adjustments. Within-season volume control can alleviate
short-run imbalance in supplies for the benefit of producers and with-
out adversely affecting consumers. Demand affecting provisions of
marketing agreements and orders provide a means for the industry
as a group to sponsor activities (such as advertising and sales promo-
tion) of potential benefit to the industry at large. The results of such
activities need not differ from the results of similar activities carried
on by individuals or private groups.

Contribution to the stability and level of farm income.-From the
view of agricultural policy, there is the question of the potential
contribution of marketing agreement and order programs to the
stability and level of farm income. Related to that question is an-
other: For which farm products or types of products are marketing
agreement and order programs suitable or feasible? In terms of the
principles involved, one might assume that such marketing programs
are applicable to all types of farm products. The Federal legislation,
however, specifies that although marketing agreements may be effectu-
ated for any farm product, marketing orders are limited to a par-
ticular list of commodities (fruits and vegetables for canning or
freezing are excluded except asparagus, olives, and grapefruit for
canning or freezing). The legislation in the various States having
marketing programs varies with respect to products for which agree-
ments or orders may be made effective; some of the States have no
limitation while other States specifically exclude certain farm com-
mnodities.

Experience with Federal agreements and orders, or similar devices
such as licenses, has covered a wide range of agricultural products,
particularly during the middle 1930's and the prewar years. In some
States-California, for example-marketing orders have been intro-
duced for a wide list of farm products. Yet, as experience accumu-
lated, there has been a tendency toward the use of marketing agree-
ment and order programs generally for particular types of classes of
commodities. An informal set of criteria has evolved indicating the
products for which marketing agreements and orders are suitable
or feasible in an operating sense.

Such criteria cannot be articulated in precise or numerical terms
or in a clear and systematic formal framework. Rather, the criteria
are in the form of suggestive guideposts developed from operating
experience over a period of a quarter century. And within such a set
of criteria exist exceptions which, in each case, must be considered
from the view of the special circumstances pertaining to the case and
its unique circumstances. From an overall view, however, the excep-
tions are relatively few rather than numerous.

The criteria for judging the suitability of products for marketing
agreement and order programs, in terms of conditions conducive
toward their development and maintenance, may be summarized as
follows: The nature of the demands for the product must be such that
there can be developed and operated a program, the results of which
are believed by the participants to be beneficial to them; a community
of interests-in particular, marketing problems-should exist among
the participating growers and/or handlers; the production, of the
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product is rather concentrated in particular areas, and the areas are
sufficiently small so that there is considerable similarity of production
and marketing conditions among the growers; and some actively
interested organization, as a farmers' cooperative or other commodity
group, participates through educating the growers about the program,
urging them to vote, sponsoring able men to sit on the administrative
committee or advisory board, encouraging the adoption of amend-
ments to meet changing needs, and nourishing acceptance of the view
that the operation and survival of the program is vital for the benefit
of the group. These conditions generally tend to be found in farm
products as fruits and vegetables, tree nuts, and various specialty
crops; and marketing agreement and order programs have been in
recent years most frequently used for such farm products (aside from
fluid milk which has its own legislation and control regulations).

In consideration of the types of farm products for which marketing
agreement and order programs are suitable, recognition must also
be given to the position of the product in its competive environment.
The vigorous use of some of the provisions of the programs can gener-
ate repercussions of interproduct and interarea competition. Exam-
ples may be cited where the excessive application of volume-control
provisions engendered increased competition from products closely re-
lated in consumptioni or produced in other areas with a resulting loss
in relative market position of the program commodity. The use of
advertising and sales-promotion provisions to bring expanded sales
outlets encourage other products related in consumption to undertake
promotion and advertising. Thus, marketing programs can at times
serve as a mechanism for generating interactions among products
and producing areas. In other terms, marketing agreement and order
-programs do not isolate a commodity from competitive influences;
rather, they can be strengthened unless the provisions of the program
are used with restraint and with a view toward the longer run effects
of the program.

Such considerations, in conjunction with the types of products for
which marketing programs are suitable, have a bearing on the aspects
.of stability and level of national farm income. On one hand, the over-
all or aggregate relative value, volume, and number of producers in-
volved in products suitable for marketing order programs does not
-loom large in relation to national totals. And on the other hand, unless
the programs are operated so as to bring only moderate-but possibly
lasting-income increases to producers (to restrain increased com-
-petitive pressures from other products and areas), greater instability
rather than stability can be introduced to farm income. Thus, the
inference can be made that use of marketing agreement and order
programs is not likely to be an effective means of significantly raising

-the average level of national farm income over a period of years or
significantly reducing the instability of national farm income over a
number of years. The contribution of Government-industry market-
ing programs to the stability and level of farm income lies in a less

'comprehensive framework with substantially more modest propor-
tions.

For particular farm products, however (those suitable for market-
ing agreements and orders), their judicious use can contribute mod-
erately but in a meaningful way to lessening the instability and rais-
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ing the level of farm income of the producers of those products. Al-
though such impacts may not be significant on national farm income,
they can be substantial and worth while from the view of the particular
groups of producers participating in the program. Within such a
relatively modest framework, marketing agreement and order pro-
grams contribute to the stability and level of farm income.

The above concluding inferences indicate that Government-industry
marketing programs have a role-a limited but meaningful one-in
the kit of tools and institutions bearing on farm income. As the ten-
.dency continues of developing farm programs by trial and error, as the
practice continues of utilizing simultaneously various types of pro-
grams which often are inconsistent with each other, and as our national
farm policy rests on the operation of programs which in combination
compose a patchquilt-like configuration, marketing agreement and
order programs can be considered as one of the patches. Such an
operational framework may be almost inevitable in our political,
economic, social, and cultural environment. One might visualize,
however, a situation where our national farm policies and programs
would be grounded in a set of principles derived from a rational and
realistic formulation of long-run as well as short-run relations between
agriculture and the rest of the economy, recognizing the interactions
within agriculture, from the view of the growth and stability of the
economy at large.

That such a visualization is utopian rather than realized may be
viewed as an indictment of the contribution of economists. Their
relative neglect or deemphasis in recent years of still definitely im-
portant subjects, such as functional distribution theories and terms of
trade between competing groups as well as noncompeting groups, per-
haps is related to the fact that there is not available a comprehensive,
conceptual, and empirically substantiated framework-general dis-
tribution theory, one may prefer to say-to meet the needs of the times
and within which farm policies and programs can be rationally formu-
lated. One may set forth the view that such a framework is a pre-
requisite to a real and lasting advance in the formulation and opera-
tion of farm policies and programs; and in such a framework, institu-
tions as marketing agreement and order programs would perhaps have
a limited but meaningful role to play in the determination of the
level and stability of farm income.

Two additional sections are included in appendix B: Page
III. Some particulars and details -799

Federal marketing agreements and orders (except milk) -799
State marketing programs (except milk) -810
Federal milk marketing orders … 820
State milk marketing controls -822

IV. Some economic considerations -825
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ASSISTANCE TO FARMERS IN MAKING FARM
AND PERSONAL ADJUSTMENTS

UTILIZING EXISTING AGRICULTURAL SERVICES TO
FACILITATE FARM ADJUSTMENTS'

L. F. Miller and J. S. Plaxico, Oklahoma State University

Commercial farmers in the United States have made significant
adjustments in their patterns of resource use during recent years.
These changes have contributed greatly to the productive efficiency
of the agricultural plant and have aided, to some extent, in maintain-
ing the income position of those farmers who made them. However,
there is every indication that further important resource adjustments
will be required in the years ahead. The necessity for farm adjust-
ments over the foreseeable future arises in part from the fact that
resource use and incomes in agriculture are currently out of balance
with those in other segments of the economy. In addition, expected
dynamic changes in the general economy may call for an acceleration
of resource adjustments within agriculture.

The authors of this paper contend that any proposed solution to
the agricultural income problem which fails to encourage adjust-
ments in resource use is both unwise and unrealistic. Yet, in view
of the economic and institutional organization of the farm and non-
farm economies, resource adjustments in agriculture alone may be a
socially inefficient means of solving 'the income problem even in the
commercial sector of agriculture. The position of the authors may
be stated in three propositions:

(1) There is a serious need for continuation and perhaps ac-
celeration of adjustments already taking place in resource use
in agriculture.

(2) Resource adjustments, by themselves, are not likely to
solve the problem of achieving satisfactory returns for the re-

dsources that remain in agriculture.
(3) Both social and economic consequences should be consid-

ered carefully before adoption of any program which might lead
to extreme changes in the economic organization of agriculture.

Thus, it is our opinion that policy should encourage resource ad-
justments within agriculture, and between agriculture and other
segments of the economy, but that the overall income problem should
also be attacked on other fronts.

I The views expressed are those of the authors and do not, in any sense, represent an
official viewpoint of the university.
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INDIVIDUAL ADJTUSTMENT PROBLEMS

Different individuals within commercial agriculture face quite
different adjustment problems as the industry as a whole adjusts
along anticipated lines. The nature of an individual's adjustment
problems and opportunities faced depends on his age, education, train
ng, financial position, the type of product produced, and his farm

location. The different personal situations and their effect on adjust-
ments may be grouped as follows:

(1) Individuals with the necessary education, capital posi-
tion, managerial ability, and health may enlarge and reorganize
their farming businesses into units which will allow them to re-
main in agriculture.

(2) Young persons in commercial agriculture who lack the
capital resources, technical training, or managerial ability to
compete effectively in agriculture, but who have the training and
qualifications for other types of employment, may find nonfarm
employment.

(3) Individuals on farms who cannot meet the qualifications
set forth in (1), and who are deterred from moving out of agri-
culture by age, health, training, resources, or personal preference
will become the subsistence farmers of tomorrow.

It appears that one important goal of policy should be to assist
persons now in agriculture to make adjustments (1) or (2) and to
minimize the number that fall in No. (3). Such a goal would be
consistent with economic progress.

BARRIERS TO ADJUSTMENTS

Several economic and social factors will limit the rapidity with
which individual farmers will be able to make adjustments in the
decades ahead. Major barriers expected to limit adjustments by in-
dividual farmers are (1) lack of information and education, (2) lack
of capital, and (3) risk. The information and educational problem
will be considered in detail in the next section, but the lack of capital
and risk barriers need to be reviewed briefly at this point.

The redistribution of farm units among fewer persons and the in-
crease in the total volume of capital which will be required in agri-
culture pose a tremendous problem. Clearly, the present structure
of the capital market is a serious impediment to an individual attempt-
ing to obtain control of resources sufficient for an economically "effi-
cient unit with the potential to grow and make adjustments. Unless
the capital market can be modified in some fashion, capital limitations
will be a serious barrier to optimum adjustments in agriculture.

Most types of farming are subject to large risks attributable to price
variability and to yield variations arising from vagaries of weather,
insects, disease, and other hazards. In the fact of such risks, farmers
are understandably reluctant to make substantial modifications in
their farming operations. For example, persons who have sufficient
equity to expand their operations into more efficient units are fre-
quently slow to do so because of the added risks associated with the use
of high percentages of borrowed capital. In a similar fashion, farm-
ers producing products for which demands are relatively weak are re-
luctant to alter their systems because of the uncertainties and new skills
involved in entering into the production of the alternative products.
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Persons who face fail u1lproiiiisilng future in agriculture are reluctant
to transfer to another industry because of the risks and uncertainties
involved in liquidating farming assets and in changing residences and
employment. Information can, to some degree, reduce uncertainties
within agriculture and uncertainties involved in changing from agri-
culture to a nonagricultural industry.

A PROBLEM3 OF SOCIETY

The adjustments to be made in the commercial segment of agricul-
ture must come about through cumulative effects of individual de-
cisions of commercial farmers, aided by public programs and policies.
Thus, in the decade ahead, persons in the agricultural industry and po-
tential entrants into the industry face extremely important individual
adjustment decisions. The type of adjustments which seem indicated
must be made by individual farm families; however, it is important to
recognize that the question of agricultural adjustments is an important
one for society as a whole because most of the potential adjustments in-
volve resource transfers between the farm and the nonfarm sectors of
the economy.

Existing education and action agencies can effectively assist indi-
vidual farmers in bringing about needed resource adjustments. The
remainder of this paper will consist of a consideration of the manner
in which existing agricultural education and action agencies may be of
maximum assistance to individual farmers in bringing about desired
adjustments.

EDUCATIONAL AND COST-SHARING PAYMENT AIDS TO ADjusTMENT

Assisting farm families with their problems of adjusting the kind
and size of farm operations to a changing economic environment re-
quires important changes on four major fronts. These include:

(1) The kinds of information available to farm families.
(2) The nature of the educational program for farm families.
(3) The kind and type of Government's cost-sharing program

for conservation.
(4) The coordination of existing programs and professional

personnel.
These four areas will be discussed in the above-listed order.

Kinds of information
Information available determines, to an important extent, the

degree to which individual farmers are able to adjust to current and
expected economic conditions. Basically, the types of information
which are essential can be classed as (1) information which will help
existing farmers and potential farmers to evaluate their future in the
farming industry, (2) information which will assist persons remain-
ing in the agricultural industry to organize and manage their resources
in an optimum fashion in the face of changing conditions, and (3)
information which will facilitate the transfer of farmers who are
unable to remain in farm employment, and (4) information which will
advise farm youth of the alternatives of nonf arm employment and
the kind of training that is required.

It is unfortunate that those who are advising farm youth today
generally fail to point out the possibilities that exist in industries
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closely related to agriculture. These service, processing, and mar-
keting firms require personnel with special training, but, at the same
time, a farm background is usually considered a distinct asset.

If present and potential farmers are to make rational choices rela-
tive to the future, they must have a knowledge of the extent to which
resources must be adjusted in order to provide a productive and profit-
able farm business. They need to know the probable effect of the
changing competitive structure of agriculture by areas and by prod-
ucts, and the impact of expected adjustments on community and family
life. In addition, they need information which will allow them to
formulate expectations concerning alternative employment opportu-
nities. The latter would involve information on job availability in
different industries and areas and an idea of long-term income expec-
tations and living conditions. Given this information, individual
farm families can weigh the economic and noneconomic merits of
farm versus nonfarm employment.

Those who remain in agriculture and those who potentially may
remain in agriculture will continue to require highly specialized infor-
mation if they are to cope with the rapid scientific advances expected
to occur in the farm industry. They will need not only technical
information dealing with crops and animals, but also economic infor-
mation dealing with market structures and institutional organization
in agriculture. Also, they will need training which will aid them
in evaluating the complex interrelationships of agriculture and other
segments of the economy.

It is important to recognize that the information program out-
lined calls for expanded research. At the present time, this type of
information is not generally available. An expanded informational
program would not have to wait on the final results, since research
could provide some useful guides in a relatively short period.
Nature of educational pro grams

The type of information outlined above will mean little unless it
is effectively brought to the attention of the farm family and com-
bined with sound professional interpretation and guidance in relation
to their particular situation. It is neither logical nor realistic to
provide the farm family with assistance in utilizing improved farm-
home practices and then expect them to go it alone on the much more
difficult task of adjusting the basic nature of their farm and home
operations to better fit a changing economic and market environment.

The task of integrating technical and economic information into
individual plans obviously calls for professional workers of highest
caliber who have special training and abilities. However, in spite of
the fact that a beginning has been made in this type of educational
work through farm and home planning programs, it is only a begin-
ning. In our judgment, the great educational opportunity today lies
in providing this type of educational service for farm families.

Advising farm families as to the best alternative use of their re-
sources m line with the family's goals and objectives may be done by
different methods. It may be long or short range in its viewpoint
and involve all or only part of the farm business. For present pur-
poses, the planning emphasis needs to be on looking ahead several
years at the total-income possibility in line with probable market
demands. The concern should be with the broad directions in which
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the family needs to be moving on land use, kinds of livestock enter-
prises, and size of operations.

It is essential for the success of any farm plan that it not be devel-
oped hastily simply to comply with some Government program.
Careful thought is particularly important in developing long-range
plans. A fundamental educational process is involved which, to be
meaningful, requires the true cooperation of professional workers and
the farm family. Unless educational guidance along this line is pro-
vided, it is difficult to see how genuine progress can be made in facili-
tating sound farm adjustments even though other programs are
available.

One major change in emphasis which needs to be made in our edu-
cational programs to facilitate adjustments concerns the preparation
for nonfarm employment of those who find it desirable to leave agri-
culture. Such preparation is necessary because, by and large, skills
acquired in agriculture are not transferable to nonagricultural indus-
tries. Thus, if farm people are to enter into productive employment
in nonf arm segments of the economy, they must have an opportunity
to acquire the skills which will fit them for productive employment
in other industries. This need is urgent, and prompt steps should
be taken to provide farm youth adequate training in nonf arming
skills. This applies especially to young persons, but it is also im-
portant for farm operators who are on inadequate units which offer
little promise of development. A small but important step could
be taken in this direction if vocational training in off-farm employ-
ment were given the emphasis it deserves in the pilot counties in the
rural-development program.

A digression is in order at this point to suggest that the kind of
information and educational programs called for here do not neces-
sarily mean that all farm families who do not have a full-time oppor-
tunity in agriculture must leave the farm and move to the city. Our
vast roadbuilding program will both encourage industries to move
to rural areas and make city employment more accessible to farm
families. Such part-time farmers may not want a self-sufficing farm
operation to produce their own food. Instead, they may be interested
in an extensive, specialized type of farming which will fit in conveni-
ently with their nonf arm employment. Many urban people look for-
ward to retirement so that they can move to the country. Farm fam-
ilies who already enjoy such advantages may be reluctant to give them
up and move to the city. If so, it would appear that continuing
economic development will make such a choice feasible in many areas
of the country.
Cost-8haring programs

A change in emphasis in informational and educational efforts is
basic to wise farm adjustments, but this alone will not provide the
solution to the problem of facilitating further farm adjustments.
Two basic handicaps to change in any business are the lack of capital
and the high risks involved. Both are particularly serious deterrents
to needed adjustments in agriculture. Furthermore, many of the
desired adjustments will result in a temporary lowering of farm in-
come. The Government cost-sharing program may greatly reduce
the impact of these factors and is thus a vital part of any comprehen-
sive program to facilitate adjustment. However, we believe certain
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changes should be made which would increase the effectiveness of the
program substantially.

Generally, the program should be given increased financial support,
and should be broadened in scope to include additional practices which
are involved in making adjustments in both the type and the size
of the farm business. In broadening this program, the overall prin-
ciple should be that cost-sharing payments assist the farm family to
make needed longer range adjustments in their farm business. In
practice, this general principle would call for two major changes in
the existing program. First, a sound long-range plan should be de-
veloped by the family in line with the family's goals, objectives, and
resources, as well as with what is considered to be national agricultural
goals and objectives. (This point will be considered further in the
last section.) Second, cost-sharing payments should cover specialized
capital improvements required to make the adjustments that are called
for in the longer range plan. The specific details of such payments
should be guided by the practical judgment of local agricultural
workers and farm leaders. They are in the best position to know
what kind of payments would accomplish the most in removing present
deterrents to needed adjustments. At the same time they could limit
payments on those practices which generally would be followed as a
routine part of good management.

In general, these payments would include many of the longer range
types of land improvements now made and might well include such
additional items as building repairs and additions, and fences. Cash
payments to compensate for the temporary loss of income involved
in diverting land from certain cash crops to hay and pasture might
also be included. This latter type of payment might be made a part
of the conservation reserve program. We believe it would be wise,
however, to label all payments not aimed directly at reducing soil
erosion and water runoff as "adjustment" payments, rather than as
"conservation" payments. 2

It is obvious that any such expanded program must be protected
by certain general safeguards to prevent the dissipation of resources.
Among the most important of these would be:

(1) The previously mentioned long-range plan which the
family would develop to serve as a guide for the most effective
resource use.

(2) Some limitation of the total of such cost-sharing payments
available for any single family. If the demands exceeded the
funds available, it might also be necessary to establish a total
that could be earned by each farm as a method of rationing the
available funds.

(3) Some limitation of the amount available for any one prac-
tice.

(4) Nonpayment for practices which would be especially diffi-
cult to check for compliance or which could be converted easily
into a salable asset.

Coordination of existing programr s
Anyone familiar with the actual operation of the various agricul-

tural programs at the county level is impressed with two facts: (1)

2 Payments to help cover the cost of moving farm families with little opportunity on
the farm into nonfarm employment are not considered here, but might well be an impor-
tant part of the adjustment payments in low-income areas.
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the total number of full-time personnel working on the various nro-
grams is substantial, and (2) there is very little coordination between
the programs or personnel as they work with the individual family.
It is suggested that if it were possible to combine and coordinate these
professional resources and financial aids and bring them to bear on
the adjustments of the individual family, a great deal more progress
could be made. This should not be interpreted to mean that such
county personnel are not at present working together harmoniously.
Rather, the point is that each tends to work with some phase or piece of
the farmer's problems without any overall plan as to how the pieces
are going to fit together to make a more profitable and satisfying
family farm unit.

The current situation does not mean that present personnel and
programs are not performing a vital service to farm people. They
.are, as countless farm families will testify. At the same time, there is
no doubt in the authors' minds that substantially more could be ac-
complished if a way could be found to coordinate and unify the pro-
grams and personnel of the various agencies working with farm people
at the county level.

In our judgment, this is a problem of first importance if we are to
look forward to a genuine program of facilitating needed farm adjust-
ments. At the same time, it is a problem for which it is most dif-
ficult to find a satisfactory solution. Any effort at coordination must
recognize the political complications arising from the fact that each
group has built up independent farmer support over the years.

In view of these conditions, can anything be done to improve the
present situation? Our suggestion is that an agricultural programs
-board be established in each county.3 It would be composed of one
professional representative from each of the existing agencies work-
ing directly with farmers in the county, and of the farmer chairmen
of the advisory committees which have been established to advise each
of these agencies. It may be desirable to have certain other groups
in the county represented, but the board should not be so large as to
prevent frequent meetings to give overall guidance and direction to
the programs in the county. The chairman should be an outstand-
ing farmer who has the breadth of vision to see the proper place of
:all phases of the various programs. He would be selected by the
farmer members of the agricultural programs board from among their
own ranks or from other leading farmers in the county. The county
boards would be supported by similar groups at the State and National
levels. The pricipal functions of this board would be-

(1) To develop a coordinated educational program dealing
with problems facing agriculture and the kinds of practical ad-
justment best adapted to individual family situations.

(2) To appraise the long-range farm plans developed by the
farm family.

(3) To approve the specific cost-sharing payments and other
services that would help to put the plan into effect over a period
of years.

' This board Is similar to the food and agriculture program board proposed by J. D.
Black and Maxine Kiefer in their book, Future Food and Agriculture Policy, published in
194&
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Although we have sketched a possible solution to the problem of
coordination as we see it, our major purpose was to call attention to
the problem and its importance. A practical solution cannot be
dreamed up, but must be developed from the trial and error of actual
experience. Consequently, our basic suggestion on this point is that
the necessary legislation and funds be provided to develop several trial
programs in selected counties. After a year's experience of this type,
the program would be on much sounder ground to move ahead in all
counties. We believe too much is at stake not to make a serious begin-
ning in coordinating the excellent personnel and the present financial
aid into a unified program aimed at facilitating the adjustment prob-
lems faced by today's farm families.



THE CONTRIBUTION OF CREDIT POLICY TO FINANCING
NEEDED FARM ADJUSTM1ENTS AND TO TRANSFER-
RING OWNERSHIP OF FARMS

Ernest T. Baughman, Federal Reserve Bank of Chicago

SUMMRY

1. Farm credit policy can play a marginal but very useful role in
helping farmers to finance needed adjustments and to transfer
ownership of farms.

2. The amounts and kinds of credit facilities available to agricul-
ture appear to be quite adequate to meet all foreseeable needs of
commercial farmers.

3. The quality of credit services can be improved, particularly in
adapting terms more closely to the needs of borrowers.

4. Methods of enabling farmers to obtain the use of larger amounts
of equity capital (as contrasted with debt capital) should be explored
further.

5. Any large'additional credit-financed demand for farm real estate
probably would have an important effect on farmland values and
probably would not be of benefit to farmers over the full term of the
loans.

6. The goal of full ownership, free of debt, may need to be modified
somewhat as the substitution of capital for labor proceeds further
and farms become larger, especially as measured in terms of their
total value.

The predominant source of agricultural capital is represented by
owner equity which constitutes 89 percent of the total.' Thus, credit
plays a distinctly marginal role. Nevertheless, credit is used by many
farmers and it performs an essential service in helping farmers
acquire the use of the resources they need in their business.

In mid-1956 almost one-half of the operating farmers in the United
States had loans outstanding at insured commercial banks.2 In addi-
tion, sizable numbers had loans outstanding from production credit
associations, insurance companies, Federal land banks, Farmers'
Home Administration, individuals, and other sources.

Furthermore, the number of farmers utilizing credit has increased
during the postwar years (the decline in number of farms notwith-
standing) and the total amount of agricultural credit, as well as the
average amount outstanding per borrower, are larger than in other
recent years.' Total farm debt4 has risen from a relatively small

aSee Balance Sheet of Agriculture, appendix table C-20, p. 864.' Farm Loans at Commercial Banks, Board of Governors of the Federal Reserve System,Washington, D. C., p. 3.
3 Ibid., for data re commercial banks. Data re number and amount of loans outstandingfor Farm Credit Administration agencies and life-insurance companies present a similarpicture.
4Exclusive of loans held or guaranteed by Commodity Credit Corporation. CCC loansare made primarily for price-support purposes and are essentially conditional-sales con-tracts. The loans may be liquidated completely by delivery to the CCC of the commodityprovided as collateral irrespective of the market value of the commodity at time of delivery.
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figure of $7.7 billion in 1946 to $19.7 billion on January 1, 1957, and
it probably will increase further. It is evident, therefore, that farmers
have utilized larger amounts of credit as they have adjusted to the
changing conditions in recent years.

How much of the credit utilized in agriculture can be attributed to
the financing of farm adjustments and how much results simply from
borrowing to finance current expenses, replacement of depreciated or
obsolete capital resources, or transfers of ownership is uncertain.
Garlock has estimated that from 1946 through 1955 the total amount
of credit used in the farm sector was on the order of $125 billion to
$130 billion and that this was equal to about one-third of the expendi-
tures of farmers and other owners of farmland.5 It is possible that
farmers rely more heavily on credit to finance adjustments in the
size, type, or methods of operation of farms than to finance current
consumption and operating expenses or replacement of capital. How-
ever, it appears that most farmers work gradually rather than abruptly
into an adjusted system of farming and tend to utilize credit spar-
ingly. In part this reflects the biological forces which govern time
schedules in agriculture and in part it reflects a variety of other
factors including the reluctance of many farmers to utilize credit on
'd substantial scale, especially for purposes other than to purchase their
first holding of farm real estate.

CREDrr SOURCES

Agriculture's credit requirements are served by a number of sources.
The data have been recorded largely on the basis of the security, i. e.,
real estate and other. This has led to a number of misconceptions
relative to the characteristics and uses of agricultural credit. For
example, it is quite generally assumed that real-estate loans are synony-
mous with loans made to finance purchases or permanent improve-
ments of real estate and that these loans are almost all written for
long terms. Conversely, non-real-estate loans are quite generally
described as short-term loans to finance expenditures for current pro-
duction and consumption. In practice, there is much overlapping of
purpose and terms of the two kinds of loans.

Farm real-estate loans (often referred to as long-term or real-
estate credit) are secured by mortgages on farm real estate and have
maturities which, in the case of the Farmers' Home Administration,
range up to a maximum of 40 years. The major commercial lenders
in the farm-mortgage area are the life-insurance companies and the
Federal land banks. Individuals provide a very substantial amount
of such credit and commercial banks account for about one-seventh of
the total outstanding.

5Garlock, Fred L., Financing Farm Adjustment. Journal of Farm Economics, vol. 38,
No. 5, p. 1529.



POLICY FOR COMMERCIAL AGRICULTURE

Fars real estate mortgage loans outstanding, by source, United States,
Jan. 1, 1957

Million Percent of
dollars total

Total- 9,908 100.0

Life-insurance companies -2,477 25. 0
Federal land banks -1, 722 17.4
All operating banks- 1,38 14.0
Farmers' Home Administration-290 2.9
Other- 4,033 40.7

In the area of non-real-estate credit (often referred to as other,
short-term, or production credit) commercial banks provide the larg-
est amount by a considerable margin. Production credit associations,
merchants, individuals and miscellaneous lenders also provide this
kind of credit. These sources are supplemented by the Farmers'
Home Administration which provides subsidized Government credit
and management assistance to a limited number of those farmers who
do not qualify for credit from commercial sources.

Non-real-estate farn loans outstanding, by source, United States, Jan. 1, 1957

Million Percent
dollars of total

Total- 7, 970 100.0

All operating banks ------------------------------- 3, 20 41.2
Production credit associations -699 8.8
Farmers' Home Administration -431 5.4
Fedei-al intermediate credit banks -0---- - 60 0. 7
Other- 3, 500 43.9

Between the short-term and the long-term areas, and overlapping
both of them, is a fuzzy area which has been labeled "intermediate
term." This label usually is applied to loans made to finance capital
assets or improvements which have a useful life of more than 1 year but
not so long as land or permanent buildings. When defined in terms of
maturity, intermediate-term loans generally include loans of more than
1 year but usually not more than 5 to 7 years. There are no credit
institutions which specialize in intermediate-term farm loans. This
credit area is served by both the real-estate and the non-real-estate
lenders and, reflecting the smaller aggregate amount of experience
and the lack of specialization in this credit area, the credit policies and
practices are not so fully developed.

Nearly all communities have agricultural credit services available
from several sources. The Nation's approximately .14,000 commercial
banks provide a convenient and effective facility for the assembly of
deposits and granting of loans in every community. Also, rural
banks may obtain credit from their city correspondent banks or Federal
Reserve bank and in that way obtain "outside" funds for use in their
community.

t)T226-57- 23
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The 497 production credit associations and 1,081 national farm loan
associations (supervised by the Farm Credit Administration) have
loan facilities in all agricultural areas. These agencies, in addition to
their own capital, obtain funds from the Nation's money markets
through the medium of pooling notes and using these as collateral
against which bonds and debentures are issued and sold to investors.
In this way they provide a channel for the flow of funds from the
Nation's capital markets to all agricultural communities.

Life-insurance companies vary as to the areas they serve, but as a
group they provide long-term farm real-estate loans to most agricul-
tural communities, utilizing realtors, banks, their own field staffs and
others as local representatives.

Loans provided from funds appropriated by the Congress are han-
dled through the Farmers' Home Administration, providing access to
a national credit source for FHA clients.

In addition to these institutional sources of credit, every community
has a number of individuals who provide credit to a limited number
of farmers. And finally, there is the credit which is provided by mer-
chants as an adjunct to sales of merchandise and services to farmers.
Depending upon the particular kind of merchandise, and the financial
resources of the individual merchant, such credit may originate at the
local bank or be drawn from a credit market outside of the com-
munity. A local purveyor of farm machinery, for example, may
obtain financing from the manufacturer and the manufacturer in turn
may have access to credit from a variety of sources.

It is apparent, therefore, that agriculture has available a great
variety of credit sources and that farmers have access to the Nation's
capital markets on a basis which enables them to compete effectively
with other industries for the available supply of credit. Only if
individual investors or financial institutions considered agriculture not
to be a creditworthy industry, or if the agricultural credit institutions
which tap the national capital markets were considered to be poorly
managed would agriculture be unable to supplement the funds availa-
ble from local sources by effectively tapping outside sources. For-
tunately, that is not the situation. Similar conclusions have been
reached by others.6

INTERMEDIATE-TER31 CREDIT

As the substitution of capital for labor proceeds in agriculture,
and there is every indication that it will go much further, the impor-
tance of intermediate-term credit required in the industry proba-
bly will increase substantially. For example, the physical amount
of machinery and motor vehicles on farms increased 143 percent be-
tween 1940 and 19477 and the estimated value increased from $3.1
billion to $17 billion, or 457 percent. Many of the agricultural ad-
justments which appear to be desirable for individual farms require

''There seems to be no problem with respect to the adequacy of the total credit supply.
Loanable funds flow freely to agriculture from the capital market. The problem area lies
rather with the quality of credit service * * *." Engberg, R. C., Reorientation of Policies
in Agricultural Financing. Journal of Farm Economics, vol. 37, No. 5, p. 939.

"In my opinion. most farmers, except those with very low incomes, can obtain all the
credit they are willing to use for making farm adjustments." Garlock, Fred L., Financing
Farm Adjustments, Journal of Farm Economics, vol. 38, No. 5, p. 1531.

"The Balance Sheet of Agriculture, i957, Federal Reserve Bulletin, August 1957, p. 904.
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additional capital investments which typically increase output of
the farm and output per hour of labor over a period of at least sev-
eral years. Provision for irrigation, addition of livestock enter-
prises, installation of drainage systems, construction of terraces,
basic applications of lime and phosphate, provide examples. These
kinds of investments often are associated with changes in systems or
types of farming and occasionally with substantial changes in the
size of farm business. It is not unusual in many agricultural areas
for such investments to approximate the original investment in farm
real estate itself.

The distribution of intermediate-type loans by purpose shows ma-
chinery and livestock purchases to be most important although sig-
nificant amounts of credit are extended also for improvement of
land and buildings.'

Many of the loans made for these above-mentioned types of in-
vestments are financed currently from short-term loans. For ex-
ample, in the Federal Reserve study of farm loans outstanding at com-
mercial banks in 1956,9 of the $1.7 billion of loans to finance interme-
diate type investment, nearly 40 percent had maturities of 6 months or
less. These loans accounted for about one-third of the dollar amount
of all farm loans outstanding at commercial banks and nearly half
of all farm borrowers were found to have loans to finance interme-
diate-termn investments. However, this does not adequately describe
the terms for which such loans were actually outstanding.

Many loans are renewed before being liquidated. Of the total dol-
lar amount of agricultural credit outstanding at commercial banks for
intermediate-term purposes at mid-1956, 40 percent had been renewed
one or more times. This was somewhat higher than for other agri-
cultural loans.

Information from production credit associations shows a some-
what similar picture.10 Of the total amount of loans made by PCA's
in the year ended June 30, 1956, 25 percent was renewed.

Furthermore, many bank loans, although written for periods of
a year or less, are planned to be renewed in whole or in part upon
maturity. Such "planned renewals" accounted for 30 percent of the
outstanding credit for intermediate-term purposes. Among loans for
other purposes, planned renewals accounted for 24 percent of the
outstanding credit at banks.

Again, PCA's show a somewhat similar experience. More than
half of the renewals had been planned at the time the loans were made.
According to the PCA study, "The most common arrangement for
providing credit for intermediate-term needs is to renew a part of the
loan." '-

t Beginning in 1955, production credit associations started making loans with terms up
to 3 years and later the Farm Credit Act of 1956 extended the permissible term to 5 years.
Fourteen million dollars of intermediate-term loans were made by PCA's in the year ended
June 30, 1956. About two-thirds of the total amount was to finance purchases of ma-
chinery, autos, trucks, and equipment and about one-sixth for improvement of farm land
and buildings. Smaller amounts were for the purpose of buying livestock, financing Irriga-
tion equipment, paying debts, and purchase of farm real estate.

The loans at commercial banks to finance Intermediate-term investments, outstanding
June 30. 1956, showed the following distribution and purpose: Purchase of machinery and
equipment, 46 percent; purchase of livestock other than feeders, 26 percent: improvement
of land and buildings, 19 percent; and purchase of autos and other consumer durables,
8 percent.

I Ibid., p. 22.
ID PCA Members and Their Loans, Research and Information Division, Farm Credit

Administration, Bull. Cr-8, May 1957, p. 4.
" Ibid.. p. 3.
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Another indication that the amount of intermediate-term financing
provided by commercial banks is larger than that indicated by loan
maturities alone is the proportion of borrowers who remain in debt to
banks continuously over a period of several years even though their
individual notes are written with relatively short maturities. Of the
borrowers who at mid-1956 owed on notes made to finance intermedi-
ate-term investments (excluding those who also had notes to finance
purchase of real estate or current expenses), about one-third had been
in debt to the bank since 1953 or before; one-tenth had been in debt
continuously since 1954.

To what extent should loans to finance agricultural adjustments be
made for relatively short terms and renewed as needed? Should the
term of such loans be tailored more closely to the actual repayment
capacity as estimated at the time the initial credit advance is made?
These questions have received considerable attention in farm finance
circles. Numerous studies have indicated that individual farm ad-
justment plans can be worked out and a companion financing program
developed which provides a detailed schedule of credit advances and
planned repayments, the latter often being based on anticipated in-
creases in farm income resulting from the adjustment program. It
has been suggested that farmers need written commitments from their
credit source to assure that the full program will be financed according
to plan before undertaking adjustment. Such loan programs usually
are secured by chattel mortgages on available assets and the expected
increase in farm income. Others have suggested that the practice
which has been widely used thus far, namely, of writing notes maturing
annually and renewing these notes as needed is adequate, and even
preferable, since greater flexibility is provided and plans seldom ma-
terialize as conceived at the outset.

Probably there is no one answer or recommendation which is su-
perior to all others. It is quite apparent, for example, that a bor-
rower with limited equity and a "full" debt on his real estate usually
will not provide an attractive risk to commercial lenders for an addi-
tional substantial amount of largely unsecured credit. If commercial
credit is provided in this situation the lender may appropriately use
note maturities which assure at least an annual review and reappraisal
of the progress being made as well as the future requirements and
prospects. Furthermore, participation of the holder of the real estate
mortgage may be required. However, a borrower who has a moderate
real estate debt and a substantial equity in his farm business may rea-
sonably expect that lenders be prepared to make definite commitments
as to planned advances and repayments for programs which may ex-
tend over several years.

Amidst the discussion of the annual versus the intermediate-term
notes, there appears to have been inadequate attention devoted to the
possibilities of expanding the use of loans secured by farm real estate
mortgages for the purpose of financing agricultural adjustments
requiring intermediate-term credit.

A substantial amount of intermediate-term loans are secured by
mortgages on f arm real estate. This is indicated in the average matur-
ities of farm mortgages recorded by selected lenders.' 2 The average

"Case, Betty A., Farm Mortgage Loans Held by Life Insurance Companies, Agricultural
Research Service, U. S. Department of Agriculture, October 1957, p. 23.
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term of farm mortgages recorded (March 1953) by all lenders was 9.2
years. For the Federal land banks and Federal Farm Mortgage
Corporation, the term averaged 25 years, and for insurance companies,
18 years. But the average term of farm mortgage recorded by com-
mercial and savings banks was 4 years and by individuals, 5 years.
Corroborative evidence is available from information on the purposes
of farm mortgage loans made by life insurance companies and Federal
land banks.'3 While these loans are used primarily to finance the
purchases of real estate or to refinance farm real estate mortgages, a
sizable proportion are for "intermediate-term purposes." Loans made
to refinance non-real-estate indebtedness and for improvements to land
and buildings in the first half of 1956 amounted to 22 percent of the
farm-mortgage loans made for both life insurance companies and
Federal land banks.

With total farm mortgage debt equal to only about 9 percent of the
current value of farm real estate, about two-thirds of the Nation's
farms free of any real estate debt in 1956 14 and only about 1 out of 10
farms having mortgage debt in excess of 40 percent of its value (1949),
the opportunities for adapting farm real estate loans to the provision
of intermediate-term credit would seem to be very substantial. Espe-
cially does this financing process appear to be attractive for those types
of capital investments which become a part of the real estate once the
improvement is made. But the possibilities are not limited to these
purposes. Loans secured by farm real estate mortgages may be used
to help finance foundation herds of cattle and basic lines of machinery.
This method of financing may be adapted also to the provision of recur-
ring needs for short-term loans. In other words, the credit needs of
many farmers could be provided by establishing a "line of credit" on
a more or less continuous basis, utilizing a mortgage on farm real estate
as security, and permitting the borrowers to draw up to specified pre-
determined amounts at such times as funds are needed. This proce-
dure should prove convenient and economical to both borrowers and
lenders. Such arrangements would require some type of overriding
credit instrument, possibly an open-end real estate mortgage, but
should prove less expensive than the making of a series of individual
notes, each secured by a chattel mortgage.

The growing requirements for intermediate-term credit in agricul-
ture is helping to focus attention on the total capital requirements
of farms and therefore on agriculture's overall credit needs. The
central problem of agricultural finance, namely, to provide arrange-
ments whereby capable farm managers can obtain access to enough
capital so as to employ their managerial and labor resources effectively
is thus highlighted. The conventional description of credit in terms
of short term, intermediate term, and long term, while helpful in
some respects, is becoming less and less useful. The entire farm
business must be financed and all the farm resources can well be con-
sidered available to back up the credit line. Analyses which have
attempted to identify the income from individual farm enterprises
with individual segments of farm debt, and especially analyses which
attempt to attribute additional increments of income to additional

s Ibid., p. 4.
aCase, ibd., p. 4.
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specialized capital investments and to schedule debt repayment pro-
portional to the expected income increments probably hinder rather
than aid in the development and execution of financing programs to
establish optimum management plans on individual farms. Atten-
tion should be centered on the overall financial requirements of the
farm business, not on its individual segments. In fact, the segmenta-
tion of credit to individual farms gives evidence of becoming a serious
problem.

As capital increases in importance relative to labor and the amounts
of purchased materials and services per worker continue to increase,
it may become increasingly difficult for any one source of agricultural
credit to adequately appraise the credit needs and debt-paying ca-
pacity of individual borrowers. For example, an individual farmer
may have a long-term farm real-estate loan from a life-insurance
company or Federal land bank, short- and intermediate-term credit
from a commercial bank or PCA and, in addition, he may obtain
credit from the distributors of petroleum products, farm machinery,
feed, fertilizer, and the purveyors of automobiles and other consumer
durables.

Furthermore, individual farm assets or sources of income may be
pledged as security or a source of funds for payment of individual
obligations. One unfortunate aspect of this situation is that it makes
it impossible for any lender to plan a rational credit program adapted
to the farmer's specific needs. Also, when evidence of financial
stringency develops, each creditor is forced to take action to protect
his claim.

If credit is to play a larger and more effective role in agriculture,
especially for those commercial farmers who must rely heavily on
credit to obtain the use of an optimum amount of resources, it will be
necessary for more and more farmers and agricultural lenders to work
in close cooperation. This can be facilitated greatly if lenders ar-
range to provide a full line of credit to individual farmers and farm-
ers obtain all of their credit from 1, or at most, 2 sources. This would
enable the borrower and lender to analyze the farm business, includ-
ing the adjustments that should be made, and to develop a credit pro-
gram which would make the maximum contribution to obtaining the
desired objective. Lenders would need to be prepared to extend all
the kinds of agricultural credit needed. At the outset, this suggests
(1) the merging of the production credit and real-estate credit agen-
cies supervised by the Farm Credit Administration; (2) that com-
mercial banks develop arrangements with insurance companies or
other investors which would enable them to accommodate farmers'
needs for long-term real-estate credit; (3) that insurance companies
be permitted greater flexibility in the kinds of agricultural loans they
are authorized to make; (4) that all agricultural lenders develop
staffs which are capable of appraising (and developing) farmers'
developmental plans and the related credit requirements; and (5)
that the various educational and service agencies serving farmers
improve greatly their ability to help farmers develop sound adjust-
ment plans.

FINANCING FARMu TRANSFERS

Impressive progress has been made in providing credit facilities,
instruments, and practices adapted to the financing of transfers of
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ownership of farms, especially farm real estate. Long-term amor-
tized loans are generally available at reasonable interest rates. How-
ever, the generally accepted goal of achieving full debt-free owner-
ship of a family-size farm largely through investment of savings real-
ized from the business during the productive lifetime of an individual
may need to be revised. As labor is combined with increasing amounts
of capital, the amount of land required to provide full-time produc-
tive employment for a farmer (and members of his family) has in-
creased substantially and apparently will increase further. The total
investment per farm varies greatly by areas as well as within indi-
vidual communities, but in many areas it approximates $100,000 or
more, and this probably represents an excessive savings goal for many
competent farmers.

Two possibilities are suggested. One proposes greater use of finan-
cial arrangements which enable farm operators to obtain the use of
farm real estate which is financed,- at least in part, by equity capital
other than their own. The conventional lease falls into this category.
But many nonoperator owners of farm real estate also find that the
amount of investment represented by the real estate for an adequate
family farm is beyond their means. Thus, to obtain the use of ade-
quate real estate tenants may need to lease land from more than one
owner. This often presents insurmountable problems. Therefore, in-
terest has developed in arrangements which would enable several indi-
viduals or firms to hold a partial ownership interest in the same farm.
If such arrangements should become widely used, the credit require-
ments for transferring ownership of farms probably would be mate-
rially smaller than if debt financing continues in its current role.

The second alternative is to accept the goal of owner-operated family
farms and proceed to establish credit facilities which will enable indi-
viduals to borrow larger proportions of the value of farmland than
the conventional 50 to 65 percent. However, it should be recognized
that the injection of any substantial amount of additional credit on
easier terms into the farm real-estate market would probably result in
a substantial rise in land values. Insofar as the easier credit terms
resulted in an upward capitalization of land values, the major bene-
ficiaries would be existing owners rather than new owners of farm
real estate. Hence, such a program might be of very limited benefit
to farmers over a long period of years.

Even in the absence of higher loan-to-value ratios in farm-mortgage
loans made to finance transfers of farms it may be desirable to modify
the current practice of amortizing the full amount of the loan over a
period of, say, 20 to 40 years. At least, in the areas of high land values
it may be practical, and desirable, to provide "permanent" real-estate
credit-loans which would provide amortization of the principal until
it was reduced to an amount equal to, say, one-third to one-half of the
value of the real estate and for ensuing years would require payments
of only the annual interest charge on the unpaid principal of the loan.
(This, of course, would require some arrangement for periodic adjust-
ment of the interest rate on such unpaid balances.)

Another feature of agricultural credit which has been used to a
limited extent thus far in long-term loans to finance purchases of
farm real estate is that of providing for variations in annual prin-
cipal payments depending upon the level of farm commodity prices
or farm income. In view of the. very sizable annual variations in
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income for individual farms (much larger, of course, than the annual
variations in United States farm income), this feature should be sub-
jected to intensive study and experimentation to determine whether
it can be utilized effectively in other types of agricultural loans. Pro-
vision for prepayments would, of course, be an integral part of such
loans.

The financing of beginning farmers has attracted much attention.
However, there is no persuasive evidence that an inadequate number
of people succeed in becoming established as farmers. The pre-
ponderance of evidence is to the contrary, namely, that too large a
number of people are engaged in this occupation. Any proposal that
large-scale special-credit programs be provided so as to enable a larger
number of prospective farmers to bid effectively for the limited supply.
of agricultural land should be viewed with skepticism.

Insurance can possibly be applied to agricultural credit in such a
manner as to more effectively spread risks both by time and geographic
area and thereby enable local (as compared with nationwide) lenders
to provide somewhat more liberal loans. Some experience has been
gained on real-estate loans by the Farmers' Home Administration
with what appear to be promising results. There may be benefits
also in the development of insurance programs for non-real-estate
loans. This is an area which appears to merit exploration.

As efforts are made to achieve from agricultural credit the full
measure of service which it can render to the betterment of the eco-
nomic position of farmers and especially to facilitating adjustments
in the size and types and methods of operating farms, great care
should be exercised not to confuse social ends with economic means.
The availability and cost of credit affect capital values. They may
also affect rates of adjustment in capacity and output of agriculture
overall as well as for individual farms. Agricultural credit will
probably render the greatest service to agriculture if interest is focused
primarily on improving the quality of credit service and allowing the
amount of credit used in agriculture to be determined primarily by
the allocation which results from the competition of agriculture with
other industries for the savings which the economy generates.



GREAT PLAINS FARMERS AND THE WEATHER

Roy E. Huffman, Montana State College

The vulnerability of agricultural production to climatic hazards is
too well recognized to require detailed documentation in this paper.
It is sufficient to remind ourselves that the biological nature of agri-
cultural production places the farmer and rancher in quite a different
management situation than that faced by other producing firms in
our society. Farmers and ranchers everywhere in the United States
face the problem of fluctuations in yields and production resulting
from variations in rainfall as well as the other uncertainties of the
weather. Frequent and extreme variations in income present a con-
stant threat of insolvency to many farm operators. Obviously, the
possibilities of insolvency are vastly greater in regions where rainfall
variations from year to year are a major characteristic of the climate.
The Great Plains is such a re-ion.

Consideration of the broad problem of the impact of the weather
on agricultural producers requires study of the extent to which
(1) individual farmers and ranchers, and (2) governmental units can
contribute to solving the problem. It is natural that people in regions
and areas where climatic hazards are not so great should place major
emphasis on individual action. It is equally understandable that
people in the Great Plains with its extreme climatic uncertainties over
the entire region should be concerned largely with public action. It is
significant, however, that the people of the Eastern and Southern
States became quite insistent in their requests for Federal action when
drought conditions became severe and widespread during the summer
of 1957.

RISK AND UNCERTAINTY IN AGRIcULTuRE

The problem with which we are concerned here is commonly studied
and discussed in the framework of risk and uncertainty considerations.
As individuals, we never have complete certainty of expectations and
each individual must make an evaluation of the risk involved in
various courses of action in view of the uncertainties facing him.
We carry on this evaluation process in connection with decision making
on a variety of problems every day. Most people in management
positions in our economy are faced with something less than complete
knowledge and, thus, uncertainty. The extent of the uncertainty is
greater in agriculture than in other segments of our economy. And,
within agriculture, uncertainty is greater in a region such as the Great
Plains. It is this fact that has caused the Great Plains to be char-
acterized as a high risk area.

Limited and uncertain rainfall is a major problem in the Great
Plains. Obviously, the risk faced by farmers and ranchers could be
reduced if it could be established that variations in precipitation
followed some rather definite pattern. Such knowledge would con-
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tribute greatly to the decisionmaking process. By studying tree rings
for the years preceding available weather records, it was possible to
project the precipitation pattern for some time into the past. This
attempt to reduce the uncertainty faced by farmers and ranchers,
through the plotting of definite weather cycles, was a failure. It was
shown that the rainfall pattern in the Great Plains is quite unpre-
dictable. So far as the rainfall pattern is concerned, the region
remains a high-risk area.

Other developments have reduced the risk situation somewhat by
reducing uncertainty in other aspects of Great Plains agriculture.
Drought resistant crop varieties, moisture conserving tillage practices,
more timely field operations and chemical weed control have all given
farmers and ranchers in the Great Plains greater certainty of expecta-
tions. The fact remains, however, that rainfall is highly uncertain in
the region and that the farm and ranch operators in the Great Plains
face more uncertainty and more risk than do agricultural producers
in other regions of the United States.

FLEXIBLE MANAGEMENT AND INCREASED STABILIT

There are some things that the individual farm or ranch operator
can do to improve his position. The agricultural operator in the
Great Plains will find his greatest individual opportunity in flexible
management to meet the climatic uncertainties of the region. On first
thought, it may appear inconsistent to suggest that increased stability
may be achieved through reater flexibility in individual farm and
ranch operations. It is true, however, that many Great Plains farms
and ranches will be more stable in the long run if they are organized
and managed in such a way as to "roll with the punch" from the
unpredictable climatic situation.

Flexible management to achieve increased stability of Great Plains
farms and ranches requires an unusually high level of information
by individuals regarding the technical and economic alternatives
available to them in offsetting the uncertainties of the weather. Ade-
quate knowledge regarding a host of physical, biological, and economic
relationships is necessary if the farmer or rancher is to be able to
evaluate the uncertainties facing him and to choose a line of action
which will reduce the risk in his operations. This serves to emphasize
the importance of agricultural extension and the necessity for con-
tinued agricultural research. Later sections of this paper will point
out the problem areas needing expansion of research and/or extension
effort.

All of agriculture is heavily affected by public programs, primarily
those of the Federal Government. To achieve stability through flex-
ible management, farm and ranch operators need permanent programs
designed to offset the peculiar climatic hazards of the Great Plains.
Individual operators will not be functioning in a framework designed
for maximum effort to solve the high risk problems of the Great Plains
so long as the emphasis is on emergency programs to provide tem-
porary relief from whatever critical situation may arise. The most
certain thing about the Great Plains is the uncertainty of the weather.
Permanent programs aimed at the most obvious dislocations associated
with the weather would serve to reduce the uncertainty faced by farm
and ranch operators. As uncertainty is reduced, the management
function can work toward a more stable agricultural economy.
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C.-or AND INcCOrE INNSURANCE

Agricultural producers have been interested for many years in in-
suring themselves against weather or other adverse conditions over
which they have no control. The system of hail insurance through
private insurance companies is well established and widely used. In
addition, producers are interested in insuring their crop against other
adverse conditions over which they have no control such as drought,
crop disease, insect damage, and other causes of low yields or crop
failure. Farm operators who are the most vulnerable because they
are in areas of greatest risk are most interested in all-risk crop insur-
ance as protection against low crop yields due primarily to the weather.
The basis for the interest in crop insurance is as an income stabilizer.

For many of the highest risk areas of the Great Plains, crop insur-
ance can be of great importance in preventing financial difficulties or
insolvency during years of low yields or crop failure. The farmer's
position is improved greatly if he can cover his costs on a crop which
fails through no fault of his own.

The experience of the Federal Government with crop insurance has
not been entirely satisfactory. Part of the problem is related to the
lack of adequate actuarial data for many situations. Other unsettled
aspects of crop insurance concern individual coverage versus area in-
surance and the extent of the weather risks to be insured against.

Additional research is needed to provide the basic data necessary to
the development of a sound crop insurance program. Further testing
of various insurance alternatives is necessary. The insurance prin-
ciple should receive much more attention as a tool to reduce the
climatic risks faced by Great Plains farmers and ranchers,

INcomE TAX REVISION

The impact of variable income resulting from climatic uncertainty
is intensified by the tax obligations faced by farm and ranch operators.
Property taxes are usually rather stable and uniform and the amount
paid over a period of years is not affected by variation in income
except when penalties are paid on taxes which have become delinquent
in years of little or no income. On the other hand, income taxes affect
farm and ranch operators with highly variable incomes in such a way
as to intensify their financial problems. Operators having highly
variable incomes will pay more in income taxes over a period of years
than if their income had totaled the same amount for the period but
had been relatively uniform each year. This is true because years
of large income will put the taxpayers in a higher tax bracket which,
under a progressive income tax, is not offset bv a lower tax bracket in
years of little or no income.

Dr. D. Gale Johnson of the University of Chicago, in an appearance
before the Joint Committee on the Economic Report in November
1955, noted that "those areas of agriculture that have large variations
in income from year to year are taxed more heavily than other farm
areas with less variability but the same average level of income over
time." Dr. Johnson concluded then, as I do now, that farmers or
ranchers should be permitted to average their income over a period of
years to reduce the extent to which they are "overtaxed" as a result of
extreme variations in income.
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Considerable study would be required, however, if farmers and
ranchers are to be permitted to average their incomes over a period
of years. Over how many years should incomes be averaged? It
seems likely that the period should not be longer than 5 years. Fed-
eral income tax laws and regulations are complex enough as they
now exist and the averaging procedure would complicate them further.
Revision of tax laws to permit income averaging could open the door to
new abuses by some taxpayers. The longer the period used for aver-
aging purposes, the greater the opportunity would appear to be for
violations and the more difficult the task of enforcement.

Despite the above shortcomings of a system of averaging income, it
would be only equitable to provide a means whereby farmers and
ranchers in high risk areas would pay the same tax in relation to total
income over a period of years as individuals in other occupations.

DEVELOPING AND MANAGING FEED RESERVES

The problem of maintaining stable livestock enterprises in a
region of eratic feed production is well known. In recent years, as in
the 1930's, we have observed emergency programs for feed shipments
and for moving cattle. To what extent should emphasis be placed on
the developement of feed reserves in high risk areas such as the Great
Plains? Can feed reserves be developed as a permanent part of farm
and ranch mangement in the Great Plains and make emergency feed
programs largely unnecessary?

Many farm and ranch operators carry feed reserves as a regular
part of their operations. Others do not. Can the development of
feed reserves on farms and ranches in high risk areas be encouraged
by financing feed reserves through a public loan program? Would a
publicly sponsored loan and storage program for livestock feeds be
cheaper and more in the public interest than periodic emergency pro-
grams? Here is a problem area needing research. Properly designed,
such a program could be a major factor in reducing risk and uncer-
tainty in livestock operations in the Great Plains.

CROP LOANS AND STORAGE

Public programs involving loans on farm commodities placed in
storage are well established. They have been developed as a major
part of the programs to handle surplus farm commodities. If loan
and storage programs should no longer be needed in connection with
surpluses at some time in the future, it should be recognized that these
programs have aided in reducing risk and uncertainty in other ways.
Most important is the contribution loan and storage programs have
made in reducing market gluts at harvest time. This feature is par-
ticularly valuable in the Great Plains with its highly variable wheat
production. If total supply of and total demand for wheat were in
balance (no surplus), a loan and storage program would still con-
tribute greatly to stability of farm income. Without these programs,
many farmers would find themselves selling their larger crops in good
years at low prices at harvest time and, thus, eliminating much of the
possibility of offsetting the low income of poor crop years.
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ADArTED CREDIT

Agriculture has been the subject of mUIch debtor relief in legislation
and many emergency loan programs. Credit problems in times of
agricultural depression are a characteristic of farms and ranches
everywhere. C:redit problems are intensified in a high-risk region
because of the uncertain rainfall-variable yield-fluctuating income
situation. Because years of little or no income may occur in sequence,
credit may be needed for longer periods and may require somewhat dif-
ferent repayment schedules in the Great Plains than in other regions.
Agricultural credit is needed which is adapted to the region.

Itis doubtful if commercial credit institutions will ever completely
fill the credit needs of agriculture in the Great Plains. In the past,
commercial credit institutions have faded from the picture just when
farmers and ranchers were most in need of help. There may be some
basis for the argument that commercial credit institutions will stick
with their clients through thick and thin in the future. In at least
one recent emergency, however, the commercial banks were anxious to
be relieved of the burden by the emergency livestock loans of the Fed-
eral Government. It seems certain that public credit agencies will
continue to be needed and that they are most likely to supply adapted
credit. In many cases, this will mean loaning on the basis of future
production and not on equity. This is part of the risk inherent in
high-risk agriculture.

The fact that climatic hazards hit large areas of the Great Plains at
one time suggests the fallacy of the idea that such areas can and should
take care of most of the problem from the private and public resources
of the area. Ordinarily the burden is too great to be handled without
aid from outside the area.

WEAT:HER-CROP RELATIONSHIPS

The problem of highly variable farm and ranch income in the Great
Plains has its roots in uncertain yields and climatic hazards. The
farmer and rancher needs to have much more information than is now
available to him regarding the physical weather-crop relationships.
With more adequate information in this field, farm and ranch oper-
ators will be in a better position to meet the uncertainties which face
them with decisions designed to reduce their risk. A vastly expanded
program of research on weather-crop relationships is needed to supply
the physical data which can provide the basis for better decision
making by Great Plains farmers and ranchers in their unending con-
test with the weather.



HEALTH, HOUSING, AND EDUCATION OF COMMERCIAL
FARMERS IN THE UNITED STATES

By Howard W. Beers, Thomas R. Ford, and James E. Montgomery

INTRODUCTION

Differences among farmers in our developing economy have become
as prominent as differences between farmers and nonfarmers. To
understand the resulting variety of problems, it has become the prac-
tice to classify farmers in several ways, such as by commodity pro-
duced, by size of business, or by full- or part-time employment in
farming. The businessman-farmer, whether large or small in scale
of operation, differs in several economic characteristics from the
subsistence or part-time farmer, and his concern with agricultural
policy no doubt has some relation to this fact.

In his social surroundings, however, the commercial farmer is not
separate or alone. He lives neighbor to neighbor with men in other
agricultural statuses and in other occupations. In general, therefore,
the commercial farmer and his noncommercial or nonfarmer neighbor,
living in the same community share the institutional services of church,
school, health agencies, and local government. In suggesting public
agricultural policy, the commercial farmer will express special needs
and interests. But in relation to public services in education, health,
and housing, the commercial farmer's interest will coincide more or
less with that of his neighbor's. In matters of general public policy
in these areas it is appropriate that the farmer join his efforts with
those of his neighbors in the study of their common situation.

It is the purpose of this review to set forth in very brief summary
the general situation with respect to health, housing, and education
in the communities where commercial farmers dwell and hence in
the lives of farm families who are engaged in commercial agriculture.
Interpretation of the materials presented no doubt will suggest con-
siderations of general public policy involving both farmers and their
neighbors more so than considerations of agricultural policy, involving
farmers separately.

We have not taken the trouble, in preparing these comments, to
define the term commercial farmer in any special or new way. Rather,
we have relied on customary meanings of the term, and particularly
on the six-fold classification of commercial farms introduced by the
United States census of agriculture in 1950. In this classification
the types are classes numbered from I through VI, the smallest nu-

' I Howard W. Beers, head, departments of sociology and rural sociology, University of
Kentucky: Thomas R. Ford, associate professor of sociology, University of Kentucky;
James E. Montgomery, head, department of housing and, interior design, Oklahoma State
Univprsitv.

Howard W. Beers prepared the section on education. Thomas R. Ford prepared the sec-
tion on health. James E. Montgomery prepared the section on housing.
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meral identifying the largest farms in terms of lroduct value, and
the largest numeral identifying the smallest farms.2

In the following discussion of health, housing, and education some
of the evidence cited is available separately for commercial farmers,
but most of it pertains more generally to the rural population or to
rural communities, so that inferences have had to be made concerning
the situation of the commercial farmer.

HFALTH NTEEDS OF FAMILIES IN COMIERCIAL AGRIcUtI1ruRE

All attempts to summarize complex situations entail the risk of
sacrificing exactness for brevity, and this risk is especially high when
conclusions must be drawln from fragmentary data. Unfortunately
this is the case when we seek to analyze the health needs of some 3Y2
million farm families engaged in commercial agriculture in the United
States. The difficulty of summarizing their health situation is inher-
ent in the diversity of the population, for, although linked by com-
mon occupation, they differ widely in many important respects that
affect their health-region of residence, income, education, attitudes,
proximity to cities, and a host of others. Furthermore, we have little
direct information about their health status as a specific group; most
of what we think we know has been deduced from information on
broader groups of which they form a part, and even this information
is far from abundant. As a consequence, our conclusions about their
health must be restricted by qualifications, exceptions, and uncertain-
ties. For sake of conciseness, these restrictions have not been ex-
plicitly stated in this report, but they should be tacitly assumed in
almost every instance. With this note of caution, a brief summary of
the health situation of commercial farm families may be offered as
follows:

1. The health status of farm families in commercial agri-
culture is little different from that of urban and rural-nonfarm
families of comparable income. Nearly all measures of health
indicate that the health status of the Nation's population, in-
cluding the rural-farm segment, has been steadily improving
over a period of years. Compared with their counterparts of
only a few years ago, our farm families today must be consid-
ered in relatively good health. Measured against an absolute
standard of optimum physical and mental well-being, their
health leaves much to be desired.

2. Although the health of commercial farm families compares
favorably with that of urban families, certain diseases and dis-
orders-particularly those of a chronic nature-appear to have
a relatively high prevalence in rural areas. Various preventable
diseases also occur with undue frequency among rural families,
and farm accidents pose a health problem warranting consid-
erable concern.

3. Despite the recent tremendous improvements in the provi-
sions of medical facilities for rural areas made possible through

'The 6 economic classes, their limits in terms of value of farm products sold, and the
distribution of all commercial farms among the classes:

I. $25.000 or more (4 percent).
II. $10,000 to $24,999 (14 percent).
III. $5.000 to $9.999 (21 percent).
IV. $2,500 to $4,999 (24 percent).
V. 51.200 to $2.499 (23 percent).
VI. $250 to $1,199 (14 percent).
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the Hospital and Medical Facilities Survey and Construction
Act, farm families are still at a considerable disadvantage with
respect to the availability of medical facilities, personnel, and
services.

4. Of even greater consequence than the relative shortage of
medical care services must be considered the general inadequacy,
and in many cases complete lack, of sanitation programs, public
health services, and other preventive care measures in rural areas.

5. Finally, it should be recognized that the rapidly rising costs
of health and medical services pose an increasingly serious threat
to the health of the Nation's farm families. The current infla-
tionary trend, the normally higher costs of extending health
services and medical care to rural areas, and the failure of farm
income to keep pace with the rising national income operate to
place the health of these families in compound jeopardy.

Each of these five summary statements is expanded somewhat on the
following pages.

The health status of commercial farms families

Because of the small amount of available health information per-
taining specifically to families in commercial agriculture or even to
rural families in general-a gap which it is hoped will soon be filled
with data collected in the new national health survey-our current
knowledge of the health status of this group must be inferred from
indirect evidence and from direct but limited data drawn from some
few local and State health surveys. The conclusion that the health
of commercial farm families is probably as good as that of urban
families and better than that of low-income farm families rests upon
two well-supported premises: (1) rural mortality rates are still as
low as or lower than urban mortality rates, although the consider-
able advantage once held by rural residents in this respect has
steadily dwindled; (2) within large population groups, illness and
death rates tend to vary inversely with income level.

Because of technical difficulties and the relatively high cost of
maintaining residence classifications in the computation of death
rates, recent data on the comparable mortailty experience of rural
and urban residents are quite limited. What information we do
have, however, indicates that rural residents still have a slight ad-
vantage. A recent study of mortality rates by occupational groups
conducted in the National Office of Vital Statistics produced evi-
dence that male agricultural workers (including both farm opera-
tors and laborers) experienced lower death rates in 1950 than cleri-
cal, sales, and skilled workers, semiskilled workers, and laborers but
higher rates than men engaged in professional occupations and in
technical, administrative, and managerial work. Beyond age 45,
agricultural workers had the lowest mortality rates of any of the
broad occupational groups analyzed. In short, the mortality expe-
rience of men employed in agriculture was considerably better than
average though not the best among the occupational groups studied.

Data on infant death rates, considered one of the most sensitive
indexes of health status, also support the contention that the health
of the rural population is generally on a par with that of the urban
population. The steady decline of infant death rates over the past
40 years, during which time the infant mortality rate in the United
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States has been lowered by more than 75 percent, is an impressive
record of the progress of modern medical science. Infant mortality
data for 1955 show a death rate for infants of rural parents that is
slightly lower than the rate for infants of urban parents. In 1950 the
relative positions were reversed, but in the case of both residential
groups, infant death rates have continued to show a gratifying drop.

If the evidence on mortality experience indicates that the health
status of the rural population is as good as or better than that of the
urban population, at least so far as escaping fatal afflictions, then it is
reasonable to suppose that the health of commercial farmers-at least
the more prosperous ones-is well above average. The relationship be-
tween income and health status is sufficiently well known that it need
not be documented here. Suffice it to say that most recent studies of
rural health which consider the economic factor continue to show that
families with higher incomes have fewer illnesses and disabilities and
are more likely to make use of available health resources than are low
income families. The persistence of this relationship holds important
implications. Among them is the warning that good health is to a
large extent dependent upon economic well-leing, and continuation of
the relatively unfavorable economic position of agriculture is likely to
be reflected in relatively poorer health for larger proportions of our
farm population.

While mortality statistics are not to be discredited as indicators of
health status, they fail to register many important illnesses and dis-
abilities which rarely, in themselves, cause fatalities. One of the
anomalies of the rural health situation is that despite the generally
lower death rates of rural residents, which some experts are inclined
to attribute to underregistration of deaths rather than to more favor-
able health conditions, the findings of a number of health surveys
undertaken in various sections of the country over a period of sev-
eral decades indicate that our rural populaiton has considerably more
than its pro rata share of illnesses and disabilities, both physical and
mental. Many will recall the national shock produced by the published
results of physical examinations of selective service registrants during
the early stages of World War II. Among the discouraging revela-
tions was the fact that rejection rates of farmers and farm managers
were exceeded only by those of domestic service workers, emergency
workers, and the unemployed. And, to complete the shattering of
many illusions about the salubrity of farm life, farmers and farm man-
agers among the registrants were also found to have higher rates of
mental disease (other than mental and educational deficiency) than
any other regularly employed group.

At the time of the release of the selective service physical examina-
tion data it was argued that the farmers and farm managers examined
were not representative of the total group because of the policy of
deferring workers in agriculture. More recent studies, however, sug-
gest that the group was probably more representative than we would
like to believe. To cite two examples, a sample survey of the health
needs of Michigan families in 1948 revealed that significantly more
rural than urban residents reported one or more untreated symptoms
of illness, a differential which persisted even within comparable income
levels. In February of 1949 the current population survey collected
data on the prevalence of chronic disability in the United States which
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revealed that 2.6 percent of the rural farm population was reported
disabled for 7 months or longer compared to 2.2 percent of the rural
nonfarm population and 2 percent of the urban population. Investi-
gators in Missouri have also reported the high prevalence of chronic
illness among the rural farm population. Data from a survey of farm
families in 20 counties of the State in 1949 indicated that at least
1 adult in 20 was unable to work on a given day because of a disabling
illness, and about half the disabled suffered from a chronic illness.

In addition to the heavy burden of chronic illness, our rural farm
population also bears the brunt of periodic outbursts of preventable
communicable diseases which have all but disappeared from the urban
scene. Every year about 2,000 cases of diphtheria are reported, chiefly
in rural areas, while outbreaks of typhoid in rural communities occur
with discouraging frequency. Brucellosis is gradually being brought
under control, the number of reported cases decreasing from about
5,000 in 1945 to less than 1,500 in 1955, but even these relatively few
cases must be considered far too many when complete eradication lies
within the realm of possibility.

Finally, some mention must be made of the disquietingly high rates
of farm accidents. According to National Safety Council data, the
accidental death rate is higher for farming than for any other major
industry, except extractive industries and constructive work, while the
injury rate in agricultural work is highest of all. In 1956, nearly
13,000 farm residents lost their lives through accidents, and more than
a million others suffered injuries. Nearly half of the deaths and a
fifth of the injuries resulted from motor-vehicle accidents. Tractor
accidents alone account for more than 1,000 deaths annually. The cost
of accidents measured in dollars spent for medical treatment and time
lost from work is, in itself, staggering. But these are not the only
costs, for added to them are the tremendous psychological burdens of
worry imposed by unanticipated bills and unexecuted tasks. There
can be little doubt that accidents constitute one of the more serious
health problems of our commercial-farm population.

Health facilities
In 1951, Dr. Milton I. Roemer, one of the outstanding authorities on

rural health in the United States, noted in an article contributed to
the Annals of the American Academy of Political and Social Sciences:

Regardless of the health status of rural people, it is gen-
erally recognized that they have access to and receive less
medical care of virtually every type than do city dwellers.
The rural areas are supplied with proportionately smaller
numbers of physicians, dentists, nurses, technicians, and every
other class of medical personnel, except untrained midwives
and possibly chiropractors. They are served by fewer gen-
eral and special hospital beds.

During the relatively short period that has elapsed since Dr. Roemer
wrote those words, considerable advancement has been made in the
provision of health facilities for rural people through the Hospital
and Medical Facilities Survey and Construction Program. Even so,
much of our rural population is still at a tremendous disadvantage in
securing the facilities and personnel needed for adequate health and
medical care. The reasons for their disadvantageous position are
well known. Foremost is the fact that it costs more to provide sani-
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tation facilities and health services for the dislpeised rural population
than for a concentrated urban population. Second, the financing
costs for projects are generally higher in rural areas. Third, rural
communities generally have less income available to invest in such
projects, and are less likely to have agencies and organizations ex-
perienced in sponsoring the type of action needed to secure them.
As a consequence, rural families are faced with the dilemma of pay-
ing relatively higher costs for health-care facilities or going *without.
Usually they doboth. They pay more than urban families for what
they get, and they go without what they feel they cannot pay for.

Health care, like charity, begins at home, and, in view of the lack
of manv basic home sanitation facilities in rural farm dwellings, it is
not difficult to understand the ill health reported for a large propor-
tion of the rural population. For the most part, commercial-farm
families are generally better housed than farm families of extremely
low income. Yet, in many instances, they share the same social and
physical environment and must suffer the consequences of unsanitary
conditions even when they do not contribute directly to them. It is,
therefore, a matter of considerable concern that only 28 percent of the
Nation's rural farm dwellings were equipped with flush toilets in
1950, less than a third contained tubs or showers, half had no running
water, a fifth were in dilapidated condition, and, as a group, rural
farm dwellings averaged more persons per room than either rural non-
farm or urban dwellings. While many of these dwellings were occu-
pied by low-income farm families, it should not be assumed that the
housing of all commercial-farm families was adequate from the stand-
point of health. Data from the 1954 census of agriculture reveal that
39 percent of all commercial-farm families occupied dwellings with-
out piped running water, ranging fromi 6 percent of the class I, or
largest, farms to nearly two-thirds of the class VI, or smallest com-
mercial, farms. In all, more than 1,300,000 dwellings occupied by
commercial-farm families-including more than 240,000 on class I, II,
and III farms-were without running water and, presumably, the
toilet and bath facilities dependent upon it.

Even where considerable attention has been paid to providing ade-
quate housing facilities, the resulting benefits are often offset by com-
pletely inadequate community sanitation measures. In most urban
areas, the responsibility for preventive health and sanitation programs
is delegated to local or county public-health units. Those familiar
with the varied and invaluable services performed by our public-
health personnel cannot be other than appalled by the fact that in
1956 more than a fourth of the counties in the United States, and
those predominantly rural, lacked any type of local public-health
service whatsoever. Yet even these figures misrepresent the situa-
tion as being better than it actually is, since 30 percent of the 1,446
organized local health units reported by the Department of Health,
Education, and Welfare either lacked health officers or were tempo-
rarily served by neighboring health officers. And, if we accept the
standards for an adequate local public-health department set forth
by Dr. Haven Emerson of a staff of 16 trained persons supported
by a budget of not less than $75,000, only a small minority of our
rural local health units could be considered capable of rendering
essential public-healtlh service.
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It would be misleading to present the darker aspects of the rural
health picture without calling attention to the significant progress
that has been registered under the Hospital and Medical Facilities
Survey and Construction Program. By the completion of the 10th
year of the program, in 1956, more than 1,000 new general hospitals
had been built with Federal aid, 80 percent of which served largely
rural commuities and over half of which were located in communi-
ties which had never previously had a suitable hospital. In addi-
tion, over 500 health centers had been constructed, and 1,000 other
construction projects had been approved, including nursing homes,
chronic-disease hospitals, diagnostic and treatment centers, and re-
habilitation facilities. It is no exaggeration to say that this is the
most significant program that has been undertaken in behalf of the
health of our rural families in our history.

Yet, even when all the currently approved projects are completed,
many rural areas will still lack adequate facilities. How much re-
mains to be done is indicated to some extent in a Public Health Service
monograph on the distribution of general hospitals and nursing homes,
published in 1956. The authors of this report pointed out that resi-
dents of rural areas, as defined for purposes of their study, constituted
22 percent of the total population, yet had available in their areas only
16 percent of the general-hospital beds, or 3 beds per 1,000 population.
Only 15 percent of the skilled nursing home beds were located in these
rural areas, although a relatively higher proportion of the residents
were 65 years of age or over, compared to nearly 15 beds per 1,000
aged persons for the Nation as a whole. Sixty percent of the rural
areas had no skilled nursing homes at all.

Medical personnel tend to locate, of course, where adequate hos-
pitals and related facilities are available, and it is, therefore, hoped
that provision of these facilities for rural areas under the hospital
and medical facilities survey and construction program will lead to a
more equitable distribution of physicians, nurses, and other members
of the health and medical care team. Recent studies of the distribu-
tion of medical personnel in such widely separated areas as Kentucky,
Louisiana, Michigan, Missouri, Minnesota, Oklahoma, Rhode Island,
and Virginia continue to show the trend toward increased concentra-
tion of physicians and other medical personnel in urban centers-a
trend which has been observed throughout the past half century. In
Missouri, for example, nearly three-fourths of the active physicians
in the State in 1950 were concentrated in the four counties containing
the largest cities in the State. In Kentucky, which has 120 counties,
well over half of the State's active physicians were located in the 5
most urban counties, which contained less than 28 percent of the
State's population in 1950. All of the States in which recent studies
have been conducted report increasingly heavy ratios of persons per
physician in the more rural counties.

The departure of physicians from rural areas has not necessarily
meant that the residents of these areas have been left without medical
service. Most of them are able to secure needed services in towns or
cities within easy driving range, and this is particularly true of com-
mercial farmers, who are more likely to possess a car or truck and
to be located on an all-weather road. And there can be little doubt
that the farm resident is more likely to receive effective treatment
from today's well-trained physician equipped with elaborate diag-
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nostic and treatment facilities, provided with wonder drubs, and as-
.sisted by numerous allied medical personnel than he could have re-
ceived from the country doctor of yesteryear. But there can be even
less doubt that the costs of the services which he receives are much
higher for him, not only when measured in constant dollars against
what he used to spend, but also when measured against what the urban
resident pays for the same services. There is a growing body of evi-
dence that the high costs of medical care for the rural resident present
.a major deterrent to the utilization of available facilities and serv-
ices, and thus constitute a serious threat to the health of our rural
population.
Costs of medical care

It is a well-publicized fact that the cost of living in the Nation,
as measured by the Consumer Price Index, has risen more than 20
percent over the 1947-49 base-period cost, and that medical-care costs
have been in the forefront of the inflationary trend, with a rise of
nearly 39 percent over the base-period costs. No major industrial
group has been more seriously affected by these rising costs than the
Nation's farmers. So far as medical costs are concerned, the evidence
is clear: Farm families spend a higher proportion of their net in-
-come for medical care and they pay more for equivalent service re-
ceived than do other families.

A national survey of medical costs in 1952-53 revealed that families
in the United States incurred annual gross charges for medical serv-
ices, including amounts paid for health insurance, averaging $207 for
all families and $178 for rural farm families. In 1955, data collected
in a special cooperative survey of farm-operator family expenditures
*conducted by the Bureau of the Census and the Agricultural Marketing
Service showed that farm operator family expenditures for medical
eare, including health insurance, averaged more than $240 per family.
'There are always errors involved in comparing data from different
surveys, and we know that medical costs rose some 6 or 7 percent from
1952 to 1955. Taking these factors into account, however, it appears
highly probable that expenditures of commercial farm families for
medical care are equal to or greater than the national average. Yet,
the money income of 80 percent of our rural farm families in 1955
was less than the national median family income. As a consequence,
medical care costs accounted for more than 7 percent of the personal
consumption expenditures of farm operator families in 1955. com-
pared to less than 5 percent of the personal consumption expenditures
of all families. In general, the percentage expended for medical care
increased as the scale of farm operation decreased, but for all farm
categories, proportionate expenditures for medical care were above
the national average. More than 6 percent of the total personal
expenditures of families on large (classes I and II) farms and 7.5 per-
cent of the personal expenditures of families on medium-sized (classes
III to V) farms went for medical care.

It should be noted, furthermore, that farm families are far less
likely than other families to be protected by any form of health insur-
ance. In 1953 it was found that only 45 percent of the Nation's rural
farm families had some type of health insurance, compared to 70
percent of our urban families. Nearly two-thirds of the residents of
urban areas but less than two-fifths of the residents of rural-farm
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areas were covered by hospitalization insurance. The 1955 survey of
farm-operator family expenditures confirmed the earlier findings.
Slightly more than half of the families surveyed possessed some form
of health insurance, a proportion far less than the estimated 75 per-
cent of nonfarm families enrolled in some form of health insurance
program. Again, the percentage of families insured was greatest for
those on class I and II farms, 59 percent of whom were covered by
some form of insurance, and decreased with size of operation to 4
percent of the farm operator families on class VI commercial farms
and noncommercial farms. But, as these figures show, even the more
prosperous farm families are less likely to be protected by some form
of health insurance than the average urban family.

The differences in urban and rural enrollment in health insurance
programs are largely explained by two factors-differences in income,.
and the lesser opportunity of farm people to enroll in group programs.
In most cases, farmers, like other self-employed persons, are obliged
to subscribe to individual policies. As a result, they pay higher pre-
miums and receive more limited benefits. The suggestion that farm-
ers organize health cooperatives as a solution to this problem is fre-
quently heard, and is certainly not without merit. Yet the experien-
ces of the relatively few health cooperatives that have been organized
should be clear warning that they offer no panacea. Health coopera-
tives have a discouragingly high mortality rate-probably in excess
of 50 percent. There is a consistent tendency to underestimate the
costs of organization and initial capitalization. Some cooperatives
organized with the object of bringing health personnel and facilities to
a rural area have found it impossible to attract or retain the services
of doctors, nurses, and trained technicians. Some indication of the
difficulty of organizing and operating rural health cooperatives is
given by the fact that only 17 farmer-controlled rural health coopera-
tives are listed among the nearly 10,000 farmer cooperatives in the
United States, including more than 1,000 service cooperatives.

Conclusions with respect to health
It has been intended that this paper serve as a progress report on

the health needs of our commercial farm families rather than a f act-
finding study in support of specific recommendations. Nevertheless,.
the evidence presented undoubtedly holds implications for needed pro-
grams of remedial action. It would be misleading to proclaim our
present rural health situation critical, but it would be unrealistic not
to recognize the numerous danger spots. The health of our farm
people has been steadily improving and in most respects is as good
as that of the nonfarm population, whether rural or urban. Yet one
of the most tragic aspects of the rural health situation is that so many
human lives are still lost and so much disabling illness is experienced
simply because of the failure to apply existent knowledge and available
measures of environmental health and preventive and remedial
medicine.

The reasons why we have not used our full capabilities in the
furtherance of the health of our rural population are complex, but
there can be little doubt that economic factors are among the most
important. That farm families appreciate the value of good health
is evidenced by the fact that they expend a considerably larger propor-
tion of their income for medical care than do other families of the
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Nation. But the inescapable facts remain that the provision of health
and medical services in rural areas is relatively costly, and the ability
of our farm families to bear the necessary costs is far below average.

The provision of Federal aid to communities seeking to improve
their health facilities through the medical facilities and Hospital Sur-
vey and Construction Program must be considered one of the most
significant contributions to the health of our rural people in the
Nation's history. Similarly, the Health Amendments Act of 1956 is
a promising start toward the provision of desperately needed profes-
sional public health personnel. These and other programs of Federal
assistance must be continued and expanded if our rural population
is to be provided with equitable opportunities for adequate health
and medical care.

But it should be recognized that little is gained by providing hos-
pitals, health centers, and health and medical personnel in our rural
areas if our farm people are unable to bear the costs of the services
made available. While the basic problem is one of raising farm
income, some considerable headway could be made toward financing
needed rural health services through effective farmers' organizations.
It is only through the coordination of many programs and activities,
however-those that will effect a rise in farm income, Federal-State
assistance programs for the provision of medical facilities and the
training of health and medical personnel, and voluntary cooperation
of local groups-that the goal of optimum physical and mental well-
being for our rural farm population will be approached.

AN APPRAISAL OF TMaE HotusING OF COMMERCIAL FARMERS

Farm income, credit resources, mechanization, tenure, a dispersed
system of farm settlement, and numerous pressures from the non-
agricultural sectors of the Nation's economy are among the major
factors that historically influenced and that currently affect the dwell-
ings of commercial farmers. Although there is a tendency to think
of the housing needs of the American farmer in stereotyped terms, the
situation actually is one of diversity and variation. It is obvious that
most farmers in classes V and VI (comprising more than 1.6 million
farm families in 1950, or 43.6 percent of all commercial farmers) had
incomes too small to provide adequate housing, regardless of how the
term "adequate" is defined. Moreover, undoubtedly the income of
many farm families in class IV would have to be managed wisely if
it were to be sufficient to enable families to have reasonably satisfactory'
shelter. If income were not supplemented by money from other
sources, of course, the economic status of many commercial farm
families would be much lower. For example, in 1949 the percentage
of total family income derived from nonfarm sources was 26 for those
in class I, 48 in class V, and 44 in class VI.

Regional variations are important, too. Farmers in each of the
six economic categories are found throughout the United States, but
they are unevenly distributed among the major regions. By com-
parison with national averages, there is an overrepresentation of
farmers in classes I and II in the East, Northwest, and West, and an
overrepresentation of those in classes V and VI in the South.

Classes of coinmercial farmers differ also in tenure status, which
is certainly a factor affecting housing. In 1950, 69 percent of all
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commercial farmers were full owners or part owners; 31 percent were
tenants (including sharecroppers) ; and one-half of 1 percent were
farm managers. However, 75 percent of the farmers in class I were
full or part owners; this is considerably more than the 66 percent
having comparable status in class VI. Nearly all commercial farm
operators (97 percent in 1950) live on the farms they work, and this
proportion varies little among classes of farms and among regions.

The age of a farmer also has some bearing on the problem of his
housing. In 1950 the median age of a commercial farmer in classes
I and II was 43.7 years; the median farmer in each succeeding class
was older; the class VI farmer was actually 10 years older than the
class I farmer. In fact one-eighth of the class I-II farmers and over
one-fifth of the class VI farmers were over 55 years old. One infer-
ence from these data is that many farmers in classes I, II, and III
(the "bigger" farms) are young enough to secure credit for housing
improvements which can be amortized over a long period of produc-
tive years. Many families in these groups have children under 18
years of age and living at home. The need for housing changes is
more apparent for the families on larger and more prosperous farms;
the presence of children is known to be an incentive to change in
housing.
Condition of houses

Generally, the housing conditions of commercial farm operators and
their families must be regarded as inferior when comparisons are made
with achievements in urban housing. The dwellings of small-farm
operators and factory workers 50 years ago were more or less com-
parable, but today many farm houses except for electricity, are
similar to farmhouses at the turn of the century, while there has been
steady improvement in the housing of factory workers. In fact,
there is some evidence that the housing of one-third to one-half of all
commercial farmers is probably worse now than 25 years ago in that
few houses have been built and many old houses have not been
properly maintained, much less upgraded.

Many farmhouses were virtually substandard when they were built.
Of present housing (1950), 60 percent was built before 1920 when
such features as insulation, electricity, storage, central heat, and water
under pressure were relatively unknown. In addition to these de-
ficiencies the houses of many farm families are very small. In 1950,
29 percent or more than 1 million houses on commercial farms had
4 rooms or fewer and 14 percent or more than one-half a million,
of these dwellings were dilapidated.

Regional variations in the conditions of houses are great. For ex-
ample, in 1950 the percentage (44) of small houses (4 rooms or
less) on commercial farms in the South was more than 21/2 times the
corresponding percentage (17) in the North and West. The percent-
age of dwellings dilapidated was four times as great in the South as
in the North and West (6 percent).

Differences among the economic classes were wider than differences
between the North and West and the South. The ratio of the propor-
tion of small farms (class VI) having dilapidated houses to that of
large farms (classes I and II) with dilapidated houses was 10 to 1 in
1950. The ratio of the proportion of small farms (VI) with under-
sized houses (under 5 rooms) to that of large farms (I, II) with
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undersized houses was more than 4 to 1. Conversely, big farms sur-
passed small farms 7 to 1 in the proportion having hot and cold
running water and about 6 to 1 in the proportion having private in-
door flush toilets. Similarly, the superiority of housing on the biggest
farms is seen in biggest-farm to smallest-farm ratios of 5 to 1 oln
private bathroom or shower and telephone, 3 to 2 on electricity, and 3
to 2 on presence of mechanical refrigerator. Comparable data on cen-
tral heating are not available by class of farm, but it is known from
census figures that 18 percent of all rural farmhouses (versus 63 per-
cent for urban dwellings) had central heat in 1950.

Housing needs and wants
Not only the actual housing situation, but also the hopes, plans and

expectations which people have for improving their housing are
strongly influenced by such factors as income, condition of house, fam-
ily life cycle, geographical region and tenure. For example, some
studies show that many farm families living in large 2-story houses
would prefer a 1 or 1/-story house with fewer rooms than they now
have. Families occupying small houses often wish to add one or more
rooms or to build a new dwelling. There is a shortage of storage in
the majority of farm houses, ana kitchens are often poorly arranged
and equipped. The desire to install central heating is great among
families in the North and West. It can be assumed that virtually all
farm families not having running water and modern bathroom fixtures
would like to have these amenities. A large number of families would
like to be able to paint and reroof their dwellings and improve porches,
chimneys and steps.

In a discussion of housing wants and needs of farm operators, it
should be remembered that they are as varied as the needs of urban
families or more so. Several housing studies suggest the following ap-
praisal of wants and needs in regard to farm housing: The main con-
cern of farmers in the upper income group is one of remodeling, in-
stalling utilities and equipment and otherwise modernizing the old,
structurally sound houses they now occupy. This statement is es-
pecially relevant in the North and the West. Farmers who fall within
the middle-income brackets often live in houses regarded as unsatis-
factory by the occupants; but many of these houses are sufficiently
sound structurally to be remodeled and improved to provide a reason-
able degree of adequacy. Some rooms will need to be added, storage
provided, and running water and plumbing fixtures installed. Ex-
cept in the South, many middle-bracket farmers would install central
heating if income would permit. In the lower-income bracket, es-
pecially among tenants (many of whom are found in the South) in
the limited basic size and structure of the dwellings combine with low
incomes to create an acute housing condition that most occupants have
not the means to improve even modestly.

A recent study of farm housing in New York State found that in-
come and condition of housing, two related factors, materially affected
what a sample of farm families had done to improve their dwellings.

A high percentage of housing units in poor condition ap-
pear to have had such essential work as roof repair under-
taken by the present occupant. Unless the work is necessary
for adequate shelter, however, it is more generally confined
(among houses in poor condition) to less costly jobs such as
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painting and wallpapering the inside walls or painting the
exterior walls. The most costly work, and probably some of
the work not necessarily required for purposes of "adequate"
shelter, such as adding a new room, is generally limited to
housing units in good conditions

A study in 1951 of preferences which a sample of farm families held
toward their housing reached the conclusion that-

farm housing in the Northeast is in a state of transition. Few
new houses will be built for farm families in this region. But
families have a sufficiently firm opinion, of how their houses
built several decades ago might better secure their present
needs, to insure that much major house replanning will con-
tinue in the future.4

The same study noted that storage areas, living rooms and cellars,
would be improved, that extra bedrooms, parlors, and dining rooms
would probably be eliminated and that bathrooms, places for men to
wash up, utility rooms, workrooms, and play space for children would
probably be added.

During the last few years a number of studies have been made to
determine the housing preferences of farm families. However, little
has been done to determine what housing improvements farm fam-
ilies contemplate making, and even less has been done to reveal current
efforts they are making toward the end of building new houses. In
1953 a study was made of the house-building activity of 266 farm
families in North Carolina. Of all the people building farmhouses,
46 percent lived on land holdings having less than 3 acres. Most of
the people who built new houses were either young couples or families
with children. Even so, almost a third of the total were older families.
Among builders, the median age of the whites was 35.9 years and
of the nonwhite 45.3 years. The median cash outlay for the new
farmhouses was $3,333, with an estimated replacement value of $4,926.
The mean size of these farmhouses was approximately 1,000 square
feet and usually they had 5 or 6 rooms. When queried as to why they
had decided to build, 66 percent of the respondents mentioned poor
condition of their old house, and 25 percent listed a change in the
size of the family.

This study not only shows that most of the farmers built relatively
small houses, which to them represented a large cash outlay, but it
also clearly reveals some of the problems farmers faced in the processes
of building. For example, it was found that in many cases farmers
had to delay their plans for building for several years, the median
number of years of delay being 4.2. Reasons for these delays included
financial problems (54 percent) and competing farm needs (18 per-
cent). A second problem encountered was that of securing adequate
information on building. Sixty percent of the farmers got their in-
formation from existing houses; 24 percent consulted their neighbors;
38 percent consulted builders; 26 percent studied standard plans; 16
percent studied magazines; and, significantly, 3 percent consulted

' Glen H. Beyer, Rural Housing In New York State, Cornell University Agricultural
Experiment Station, Ithaca, N. Y., bull. 893, October 1952, p. 6.

4 James E. Montgomery, Housing Preferences of Farm Families in the Northeast, Cornell
University Agricultural Experiment Station, Ithaca, N. Y., bull. 872, July 1951, p. 32.
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agricultural extension agents. Some 50 percent of these farmers in
North Carolina financed their new houses with savings accruing from
farm operations, 25 percent financed them by loans, and 25 percent
used earnings from other sources. Although no effort was made to
learn to what extent the farmers were satisfied with these new dwell-
ings, it is interesting to observe that two-thirds of the farmers had to
exclude one or more features from their original plan.5

Conclusions with respect to housing
Perhaps half of all commercial farmers having inadequate housing

would be able to make satisfactory adjustments if they had aids in
the nature of research findings, improved means of communication,
and more effective credit. On the other hand, between a fourth and
a third of all commercial farmhouses-those occupied primarily by
the lower-income groups-by virtue of age, size, and physical con-
dition, are probably not worth being improved to a level of decency
even if incomes would warrant such improvements. Included in this
latter category are the houses of many older farmers, some owners
and many tenants. The opportunities of these persons for entering
the nonagricultural labor market are extremely limited, and they are
likely to remain in the rural population.

In view of the relatively poor condition of a large percentage of
the housing of commercial farmers, and in view of the limited number
of houses that farmers now are able to build, the question may be
asked, "What, if anything, can be done to improve the housing con-
ditions of commercial farm operators?" Toward this end the fol-
lowing suggestions may be considered:

1. The Federal Government, in cooperation with the State gov-
ernments, could foster the merging of small, uneconomical farms to
form larger units that are more justified economically. Such a pro-
gram, designed to decrease current underemployment and to increase
income, would involve the withdrawal of marginal land from agri-
culture and should be accompanied by vigorous efforts to provide
nonfarm employment opportunities for the persons affected, both
within and outside of such areas. Many low-income farmers would
voluntarily turn to nonfarm employment if opportunities were avail-
able. This would level up farm income, reduce the number of low-
income farmers, and allow many dilapidated houses to be torn down.

2. Although a number of Federal programs have attempted to im-
prove farmhouses, the total impact of such programs, with the excep-
tion of that of the Rural Electrification Administration, has been very
limited. Therefore, especially in view of the large number of older
low-income people for whom it will be difficult to find off-farm work,
subsidy is probably the only alternative to substandard housing for
close to 1 million commercial farmers. For various reasons, the pos-
sible importance of subsidizing farm housing as over against farm pro-
duction has failed to get discussion. Subsidy, how-ever, may be the
only means whereby a large segment of the commercial farm popula-
tion can ever secure adequate housing. Today the economy is per-
haps the most prosperous it has been in a century, but many farm-
housing units are actually deteriorating. Attention to farm-housing
deficiencies may be more feasible now than at some later time when the
general economic situation is less permissive.

6 James W. Green, House Building by Farm Owners, agricultural experiment station.
North Carolina State College, Raleigh, N. C., bull. 391, September 1954, pp. 1-54.
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3. A study should be made of the adequacy of all sources of credit-
private and public-for improving farm housing to determine to what
extent bad housing reflects an inability of farmers to borrow money at
a rate of interest and on a repayment time schedule which their incomes
would permit. Should such a study show need for liberalization of
housing credit, then steps should be taken accordingly.

4. Over a period of more than two decades various Federal pro-
grams have been attempted which have had some influence on farm
housing. A systematic analysis of these experiments and experiences
should be made to see which, if any, should be undertaken on a larger
scale and with more vigor.

5. Federal funds for research on various ways of improving farm
housing have been very limited. It is doubtful that the Federal Gov-
ernment has spent $1 on farm-housing research for every $1,000 spent
on agricultural production research. Research is needed to (a) find
ways of getting lower costs for such basic features as central heating,
water supplies, storage units, and adequate lighting for the farm home;
(b) determine how people in various situations think and feel about
their housing needs-the ways they use their houses, their plans, and
hopes for the future; (c) determine how much farm families know
about and make use of present sources of loans, credits, etc.; (d) find
means of strengthening the effectiveness of the cooperative Agricul-
tural Extension Service and other informational channels so that
the flow of information from laboratories to farm families can be
increased.

EDUCATIONAL NEEDS OF FAMILIES IN COMMERCIAL AGRICULTURE

Situation and trends
Despite the nostalgia for the little red country school that many

feel, it is generally agreed that rural schools have been and are infe-
rior in many ws ays to urban schools, and that rural people usually
have spent less time than urban people attending schools. Census
statistics on years completed confirm the latter assertion. For adults,
however, these are historical data; they refer to school attendance
in former years, from 1 to 5 or 6 decades ago, and thus are of limited
helpfulness in the effort to understand the present situation in rural
education.

Almost the only systematic educational data available specifically
for commercial farmers are those assembled from the 1949 census of
agriculture, which recorded years of schooling completed by each f arm
operator.

Certain differences among the economic classes of farms are con-
spicuous. For example, only 17 percent of the operators of the biggest
farms (classes I and II), but 64 percent of those on the smallest com-
mercial farms (class VI), had left school before finishing the first 8
grades. It must be remembered, of course, that the latter are 10 years
older than the former (in medians, as mentioned above in the discus-
sion of housing), so the difference partly reflects a trend toward longer
school attendance in more recent years, and it may show also a rela-
tion between schooling and success. The proportion of class I and
class II operators finishing high school or going beyond is 8 times the
proportion for class VI (40 percent to 5 percent). Fourteen times as
large a proportion of class I and II operators as of class VI operators
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had attended college one or more years. A final clincher on this -oint
is that the median operator on a class I and II farm had comp1zeted
10.2 years of school, while the median operator on a class VI farm
had completed only 6.9 years. Which, if either, is cause and which
is effect cannot be proved easily, but it is clear that operators of the
larger commercial farms average higher in schooling, and this is
another case of the association so often found in American society
between education and income.

Although there are no readily available statistical data that show
the present status and needs of the children of commercial farmers
as a separate educational group, this need not be disturbing. Chil-
dren from the commercial farm home ride the same school buses and
enter the same classrooms as do children from the homes of commut-
ers, low-income farmers, storekeepers, and all the other kinds of homes
in the same communities. Furthermore, it is known that half or more
of farm-reared youth, in the normal continuation of past trends, will
leave agriculture and move to urban places for nonagricultural
employment.

A recent study in Missouri of 1,500 men who were in smalltown high
schools 10 years earlier found only 25 percent of them to be farmers
although 60 percent of their fathers were farmers (Pihlblad and
Gregory). A recent study of a national sample yields the estimate
for 1952 that twice as many farm-reared adults were then living off
the farm as on the farm in the United States (Freedman and Freed-
man). Youth from farm families, then, will labor shoulder to shoul-
der with their city cousins in distant factories, offices, and shops.
However, the farm-reared adults who live in nonfarm places have
more than their proportional share of low-status occupations and
jobs, and they include more than twice their proportional share of
persons with no more than grade-school education (Freedman and
Freedman). The unfilled educational need for the prospective mi-
grant from rural areas thus is more acute than that of the youth who
is native to the city. His schooling should-but so far, does not-
equal, in quantity and quality, the schooling of any other youth in
any community.

It seems safe then-and the only feasible course-to discuss the
educational needs of rural people, for therein lie also the needs of
families in commercial agriculture. Rural education in the United
States now involves 12 million boys and girls, 5 million of them living
in the open country (most of the children from commercial farm
homes being in this group) the other 7 million in villages or small
towns. Their teachers number over 460,000, or more than 47 percent
of all public-school teachers in the United States. They are responsi-
ble to about 13,000 superintendents and supervisors. Every school
day 150,000 school buses travel 7 million miles to bring 9.5 million
pupils (mostly, but not all, rural) to 20,000 schools.

Although technological improvements have relieved the isolation
of the farmer in many ways, and although there is a trend toward
the gradual concentration of farm homes and other rural residences
along the highways, it is still true that it costs more and is other-
wise more difficult to provide schooling and other services and facili-
ties for rural than for urban people. This, coupled with the Ameri-
can tradition of local responsibility for the local school, has set the
stage for the rural problem. in education.
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The basic problem: Inequality
The chief elements of the rural school problem are that many

youth still are not in school, many buildings are deficient and much
equipment is unsatisfactory, dropout rates are high, qualified teach-
ers are in short supply, school programs are "thin," provision is
lacking for special services. All costs have shot up (in the 1940's
school expenditures rose 140 percent) but many districts have low
bonding power and tax burdens are unequal.

The most critical element however is the great unevenness among
localities in the United States with respect to the quality of schooling
available to children and youth. The greatest nationwide inequity has
been that between urban and rural. In Kentucky, for example, the
percentage of persons 14-17 years old attending school was 82.3
in the urban population but only 63.9 in the rural-farm population
(1950). (In some all-rural counties it was below 50 percent.) The
States have developed programs of State aid to local schools accord-
ing to various formulas of equalization applying within their borders.
Now there is increasing recognition of dangerous inequities among the
States even like those among the localities within a State. For 1954,
the average public expenditure per pupil in full-time day schools was
reported to be $264.76 for the continental United States. But the
range was from $361.99 in the State spending the most to $122.60 in
the State spending the least. To the extent that dollars of expendi-
ture reflect education, the average pupil in the former State had
about three times as good a chance as the average pupil in the latter
State. It is in the general human interest as well as the national in-
terest that a youth anywhere in the country may have access to qual-
ity education, even though he is being reared in a poor community.
To insure this, the States and the Natiton cannot allow any local
school system to wither through dependence only on dried-up or
otherwise inadequate local resources.

Against the tradition of local community control in the United
States there is the fact that the constitutions of the several States assert
that public education is a State, not a local, function and that the con-
trols are with the State legislatures. Localities have only those
powers the States may grant, although there was a time when nearly
every school had its own board or its own trustees. The simple insti-
tution which then dispensed the know-how of the three R's was inti-
mately close to the homes and the minds of its patrons in a small and
generally autonomous neighborhood or community.

The unification of State systems has come rapidly throughout the
Nation, and local school districts now are both helped with State
money and State supervision, and held up to State standards of cur-
riculum, building construction, teacher qualifications, and compulsory
attendance. The lone community long ago gave up its monopoly over
the details of school operation accepting the authority and the aid of
the State, and retaining only limited powers for its own school board
and school district. Small and simple schools were adequate in the
days when necessary knowledge was simple and of small scope.
Getting enough knowledge to live in the complicated life of modern
society is more than the "little red schoolhouse" could possibly assure
in the rural community of today. For at least 40 years now, the idea
that all youth should have a high-school education has been fairly
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yenprl~l in tli United Statos (8.8 percent of children 1-17 years old
were enrolled in high school in 1956).

Not all-but much-of the unevenness of educational opportunity
from community to community is due to differences in ability to pay.
If these differences are due to poverty and abundance in resources, they
can be minimized by equalization efforts of States and the Nation.
To the extent that they are due to failure to utilize adequately the
local resources which are available, the equalizing action of States
and the Nation must be graduated to force full utilization of localresources. Here is a problem in which balance between local and
outside resources, and poise in discussion are needed.

One reason that the local community cannot be left alone to wrestle
with its school problem with inadequate resources or with inadequately
taxed abundant resources is that the sins or good works of any locality
are not confined in their effect to its own borders. The consequences oflearning in any human life endure and are carried about the world
through channels of migration. The State or Nation which allows
poor schools to exist anywhere within it will suffer the effects in a
diluted cultural bloodstream in its whole body. The doctrine of local
responsibility cannot be interpreted also as a right to maintain a poor
school.
School reorganization

The most widely accepted approach to school improvement has beendiscussed in recent years as school reorganization. The spread of this
idea is reflected in the fact that during the 1940's-the decade of
World War II-nearly half the States of the Union enacted legisla-
tion that furthered school reorganization. More recently the spread is
shown in a decline between 1948 and 1955 of 41 percent in the number
of school districts in the United States. In the same period, the
number of 1-teacher schools dropped 48 percent.

It is true that the level of schooling among rural people has im-
proved. Trend figures are not available for commercial farmers alone,
but in 1940 only 31 percent of the rural people 25 years old or older
had gone beyond the eighth grade; in 1950 almost 40 percent had done
so. In 1940 only 10.3 percent of rural adults had had 4 years of high-
school education; in 1950 there -were 15.3 percent with that amount of
schooling. The percentage of rural adults who were college graduates
increased by one-third between 1940 and 1950.

But the progress in schooling has not been fast enough nor evenenough, and there are numerous lags, gaps, and deficiencies. Schools
are supported by alumni, and alumni are inclined to perpetuate therosiness of the past which they remember somewhat romantically. It
is often hard to change a school district boundary by enlargement or
merger because boundaries are set into the sentiments of the patrons
who put up strong resistance.

School units can be too small-and they can be too large, whether
in area or in number of pupils. Too small schools can't offer good cur-riculums. In one of the -reat Southw-estern agricultural States, it isreported that 39 percent of the high schools with fewer than 300 pupils
do not offer agriculture; 90 percent do not offer chemistry; 95 percent
do not offer physics: 96 percent do not offer Spanish; 99 percent do not
offer Latin. This is just an illustration, but its counterparts are
found in rural areas of most States. It has been reported within the



POLICY FOR COMMERCIAL AGRICULTURE

last year that more than 5,000 high schools serving rural youth have

no offerings in vocational agriculture, and more than 1,000 other

schools needed one or more additional teachers of vocational agricul-

ture. Similarly, it has been reported that 7,000 high schools have no

offerings in home economics. Discounting these estimates slightly as

coming from overenthusiastic believers, the need must still be

acknowledged.
With a big enough school system, provision can be made for the

varied needs of children. They can be divided by grades of age and

interest; they can begin with nursery school or kindergarten and stay

on for adult evening classes; they can have school nurse and dental at-

tention; they can express themselves in art, in music, in laboratories
and shops, in the gymnasium and on the playing field; they can have

vocational training and vocational guidance. They can be taught by

several specialized teachers; they can have diversified libraries, and

these are all advantages not present in the too small school.
In a study of 552 reorganized districts observed by the United States

Office of Education and reported in 1953 from data in a sample in 8

States, numerous instances of the development of these services and

expansions were noted. Instances appeared in which the duplication
of dual elementary-high-school districts were eliminated, nonoper-

ating districts were closed, and local tax burdens were equalized often

in a manner that shifted unbalanced tax loads from the properties of

farmers, leveling the responsibility over the total taxable resource of
the area involved.

The problem in school planning is to determine the particular pat-

tern of reorganization that is best suited to a given situation. Collect-

ing children by school bus is a helpful feature of a reorganized school

program. But there can be such a thing as a bus ride that is too long.

Reorganization per se is not a magic word. The best chance of solving

many school problems for commercial farmers and their neighbors lies

in reorganization, but unwise or misguided attempts might alter and

multiply, not solve, the problems. Establishment of large enough

but not too large districts is a very important preliminary to school
improvement, but it is not the whole task. It makes possible-but

does not guarantee-the quality upgrading of rural education.

Other aspects of the problemrs of education

Several aspects of education other than those which concern ele-

mentary and secondary schools are important to farmers, and brief

additional comments on one or two of these matters are presented here

in conclusion. Education and economic development have worked

together in the furtherance of commercial agriculture in the United

States. Education, which involves discovery as well as teaching, has

been both a guide for and a servant of agricultural progress. There

is a somewhat perverted evaluation, heard only in a few quarters,

that the American farmer already knows too much and hence produces

too much. But the challenge of surpluses is not to reverse gears, seek-

ing a former Eden of ignorance and scarcity. Rather, the challenge

is to study ways of balancing the uses of present information, and to

keep pushing back the horizons of knowledge until better applications

in technology and human organization are found. Better knowledge

and more effective counsel would help some farmers to leave agricul-

ture for other occupations. Better knowledge would help many
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warmers who remain in agriculture to enlarge their farm units. Better
knowledge would show us new frontiers of distribution.

The commercial farmer's need for education, therefore, is not con-fined to elementary and secondary levels. He has continuing need for
the expanded and extended services of trade schools, intermediate
school districts, high schools, and colleges and also for the continuation
and intensification of research and college and university instruction.

Farmers are now a minority group in numbers among the total
population, and occasionally one hears of nonfarm criticism about
special programs and services to farmers, such as vocational agricul-
ture training, experiment station research, agricultural college in-
struction, and cooperative extension.

Misguided retrogression in these fields would have unfortunate
consequences. The solution of today's problem does not lie in curtail-
ment of educational institutions and programs already developed, but
probably in their expansion, further support to some extent in their
redirection and particularly in the enlargement of their coverage to
include the farmers' neighbors as well as the farmers. The farm was
once the scene of the complete act of agricultural production. But
now this act may have one of several simultaneous beginnings in aremote limestone quarry or fertilizer plant, may continue in the farm-
ers' field, and be finished in a cannery in the nearby town. Everybody
and the farmer are in the act together. The definition of agriculture
has been changed by the technology of agriculture; even certain mem-
bers of the teamsters' unions are now involved in agricultural pro-
duction as they haul the materials and the products to and from the
farm.

The key to future educational development to meet the commercial
farmer's needs, then, will be the same key that opens to better organi-
zation, and more support for education generally. Elementary and
secondary schools, trade schools, vocational programs, experiment sta-

lions. colleges of agriculture, and home economics, and various forms
of extension services for the communities in which farmers and their
neighbors dwell are all part of the necessary institutional pattern.
*Conclusions with respect to education

1. The basic need, taken for granted and not separately discussed
in this paper, is the continuing requirement of farmers for greater
net income, which is both effect and cause of higher levels of education
among farmers. This is a repetition of the general point made earlier
with respect to both health and housing.

2. Educationally, the family in commercial agriculture has the sameneeds that other families have in the same communities. Meeting
these needs in general, although involved to some extent in the formu-
lation of national agricultural policy, is more likely to be of concern
in discussions of public educational policy in general.

3. Inequalities among communities, with differential burdens, and
making differential efforts, put the children of many farmers at con-
siderable educational disadvantage. Rural-urban differentials exist
in enrollments, costs, and personnel, and all other important elements
of education. There seems no likelihood of eliminating these disad-
vantages without Federal-State cooperation in financial equalization.

4. School reorganization, which offers greatest likelihood of educa-
tional progress, is a matter for local and State determination, but the

97226-57-25
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stage cannot be set for complete success in reorganization without a

national program to assist the States in equalization, within each State

and among the States.
5. Federal cooperation with States in their support of research,

agricultural, and home economics instruction in high schools and col-

leges, and in extended educational services must be maintained, in-

creased, and modified where appropriate to serve the broadened

definition of agriculture.

BIBLIOGRAPHY OF SOURCES FOR "HEALTH NEEDS OF FAMILIES IN COMMERCIAL
AGRICULTURE"

Anderson, Odin W., with Feldman, Jacob J., Family Medical Costs and Volun-

tary Health Insurance: A Nationwide Survey. New York: McGraw-Hill Book

Company, 1956.
Belcher, John C., The Changing Distribution of Medical Doctors in Oklahoma.

Oklahoma Agricultural Experiment Station Bulletin B-459. Stillwater: Okla-

home A & M College, 1955.
Burney, L. E., "Changing Scenes in Rural Health," Twelfth National Conference

on Rural Health. Council on Rural Health, American Medical Association,

1957.
Department of Commerce, Bureau of the Census; Current Population Reports-

Consumer Income, Series P-60, No. 23, Washington, D. C., 1956.

Department of Commerce, Bureau of the Census, U. S. Census of Housing: 1950,

volume 1, part 1. Washington, D. C., 1957.

Department of Commerce, Bureau of the Census, and Department of Agriculture,

Agricultural Research Service; U. S.. Census of Agriculture, 1954, vol. II.

General Report: volume III, part 11, Special Reports: Farmers' Expenditures-

Washington, D. C., 1956.
Department of Health, Education, and Welfare. Annual Report, 1956. Wash-

ington, D. C., 1956.
Department of Health, Education, and Welfare: Public Health Service. Direc-

tory of Full-Time Local Health Units, 1956. Washington, D. C., 1956.

Department of Health, Education, and Welfare, Public Health Service, National

Office of Vital Statistics; Vital Statistics-Special Reports, volume 37, No. 18;

volume 48, No. 14.
Department of Labor, Bureau of Labor Statistics, Monthly Labor Review (Sep-

tember 1957).
Emerson, Haven, "Essential Local Public Health Services," Annals of the Ameri-

can Academy of Political and Social Science. 273 (January 1951), pages.

20-24.
Garnett, W. E., The Road to Health in Rural Virginia, 1900-1952. Virginia

Agricultural Experiment Station Bulletin 466. Blacksburg: Virginia Poly-

technic Institute, 1954.
Gessner, Anne L., Statistics of Farmer Cooperatives, 1954-55. Farmer Coopera-

tive Service, U. S. Department of Agriculture, General Report 31. Washing-

ton, D. C., 1957.
Health Information Foundation, Progress in Health Services, VI: 4, 6 (April,

June, 1957). New York: Health Information Foundation.

Hoffer, Charles R.; Gibson, Duane L.; Loomis, Charles P.; Miller, Paul A.:

Schuler, Edgar A.; and Thaden, John F.; Health Needs and Health Care in

Michigan. Michigan State College Agricultural Experiment Station, Special

Bulletin 365, East Lansing: Michigan State College, June, 1950.

Johnston, Helen L., Rural Health Cooperatives. Joint Publication of Coopera-

tive Research and Service Division, Farm Credit Administration, U. S. Depart-

ment of Agriculture and Division of Medical and Hospital Resources, Public

Health Service, Federal Security Agency, Washington, D. C., 1950.

McNamara, Robert L., Illness in the Farm Population of Missouri. Missouri

Agricultural Experiment Station Research Bulletin 504. Columbia: Univer-

sity of Missouri, July 1952.
McNamara, Robert L., Hassinger, Edward W., and Mitchell, John B., Supply

of Physicians in Rural Missouri. Missouri Agricultural Experiment Station

Bulletin 651. Columbia: University of Missouri, 1955.

Moore, Marjorie E., and Sanders, Barkev S., "Extent of Total Disability in the

United States," Social Security Bulletin 13: 11 (November 1956), pages 7-14.

Moriyama, I. M., and Guralnick, L., "Occupational and Social Class Differences



POLICY FOR COLIMERCIAL AGRICULTURE 375
in Mortality," Trends and Differentials in Mortality. New York: Milbank
Memorial Fund, 1956, pages 61-73.

National Safety Council, Accident Facts-1956 Edition. Chicago: National
Safety Council, 1956.

National Selective Service System, "Physical Examinations of Selective Service
Registrants During Wartime-An Analysis of Reports for the Continental
United States and Each State, April 1942-December 1943." Medical Statistics
Bulletin No. 3 (November 1, 1944). Washington, D. C.

Nelson, Lowry, and Francis, Roy G., Trends in Rural-Urban Distribution of Hos-pital Facilities in Minnesota. Minnesota Agricultural Experiment Station
Bulletin 432. St. Paul: University of Minnesota, 1955.

Price, Paul H., and Hitt, Homer L., The Availability of Medical Personnel inRural Louisiana. Louisiana Agricultural Experiment Station Bulletin 459.Baton Rouge: Louisiana State University and Agricultural and Mechanical
College, 1951.

Roemer, Milton I., "Rural Programs of Medical Care," Annals of the American
Academy of Political and Social Science, 273 (January 1951), pages 160-168.

Smith, Mapheus, "Occupational Differentials in Physical Status," AmericanSociological Review, 13: 1 (February 1948), pages 72-82.
Solon, Jerry, and Baney, Anna Mae. General Hospitals and Nursing Homes:

Patterns and Relationships in Their Geographic Distribution. Public Health
Monograph No. 44. Department of Health, Education, and Welfare, PublicHealth Service. Washington, D. C., 1956.

Spaulding, I. A., Distribution of Population and Selected Health Services inRhode Island, 1950. Rhode Island Experiment Station Miscellaneous Publica-
tion 40 (Processed). Kingston: Rhode Island State College, 19.52.

Thaden, John F., Distribution of Doctors of Medicine and Osteopaths in Michi-
gan Communities. Michigan State College Agricultural Experiment Station
Special Bulletin 370. East Lansing: Michigan State College AgriculturalExperiment Station and Social Research Service, 1951.

BIBLIOGRAPHY OF SOURCES FOR "HOUSING NEEDS"

Bachman, Kenneth L., "Changes in Scale of Commercial Farming and TheirImplications", Journal of Farm Economics, volume XXXIV, May 1952.
Beyer, Glen H., Rural Housing in New York State, Cornell University Agri-cultural Experiment Station, Ithaca, Newv York, Bulletin 893, October 1952.Green, James W., House Building By Farm Owners, Agricultural Experiment

Station, North Carolina State College, Raleigh, North Carolina, Bulletin 391,September 1954.
Mighell, Ronald L., American Agriculture: Its Structure and Place in TheEconomy. New York: John Wiley & Sons, Inc., 1955.
Montgomery, James E., Housing Preferences of Farm Families in the North-east. Cornell University Agricultural Experiment Station, Ithaca, NewYork, Bulletin 872, July 1951.
Farms and Farm People-Population, Income and Housing Characteristics byEconomic Class of Farms, U. S. Departments of Agriculture and Commerce,June 1953.
Housing Needs and Preferences of Farm Families: A Comparison of Data of

Studies From Four Regions, U. S. Department of Agriculture, AlB 96, Wash-ington, D. C., December 1952.
1950 Census of Housing, General Characteristics, U. S. Summary, volume I,part I, U. S. Bureau of the Census.

BIBLIOGRAPHY OF SouRcEs FOR "EDUCATIONAL NEEDS"

Black. Therel R., Your Neighbor's Education is Important to You. Utah StateAgricultural College, AESB 396, October 1956.
Cooper, Shirley, Why Reorganize School Districts? in School Executive, Decem-ber 1950.
Fitzwater, C. O., Educational Change in Reorganized School Districts. Bulletin

1963. No. 4. U. S. Department of Health, Education, and Welfare, Office ofEducation. Washington: U. S. Government Printing Office.
Fitzwater, C. O., Trends in School District Reorganization in School Life, April1957.
Hutchins, Clayton D., and Munse, Albert R., Expenditures for Education at theMideentury. Miscellaneous Bulletin No. 18. U. S. Department of Health,Education, and Welfare, Office of Education.



376: POLICY FOR COMMERCIAL AGRICULTURE

Mighell, Ronald L., American Agriculture, Its Structure and Place in the
Economy. 1955. Pages XII-178, John Wiley and Son.

Schloss, Samuel, and Hobson, Carol Joy. Enrollment, Teachers, and School-
housing in full-time public elementary and secondary day schools. Wash-
ington: U. S. Government Printing Office, 1957. U. S. Department of Health,
Education, and Welfare, Office of Education, Circular No. 490.

White, Helen R., Population in Farm-Operator Households, Chapter 4 in Farms
and Farm People, pages 47-64, June 1953. A special cooperative Study by
U. S. Department of Agriculture and U. S. Department of Commerce.

Statistical Abstract of United States, 1957. Washington: U. S. Government'
Printing Office. U. S. Department of Commerce, Bureau of the Census.

We Can Have Modern Rural Schools in Illinois. (By the Illinois Rural Edu-
cation Committee.) Urbana: University of Illinois, College of Agriculture,
Extension Service in Agriculture and Home Economics, pages 1-8, 1947.

Freedman, Ronald and Freedman, Deborah, "Farm-Reared Elements in the
Nonfarm Population." Rural Sociology, March 1956, volume 21: 1, pages 50-61.

Pihlblad, C. T. and Gregory, C. L., "Occupational Mobility in Small Com-
munities in Missouri." Rural Sociology, March 1957, volume 22: 1, pages
40-49.



THE POTENTIAL CONTRIBUTION OF THE RURAL
DEVELOPMENT AND SOCIAL SECURITY PROGRAMS
TO COMMERCIAL AGRICULTURE 1

Vernon W. Ruttan, Purdue University

Implementation of the rural development program and the ex-
tension of old-age and survivors insurance to hired farm workers and
farm operators represent important steps in the development of agri-
cultural policy. These programs stem from a recognition that what
we normally refer to as the farm problem covers a Pandora's box con-
taining a swarm of difficult problems.

The rural development program was designed to deal specifically
with the problem of areas characterized by chronic low farm incomes.
Extension of old-age and survivors insurance to farmers was designed
to deal specifically with the problem of economic security for older
farmers and for their survivors. These programs stand in sharp con-
trast to the farm-price programs of the last two and a half decades
which have been primarily designed to deal with the problem of
farm price and income instability which has plagued commercial
agriculture.

My assignment is to discuss the potential contribution of the rural
development program and the extension of old-age and survivors
insurance to farmers on commercial agriculture. I assume that this
assignment stems from the thought that, although neither program
was specifically designed to deal with the problems of commercial
agriculture, both might have important implications for the price and
income problems currently being faced by commercial agriculture.
In carrying out this assignment, it will frequently be helpful to con-
sider the differential impact of the two programs on commercial andon noncommercial or low-income farmers.

By commercial agriculture, I have reference to the approximately
1.3 million farm families operating farms with sales of more than
$5,000 per farm. In 1954, these high-production farms accounted for
almost 80 percent of the total sales of farm products (table 1).

The author has benefited from a critical review of an earlier draft of this paper byJ. C. Bottum, J. B. Kohlmeyer, and P. L. Farris.
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TAiz 1.-Number of farms and value of products sold by economic class,
United States, 1954

Farms All products sold

Economic class
Number Percent of Total of Percent of

(in total value (in total
thousands) millions)

High production:
I. Sales of $25,000 or more -134 2. 8 $7,768 31.3

IT. Sales of $10,000 to $24,999 449 9.4 6,684 26.9
III. Sales of $5,000 to $9,999 -707 14.8 5,081 20.5

Total --- 1,290 27.0 19,537 78.7

Low production:
IV. Sales of $2,500 to $4,999- 812 17.0 3,009 12.1

V. Sales of $1,200 to $2,499 -763 16.0 1,414 5.7

Total ----- -------- 1,575 33.0 4,423 17.8

Noncommercial:
VI. Sales of $250 to $1,199 1 -462 9.6 350 1.4

Part-time, sales of $250 to $1,999 2 -575 12.0 357 1.5
Residential, sales of less than $250- 878 18.3 64 .3
Abnormal 3

--
----------------------------------- 3 .1 85 .3

Total --- ------------------------------- 1, 918 40.0 856 3. 5

Grand total -4,783 100.0 24,816 100.0

I Criteria for class VI also specified less than 100 days off-farm work by operator, and income of operator
and members of his family from nonfarm sources less than the value of all farm products sold.

3 Criteria for part time also specifies 100 days or more off-farm work by operator or income of farm operator
and members of his family from nonfarm sources greater than value of all farm products sold.

3 Institutional farms, experimental farms, etc.

Source: U. S. Bureau of the Census, U. S. Census of Agriculture: 19.14, vol. III, Special Reports, pt. II,.
Farmers Expenditures, U. S. Government Printing Office, Washington, D. C., 1956, p. 2.

In 1954 there were also approximately 3.5 million farms in the
United States with sales of farm products of less than $5,000. This
includes almost more than 1.6 million low-production farms with
sales between $1,200 and $4,999, and slightly more than 1.9 million
noncommercial farms with sales of less than $1,200 (table 1). Al-
most 1.3 million, or over 80 percent of the farms identified as low
production in tables 1 and 2 depend primarily on agriculture as a
source of income. Almost 0.9 million, or almost 50 percent of the
farms identified as noncommercial in tables 1 and 2 depend primarily
on agriculture as a source of income. Thus, we have a total of nearly
2.1 million low-production and noncommercial farms in the United
States on which the farm operator and his family depend mainly on
agriculture as a source of income. It is this group of approximately
2.1 million low-production and noncommercial farms where the oper-
ator and his family depend primarily on agriculture for a source of
income to which I will have reference when I speak of low-income
farms or low-income agriculture.
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TABLE 2.-Off-farm income and employment of farm operator8 cla88ified
according to economic cla88 ot farm, United States, 195Jh

Farms with Farms with
off-farm operator

AU farms income working off
exceeding the farm
value of 100 days

farm sales or more

1. Number of farm operators:
High production I -1,289,877 71,571 116,194
Low production 2 -1,575,313 287,785 317,822
Noncommercial '- 1,917,831 1, 004,877 899,979

Total -4,783,021 1,424,233 1,333,725

2. Farm operators In each economic class as a percent of total:
High production I -27.0 5.0 8.7
Low production 

2-
33.0 20.2 23.8

Noncommercial -40.0 74.8 67.5

Total -100.0 100.0 100.0

3. Farm operators with high nonfarm income as a percent of
all farms in each economic class:

High production I-100.0 5.5 9. 0
Low production ' 100.0 18.3 20.2
Noncommercial -- 100.0 55.5 46.9

Average - ------------------------ 100.0 29.8 27.9

' High production refers to census economic classes I-Ill. These are farms with a value of farm products
sold of $5,000 or more.

2 Low production refers to census economic classes IV and V. These are farms with a value of farm prod-
ucts sold between $1,200 to $4,999.

' Noncommercial refers to economic class VI, part-time, residential, and abnormal farms. Class VI and
part-time farms are farms with sales of farm products between $250 and $1,199. Residential farms are farms
with sales below $250. Abnormal farms are institutional farms, experimental farms, etc.

Source: U. S. Bureau of the Census, United States census of agriculture: 1954, vol. II, General Report,
Statistics by Subjects, ch. XI, table 2, U. S. Government Printing Office, Washington, D. C., 1956.

A. THE RURAL DEVELOPMENT PROGRAM

The rural development program has been initiated in or proposed
in nearly 100 percent counties in 30 States. These pilot counties are
almost all located in the areas identified by the Department of Agri-
culture as the "generalized problem areas." 2 Of the 2.1 million low-
income farms in the United States approximately 1.2 million, or
nearly 55 percent, are located in the 'generalized problem areas."
Only about 16 percent of all farms in the generalized problem areas
are classified as commercial farms. This is in contrast to the rest of
the United States, where almost 42 percent of all farms are classified
as commercial farms (table 3).

I See Rural Development Program, 2d Annual Report of the Secretary of Agriculture,
Washington, September 1957.
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TABLE S-Number of farm8 in commercial farming areas andl in the generalized
problem areas by economic CZla and importance of off-farm income

Farmers in the Farmers in the Percent of
United States commercial farm- generalized prob- all farms

total Ing areas I lem areas located in
____ ___ _ - ___ ___ ___ _ - ____ __ ____ _ - - -generalized

problem
Number Per- Number Per- Number Per- areas I

cent cent cent

1. Total number of farms:
High-production farms 2 . 1, 289, 877 27.0 1,081,814 41. 6 208. 003 9. 5 16.1
Low-production farms 2_ _ _ __ 1,575,313 33.0 859. 569 33.0 715. 744 32.8 45.4
Noncommercial 2 - 1, 917, 831 40.0 6595 951 25. 4 1. 257, 830 57. 7 65. (

Total -- -- -------- 4,783,021 100.0 2, 601, 381 100.0 2,181, 637 100.0 45. &

2. Farms with off-farm income in
excess of value of farm sales:

High-production farms 2_____ 71, 571 5.0 50, 573 8.3 20, 998 2.6 29. 3
Low-productionfarms2 297,785 20.2 169,057 27.9 118,728 14.5 41.3

Noncommercial farms 2 -------- 1,064, 871 74.8 386, 803 63.8 678,068 82.9 63. 7

Total --- 1,424, 233 100.0 606,439 100.0 817, 794 100. 0 57.4

I The generalized problem areas are those areas identified inF'Development of Agriculture's Human
Resources, H. Doc. No. 149, 84th Cong., 1st seass., Washington, Government Printing Office, 1955.

2 See tables I and 2 for economic class definition.

Source: Tabulated from U. S. Bureau of the Census, United [States census of agriculture, 1954, vol. 1,
Counties and State Economic Areas, pt. 4, U. S. Government Printing Office, Washington, D. C., 1956.

Since work was not initiated in the first pilot county until about 2
years ago, this discussion will be in terms of the potential contribu-
tions of the program rather than the results achieved by the program.

Two basic references to any discussion of the rural development
program are: (1) Development of Agriculture's Human Resources,3
and (2) Rural Development Program Guide.4

As I interpret these publications and other material dealing with
the rural development program the program has two main economic
objectives: First, to promote the general level of local urban-industrial
development in the low-income counties and areas so that local non-
farm employment can be provided for that segment of the farm popu-
lation which does not have the managerial ability or cannot achieve
the control over resources (land and capital) to make a shift from
low-income to commercial agriculture. Second, to provide technical
and managerial assistance to those low-income farmers who do have
the managerial ability and who can obtain the required control over
land and capital resources to make a shift from low-income to com-
mercial agriculture.
1. Expansion of local nonfarm mployment is essential to the solution

of agriculture's low-income problem throughout most of the gen-
eralized low-income areas

It seems clear that the emphasis on the rural development program
on expansion of local urban-industrial employment to the solution
of agriculture's low-income problem is well placed. In most of the
areas now classified as "generalized low-income areas," substantial
declines in farm employment are still required if average income per
farm family or per farmworker is to be brought into line with the

s Development of Agriculture's Human Resources, a message from the President of the
United States relative to the development of agriculture's human resources-a report on
the problem of low-income farmers, H. Doc. No. 149, 84th Cong., 1st sess., Washington,
U. S. Government Printing Office, 1955.

41 Rural Development Program Guide, U. S. Department of Agriculture, November 1956.
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income of farm families and farmworkers in other areas of the Nation.
The importance of local urban-industrial employment to the solu-

tion of agriculture's low-income problem rests on two historical ob-
servations:

First, in the past, low farm incomes have, by themselves, not been
sufficient to bring about the required adjustments between farm em-
ployment, resources, and technology. There must also be a "pull"
exerted by the availability of jobs outside of agriculture. In general,
the availability of jobs and the ease of transportation and communica-
tion with employment centers are more important than low farm in-
comes in determining who shall leave the farm.5

The contrast between the relatively isolated, low-income counties
of the Cumberland Plateau and the traditionally prosperous counties
of the Nashville Basin in Tennessee provides an excellent illustration
of this principle. On the plateau the older inhabitants have seen
utopian land-settlement schemes ranging from Thomas Hughes' Rugby
Colony to Rex Tugwell's Homestead Settlement squeezed out of ex-
istence between the twin prongs of infertile soil and isolation from
markets. Yet at the same time extremely rapid declines ranging to
30 and 40 percent in the 1940-50 decade alone were occurring in the
relatively high income but accessible counties of the Nashville Basin.
Similar examples can be drawn from almost every State.

Second, those areas of the Southeast in which farm people have made
the greatest economic gains have generally been located in close prox-
i'mity to developing urban-industrial centers. On the basis of the
Department of Agriculture's level of living index-which reflects
such important components of rural living as possession of automobile,
telephone, and electricity in addition to thle income from sale of farm
products-there were only 20 counties in the entire Southeast in 1930
which had received a level of rural well-being equal to the national
average. By 1950 there were well over 100 such counties. In 1930,
these counties were located entirely within the borders of three States,
Florida, Kentucky, and Virginia. By 1950 only 2 of the 11 South-
eastern States, Arkansas and South Carolina, did not include such
areas. The striking fact about this development is that most of the
counties of the Southeast which caught up with the national average
between 1930 and 1950 either include or are located in close proximity
to developing urban centers.

It also seems clear that where rapid declines in farm employment
have occurred in the Southeast they have not only resulted in increased
output and income per farmworker and per farm family, but little
or no adverse affect on total farm output has resulted.6 7

2. Intensive technical and managerial assistance is required to upgrade
low-income farmers to successful commirercial farmers, even in
those areas where farm population and resources are being
brought into better balance

The second objective of the rural development program-provision
of technical and managerial assistance to those low-income farmers

S IE. Bishop and J. G. Sutherland, Resource Use and Incomes on Small Farms in theSouthern Piedmont Area, North Carolina Agricultural Experiment Station, A. E. Infor-mation Series 30, Raleigh, February 1953.
6A. M1. Tang, Industrial Urban Development and Agricultural Adjustments in theSouthern Piedmont. 1940-45, Journal of Farm Economics, XXXIV, August 1957, p. 662.7Vernon W. Ruttan, Differentials in Farm Income and Employment in the TennesseeValley Counties, Tennessee Valley Authority, Knoxville, July 1953.
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who do have the managerial ability and who can obtain the required
control over land and capital resources to make a shift from low
income to commercial agriculture-falls more clearly within the
framework of traditional agricultural )program objectives.

Achievement of the first objective of the rural development pro-
gram, however, is very importantly related to the achievement of this
second program objective. In order for an individual farmer to make
the shift from low income to modern commercial agriculture, he must
have managerial ability. He must also be able to obtain control over
additional capital assets and additional acres of land. In most areas,
it is impossible to enlarge the size of existing farms without at the
same time reducing the number of farms in the particular area. The
upgrading of any substantial number of low-income farmers to suc-
cessful commercial farmers is dependent upon decisions by other low-
income farmers (or, in some cases, other commercial farmers) to ob-
tain nonfarm employment and thus make the land which they have
been farming available for reorganization into larger commercial
units.

It cannot be emphasized too strongly that this type of reorganiza-
tion does not occur automatically, even in the presence of rapid de-
clines in the number of farm families. In many areas, substantial
shifts in production patterns are required in order to effectively utilize
the land in larger sized units-shifts from row crop to livestock pro-
duction, for example.

Such changes have usually been easiest to effect in areas where no
change in ownership is required. In areas characterized by the cropper
system, the Mississippi Delta, for example, mechanized cotton pro-
duction could be adopted as croppers shifted to other employment
with little or no change in landownership. Rapid shifts from low-
income to commercial agriculture have been the slowest in areas char-
acterized by small, owner-operated units.

In both situations, the required adjustment will be speeded up if
competent technical and managerial assistance of the type contem-
plated under the rural development program can be provided.

Before leaving this section, I should like to add two qualifications.
First, it should be recognized that, in many low-income areas, there

is no potential reorganization of farm units which can provide rea-
sonable levels of living to more than a handful of farm families. This
is true in my home county in northern Michigan. It is true in several
townships in our pilot county in Indiana. When this situation exists,
primary emphasis must be placed on expansion of nonfarm employ-
ment if the program is to result in higher incomes rather than wasted
effort.

Second, it should be recognized that development of local nonf arm
employment cannot be an effective solution to the need for off-farm
employment in all rural areas. Not every county includes towns or
cities which possess locational advantages sufficiently attractive to
serve as a basis for substantial urban industrial development. Where
nonfarm development opportunities are limited, the urban industrial
development aspects of the program can be handled more effectively
on an area rather than a county basis." And, when locational advan-

8 For more detailed discussion of this topic, see Vernon W. Ruttan, The Potential In
Rural Industrialization and Local Economic Development, in Adjusting Commercial Agri-
culture to Economic Growth. Iowa State College Press, forthcoming, 1958.
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tages for nonfarm employment are severely limited, the only alter-
native to continued low farm income is long-distance migration.
3. The iannl development program will, on balance, contribute very

little to the solution of the problems facing comqnercial farmers.
The program must be justified, by and large, on the basis of its
contribution to the solution of the problem of the lower-income
farmers and not on the basis of its secondary benefits to com-
mercial farmers

While there is little doubt that local nonfarm development is an
essential ingredient to the solution of agriculture's low-income prob-
lem it also seems clear that the extent of local urban-industrial devel-
opment has little bearing on the major problem facing commercial
agriculture-the problem of price and income instability.

The level of farm employment is, along with the rate and stability
of (a) population growth, (b) per capita income growth, (c) capital
accumulation, and (d) technological change, one of the major factors
which determine the level of income per farm worker and per farm
family. In spite of the current surplus of farm labor, particularly in
the low-income areas, it is entirely unrealistic to expect farm employ-
ment to decline at a sufficiently rapid rate to significantly affect either
the level or the stability of incomes in commercial agriculture during
the next decade.

Even in areas of rapid urban-industrial development the impact
on agriculture seems to be channeled mainly through the labor mar-
ket-the direct increase in incomes resulting from nonfarm employ-
ment of farm family members-rather than through an expanding
local market for farm products. For the existing commercial farmers
the limited benefits from increased local demand for farm products
tends to be offset by increases in the wage rate for hired farm workers
as a result of greater competition from nonfarm employment. Com-
mercial agriculture, it appears, is more directly affected by the gen-
eral level of national or regional development than by the level of
local urban-industrial development. 9

This conclusion, that commercial agriculture has little to gain or
to lose as a result of even substantial declines in the number of low-
income farms and farm families is often taken as an indication that
the problem of low-income farm families are of little or no interest
to those concerned with agricultural policy.

I definitely want to disassociate myself from this view. There are
approximately 2.2 million low-production and noncommercial farms
in the United States where the farm operator and his family depend
mainly on agriculture as a source of income, as compared to only 1.3
million commercial farms.

If the rural development program can play an important role in
promoting the general level of economic development in the low-
income areas the results will be fully justified (a) in terms of the
increased output which those workers who shift from agricultural

S See, for example, W. E. Christian, Impact of Industrialization on the Marketing Outlets
for Locally Produced Farm Products. Paper presented at the annual meeting of the
Southern Economics Association. Biloxi, Miss., November 20, 1954; Dorothy Dickens, C. D.
Welch Virginia Ferguson, and w. E. Christian, Industrialization and Its Market for Food
Products In the Laurel Trade Area, Mississippi Agricultural Experiment Station Bull. 540,
March 1956; vernon W. Ruttan, The Impact of Urban-Industrial Development on Agri-
culture in the Tennessee valley and the Southeast, Journal of Farm Economics, XXXVIII
(February 1955), pp. 38-58.
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to nonagricultural employment make to the growth in the Nation's
total output of goods and services; (b) in terms of the adjustment
opportunities created for other farmers in those low-income areas
where the farm population and resources are brought into better
adjustment; and (c) in terms of the higher income and consumption
levels which both groups will be able to enjoy. A year's labor spent
unproductively on a Tennessee tobacco farm or a Mississippi cotton
farm is as surely lost to the Nation as a ton of Tennessee or Mississippi
topsoil which is deposited in the Gulf of Mexico.

B. SOCIAL SECURITY FOR FARMERS

The original Social Security Act of 1935 provided for old-age in-
surance for the industrial workers. In 1939 this program was
broadened to, provide benefits for dependents and survivors. In 1950,
some farm workers and domestics were made eligible for this insur-
ance. Beginning January 1, 1955, self-employed farmers and addi-
tional hired farm workers were included under OASI. The act was
amended again in 1956 to (a) provide a higher reporting base for farm
operators whose annual gross earnings are $1,800 or less; (b) permit
landowners to count rent as income if they participate materially in
production or management; (c) and to permit permanently disabled
persons over 50 years of age to receive benefit payments.10 l"

As in the case of the rural development program, extension of social
security to farm operators has been so recent that very little informa-
tion is available on which to assess the results of the program. Work
is currently underway in at least three States, Texas, Maine, and Ken-
tucky, dealing with farmers' knowledge, attitudes, and participation
in the OASI program. Only the Kentucky study has been published.' 2

The impact of the OASI program on commercial agriculture is ex-
pected to manifest itself directly through higher retirement incomes
to farmers who qualify for OASI benefits and through program cost
to participants. Secondary effects are expected to manifest themselves
mainly through an increase in the number of farm operators who are
able to retire.
1. Retirement benefits are expected to be greatest and participation

highest in commercial farming areas
The direct income effects of the program on farmers in high and low-

income counties are illustrated in the study of Kentucky farmers and
social security. This study was conducted in a relatively high-income,
commercial-farming county, in the outer Bluegrass area (Harrison)
and in two relatively low-income counties on the Cumberland Plateau
margin (Menifee and Wolfe). Striking differences in the level of
OASI protection is exhibited in the two areas (table 4). The propor-
tion of farmers without OASI protection is substantially lower at each
age level in the low-income counties than in the Bluegrass county.

10 E. E. Peterson and E. B. Hill, Farm Families and Social Security, North Central Farm
Management Extension Committee Publication No. 3, University of Nebraska, November
1955.

11 Committee on Finance, U. S. Senate, Old-Age, Survivors, and Disability Insurance and
Public Assistance, Showing Changes Made by the Social Security Amendments 1956, Wash-
ington, U. S. Government Printing Office (1956).

2 C. M. Coughenour and John R. Christiansen, Kentucky Farmers and Social Security,
University of Kentucky Agricultural Experiment Station Progress Report No. 44, Lexing-
ton, December 1956.
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Of the farmers who will reach retirement age within the next decade
and a half-those in the 50-64-year-age bracket-only 35 percent are
covered by OASI, in the mountain counties. This stands in sharp
contrast to the 68.3 percent of this age bracket covered by OASI in
the Bluegrass county. In both areas we can expect the percentage of
farm operators covered by OASI to increase as more of the farmers
who have adequate earnings are brought under the program. In the
low-income mountain counties, however, fully 25 percent of the farmoperators in the 50-64 age group had inadequate earnings to obtain
protection.

TABLE 4.-Percentage distribution of farmers according to OASI protection after
1956, by study area and age

All farmers Without social security
With social protection

securityUnend
protection Adequate Inadequate UndefinedNumber Percent earnings earnings

to obtain to obtain
protection protection

Harrison County -216 100. 0 70.9 24. | 4. 6
Age: Under 35 years ------ 39 100. 0 76.0 23.1-------------

35 to 49 years - 71 100.0 80. 3 19. 7 --50 to 64 years -63 100.0 68.3 2.S.4 6.365 years and over 43 100.0 53.5 32.6 13.9
Menifee and Wolfe Counties 334 100.0 38.6 39.2 21.3 0.9

Age: Under 35 years-31 100.0 29. 0 51. 6 16. 2 3. 235 to 4O years -109 100.0 41.3 41.0 12.8 .950 to 64 years -120 100.0 35 0 39.2 25. 0 965 years and over 74 100.0 44. 6 25. 7 29.7

Source: C. M. Coughenour and S. R. Christiansen, Kentucky Farmers and Social Security, Universityof Kentucky Agricultural Experiment Station Progress Report 44, Lcxington, December 1956.

In spite of the danger involved in generalizing from the results of
a single study the results of the Kentucky study do seem sufficiently in
line with general expectation to support the conclusion that, initially
at least, the greatest income benefits of OASI will be felt by farmers
whose incomes place them in groups we have identified as commercial
farmers. Substantial numbers of low-income farmers, particularly
those located in the low-income counties, will continue to remainuntouched by OASI.
2. Commercial farmers are expected to bear more than a proportionate

share of OASI costs. This will tend to be offset by a reduction
in old-age-assistance prog ram costs

The direct income benefitswhich farmers receive from OASI must,
of course, be weighted against the costs of the program. It is gen-
erally recognized that payments and benefits schedules result in income
transfers among the different groups who participate in OASI. These
income transfers are from the higher income to the lower income mem-
bers and from the members who enter the system when fairly young
to those who enter only a few years before beginning to draw benefits.

It is generally conceded? for example, that the higher income com-
mercial farmers' contributions are greater, relative to the benefits they
will receive, than are the contributions of the lower income farmers.
This excess burden is, in part at least, being offset by reduced taxes
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resulting from a decline in the number of recipients of old-age
assistance.

Prior to extension of OASI to farm operators and hired farm-
workers, a substantial share of the farm population was not able to
accumulate the resources to provide adequate economic security in old
age. This was true of the lower income farm families in the com-
mercial farming areas and of a high proportion of all farm families
in the low-income areas. At the time extension of OASI benefits to
farm people was being discussed it was frequently pointed out that
by making OASI available to farm people the number of farm people
receiving old-age assistance would be reduced with a consequent reduc-
tion in tax burdens at the county, State, and Federal level. The data
in table 5 would appear to support this expectation. Extension of
OASI to farm families has been accompanied by continued reduction
in the number of old-age assistance recipients.

,TABLE 5.-Old-age assistance and old-age and survivors insurance comparisons

Indiana Perry Benton
County I County I

1. Old-age assistance, number of recipients:
June 1953------------------------- 39,752 272 118
June 1956 - 34,325 253 79
June 1957 -32,611-

2. Old-age and survivors insurance, number of beneficiaries:
December 1952 -145, 049 625 262
December 1956 -227, 212 996 508

1 Perry County is a pilot county in the rural development program. Benton County is one of the higher
income commercial farming counties in Indiana. In 1950, median income for all families and unrelated indi-
viduals was $2,662 in Benton County, and $2,069 in Perry County. The median income of farm families
and unrelated individuals was $2,911 in Benton County and $1,054 in Perry County.

Source: Indiana Department of Public Welfare and Social Security Administration.

It is true, of course, that most of the burden of the old-age-assistance
program is borne at the State and Federal level. Local contributions
are small even when compared to receipts from general property taxes
(table 6). Where a major share of the total cost of old-age assistance
is borne by the State and Federal Government, local property owners,
including owners of farmland, stand to gain but not out of proportion
to other groups in the same income range.

TABLE F.-Importance of old-age assistance in relation to total gross coountV
disbursements, 1954

[Dollars in thousands]

Indiana Perry Benton
I I County I County I

1. Disbursements:
Total gross -$116, 089 $462. 8 $437. 7
Old-age assistance $22, 696 $103. 5 $74. 2

Disbursements for old-age assistance as a percent of total - 19. 6 22. 4 17.0
2. Receipts from general property taxes -$40, 097 $127. 3 $127. 7

Old-age assistance disbursements from local funds-$3,157 $9.8 $10.6
Disbursements for old-age assistance from local funds as a

percent of property tax -7. 9 7. 7 8. 3

I Perry County is a pilot county in the rural development program. Ienton County is one of the higher
income commercial farming counties in Indiana. In 1950, median income for all families and unrelated indi-
vlduals was $2,662 in Benton County, and $2,069 in Perry County. The median income of farm families
and unrelated individuals was $2,911 in Benton County and $1,054 in Perry County.

Source: Statistical Report, State of Indiana, Period Ending June 30, 1954, Statistical Department, State
Board of Accounts.
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3. Secondary effects of extension of OASI to farm people are eea-
pected to manifest themselves through an increase in the number
of farm operators who retire. Initial effects in the form of a
more rapid rate of increase in farm size and higher farm output,
will be felt most strongly in commercial farming areas. Some
increase in farm output is also expected as farmers attempt to
build up their earnings as a base for higher b eneftts

There has been a good deal of informal speculation among those
interested in the OASI as to the effects of the program on the number
of farmers who retire. The point has been made that in the com-
mercial farming areas, OASI benefits would provide a level of income
which would permit a substantial increase in the number of farmers
who retire. Instead of the traditional decline in the level of production
which usually occurs as a farmer reduces his activity level with ad-
vancing age, the operation of the farm would be transferred to younger
hands. In areas with commercial farming potential the effect of
this increase in retirement would be to speed up increases in farm
size and raise the level of farm output. In areas with limited poten-
tial for commercial agriculture, the increase in retirement would speed
up the rate at which the land was shifted completely out of agriculture
to forest or recreational use.

The Kentucky study is entirely consistent with our expectations
with respect to the effect of the OASI program in commercial farming
areas. In the low-income areas, however, the implication of the
Kentucky study is that the expected impact of OASI payments-
resulting in a shift from low-income to commercial agriculture or a
shift from low-income agriculture to nonagricultural land use-will
be somewhat less than was at first anticipated.'3

The permission to earn up to $1,200 per year without reducing their
social-security payments will probably cause many low-income farmers
to remain active and it may even cause some part-time farmers and
rural residents to increase their level of farm activity.

The opinion has also been expressed that the program would stimu-
late older farmers to build up their net farm earnings in the years
immediately prior to retirement in order to be able to draw larger
retirement benefits.14 There is little doubt that the program has had,
and will continue to have, this effect. Although no measure of its
magnitude is available, to the extent that OASI does encourage this
increased output, the effect on farm prices will be negative.

C. SUGMARY

In summary, I would like to reemphasize the following points:
First, with respect to the rural development program:
1. Expansion of local nonfarm employment is essential to the solu-

tion of agriculture's low-income problem throughout most of the
''generalized low-income areas."

2. Intensive technical and managerial assistance is required to
upgrade low-income farmers to successful commercial farmers even

la See J. H. Sitterley, The Labor Market and the Employment Service: Comment, inAdJusting Commercial Agriculture to Economic Growth, Iowa State College Press, forth-coming, 1958.
'1 Sitterley. op. cit.
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in those areas where farm population and resources are being brought
into better balance.

3. The rural development program will, on balance, contribute very
little to the solution of the problems facing commercial agriculture.
The program must be justified, by and large, on the basis of its con-
tribution to the problems of the lower income farmers and not on the
basis of its secondary benefits to commercial agriculture.

Second, with respect to the extension of old-age and survivors in-
surance to farm people:

1. Retirement benefits are expected to be the greatest and partici-
pation highest in commercial farming areas.

2. Commercial farmers are expected to bear more than a propor-
tionate share of OASI costs. This will tend to be offset by a reduction
in old-age assistance program costs.

3. Secondary effects of extension of OASI to farm people are ex-
pected to manifest themselves through an increase in the number of
farm operators who retire. Initial effects, in the form of a more
rapid rate of increase in farm size and higher farm output, will be
felt most strongly in the commercial farming areas. Some increase
in farm output is also expected as farmers attempt to build up their
earnings as a base for higher benefits.



OPPORTUNITIES FOR OFF-FARM EMPLOYMENT

Harold G. Halcrow, University of Illinois

One of the most important changes suggested in the economic and
social structure of American agriculture is the steady increase in non-
farm income of farm people and the continued increase in off-farm
employment of commercial farm operators.

Throughout all major regions or geographic divisions of the United
States the number of commercial farm operators working off farm
100 days or more during a calendar year has shown a steady upward
trend. This trend is more remarkable in view of the continued de-
cline in the total number of commercial farms. Also the aggregate
receipts of commercial farm families from nonfarm sources las in-
creased. This increase has been in total dollars per farm family as
well as in percentage of total farm family income.

These trends indicate that a closer economic and social relationship
is developing between farm people and the nonfarm economy. Ad-
justments are taking place in employment of farm families that will
help to alleviate some of the low-income conditions in agriculture.
Given the opportunity, farm people will take advantage of off-farm
employment. Similarly, programs to create greater opportunities
for off-farm employment of farm people are important for the wel-
fare of farm families.

To determine some of the possibilities for expanding off-farm em-
ployment, and to help judge how such employment relates to the
welfare of farm people, we shall discuss the following: (1) Com-
parisons of off-farm income with net income from farming, (2) the
distribution of off-farm income by class of farm, (3) trends in off-
farm employment and income of commercial farmers, (4) off-farm
income and employment by region or by geographic division, (5)
economic conditions favoring a high level of off-farm income and
employment, (6) effects of off-farm employment on farm-operator
efficiency and family income, and (7) programs to increase off-farm
income and employment.

COMPrARsoNs OF OFF-FARmI INCOMrE Wrri INcoME FROM F4RMING 1

In recent years off-farm income of farm people has been at least
two-thirds as large as the realized net income from agriculture and,
for this reason, the opportunities farm people have or can develop
for off-farm employment are quantitatively important in improving

I Data in this paper are drawn largely from Harold G. Halcrow, Farmers and FarmProduction In the United States, 1954 census of agriculture (a cooperative report), Part-Time Farming, vol. III, pt. 9, ch. VIII, Bureau of the Census. U. S. Department ofCommerce and Agricultural Research Service, U. S. Department of Agriculture. Washing-ton, 1956. Unless otherwise noted this report is the source for data given In this paper.
97226f-57-26 389
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their income position.' In 1955, according to a special survey of the
Agriculture Division, Bureau of the Census, the total off-farm income
of farm-operator families in the United States was $8 billion, of
-which $6.9 billion came from nonfarm sources and $1.1 billion was
from employment, rent, etc., on a farm other than that of the oper-
ator. In comparison, in 1955 according to estimates of the Agricul-
-tural Marketing Service, USDA, gross farm income of $32.9 billion
included $21.6 billion production expenses and $11.3 billion realized
net income from agriculture.

About $6.3 billion of the $8 billion off-farm income is estimated to
be from off-farm employment. The largest single source of off-farm
income, $3.4 billion in 1955, is income from working for others for
wages or salary received by the farm operator. In addition, about
$1.6 billion was income received by the farm wife and by other mem-
bers of the farm family, which is presumed to be largely receipts from
off-farm employment. Also, another $1.3 billion is income received by
-the farm operator from off-farm business or self-employment.

DISTRIBUTION OF OFF-FARMI INCOME BY CLASS OF FARM

The Census of Agriculture divides farms into eight economic classes.
Classes I to V includes all farm operators with value of farm sales
annually of $1,200 or more. Class VI includes farm operators selling
between $250 and $1,199 worth of produce, provided the operator does
not work off farm 100 days, and the income of the family does not
exceed the value of farm sales. The farm operators in these first six
classes are called commercial farmers in this paper, as is usual in
census publications. In addition, class VII farm operators, or part-
time farmers, sell $250 to $1,199 of farm produce and work 100 days
or more off farm or the income of the family from off-farm sources
exceeds the value of farm produce sold. Class VIII farms, or resi-
dential farmers, sell less than $250 worth of farm produce. Table 1
shows the distribution of farms in the United States by economic
class according to the censuses of 1950 and 1954.

Tables 2, 3, and 4 present the distribution of off-farm income ac-
cording to economic class. As is shown in table 3, off-farm income
averaged $1,682 per farm in 1955 for all farms in the United States,
with the average for farms in class I, class VII, and class VIII being
about double the average for each of the other classes. Farm families
on class I farms derive the major part of their off-farm income from
custom work or from investments in land, real estate, business. etc..
while the off-farm income of the part-time and residential farmers is
largely from wages or salary. From classes II through V total off-
farm income of the farm family does not vary widely by economic
class, although income from nonfarm sources is in inverse ratio to
size of farm with an average of $862 per farm for class II farms
compared with $1,479 for those in class V.

2 Off-farm income refers to income earned or received by the farm family from sourcesother than the farm of the operator. Off-farm income consists (1) of nonfarm incomefrom sources outside of farming and (2) of income from working on a farm other than thatof the farm operator, rent from farm real estate, etc.
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TABLE I.-Distribution of farmes by economic class and percent change, for the
United States-CeIMuses of 1950 and 1954

Number of farms Pcrcent dlistri-
(thousands) bution Percent

Economic class Value of farm sales . change,
1950-54

1950 1954 1950 1954

United States- 5,379 4, 783 100.0 100.0 -10.2

Class I -$25,000 and over.--- 103 134 1.9 2. 8 +30.1
Class II -$10,00 to $24,999. 381 449 7.1 9.4 +17.8
Class 111- $5,000 to $9,999.- 721 707 13.4 14.8 -2.0
Class IV -$2,500 to $4,999.- 882 812 16.4 17.0 -8. 0
Class V -$1,200 to $2,499. 901 763 16.8 16.0 -15.4
Class VI -$250 to $1,199 717 462 13.3 9.7 -35.6
Part-time (Class VII) - $250 to $1,199 639 575 11.9 12.0 -10.0
Residential (Class VIII) - Under 250 -1,029 878 19.1 18.4 -14.8
,Abnormal - -4 3 .1 .1 -25.0



TABLE 2.-Off-farm income of farm-operator families by source of income, by class of farm, aggregate for the United States, 1955
[In thousands of dollars]

United Group I Group II Group III
Source of Income States _ _ l

Total Class I Class II Total Class III Class IV Class V Total Class VI Part. Residen-
time Iia

Total off-farm income of farm-operator families:
Total from all sources -----------------------

Total farm income (except this farm)
Total nonfarm income .

Income received by farm operator:
Income from off-farm business or self-

employment
Farm customwork .

Farm trucking and hauling
Nonfarm business .

Income from working for others for wages
or salary

Farm work
Nonfarm work ------------

Income from rental of farm real estate
Income from rental of nonfarm real estate --
Income from roomers and boarders
Income from interest, dividends, trust

funds, or royalties .
Income from veteran's pensions and com-

pensation, veteran's school allotment,
servicemen's family allotment

Income from retirement pay, unemploy-
ment compensation, old-age pension, an-
nuties, alimony, regular contributions or
welfare received

Any other personal income .
Income received by wife.

From farm sources
From nonfarm sources

Income received by other family members .
From farm sources
From nonfarm sources

8,006, 472
1,066, 728
6, 939, 744

1,267, 414
205, 621
65,481

996, 409

3, 423, 210
229, 593

3, 193, 617
455, 880
173, 014
53,183

450, 052

189,832

325, 559
45, 480

828, 916
22, 401

806, 514
793,932

87, 848
706, 084

1, 009, 530
343, 918
665, 612

243,524
81,366

7, 819
154,339

236, 129
91, 972

144, 157
126, 153
24 460

4, 205

150, 927

11, 749

8, 766
6, 967

83,159
3, 145

80,015
113, 490

33, 463
80,027

392, 576
170, 731
221,844

121, 617
46, 415

95,006
61,034
33, 973
55, 708

9, 572
1, 200

57, 538

1,675

1, 286
2, 408

23, 287
150

23, 137
23, 277

7, 424
15, 853

616, 956 2, 876, 423
173, 188 447,077
443,7688 2, 429,347

121, 907
34, 951

7, 819
79, 137

141, 122
30, 938

110, 184
70, 445
14, 889
3,005

93, 388

10,074

7,480
4, 559

59, 872
2, 994

56, 877
90, 213
26,039
64, 174

4642,30
110,074

29, 258
322, 977

1,043, 567
68,876

974, 691
200,064

73, 270
20, 032

212, 789

77, 955

54,420
25, 499

350,153
11, 731

338, 422
356, 355
27,073

329, 282

835, 290 1, 008, 824
179, 115 151, 107
656, 175 857, 717

122, 460
48, 268
5,008

69, 185

202, 809
20, 155

182, 655
90, 920
32, 420
7,443

114,943

25, 212

8, 270
5, 948

93, 715
3,391

90,325
131, 150

11, 375
119, 775

175, 04
31,481
13,523

130,036

360, 036
27, 396

332, 649
63, 296
22,39

6, 288

68,839

22, 596

15, 410
12, 437

154, 278
6, 952

147, 326
108, 207

8, 457
99, 750

1,032,308
116,856
915,454

164,807
30, 323
10, 727

123,766

480, 722
21, 326

459, 396
45, 848
18, 465

6, 300

29,007

4, 120, 511
275, 73

3,844,783

561, 581
14, 081
28, 400

519, 091

2, 143, 514
68, 74

2,074, 76
129, 663

75, 274
28, 946

86, 336

30, 1481 100, 128

30, 74
7,114

102, 166
1, 386

100, 771
116, 999

7, 241
109, 757

262, 372
13, 015

395, 603
7, 526

388,078
324,087

27, 311
296, 776

390, 731 1,683,006 2,046, 781
84, 056 99, 247 112,430

326,676 1,553,759 1, 934, 351

43, 675
3, 557
2,852

37, 267

82, 325
12, 778
69,547
32, 070
5,120
2, 336

5,330

26, 378

43, 704
3,118

62,009
4,996

57, 912
83, 766

7,802
75, 964

261, 681
7, 24
6,141

248, 281

922,176
27,026

895, 15
49,166
44, 32
13, 276

17,029

27. 909

77, 956
3, 795

173, 672
830

172, 842
92, 028

8, 837
83,191

256, 224 0
3,275 2

19,415
233,534 C

1,139,0099
28,938 1

1,110, 072 2
48, 433 2
25, 831 C)
l3, 331

63,081 t

45,843 a

140, 713 R
6,102 -

159: 083 e$
1, 699 2

157, 324 ON
148, 293

10, 671
137, 622

0

I I
_ _ _



TABLE 3.-Average off-farm income of farm-operator families by source of income, by class of farm, for the United States, 1955

United Group I Group If Group III
8ou1c of 1ncoDme1 States 1Total Class I Class IT Total Cla I Cla IV |Cla V Totl Class Part- Residon-

time tial
Average oil-farm income of farm-operator families:

Total from all sources.
Total farm income (except this farm)
Total nonfarm income

Income received by farm operator:
Income from off-farm business or self-em-

ployment -----------
Farm customwork
Farm trucking and hauling
Nonfarm business

Income from working for others for wages
or salary

Farmwork
Nonfarmwork-

Income from rental of farm real estate
Income from rental of nonfarm real estate --
Income from roomers and boarders .
Income from interest, dividends. trust funds,

or royalties
Income from veteran's pensions and com-

pensation, veteran's school allotment,
serviceman's family allotment

Income from retirement pay, unemploy-
ment compensation, old-age pension, an-
nuities, alimony, regular contributions or
welfare received

Any other personal income .
Income received by wife

From farm sources
From nonfarm sources

Income received by other family members
From farm sources
From nonfarm sources

$1,682 $1,538
224 524

1,4158 1,014

260
43
14

209

719
48

671
96
36
11

95

40

68

174
5

169
167
18

148

371
124
12

235

360
140
220
192
37
6

230

18

13
11

127
5

122
173
81

122

$2,779
1, 209
1, 571

861
329

532

673
432
241
394

68
8

407

12

17
165

164
165
53

112

$1,198
336
862

237
68
15

154

274
60

214
137
29
6

181

20

15
9

116
6

110
175

61
125

$1, 332 $1,161
207 249

1,125 912

214
51
14

150

483
32

451
93
34
9

99

36

25
12

162
5

157
165

13
152

170
67
7

96

282
28

254
126
45
10

160

35

11
8

130
5

126
182
16

167

$1, 228
184

1,044

213
38
16

158

438
33

405
77
27
8

84

28

19
15

188
8

179
132
10

121

$1, 668 $2,119 $834 $2,730
189 142 137 3161

1,479 1,977 698 2,569

266
49
17

200

777
34

742
74
30
10

47

49

50
11

165
2

163
189
12

177

289
7

15
267

1, 102
35

1,067
67
39
15

44

51

135
7

203
4

200
167
14

153

93
8
6

80

176
27

148
68
ii
5

11

93
7

134
11

124
179

17
162

424
12
10

403

1,496
44

1,4521 so

72
22

28

45

126
6

282

280
149

14
135

$2,382
131

2,251 i-

q

298
4 t

23 8
272 0

1, 325 g
34

1, 292 i

16 p

74

53 ip.

7 c
185

183 M
173 M

12~160

CO
CD
CO

-
| |
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TABL2E 4.-Average off-farm income of farm-operator families by farms reporting specified sources, by class of farm, for the United States, 1955 l

United Group I Group II Group nI
Source of income States _

total Total Class I Css la II Class IV Class VI Part- Residen-

-1 I ~ ~~~~~~~time I tial

Average off-farm Income per farm-operator family:
Income received by farm operator:

Income from off-farm business or self-em-
ployment:

Farm customwork-
Farm trucking or hauling
Nonform business

Inconse from working for others for wages or
salary:

Farmwork-
Nonfarmwork-

Income from rental of farm real estate
Income from rental of nonfarm real estate --
Income from roomers and boarders
Income from interest, dividends, a trust

fund, or royalties-
Income from veteran's pensions and com-

pensation, veteran's school allotment,
serviceman's family allotment

Income from retirement pay, unemploy-
ment compensation, old-age pension, an-
nuities, alimony, regular contributions or
welfare received-

Any other personal income
Income received by wife:

From farmwork-----------------------
From nonfarmwork -

Income received by other family members!
From farmwork -- ----------------------
From nonfarmwork

$762 $1, 089
860 981

2,249 3, 390

712
2, 220

821
701
421

505

1, 640
1, 445
1, 659

689
674

773

743 543

654
527

254
1,204

356
1,391

594
420

243
1, 136

825
1,297

$2, 874

4, 666

3,739
2, 186
1,937

688
508

1, 283

277

544
718

78
1,306

870
911

$597
981

2, 691

713
1, 309
1, 490

689
771

621

646

604
344

272
1,079

813
1, 449

$664
765

2, 054

592
1, 770

953
663
364

438

758

594
708

360
1,254

291
1, 535

$599 $687 $774 $480
369 1, 016 942 910

2,010 2, 229 1, 919 2,161

578
1,275
1,408

813
412

576

788

635
516

458
1, 189

423
1, 617

628
1, 521

847
627
316

391

578

517
722

600
1,263

211
1, 419

564
2, 433

649
529
370

263

947

629
983

102
1, 304

277
1, 564

470
2, 632

482
748
445

413

764

671
386

176
1, 178

241
1, 282

$322
510
838

288
845
492
366
371

111

831

580
1, 594

295
1,015

295
1,366

$916
516

2, 609

689
2, 878

483
946
462

196

620

673
207

79
1, 435

274
1, 368

0

$316
1,566 s4
2,323 0

462 0
2,811 0

474
650
445 El

861 0

843 t4

0
704 id
456 23

111
1, 036 )

195 2W
1,197 t1
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As is shown in table 4, the averagges of off-farrn income vary
directly by class of farm for those operators reporting a specified
source. This is especially true for the commercial operators in class
I through class V. Returns from nonfarm business average $2,091
per farm for class II operators, for example, compared with $1,919
for class V. The income received by other family members from
nonfarm work does not seem to bear any distinct relationship, how-
ever, to size of farm.

TRENDS IN OFF-FARMi E IPLOY1NDF.N-T AND INCOI:E OF COMM3ERCIAL
FAlRMERS

As is shown in figure 1, the number of farm operators who work offl
farm 100 days or more has increased steadily over the past 25 years,
from about 0.7 million in 1930, to about 1 million in 1945 and to 1.3
million in 1954. This represents almost a doubling in 25 years of'
the number working off farm 100 days or more, during which time
the total number of workers on farms declined by almost 50 percent.
Since 1949, the trend toward increased off-farm employment apparent-
ly has been stepped up. The changes from 1949 to 1954, shown in'
table 5, suggest a considerable increase in the percentage of farm op-
erators in classes II through V working off farm 100 days or more.
In class III, for example, while the total number of farms declined'
by 2 percent, the number of operators working off farm 100 days
or more increased by 42.4 percent and the number with income from
off-farm sources exceeding the value of farm products sold increased
by 18.8 percent. Thus, the increase in off-farm employment and
income was greatest among the farm-operator families selling between
$1,200 and $10,000 of farm produce. At the same time, there has been
a marked decline in the number of part-time and residential farmers,.
who sell less than $1,200 of farm produce per year.

TABLE 5.-Percentage change in number of farm operators, number of farm
operators working off farm 100 days or more, and farm, operators with other'
income eowceeding value of farm products sold, by economic class, 1949-54

Percent change-
Percent change in number of

Percent change in number of farm operators
Farm class in number of operators work- with other

farms ing off farms income exceed-
100 days or Ing value of

more farm products
sold

United States, all farms -------- -10.2 +6.3 -9.1
Commercial farms, class I to V -- 4. 1 +28.8 +7. 1
Class I -------------------------- +30.1 +25.3 +29.8'Class I- +17.8 +37.6 +24.9
ClassH III -2.0 +42. 4 +18.8
Class IV--8. 0 +35 1 +13.3-
Class V- -15.4 +19.3 -.4
Class VI - ---------------------- -36 6
Part-time (class VII)- ---------- -14 8 +3.4 -13.9
Residential (class VIII) -- 25.0 -5.9 -13.0

395;
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FIGURE 1

UMBER OF FARM OPERATORS WORKING OFF THEIR FARMS, BY NUMBER OF DAYS WORKER
T H E~~~~FR H UNITED STATES AND AREAS: 1930-1954

L~~~~ ~ ~ ~ ~~~~~ / *-A

t / / NRTHERNPLAIN~i t .1 i lii i i 1 > NORTHr AS

NONFARM INCOME ANDOFF-FARm EMPLOYMENT By GEOG wIC

In various regions or geographic divisions of the United States
the trends toward increasing off-farm employment are strong enough
to suggest that the increase in off -farm employment could go con-
siderably further without reducing the output of farm products.
This seem§ to be particularly true in the Lake States, the Corn Belt,
the Appalachian region, and in the Southeast. As is shown in fig-
ure 1, in the mountain region the trend toward off-f arm employment
of 100 days or more has been rather slight, and in the Northeast the
number of farm operators working off farm 100 days or more actually
declined between 1945 and 1954. In areas such as the Mountain and
Great Plains region, the low off-f arm employment, or lack of increase
in off-farm employment, is likely associated with the considerable
distances involved on the part of farm operators in -getting to a place
of employment. In areas such as the Northeast, whereindustrial
development is considerably far advanced, the hypothesis might be
advanced that the farm commnunity had reached a plateau in total
off-farm employoment and no further increases were likely. Such a
presumption or hypothesis does not seem very likely or valid, how-
ever, in view of the information in tables 6 and 7, where the number
of farm operators working off farm 100 days or more are classified
both by geographic division and by economic class. Although the
total number of farm operators working off farm 100 days or more
declined between 1949 and 1954, the number of operators so working
in classes II to V increased substantially. Also, as in table 8, the
number of commercial farm operators with other income exceeding
the value of farm products increased in almost all geographic divi-
sions or regions.
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TABLE 6.-Number of farm operators working off farm 100 days or more, by

geographic division, by economic class, 1y95/1 and 1949

aeorgraphin division 1 1a Com- Class Class Class Class Class Part. Rest- Ab-and year farms m~aercial I II III IV V time dential normal
farms

United States:
1954 -------- 1,333,725 433, 746 10,478 33, 183 72, 263 131,210 186,572 408, 690 490,979 310
1949 -- 1, 254, 610 336, 7966 8,3685 24, 120 50, 742 97, 163 1.56,406 395 029 521, 962 823

New England:
1914 -------- 33, 212 10, 719 383 1, 374 2, 377 3,080 3,5105 7, 960 14, 664 19
1949 --A-------- 38,811 9,672 272 1, 011 1, 817 2, 940 3,632 10, 301 18, 822 16Middle Atlantic:
1954 -93,134 35, 461 737 3,197 6, 65 11,488 13,384 26, 534 31,115 24
1949 --Nort 98,857 28,829 557 2,153 5.192 8, 941 11,986 30,990 38, 950 88

East North Central:-
1954 -------- 235,187 105,393 1,208 6,317 18,042 36,091 43, 711 69,990 59, 762 42
1949 -220,394 74, 160 800 3,473 10, 531 23, 620 35. 736 75,151 70, 991 92

West North Central:
1954 -------- 139,918 64,011 1,276 5,118 11, 951 20,771 24, 895 40.975 34,919 63
1949 -------- 125, 486 49, 407 1,2 04 3, 8848 8 623 14, 607 21, 089 41,059 34,885 135South Atlantic:
1954 -270, 656 62,402 1, 722 4, 581 8, 816 17, 299 29, 94 79,805 128, 418 31
1949 ------------- 252, 276 45, 986 1,121 3,134 5, 428 12,645 23, 660 71, 713 134, 447 128

East South Central:
1954 -------- 204, 175 44, 181 514 1. 818 4, 319 11. 224 26, 286 73, 898 86,065 31
1949- 192, 643 311809 384 1,413 3,080 7,649 19, 2S3 67, 575 93, 179 80West South Central:
1964 -------- 209, 647 55,448 1, 717 5,031 9,031 15, 062 24, 607 70,867 63, 291 171949- 184, 233 47, 689 1,647 4, 3630 7, 446 12. 474 21, 762 57, 130 79,343 71

Mountain:
1954 -50,472 20,851 826 1,670 3,898 6,404 8,063 13,738 15,43 40
1949 -46, 394 17, 668 885 1, 656 3, 125 5, 306 6, 696 13, 795 14.850 S1

Pacific:
1964 -------- 97, 244 35, 280 2,055, 4,057 7, 204 9, 827 12,117 25,093 36, 908 63
1949 -95, 5161 31, 574 1,495 3,036 5, 100 8, 981 12, 02 27, 315 36, 495 132

TABLE 7.-Number of farm operators working off farm 100 days or more, by
geographic division, by economic class, 1954 as percent of 1949

Comn-
Geographic division All mer- Class Class Class Class Class Part- Resi- Ah-

farms cial I II III IV V time dential normal
farms

United States - 106.3 128.8 125.3 137.6 142.4 135.1 119.3 103.4 94.1 37. 7

New England - ---- 85.7 110. 8 140.8 135.9 130.8 104.8 96. 5 76.3 77.8 118.8Middle Atlantic--------94.2 123.0 132.3 148.1 128.2 128.5 111. 7 85. 6 79.9 27.3
East North Central - - 106. 7 142. 1 151. 0 182. 5 171.3 152. 8 122. 3 93. 1 88.2 45. 6West North Central------111.5 129. 6 106. 0 131.8 138. 6 142. 2 118. 0 99. 8 100. 1 39. 2South Atlantic---------107. 3 135.7 133. 6 146.2 162.4 136.8 126. 7 111.3 95. 5 24.2East South Central - 106.0 138.9 144.3 128.7 140.2 146.7 136.2 109.4 92.4 38.8
West South Central - 113.8 116.3 104.2 115.4 121.3 120.7 113.1 124.1 105.0 23.9
Mountain-108.8 118.0 93.3 100.8 123.8 120. 7 120.7 99.6 106.7 49.4
Pacific - -- -- ------- 101.8 111. 7 137.4 133.6 131.0 109.4 96. 6 91. 5 101.1 40.2

TABLE 8.-Number of farm operators reporting other income of family exceeding
value of farm products sold, by geographic division, by economic class, 1954 as
percent of 1949

Corn-
Geographic division Al mer- Class Class Class Class Class Part- Resi- Ab-

farms cial I II III IV V time dential normal
farms

United States -90.9 107.1 129.8 124.9 118.8 113.3 99.6 86.1 87.0 33.5

New England -- 74.0 96.0 1513.8 116.8 87.3 94.0 95.1 67.9 68.9 61.5Middle Atlantic -6------ 4.8 107.3 113.7 120.5 95.9 113.4 105.7 77. 3 76.9 12,4
East North Central -94.3 123.1 129.5 153.5 143.1 132.2 112.8 84.4 80.8 16.3
West North Central- 96.9 108.4 113.6 104.1 96.3 116.5 107.3 88.5 95.8 50.0
South Atlantic -91.7 109.4 179.9 154.3 145.4 110.8 97.7 88.9 88.1 34.8
East South Central-5- 93.4 157. 7 106.2 110. 6 100.7 88.5 8.8 80.8 34.3West South Central ------ 96. 9 99.6 121. 6 127.4 122, 7 102.4 90.7 96.1 96.3 21. 6Mountain ----------- 95.6 105. 9 63.8 84. 7 111.1 109.1 107.3 87.1 95.3 30.8
Pacific-------------92.7 101.4 128. 1 121.6 116.9 105.8 89.3 63.2 94.3 10.8
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ECONOMIC CONDITIONS FAVORING OFF-FARM INCOME AND
EMPLOYMENT

Generally speaking, a high percentage of farm operators working
off farm (fig. 2) and working off farm 100 days or more (fig. 3) is
found in areas of 2 or 3 specific types. First, and most important, are
the areas with considerable urban-industrial development. These
have large numbers of employment opportunities near at hand. Typi-
.cal of these regions or areas are the industrial Northeast, and the
Pacific coast. Second are the areas having considerable mining, oil
and timber resources. These are found in the Pacific Northwest in
Idaho and western Montana, for example, in the Appalachian region,
and in eastern Texas and central and eastern Oklahoma. Third, the
areas with considerable tourist trade generally are high in off-farm
employment. Certain counties in Florida, southern California, and
Texas are examples in the South, and certain counties in Maine or in
the upper peninsula of Michigan are examples in the North. The
:areas that have a high percentage of farm operators with other income
exceeding the value of farm products sold are generally the same as
those in which there is a high percentage of off-farm employment.

FIGURE 2

PERCENT OF ALL FARM OPERATORS WORKING OFF THEIR FARMS IN 1954
(COUNTY UNIT BASIS)

:, i1
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FIGuRu 3

PERCENT OF ALL FARM OPERATORS WORKING 10O OR MORE DAYS OFF THER FARMS. 1954
(COUNTY UJT BC51S)

-J ~~~~0

]uoe T TO 10 3 o

x TKTE STATES AVERAGE

With improvements occuring in highways and autombiles and with
the spread of urban industries into formerly rural areas, opportunities
for off-farm employment undoubtedly are increasing. The rural-
urban fringe is widening and broadening and is no longer restricted
to a 10- or 20-mile zone around large cities. Throughout the United
States commuting appears to be increasing, both in terms of number
of people involved and in terms of distances traveled. The partici-
pation of farm people in off-farm employment is therefore reaching
out to wider areas with more people involved.

Also, reduced labor requirements on family farms are a strong
contributing factor in providing time for members of the farm family
to participate in of!-farm employment. In some areas cash-crop farm-
ing permits considerable mobility for farm operators and leaves them
with considerable time to engage in off-farm work. In other areas
livestock production, in which considerable reliance is placed on pas-
ture, provides opportunities for off-farm work. The type of farm
operated by part-time farmers does not differ systematically from that
operated by other operators who do not regularly work off farm.
Advances in technology and in transportation facilities do account
for the increased supply of available off-farm labor.

Small-scale subsistence farming appears to be losing its appeal in
areas where employment opportunities are available. The changes
in land use brought about by off-farm employment opportunities would
seem to be chiefly the result of combining small-scale units into some-
what larger family farms with emphasis in the commercial family
farms on enterprises that do not require the farm operator to restrict
his entire time to farm operations.

399



4'POLICY- FOR COMMERCIAL AGRICULTURE

EFFECTS OF OFF-FARM1 EMPLOYMENT ON FARM-OPERATOR EFFICIENCY
AND FAMILY INCOME

The major income effects of urban-industrial employment oppor-
tunities is transmitted to agriculture chiefly through the labor market.
Urban-industrial opportunity does not result in increased income of
the farm family from farming, but it does result in increasing the
total income of the farm family, including farm and nonfarm sources.3
The relatively strong positive income effect exerted by industrial off-
farm opportunities on agriculture is largely the result of the ability of
such development to absorb the formerly underemployed farm labor.4

One cannot say definitely what the effect of increased off-farm
opportunities will have on labor productivity in agriculture in areas
where little underemployment exists, because the effects on labor pro-
ductivity are related to the technological progress that is made and
its effect on labor requirements on f arms. Further technological prog-
ress in agriculture should make it possible for large numbers of people
to move out of agriculture without creating a real labor shortage.
The most logical presumption is that increasing off-farm opportunities
will continue to drain off the underemployed labor in agriculture, thus
resulting in both an increase in total family income in agriculture and
an increase in the productivity per worker of those people still con-
tinuing farm operations.

Since the adoption of labor-saving and cost-reducing techniques is
largely associated with the ability of farmers to acquire more capital,
the further development of off-farm income and employment oppor-
tunities should contribute to a more rapid technological development
on farms. This technological development further reduces the labor
requirements on farms and thus encourages continued maintenance
or increasing agricultural output with reduced farm labor require-
ments. For this reason the effect of off-farm employment on agri-
cultural productivity is apt to result in an increase in the output per
man-hour in agriculture and a general overall increase in the efficiency
of agricultural labor.

PROGRAMS To INCREASE OFF-FARM INCOME AND EMPLOYMENT

The way to increase off-farm opportunities for farm people is to
increase the mobility of their labor through training and education,
through the development of industry in formerly rural areas, and
through the development of transportation facilities to make it pos-
sible to commute longer distances. Specifically, greater mobility can
be created by developing and strengthening educational programs to
prepare young people in rural areas for broader opportunities
throughout the economy. Improved highway transportation f acilities
would make off-farm employment more readily available to members
of commercial farm families. The development of vocational training
and guidance programs would help farm people to find their most
advantageous opportunities. The development of industries in former
rural-urban areas would bring employment closer to farm people.

3 See the study by vernon w. Ruttan, The Imp act of Urban-Industrial Development on
Agriculture in the Tennessee Valley and the Southeast, Journal of Farm Economics, Febru-
ary 1955, pp. 38-56, but especially pp. 47 and 56.

4Anthony MI. Tang, Industrial-Urban Development and Agricultural Adjustments In the
Southern Piedmont, 1940-50, Journal of Farm Economics, August 1957, p. 673.
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Various studies have shown that migration takes place mostt easily
among people who are less than 30 years of age, and studies of the
participation of farm people in off-farm work show that the people
rom 25 to 54 years of age generally work off farm more days a year

than those who are younger or older. These facts suggest that the
increases in mobility of the farm population will come chiefly through
offering greater educational opportunities to young people and by
offering more off-farm employment opportunities to those in middle
age from 25 to 50 years of age.

Additional research is needed to determine the most effective way to
develop off-farm opportunities for farm people. Such research should
cover areas including the following: Commuting patterns and prob-
lems in off-farm employment including information on distances,
travel, and commuting costs; types of employment utilized by farm
people in off-farm employment; effect of off-farm employment on farm
labor income and farm efficiency; shifts in farm production patterns
due to off-farm employment; types of farm organization best adapted
to off-farm employment opportunities; utilization of employment in-
formation by farm people; types of training desired for off-farm
employment and possible incentives created by training schools, short
courses, or institutes.

Additional research along these lines would be directed at two major
objectives: (1) Determiningo how the maximum benefit can be obtained
from off -farm employmentby farm people, and (2) how the farm oper-
ating unit can best be adapted for efficient use of farm resources where
of -farm opportunities exist.

An additional objective might be to determine the effect of off-farm
employment opportunities on the migration of people from farming to
industry.
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ADJUSTING AGRICULTURE THROUGH THE PRICE
MECHANISM

EFFECTS OF FARM PRODUCT PRICES ON PRODUCTION
AND COMMERCLAL SALES

Karl A. Fox, Iowa State College

I. INTRODUCTION

This paper presents some basic facts and considerations about the
responsiveness of production and sales of farm products to changes in
price. It is conceived as an economist's statement in nontechnical
terms of "price elasticity" concepts and a report of what research
shows and does not show about price elasticities of demand and sup-
ply. These facts and concepts are basic to thle analysis of alternative
farm programs and hence to the formulation of new programs con-
sistent with given objectives.'

The concept of price elasticity of demand is really quite simple.
It may be defined as the percent change in consumption or commercial
sales of a commodity that is associated with a 1 percent change in its
price. Other things being equal, an increase in the price of a com-
modity results in a reduction in its consumption or commercial sales,
so price elasticities of demand are invariably negative.

In speaking of "the" elasticity of demand for a commodity many
important distinctions should be kept in mind. For example, the
elasticity of consumer demand (measured at retail prices) is almost
always greater than the elasticity of the corresponding derived de-
mand measured at the farm price level.2 The elasticity of demand
for a commodity is different in different uses, as for domestic food
use, industrial use, export, and storage. Elasticities of demand may
vary with the length of time permitted for response-that is, if the
price of a commodity increases and remains at the increased level for
a year or more, the percentage change in consumption may be differ-
ent than if the price is maintained at the higher level for only a week
or a month. There are special relationships between elasticities of
demand for individual commodities, for groups of competing com-
modities, and for aggegates of many commodities such as "all live-
stock products," "all food," and "total farm output."

The elasticity of supply of a commodity is defined as the percent
change in its production (or in the quantity made available for sale)
associated with a 1 percent change in its price. Other things being

' For an example of such analysis, see Fox, Karl A., The Contribution of Farm PriceSupport Programs to General Economlc Stability, In Policies To Combat Depression,
Princeton University Press, 1956., pp. 295-349.

2In speaking of demand elasticites, we shall use "greater" to mean a larger absolutevalue, 1. e.,-1.0 wIll be considered "greater" or more elastic than -0.5.
97226-57-27 405
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equal, an increase in the price of a commodity leads, after an appro-
priate time interval, to an increase in its production. Hence, elas-
ticities of supply are almost invariably positive.

Here again it is important to distinguish carefully between market
levels, end uses, and time periods in speaking of "the" elasticity of
supply. Elasticities of supply may vary among producing areas
within the United States, between the United States and foreign coun-
tries and between domestic production and sales out of already exist-
ing stocks. While the supply elasticities of interest in the present
context are primarily responses of farm production to changes in farm
prices, one might also speak of the elasticity of supply for offerings
from processors to wholesalers and retailers or from retailers to
consumers.

The length of time allowed for response has a clearer and greater
importance in defining elasticities of supply than of demand. It is
clear that the United States production of wheat (in terms of wheat
harvested) cannot be significantly increased between October 1957 and
April 1958. Also, if a substantially higher price were guaranteed
for 3 to 5 years the response of wheat acreage and production would
be considerably greater (in the absence of marketing quotas) than if
the same price were guaranteed for only 1 year.

Elasticities of supply for individual commodities are typically
greater than those for groups of commodities which compete for the
same limited land, capital, and labor resources. Acreages of minor
crops may fluctuate from year to year by rather large percentages,
while the total acreage of all crops remains nearly constant.

In summary, if we are to speak and think clearly about elasticities
of demand or supply we must specify particular commodities, par-
ticular levels in the marketing process, particular end uses, and par-
ticular lengths of time allowed for the response of sales or production
to changes in the relevant prices.

II. EFFECTs OF FARM-PRODUCT PRICES ON COMMERCIAL SALES

The volume of research on demand is greater than that on supply
and there is a good deal of convergence among the quantitative esti-
mates of demand elasticities obtained by different investigators.
More is known about demand elasticities on a year-to-year basis than
for periods either shorter or longer than a year. This is due partly
to the nature of published statistics on prices, supplies, sales, and
consumption of farm products. Estimation of demand elasticities for
periods longer than a year encounters serious limitations both of data
and of available analytical techniques.

The bulk of this section will deal with elasticities of demand as
estimated from annual data. This will be followed by a brief state-
ment of some considerations relating to long-run changes in demand.
A. Factors cawbing short-rwn changes in commercial sales

The great bulk of the production of perishable crop and livestock
products in the United States is consumed in our own country. Im-
ports and exports of such commodities are relatively small. Hence,
the demand, supply, and price relationships for many perishable com-
modities correspond roughly to the pattern shown in figure 1.
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SHORT- RUN DEMAND FOR PORK AND HOGS

PORK CO!ISUMlER
CONSUMPTIOlt -1./I 0.9 irione

RETAIL
0.8 PRICE OFto
x0.9 PORK SUPPLY OF BEEF

PORK . LAMB,1POULTRY
PRODUCTION4 MARKETIMIG

. I 0 AT11.0 -W

NUMBER OF PRICE OF
SOWS BRED R LARD
PRECEDMIIG YEAROF HOG

Simplified: Fiqures represent percent chonqe. in variable at point
of arrow associated with I percent chanqe in vanrble from
which arrow leads.

FIGaRE 1.-Decisions affecting the current year's supply of a perishable com-
modity available for consumption are typically made several months to a
year or more in advance. Practically all of the quantity produced in a
given year moves through the marketing system into retail channels, and
the retail price adjusts to a level that will move the available quantity into
consumption. Marketing margins are fairly stable from year to year, so the
farm price for a perishable commodity tends to be determined as retail
price minus marketing costs.
The basic unit for studying consumer demand is the individual

household or family. Changes in the quantity of any food purchased
by a given family depend chiefly upon changes in these factors: (1)
Price of the given food; (2) prices of a few closely competing foods;
(3) prices of other consumer goods and services; (4) family income;
5) liquid assets held; (6) fixed commitments; and (7) family com-

position in terms of number of members, age and sex of each member,
and occupations of the working members.

Theoretically, it would be possible to estimate the price elasticity
of demand for a commodity on the part of each family and single
individual in the United States and combine these estimates to obtain
the average elasticity of demand for the commodity on the part of all
consumers taken together. In practice, our estimates are usually
based directly upon prices, per capita consumption, and per capita in-
come on an annual average basis for the Nation as a whole. If the dif-
ferent series of data are properly defined and accurately measured we
can arrive at reasonably accurate estimates of the elasticity of con-
sumer demand for a commodity in past periods. Inevitably, some
risk of error is involved in applying elasticities from past periods
to future years. However, we have ad enough experience to know
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that price elasticities of consumer demand for major commodities do
not change radically over periods of 1 to 5 years.

Consumer demand for a commodity must be analyzed in terms of
retail prices. If we wish to know the implications for farm prices
of a given demand situation at the consumer level, we must take
explicit account of factors affecting the marketing margin between
farmers and consumers.

There is a great deal of confusion about the way in which marketing
margins vary and the reasons for their variations. Some economists
have reported that farm and retail prices of most foods fluctuate as
though they were related to each other by (1) certain fixed charges
(costs of processing, transportation, and containers) and (2) certain
percentage markups, particularly in wholesale and retail distribution.

An alternative diagnosis is that, on an annual average basis, most
marketing margins criange directly with changes in marketing costs.
If farm prices rose sharply relative to costs of marketing, fixed per-
centage markups would result in large windfall profits to retailers.
But as a result of competition among retailers for consumer trade,
percentage markups would be reduced until the actual dollar margins
were little if any larger than before.

For most farm products, I think this latter interpretation is rea-
sonably close to the truth, despite local disturbances and exercises of
bargaining power that suggest something less than perfect compe-
tition. If extensive gouging based on monopoly power were prevalent
in the food-marketing system one might expect marketing margins
to show sharp changes from year to year. The marketing-margin
statistics I have examined do not show this; pronounced trends may
appear over a series of years, but changes from 1 year to the next
are usually small. (Some recent data for pork and hogs are shown
in fig. 5, p. 416.)

The above diagnosis implies that consumer demand for many food
products is transmitted through the marketing system in a very simple
way. In the economist's language, demand at the farm level is derived
from consumer demand by subtracting marketing charges If a com-
modity has many different uses, the total farm demand is determined
by the combination of derived demands from each of these end uses.
Demand for a storable commodity at the farm level also involves
speculative elements based on anticipations of future price changes.
Under free-market conditions, the aggregate demand for a product at
the farm-price level may be considerably more elastic than its derived
demand from domestic consumption alone. For example, the demand
for wheat for food use in the United States is almost completely
inelastic, but the demands for wheat for export, livestock feed, and
storage provide a relatively high total elasticity when the United
States farm price of wheat is fairly close to world market and/or
feed-grain price levels.
B. Research results

Figure 2 illustrates the use of a demand curve for beef, estimated
from 1922-41 data, to explain the change in retail prices of beef from
1954 to 1956 as a consequence of changes in the per capita consumption
of beef and pork and the per capita income of consumiers.
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oft iBeLce CONSUMER DEMAND CURVES for BEEF
(~ r Plb i)n 1954 and 1956

1 _1954 ~ '

I956 s C\9 ~~>1956 (A)
1956 (C)

,Ata f 1954 j on1195

BeeF Consumption (Aounds perazpitt)

FIGURE 2.-The different demand curves for beef have the following signifi-
cance:

1954 actual: Demand curve passing through the 1954 observed price and con-
sumption point with same price elasticity as in 1922-41.

1956 (A): The 1954 demand curve adjusted to the 1956 level of consumer
income.

1956 (B): The 1954 demand curve adjusted to the 1956 level of pork sup-
plies.

1956 (C): The 1954 demand curve adjusted to 1956 levels of consumer In-
come and pork supplies.

The actual retail prices of beef in 1954 was 68.5 cents. The estimated
1956 prices-based on the different demand curve adjustments are:

1954 actual: 63.6 cents
1956 (A): 69.1 cents
1956 (B): 60.9 cents
1956 (C): 66.4 cents

Logically the 1956 (C) demand curve should give the best estimate, and It
does. The actual retail price in 1956 was 65.7 cents, only 0.7 cents below esti-
mate 1956 (C).

The price elasticity of consumer demand for beef is indicated by
the relative movements of consumption and retail price along the
1954 actual demand curve. This elasticity is between -0.8 and
-1. To estimate such a price elasticity one must be careful to sep-
arate out the effects of factors such as changes in consumer income
and in consumption and prices of competing foods. In figure 2, these
factors are assumed to change the level of the demand curve from
1954 to 1956 but not its slope.3

.tligure 2 Is adapted from a 1922-41 demand curve in which elasticities remain con-
stant despite shifts in the level of the curve or movements along the curve. This result isobtained by fitting a demand function to logarithms of the orginal data. With arithmetic
straight lines, such as those shown in figure 2, elasticities of demand vary slightly from
point to point along a given demand curve or for the same consumption point on demand
curves at different levels.

a_ _



POLICY FOR COMMERCIAL AGRICULTURE

The hollow dots in figure 2 illustrate the approximate effects of
changes in these other factors. For example, the increase in con-
sumer income from 1954 to 1956 apparently would have offset the
effect of the increased supply of beef so that, if only these two fac-
tors had been involved, the retail price of beef in 1956 would have
been as high or slightly higher than in 1954. However, the sharp in-
crease in per capita supplies of pork affected beef prices adversely,
so that, taking the 3 factors together, we would have expected a drop
of about 2 cents a pound in retail beef prices from 1954 to 1956. The
actual price drop was about 2.8 cents. This suggests (though it does
not wholly prove) that the elasticity of consumer demand for beef
with respect both to its own price and to other factors is not much
different than in 1922-41.'

Figure 3 shows a similar attempt to apply a 1922-41 demand curve
for pork to an explanation of the change in retail pork prices from
1954 to 1956. The price elasticity of consumer demand for pork
measured along the 1954 actual demand curve is between -0.7 and
-0.9. The increase in consumer income from 1954 to 1956 tended to
raise the demand curve for pork while the increase in beef supplies
tended to lower it. The 1922-41 analysis also indicated that, other
things being equal, the price of pork was tending to decline about 1.5
percent a year.

'A study of 1947-56 data now being conducted by Wilbur R. Maki lends further support
to this Conclusion.
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CONSUMER DEMAND CURVES for PORK
X'et-ail 1954 and 1956
oxf.iorki

(Cnts per lb)

1956 (A)
5 | ;'s 1956 _

1956 t *k 1954 .Ac I
Pork Cnsump twn 1956 (B)

19 ~ ~ I 1956

65 7
Pork Cmsumplox (Pounds peiCapila)

FIGuRs 3.-The 1954 actual and 1956 (A) demand curves for pork have the
same interpretations as the corresponding curves for beef. The other two
curves have the following significance:

1956 (B): The 1954 demand curve adjusted for the 1956 level of beef sup-
plies and the 1922-41 trend in demand.

1956 (C) The 1954 demand curve adjusted for 1956 levels of consumer in-
come, beef supplies and 1922-41 trend in demand.

The actual retail price of pork in 1954 was 58.3 cents. The estimated 1956
prices based on the different demand curve adjustments are:

1954 actual: 49.8 cents
1956 (A) : 54.8 cents
1956 (B) :46.9 cents
1956 (C) : 51.9 cents

If the 1922-41 relationships still held the 1956 (C) demand curve should give
the best estimate. The actual retail price in 1956 was only 46.5 cents, low
enough to suggest moderate but significant changes in demand relationships for
pork since 1922-41.

When all these factors are assumed to operate according to their
1922-41 relationships, the expected price drop from 1954 to 1956 is 6
or 7 cents a pound. However, the actual price drop was nearly 12
cents. This demand curve did not give a perfect explanation of
changes in pork prices even during 1922-41, but an error as large as
the present one (5.4 cents) should occur only rarely if the 1922-41
relationships were essentially unchanged. A study of 1947-56 data
nowv being conducted by Wilbur R. Maki suggests that the price
elasticity of demand for pork may have decreased moderately and the
downtrend in demand relative to other meats may have become some-
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what more rapid. Both of these changes, if corroborated by further
study, would help to explain the sharpness of the actual price decline
from 1954 to 1956.

Figures 2 and 3 provide concrete illustrations of demand curves
and demand elasticities. They also provide one example of a highly
stable demand curve and another of a demand curve that has changed
significantly, though not drastically, during the past 15 or 20 years.
I believe that price elasticities of demand for most food products are
still reasonably close to their prewar values.

Table 1 presents price elasticities of demand, based on year-to-year
changes during 1922-41, for a number of farm and food products. It
will be noted that elasticities of consumer demand for individual
meats and poultry meats average only slightly lower than -1. The
elasticity of consumer demand for eggs is much lower than those for
the individual meats. Consumer demand for potatoes is even less
elastic. It will be noted that the demand for all meat as an aggregate
is less elastic than the average of demand elasticities for individual
meats. Analysis of a set of demand curves for individual meats, each
including supplies of competing meats as a price-influencing factor,
shows that on the average a 1-percent increase in the supply of an in-
dividual meat has reduced its price by 1 or 1.1 percent and a 1-per-
cent increase in the supply of competing meats has reduced the price
of a given meat by 0.3 to 0.4 percent. These results correspond very
closely to the differences noted in table 1, with the elasticity of demand
for all meat being about three-fourths as large as the weighted average
elasticity of demand of the individual meats.

TABLE: 1.-Elasticiste of demand-Approximate values for different products
and market levels, 1922-41 '

Consumer Demand for Elasticity
demand at consumption, of total

Commodity retail measured at demand at
price 2 farm price farm price

level 2 level s

(1) (2) (3)

Apples --- -$1.21
Peaches 3 ------------------------------------ -1.18
Lamb -'-$0.91 --. 67
Pork --. 81 -$0.46 -. 65
Beef --. 79 -. 45 -. 84
Chicken -- 72 -. 53
Turkey - --. 92
Eggs --. 26 -. 24 -34
Milk for fluid use --. 230
All meat - -. 62 -. 39 -. 62
Al food livestock products - ------------ -. 52 -. 35 -. 41
Oranges ---. 58
Grapefruit ---. 40
Lemons - --. 35
Potatoes -. 22 -. 26
Onions (late summer)---------------- -. 28
Wheat (domestic food use) --. 07-
Cotton (domestic mill consumption)----------------2-3-------3-
Corn - -- --. 8
All feed concentrates --. 4 -. 5

' Based on Fox, Karl A., Factors Affecting Farm Income, Farm Prices, and Food Consumption, Agri.
cultural Economics Research, July 1951, pp. 65-82.

2All coefficients were statistically significant, but subject to standard errors ranging from as low as 0.03
to 0.05 (potatoes, onions, oranges, pork, all meat, and all food livestock products) to as high as 0.15 to 0.20
for peaches and chicken.

8 United States, excluding California, where a large proportion of the peach crop is canned or dried.
4 Probably understates true elasticity of demand.
U May overstate true elasticity.
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The elasticity of consumer demand for all food livestock prodleits
as an aggregate (including meat and poultry meat as well as eggs
and dairy products) is lower than that for all meat. Part of the
reduction is due to the fact that the elasticities of consumer demand
for eggs and fluid milk appear to be lower than those for meat, but
competition between meat, poultry meat, and other livestock products
accounts for at least a part of it.

I have fewer results at hand for price elasticities of crop foods at
retail. On the basis of their farm-price elasticities and scattered
analyses, I would expect these elasticities of consumer demand to range
from something greater than -1 for fresh apples and peaches
through -0.5 for grapefruit down to -0.3 or less for lemons, pota-
toes, onions, wheat flour, cornmeal, sugar, and the aggregate of food
fats and oils.

Analyses of the price elasticity of demand for all food, based on the
index of per capita food consumption shown in table 2, suggest a
change of -0.25 to -0.35 percent in consumption in response to a 1-
percent increase in the corresponding index of retail food prices. If
a 1-percent change in the food-price index were due solely to a drop
in the price of beef, the effect on the index of food consumrption could
amount to -0.5 percent or more; if the same decline in the price index
resulted from a decline in prices of sugar, fats, and oils, the change in
the food-consumption index could be as small as -0.1 percent.

The fact that the typical price elasticity of demand for all food
is smaller than the individual price elasticities for many individual
foods is due in part to competition among, as well as within, major
food groups. Many of these relationships cannot be measured by
statistical means, but theoretical considerations suggest that signifi-
cant price competition, direct and indirect, does exist among the major
food groups.

This assumption is reinforced by the stability of total food con-
sumption measured in terms of calories despite substantial shifts in
consumption among the various commodity groups (table 2). Speak-
ing very broadly, the present situation seems to be about as follows:
The current year's production of red meats, poultry meats, eggs,
fruits, and vegetables moves into consumption, and the retail and
farm prices of these commodities adjust to the quantity offered by
retailers to consumers; prices of other foods at retail are largely de-
termined by support prices on the corresponding raw farm products,
and per capita consumption of such products tends to adjust to their
(relatively rigid) retail prices. If supplies of red meats and poultry
meats increase sharply, as they did from 1954 to 1956, consumption of
other products is cut back sufficiently to retain the total intake of food
energy (calories per capita) at very nearly a constant level. The in-
crease in the index of food consumption from 1935-39 to 1956 reflects
a shift from less expensive to more expensive calories within a practi-
cally constant total number of calories.
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TABLE 2.-Food consumption in poutnds per capita, selected commodities and
periods, United States, 1985-39 to 1956'

Commodity Average, 1947-49 1954 1956 pre-
1935-39 liminary

Meats (carcass weight), total - 127.0 148.5 154.7 166.8
Beef - -- -------------------------- 55.6 65.6 80.1 85.4
Pork- 56.5 68.4 60.0 67.5
Chicken (ready-to-cook)- 13.4 18.7 22.8 24.3
Turkey (ready-to-cook) -2. 2 3.3 5.3 5.1

Fats and oils, total, fat content-45.4 42.4 45.4 44.4
Sugar, refined - --------- 97.4 95.1 96. 3 9& 4
Potatoes (farm weight) -130.0 114.0 106. 0 200.0
Sweetpotatoes (farm weight) -21.6 12.6 8.0 8.0
Wheat flour-160.0 137. 0 126.0 121.0
Cornmeal ----------------- 23.1 12.9 9.3 8.6
Fruit, frozen (including juices)- .8 3. 2 7.4 8.8
All food (index, 1947-49=100) 2 -91. 0 100. 0 101.0 103.0
Food energy (retail weight basis) 3 -3,270. 0 3, 230.0 3,190.0 3,230.0

X From The National Food Situation, Agricultural Marketing Service, July 1957, p. 4, unless otherwise
indicated.

2 Pounds of each food consumed in the given period weighted by its average retail price per pound during
1947-49. Thus, more weight is given to a pound of a higher priced item, such as beef, than to a pound of a
lower priced item, such as sugar.

I From The National Food Situation, 1957 outlook issue, November 1956, p. 6. A pound of fat has much
more weight in this calculation than a pound of sugar, and a pound of sugar has much more weight (i. e.,
more calories) than a pound of beef.

Column (2) of table 1 shows some estimated demand elasticities
for meats and other livestock products measured in terms of per capita
consumption and farm prices. These are elasticities of derived de-
mand, and are smaller in every case than the corresponding elasticities
of consumer demand. With marketing margins remaining almost
constant from one year to the next (though not over long periods),
farm prices fluctuate by about the same absolute amount (cents per
pound) as do retail prices. However, the farm price is lower than the
retail price by the amount of marketing charges; hence, the percentage
variation in farm prices associated with given changes in consumption
is considerably greater at the farm than at the retail price level. This
mechanism is illustrated in figure 4. The left-hand chart is roughly
appropriate for individual meats and poultry meats under 1956 con-
ditions. The right-hand chart implies somewhat greater price vari-
ability (or smaller demand elasticity) than may be appropriate for
the aggregate of all food livestock products; however, the elasticities
are somewhat greater than those for potatoes, eggs, and the aggregate
of all foods.
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FoGuuRE 4.-The footnote references are as follows:
'Elasticity of demand when quantity and retail price both equal 100:

At retail price level: -1.0
At farm price level: -0.5

2Elasticity of demand when quantity and retail price both equal 100:
At retail price level: -0.50
At farm price level: -0.25

8 Relation between retail price and quantity purchased by consumers.
'Relation between quantity sold by farmers and price received by farmers. Assumes

marketing charges are constant at 50 cents per unit.

Figure 5 illustrates the point previously made in the text and in
figure 4 about the relative constancy of marketing margins in the short-
run and about the approximately equal dollar-and-cent changes in
prices at retail and farm levels. Similar results would be obtained for
a number of other important perishable foods.
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Cents per
retail pound

PORK PRICES
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FIGURE 5.-Marketing margins for pork have trended upward rather consistently
over the past decade. However, year-to-year changes in marketing margins
have rarely exceed 1 cent per retail pound, and year-to-year changes in net
farm value have been about the same in dollars and cents as the changes in
retail price.

Figure 6 illustrates the fact that the elasticity of demand at the farm
level with respect to the total production or supply (production plus
carry-in) of a commodity may be greater than the elasticity of demand
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derived from domestic consumption only. The demand for wheat fordomestic food use has very little elasticity. The elasticities of demand
for feed use and export are also quite small for prices above $2 a bushelbut become rather large as the United States average farm price ofwheat approaches the price of feed grains or the price of wheat ex-ported from other surplus-producing countries. The quantity of wheatgoing into industrial uses is almost negligible at present; the demand
curve showing increased industrial uses for wheat at prices below $1a bushel is almost wholly intuitive, except as influenced by some recentpublished statements concerning possible industrial uses of grains.The lower right-hand section of fgure 6 shows the total demand curve
for United States wheat as the sum of the demand curves in different
end uses. Under free market conditions (both at home and abroad)there would be an additional commercial demand for wheat in anygiven year, namely a demand for wheat to be stored for sale in sub-sequent years. The amount stored would depend upon such factors asthe variability of wheat yields in the United States and other countriesand the cost of storing wheat in comparison with possible price in-creases due to lower production in one or more future years.

TOTAL DEMAND for WHEAT
and DEMANDS for PARTICULAR END USES

FARM FARM FARMPRICE PRICE PRICE
$3.o0 s h o 30Oo

2.00 200 200

1.00 1.00 _ 1.00 =
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500 ~~~~500miallokbushels O hulto~rhdes ?Million bushe&A. DOMESTIC FOOD B. FEED USE C EXPORTS
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RICE PRICE
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* FIGURES ARE ROUGH ESTIMATES

FInURE 6.-The total demand curve for United States wheat is a composite ofwidely different demand curves in the various end uses.
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Although the absolute amounts of storage, imports, and exports of
most livestock products are small, changes in these from year to year
may significantly reduce the variability of farm prices. For example,
the elasticity of total demand for meat animals during 1922-41 was
around -0.6 as compared with a derived demand elasticity (for final
domestic consumption within the given year) of only -0.4.

So far this section has dealt almost exclusively with food products.
The demand for corn and other feed crops is a step further removed
from consumer demand. Thus, the level of the demand curve for feed
crops in a given year is affected by the number of grain-consuming
animals on hand and the expected farm prices at which they and their
products are to be sold. In estimating the price elasticity of demand
for corn or for feed concentrates as a group, we must take care to
separate out the effects of changes in livestock numbers and prices of
livestock products.

The price elasticity of demand for corn at the farm level, including
private storage demand under free market conditions, appears to have
been somewhere between -0.6 and -0.8 during 1922-41. However,
the elasticity of total demand for feed concentrates as a group seems
to have been about -0.5 (including demand for private storage) and
the demand for current feed use only seems to have had an elasticity
of about -0.4.

Elasticities of demand for domestic consumption of cotton and to-
bacco with respect to changes in farm prices appear to be very small.
Lowenstein and others have estimated this elasticity of demand for
cotton at -0.2 to -0.3; the corresponding derived demand for tobacco
may be - 0.1 or less. I obtained an elasticity estimate for wheat flour
during 1922-41 of -0.07; Meinken has obtained a figure of -0.04.
The differences are not statistically significant. For practical pur-
poses they indicate that the derived demand for wheat for food use in
the United States is almost completely inelastic.

C. Factors causing long-run changes in commercial sales
Relatively little has been published concerning the effects of price

changes upon long-run changes in demand. With available data
sources and statistical methods, such analyses are inherently more
difficult and less conclusive than studies of short-run demand. To a
considerable extent, objective research must be supplemented by quali-
tative or intuitive arguments.

Table 2 indicates that striking changes have occurred in per capita
consumption of different foods during the past 20 years. However,
most of these changes are attributable to factors other than price.
Figure 7 indicates on a schematic basis the probable effects of some
of these nonprice factors.
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FACTORS CAUSING LON6-RUN
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It is obvious that, other things being equal, a 50-percent increase
in population will be accompanied by a 50 percent increase in the
demand for all food as an aggregate and for each indiviual food.
However, a 50-percent increase in real income per consumer would
produce an increase of only about 10 percent in the per capita con-
sumption of all food. The percentage increase in consumption of a
few preferred products, such as beef, might be fully twice as large as
this; on the other hand, consumption of cereal products and of fats
and oils other than butter might even show a decrease as a result of
higher consumer income.

Promotion must have a considerable effect on the market positions
of individual branded products within a group of competing branded
products. Also, in the case of newv products availability is obviously
prerequisite to consumption. One would expect the national average
per capita consumption of a new product to increase rapidly as it be-
comes available in more and more cities and in smaller and smaller
towns and country stores. Consumption of broilers and turkeys must
have increased in recent years partly as a result of increased avail-
ability at times other than the holiday season. The effectiveness of
promotion in increasing the demand for the entire national output
of a commodity such as pork or beef has not been conclusively demon-
strated. Improvement in the quality of the entire national output
of a commodity would also be expected to increase the demand for it
relative to those for competing products.

Sometimes large changes occur in the national average per capita
consumption of a commodity for technical reasons. For example, per
capita consumption of sweetpotatoes and cornmeal is higher in the
South than in the North and higher on southern farms than in south-
ern cities. As the number of people living on farms in the South has
declined and the urban population has increased, official statistics which
divide the national consumption of these products by the national pop-
ulation have indicated a rapid decline in per capita consumption.
The rate of decrease in consumption of sweetpotatoes and cornmeal
per person living on southern farms must have been considerably
slower, though probably substantial.

Despite recent studies by Elmer Working and others, I would argue
that no conclusive estimates have been obtained concerning the effects
of changes in commodity prices upon the responsiveness of demand
over periods longer than a year. Working indicates that the longer
run (5-year) demand response for meat is larger than that within a
single year. For my part, in the case of perishable foods that are
bought at least once a week I believe consumers make a substantially
complete adjustment of their purchases to price changes within a few
weeks-certainly within a year.

Long-run effects of price changes upon consumption are probably
more extensive and clear cut in the case of fibers such as cotton and
wool and of fats and oils in industrial uses. Research to develop new
and improved synthetic fibers and detergents and investment in plants
and equipment to produce them on a commercial scale must be stimu-
lated by the expectation of high support prices for the natural
products. However, part of the technological advances in synthetic
fibers and detergents might have been made even if prices of the com-
peting farm products had remained at a considerably lower level.
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Althoughl we sometimes speak of a demand curve for exports, our
exports under free market conditions might better be regarded as
the net result of demand and supply factors (1) in the United States;
and (2) in all other countries. A higher support price for cotton in
the United States (unless offset by subsidies or special export pro-
grams) would lead to increased production in foreign countries and
to reduced consumption even if there were no long-run effects on the
positions of the foreign supply and demand curves.

III. EFFECTS OF FARMS PRODUCT PRICES ON DoMiEsTic
AND FOREIGN PRODUCTION

During most of the last three decades research on supply responses
at the national level has lagged behind research in demand. Some
significant beginningv were yade during the 1920's, but supply analy-
sis thereafter Jay relatively dormant until recent years. A body of
materials relating to individual farms and to typical farms in particu-
lar areas is accumulating but no major synthesis has yet been made.

We shall distinguish between short-run and long-run supply re-
sponses and between price effects upon domestic and upon foreign
production.

A. Factors causing short-?un changes in domestic produwction
Logically, the basic unit in analyzing the response of production to

changes in price is the individual farm. Supply analysis could be
approached on a partly intuitive basis by budgeting a number of
possible production patterns for an individual farm and determining
at least the direction of chances in the production of particular prod-
ucts that would increase profts. During the past 4 or 5 years quite a
number of individual farm studies have been made by means of a
new technique known as linear programing. So far, these studies
have been widely scattered and have not been prepared with a view to
arriving at national average supply curves.

The upper section of figure 8 shows a supply curve for cream (in
terms of numbers of dairy cows to be kept) on a particular Iowa
farm. Prices of other products produced on this farm are assumed
to remain constant while the expected price of cream is permitted to
vary. Prices of production items are held constant, and rigid upper
limits upon the land, labor, and capital available to the farm operator
are assumed.

97226-57 28
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SHORT- RUN RESPONSES in LIVESTOCK
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1 Assumes strict limits on the total amounts of land, labor, and capital available. Prices
of farm products (other than cream) and prices of all items used in production are assumed
constant. (From an unpublished doctoral dissertation by Eddie V. Easley, An Application
of Linear Programing to the Study of Supply Responses in Dairying, Iowa State College,
1957.)

2 May apply to individual truck crops in highly commercialized areas.
3 Approximates pre-1933 level for flue-cured tobacco.
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The supply elasticity for cream oft this particular farm is around
0.4 under these conditions. It should be noted, however, that the in-
creased number of dairy cows is obtained at the expense of a reduction
in the poultry enterprise on the farm and some reduction in the num-
ber of beef cattle fed. This illustrates the counterpart of a point made
in connection with demand for competing commodities-the supply
of a group of commodities which compete for the same land, labor
and/or capital resources is less elastic than the average for individual
members of the group.

The lower section of figure 8 is schematic. An annual crop that
uses only a small fraction of the total land suitable for its produc-
tioll may show large percentage shifts in acreage from year to year in
response to only moderate changes in the expected price of the partic-
ular crop relative to those of its alternatives. Major crops which
occupy a large proportion of the suitable land in the areas where they
are grown shlow more sluggish acreage responses to price. Acreage
shifts are inhibited by shortages of specialized equipment and by the
need or desire to maintain appropriate rotations. In the absence of
Government programs, farmers tend to use all their available land
for one thing or another, so that acreage planted to all crops in the
aggregate changes very little from year to year. Forced reductions
in acreages of wheat and cotton are largely offset by the use of di-
verted acres for feed grains, soybeans, and forage.

In the case of feed and forage crops, farmers must decide how much
to sell, how much to store on the farm, and how much to use for feed.
They must also determine the allocation of the total quantity fed
among the vairous classes of livestock on the farm. Production of
the different classes of grain-consuming livestock responds quite dis-
tinctly, though in varying degrees, to their relative prices and to the
price ratios of livestock products to feed grains.

Although most of the national aggregate supply analyses for crops
have dealt exclusively with acreage, figure 9 indicates another sort
of response that is also available to farmers. Figure 9 is adapted
from a research study conducted by Earl 0. Heady and others at Iowa
State College. The economic principle governing the optimum quan-
tity of fertilizer to be applied is as follows: Increase the amount of
fertilizer until the expected market value of the last unit of corn
produced is barely equal to the cost of the fertilizer needed to pro-
duce it. The production curve shown relates to a particular soil type
in Iowa. If a farmer knew that this relationship held on his farm, he
would expect to get the maximum net profit per acre on his corn by
applying about 195 pounds of soil nutrients if the corn price were
$1 a bushel and about 260 pounds if the corn price were $1.40 a bushel.
His expected corn yield would be about 10 percent higher in the sec-
ond case, reflecting an elasticity of corn yield with respect to corn
price of about 0.25. (Of course, weather conditions would have im-
portant-effects on the actual yield obtained in a given year.)
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SHORT- RUN RESPONSES in YIELDS:
EXPECTED MOST PROFITABLE LEVELS of FERTILIZER USE'
CORN YIELD.
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FIGURE 9.

Adapted from Earl Heady, John Pesek, and William Brown, Crop Response Sprfaces and
Economic Optima in Fertilizer Use, Research Bulletin 424, Iowa Agricultural Experiment
Station, 1955.

2Assume fertilizer cost of $0.18 per pound of N plus P2 05 .
. Pounds of N plus P20. assuming the two nutrients are applied In equal amounts.

B. Research results
Some scattered estimates of short-run elasticities of supply are in-

dicated in table 3. Analyses of the response of acreage planted to
changes in price must be confined to the period before 1933 in the cases
of crops that have since been subject to marketing quotas and acreage
allotments.
TABLE 3.-Short-run elasticities of supply by commodity and apparent response of

supply to preceding year's farm price

Flue cured tobacco, burley tobacco, and peanuts (before 1933) I +0. 4-0. 5
Sows farrowing, farm chickens raised (before 1941)- 1. 4- _5
Corn -2 09
Cotton -2 20
Wheat --- 2. 47
Response of acreage to "expected price:"

Corn -_-. 18
Cotton - 3. 67
Wheat -_--- 3. 93

l Rough estimates based on scattered unpublished analyses.
2 From Nerlove, Marc, Estimates of the Elasticities of Supply of Selected Agricultural Commodities,

Journal of Farm Economics, May 1956, pp. 496-509.
a Also from Nerlove. Derived by new method which needs further experimentation and appraisals;

may overstate true elasticities of acreage response. However, allowance for yield response (see fig. 9) might
raise total elasticities of supply (production equals acreage times yield) with respect to "expected price"
to or above the levels shown.

Most studies of supply response have related changes in acreage, in
numbers of animals raised, or in quantities of livestock products pro-
duced to absolute or relative prices in the previous year. In a few
cases, the price received 2 years in advance of current production is
also taken into account. Sometimes the percentage increase in supply
from year 1 to year 2 has been expressed as the result of a change in
the price of the commodity from year 0 to year 1; sometimes the supply
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response has been attributed to deviations of the previous year's price
from some "equilibrium" or moving average level. Many of these re-
sponses for individual classes of grain-consuning livestock and for
crops using a moderate proportion of the suitable acreage have shown
supply elasticities of around 0.4 to 0.5. Supply elasticities of 0.2 to
0.3 have been obtained for cotton prior to 1933 and elasticities of 0.1 or
less have been obtained for corn.

Logically, of course, there is no reason for farmers to adjust next
year's production to this year's price unless they regard it as a fairly
close approximation to the price that will likely be obtained next year.
If the price of hogs has averaged $20 a hundredweight for 3 or 4 years
and suddenly falls to $10 there is little reason for farmers (or econo-
mists) to assume that next year's price will be $10 rather than $20
or at least $15. However, we have no direct evidence for earlier years
as to what prices farmers really expected when they made their pro-
duction plans. It would be possible in future years to learn more about
the nature of farmers' price expectations through interviews and fol-
lowup studies.

Marc Nerlove has recently applied a very ingenious hypothesis
which leads to a reconstruction of the "expected prices" to which
farmers presumably responded in earlier years. However, his ap-
proach should be tested by other investigators and on other com-
modities before it is wholeheartedly accepted. Roughly speaking, his
studies for corn, cotton, and wheat during 1909-32 imply that the
prices expected by farmers were only about half as variable as actual
prices. If the actual price in a given year was extremely low, farmers
would presumably expect a price in the following year about half way
between this level and average." 5 Using this approach, Nerlove ob-
tains elasticities of acreage in response to changes in "expected prices"
of about 0.2 for corn, 0.7 for cotton, and 0.9 for wheat.

For more than 20 years economists have pointed out the tendency
of average yields of quota crops to increase when marketing quotas are
reduced. Selection of the more productive acres is one factor; heavier
fertilization and more careful and intensive use of insecticides, labor,
and other inputs also contribute. Under certain conditions, a tighten-
ing of marketing quotas would tend to encourage the response indi-
cated in figure 9. Similar production curves have been derived for cer-
tain livestock products showing the relationship of gains in weight or
in eggs or milk produced to increases in the quantity of feed fed. An
increase in the average market weight per hog or steer sold would be
analogous to the yield effect observed in crops.

I have no research results at hand to show the relation between
supply elasticities for particular products and for aggregates of com-
peting commodities, total acreage, or total farm output. Under free
market conditions, the total acreage planted to crops remains nearly
constant from year to year; this is analogous to the constancy of
total calories per person in the case of food consumption. Total farm
output from this acreage, weighted by the farm values of the different
commodities, may nevertheless increase as a result of practices that
increase crop yields and livestock production per acre. Figure 9
and other considerations suggest that the short-run (year-to-year)

r This statement Is intended to give only a rough Indication of Nerlove's approach; anaccurate description of it would be overly technical for the purpose at hand.
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elasticity of supply for total farm output might be as high as 0.2 if all
farmers made the adjustments that would maximize their net profit
under assumed price conditions.
C. Factors affecting long-run changes in domestic production

We are all familiar with the major changes that have taken place
during the past two decades in total farm output, in the output of
individual farm products, and in the techniques by which these prod-
ucts are produced. The bulk of the increase in farm output in recent
years must be attributed to improvements in technology (hence, in-
directly, to research) ; considerably less than half of the recent in-
crease in farm output can be attributed to increased quantities of labor,
capital, and land-the visible resources used in production.

Under free market conditions, an improvement in technology that
permits most farmers to produce a given commodity at lower cost
will result in a lower price for that commodity relative to others and
to the prices of items used in its production (fig. 10).

EFFECTS of TECHNOLOGICAL CHANGE on
FARM PRICES and PRODUCTION RESPONSE
EXPECTED
PRICE
(dollars runit D
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FIGURE 10.-Early adopters of improved techniques gain substantial net in-
come advantages. As use of these techniques becomes general, the price declines
from P1 to P.. Consumers then purchase a somewhat larger quantity per person
at a significantly lower price.

The early adopters of the new technology may greatly improve
their profit positions so long as the market price is being determined
primarily by the output of persons using the old technology. When
the new technology has been almost universally adopted, the relative
position of the early adopter may be not much better than before.

It is clear that supplies of individual farm products and even of
farm products in the aggregate are very elastic if several years are
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allowed for response and if price expectations are relatively snrp.
DVuring World War II, support prices on certain commodities were
guaranteed for a period of at least 2 years after the cessation of
hostilities, and in the first year or 2 of the war reasonable individuals
may have expected the guarantees to apply for as many as 4 or 5
years. I would guess that a study of the Steagall amendment period
might yield a supply elasticity of at least 1.0 with respect to changes
in the parity price ratio if as many as 5 years were allowed for theproduction response.

Both in the long-run and the short-run, it seems preferable to as-sume that the farmer is trying to maximize net income from the useof his available resources rather than that he is adjusting only to the
expected prices of his products. These prices will, of course, largely
determine his opportunities for gross income; his opportunities for
net income will depend also upon the prices of goods and services
used in production and upon the efficiency with which he organizes
his resources. Price elasticities of supply may be regarded as inci-
dental results of the efforts of farmers to improve their net incomes.
D. Factors causing changes in foreign production aMd imports

Figure 11 indicates the effects of improved techniques in the pro-
duction of a given commodity in the United States upon net foreign
trade under free market conditions. The results would be largerproduction in the United States, a somewhat lower price in both
countries, and an increase in our exports. The same diagrams could
be used to illustrate the effects of improved technology in other coun-
tries as well or the effects of trying to maintain the old price in theUnited States. It is clear that if prices are supported at too high alevel in this country and export subsidies and special financing pro-
grams are avoided, powerful pressures are set up to increase produc-
tion both at home and abroad.

EFFECTS of PRICE and TECHNOLOGICALCHANGES
UPON FOREIGN TRADE (Schematic)
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FIGURE 11.-The price level in "Other countries" implies no transportation costs
in order to simplify the diagram.
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IV. SUMMARY AND CONCLUSIONS

Consumers make substantial adjustments to year-to-year changes in
the retail prices of many food products, including most of the im-
portant livestock products. Although the percentage variation in
prices is somewhat greater at the farm level than at retail, the
probable variations in farm prices of livestock products under free-
market conditions do not seem to be unreasonably large. Percentage
changes from year-to-year in the production of individual livestock
products and of livestock products in the aggregate are small enough
that the consequent changes in farm prices should be tolerable. A
program that would considerably reduce variations in feed prices
would further reduce such fluctuations in livestock output and prices.
Figure 12 outlines the mechanism involved in a true ever-normnal
granary program for corn that would not raise the average level of
corn prices over a period of years above the expected free-market level.
Starting from our present stock position such a policy would be un-
satisfactory to some and the feasible level of price support would be
lower than if we could begin with normal feed reserves. Such a pro-
gram would work better than most alternatives under ordinary condi-
tions. The 10-cent hogs of 1955-56 must be attributed to the strictly
abnormal efects of a 30-million acre forced reduction in plantings of
wheat and cotton with no safeguards to keep the diverted acres out of
feed production.

DEMAND-SUPPLY STRUCTURE
FOR CORN*
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FIGuRE 12.-This is a highly simplified model of the feed grain and livestock
economy. There are timelags of a few months between corn production, its
consumption by livestock, and the marketing of the resulting livestock prod-
uets. The percentage change coefficients are based on 1922-41 relationships.
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Iw here elasticities of demand at the farm level are exceediligly Sinall
and/or where production is sufficiently localized that producers can
organize and maintain a limited degree of monopoly power, marketing
orders and agreements with provisions for diversion of surpluses at
lower prices represent a reasonable approach to price and income
stabilization.

Most of the potential price elasticity of demand for commodities
such as wheat cotton, and tobacco lies in other uses than the primary
domestic marlet. If domestic price levels for these products were
in touch with the world market, considerable elasticity of demand
would be found to exist despite trade interferences on the part of other
countries. A reduction of trade barriers in any part of the world
would tend to increase the elasticity of total demand for United
States production. When we support the domestic prices of these
products well above export or feed price levels we support them at
points where their demand curves are extremely inelastic. Under our
current price support policies for the major export crops we can
achieve elasticity only through the use of export subsidies, gifts, or
sales for foreign currency.

In my opinion the long-run effects of prices of food products upon
domestic demand will not differ greatly from those of the short run.
In the case of fibers and farm products for industrial use the long-run
effects of relative prices may be extremely important. However, we
cannot expect lower market prices for such farm products to head off
important advances in technology based on the use of inherently
cheaper raw materials such as coal or petroleum byproducts.

The long-run effects of prices on domestic and foreign production
of farm products and the production of competing synthetics are ex-
tremely important. Although we often become preoccupied with
market strategies and tactics based on factors other than price, price
is the most potent instrument we have for balancing production and
commercial sales.



HOW EFFECTIVE ARE PRICES AND INCOMES IN BRING-
ING ABOUT ADJUSTMENTS WITHIN AGRICULTURE?

E. J. Working, State College of Washington

A brief answer to the question is that they are very effective. In-
deed, given any situation as to the knowledge of the arts of produc-
tion and as to the available resources, considerations of price and in-
come are of dominant importance in determining how much of each
commodity commercial farmers will attempt to produce. Similarly,
changes in prices and incomes, or in prospects for them, are of pri-
mary importance in causing commercial farmers to decide to make
.adjustments in their output. This is bound to be the case where we
have intelligent farmers and each individual is free to make his own
decisions as to what he should produce.

The general principles involved are well known. A farmer, like
any other businessman, with certain resources at his disposal will at-
tempt to devote those resources to the production of whatever will
yield him the highest net return. What he will produce will then
depend upon:

1. The resources he has at his disposal-including his knowl-
edge of the arts of production.

2. The costs which he anticipates will be incurred under dif-
ferent plans of production.

3. The prices he anticipates for the various things which he
might produce.

Since each farmer's decisions will be based largely upon expected
prices of the things he would have to sell, the total output of the
farms of the country will depend largely upon those prices. As an-
ticipated prices change, so will farmers' plans for raising crops and
livestock-and so will actual output, in due time.

From this reasoning then, it should be apparent that the output of
farm products will depend upon prices, and that changes in produc-
tion will be brought about by changes in prices. It should also be
clear that what is produced will depend upon other things as well
as upon prices.

Anyone in the least familiar with the conditions of farming is well
aware that crop production in any 1 year depends largely upon the
weather. Since weather conditions differ widely from one crop-
growing season to another they cause changes in yield per acre and
in total output. Of course weather affects different crops in different
ways. A season that is favorable weatherwise, for corn may not be
good for oats. A season which results in poor yields for peas may
still be favorable for wheat. Furthermore, weather variations are
different in different parts of the country and a drought in the Cot-
ton Belt may not coincide with a drought in the Corn Belt or in the
main wheat-growing areas. We must not expect, consequently, that
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yea r-tn-yvar chaniges in prices will be responsible for most of the year
to-year changes in production.

Weather conditions, of course, influence crop plantings, the acre-
age abandoned, and numbers of livestock raised, as well as crop yields
per acre. Thus, a wet spring may make it impossible for farmers to
plant as much corn as they intended, an unusually severe winter will
cause heavy abandonment of winter wheat, or reduce the number of
pigs saved. These are examples of how weather may cause farmers
to be unable to carry through their plans for production. But weath-
er conditions may also cause farmers to change their plans for plant-
ing crops and raising livestock. In semiarid regions a few years of
heavier than usual rains may induce farmers to change from an al-
ternate cropping system to annual cropping, to plow up new land or
to increase their breeding herds. Again, if the weather is too un-
favorable to plant the intended acreage of corn, farmers will prob-
ably decide to increase their plantings of some other crop.

It has been previously mentioned that among the resources avail-
able to contribute to agricultural production is the knowledge of the
arts of production. The knowledge of how to produce is quite as
important in determining how much will be produced as is the amount
of land, the number of men, or the amount of machinery and credit
available to agriculture. Changes in our knowledge of the arts of
production-including such things as the use of fertilizers and insec-
ticides, development of hybrid seed, and the use of mechanical pow-
er-have been of great importance in causing changes in farm out-
put, both directly and through the changes which they have brought
mn costs of production.

The dependence of changes in farm output on many other things in
addition to changes in prices make it very difficult to measure quanti-
tatively just how changes in prices affect output. If we could con-
duct a controlled experiment with all of agriculture over a long period
of years it would be easy to see how price chances operate. Thus, if
we could arrange to have a long series of years in which there would
be no deviation of weather from a normal pattern and in which there
would be no changes in the arts of production or other resources, we
could hold constant the factors other than prices which influence farm
output. If we could then change prices at the wvill of the experimeter,
first, one price at a time and then all sorts of combinations of prices,
we would be able to observe directly what changes in production re-
sulted from each change in price and from each combination of price
changes. We would also have evidence of how long a price change
would need to be maintained in order to have its full effect on produc-
tion.

Since economists cannot conduct controlled experiments to obtain
objective proof of the effect of price changes upon output, they are
limited to observing what has happened to output under conditions
where the weather, techniques of production, and other resources as
well as prices are constantly changing. In order to analyze the in-
fluence of uncontrolled variables economists resort to statistical meth-
ods such as multiple correlation and multiple regression. These help
them to demonstrate and to measure quantitatively the response of
production to changes of prices.

431



432 POLICY FOR COMMERCIAL AGRICUITURE

It should be noted also that the prices and incomes which directly
affect farmers' decisions as to what they should try to produce are
expected or anticipated prices. We have no record of these expected
prices and they are likely often to differ widely from the prices pre-
vailing at the time farmers are making their decisions. It seems rea-
sonable to believe, however, that the expected prices will be based upon.
the farmers' experience with actual prices over a considerable period
of time before the decision. Hence, it is useful to study the relation of
actual prices to subsequent production or acreage, even though we may
not know what farmers' price expectations are at different times or
the precise relation between actual prices and farmers' price expecta-
tions.

Numerous studies have been made of the response of agricultural
production to actual prices or incomes. A common procedure has been
to relate the price or income received for a crop of one year to the
change in acreage planted-or perhaps harvested-from that year to
the next. Another procedure is to relate change of price or of per acre
value from the preceding year to the subsequent year's change in
acreage. The first procedure has demonstrated for a number of crops
that if prices were higher than a certain indicated level in any year
there has usually been an increase of acreage in the following year,
whereas prices lower than the level indicated were associated with
acreage decreases in the following year. The second method of
analysis usually indicates that price (or income) increases in a given
year are typically followed by acreage increases in the following year.

Both sorts of empirical studies serve to substantiate the reasoning
presented earlier, that changes of prices or of incomes do bring about
adjustments of production. However, neither of these sorts of studies
should be expected to indicate the extent to which a given price change
will influence the output of that commodity if that change is main-
tained until farmers fully adjust to it. In other words, neither sort of
study may be expected to indicate the long-run elasticity of supply of
the commodity in question.

The first type of study, if its results were accepted at face value,
would seem to indicate that if the price is maintained at a high level
over a period of years, there will be a continued increase of acreage
which will not stop until the price is lowered. Similarly, the main-
tenance of the price at a lower than the no-average-change point would
result in acreages decreasing year after year as long as this "low," price
was continued. If such were the case, the long-run elasticity of sup-
ply would be infinite.

The other type of analysis tends to give coefficients of change of
acreage relative to the preceding year's change of price which are
much lower than the true coefficient of long-run supply elasticity.
This is because a given change of price-say an increase of 20 cents
per bushel in the price of wheat-will not have nearly as much effect
on the acreage of wheat if it is maintained for only 1 year as it will
have if it is maintained for 10 years. This is partly because thought-
ful farmers who are accustomed to wide year-to-year price fluctuations
are not likely to give a single year's increase in price much heed in
influencing their plans-unless, indeed, their experience with the crop
has been such as to indicate that the price change is likely to be main-
tained for another year or unless the increase ofincome which it occa-
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sions serves to remove an involuntary restriction on their acreage in-
posed by limited financial resources.

Furthermore, it takes time to make changes in agricultural produc-
tion. Some changes can be made within a year. Others take longer.
Suppose we had all prices fixed under strict Government control and
that prices had remained unchanged over a long enough period of
years that farm operations were perfectly adjusted to thle price pat-
tern. Suppose that a 20-cent decrease in the price of corn were then
announced with assurances that it would remain in effect for a period
of 10 years and that there would be no change in any other price dur-
ing that 10-year period. How long would it take agricultural produc-
tion to adjust to the new price pattern? The adjustment would require
changes in acreage of other crops and changes in livestock production.
Surely the adjustment would not all take place within a single year.
Perhaps it would not even be complete at the end of the 10-year period,
and long before that time had come farmers' production plans would
probably be influenced by uncertainties as to what prices would be
after the close of the 10-year period.

Some statistical studies of acreage or production response to price
have taken into account the possible effect of prices or incomes over
a period of several previous years, and allow either for differing influ-
ence of the various years or take "trends" into account.' These have
presumably yielded results from which it is possible to get a better
approximation of coefficients of long-run elasticity than do those
studies which use only a single year's prices. However, whenever
long-term price responses are to be dealt with statistically there is
almost sure to be great difficulty in distinguishing between long-run
effects and the trend influences of changes in production techniques.

The many statistical studies which have been made of the response
of acreage or production to price changes provide ample evidence that
price changes have been, in fact, effective in bringing about changes
in agricultural production. However, since most of them determine
.the average amount of response over only a relatively short and speci-
fied time period, they cannot be expected to measure more than a part
of the full effect of long-run changes on production.

It has been argued by some that a decline in price of an agricultural
product will cause farmers to increase their production in the attempt
to maintain their incomes. While there is the possibility of a short-
run perverse response of this nature, I know of no valid statistical evi-
dence to support the view. An analysis of changes in Saskatchewan
wheat acreages and prices was claimed to support the hypothesis of a
perverse response of acreage to price.2 However, Farnsworth and
Jones showed the analysis to be in error because of both faulty method
and erroneous data." They have shown, furthermore, that the evi-
dence indicates both Saskatchewan farmers and farmers of the Prairie
Provinces as a whole tend to respond normally to price changes
increasing acreage in response to increases in prices or incomes, and
decreasing acreage in response to lowered prices or incomes.

2 Examples may be found In Marc Nerl6ve's Estimates of the Elasticities of Supply ofSelected Agricultural Commodities, Journal of Farm Economics, vol. XXXVIII, No. 2 (May106,pp. 407-500.
2 R. Allen's analysis reported in Wheat Farmers and Falling Prices, The Farm Econo-mist (Agricultural Economic Research Institute, Oxford, 1954), vol. VII, No. 8, pp. 338-345.

' Helen C. Farnswoith and William 0. Jones, The Economic Journal, vol. LXVI, No. 262..Tune 1956, pp. 271-287. -
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One helpful way to consider the effectiveness of prices in bringing
about adjustments in agriculture is to pose the question: "How effec-
tive would a 10-percent change in the price of a commodity be in bring-
ing about an adjustment? How much effect it would have on the
production of the commodity whose price was changed, and the pro-
duction of other commodities, would depend upon a number of things.
These would include:

1. The elapsed time after the price change
2. The commodity
3. The duration of the price change
4. The cause of the price change
5. Adjustment by whom?
6. The prices of alternative commodities

It is obvious that the extent of adjustment will depend on the length
of time allowed for it. Production processes in agriculture take time.
For a crop, the minimum length of time for much adjustment to take
place would ordinarily be from seedtime to harvest, though of course
price declines can make it unprofitable to harvest a crop which has
already been grown. For potatoes it will not take long to make a
change in output, partly because they are an annual crop and partly
because the planting season in the United States extends over so much
of the year as we go from the early to the late potato States. On the
other hand, most tree fruits and nuts require several years to elapse
between planting and the harvest of the first crop. Similarly, it takes
much longer to increase the production of beef cattle than of broilers.

But the length of time will not depend only on the length of the life
cycle of production. The difference in requirements of specialized
buildings, machinery and other special facilities is also important. A
farmer can't go into market milk production as readily as he can grow
onions, and once he has sunk his money into buildings and special
equipment those facilities are likely to continue to be used for dairying
even though prices should decline materially. For some crops special
equipment is also involved, but usually the same equipment can be
used for several crops and it is easy to shift from one of these crops
to another.

The amount of time elapsed after the price change is also important
in affecting farmers' price expectations, and hence their decisions
to adjust or not to adjust. Here lapse of time is also related to the
duration of the change. Obviously day-by-day fluctuations in the
futures market can have no counterpart in day-to-day fluctuations
in agricultural output. If they have any influence, it would seem
likely that the risks associated with price instability might have some
deterrent effect on the production of crops whose prices are unstable.
Hence, price instability would tend to reduce production and raise
slightly the price of the product subject to that price instability. In
order to have any considerable influence on production the price
change would have to be either of sufficient duration or to be due to
causes which lead farmers to expect significantly different prices in
the ensuing production period. Generally, price changes which most
farmers attribute to temporary or quickly reverisible causes such as
a drought, will have less influence on production than a similar
change which is interpreted as the result of some more enduring
factor. Thus, if a price were increased by 10 percent as a result of
inauguration of governmental guaranteed forward pricing, that
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would have a much greater effect on the next year's planting than
would an equal increase attributable to unusually low yields of the
crop in Europe.

The extent of adjustments which would be made as a result of a
10-percent change of price will also vary in different sections of the
country and as between different farmers. At this point, however,
it should be noted that price changes will almost always be by dif-
ferent percentages in different parts of the country. If wheat prices
in Minneapolis decline by 10 percent the change in eastern Montana
is likely to be about the same number of cents per bushel, but a larger
percentage. However, the percentage adjustment made in different
regions (and by different farms) would depend not only upon the
varying percentage changes of price, but also upon the relative profit-
ableness of other production alternatives available to them. Climate
and soil conditions largely determine the physical alternatives of pro-
duction. How good these alternatives are from an economic stand-
point depends upon the prices of the alternative crops and the costs
which would be incurred in producing them. In the light of these
alternatives, even though a 10-percent decline of wheat prices in
Minneapolis would mean a considerably greater percentage decline
in Montana than in southeastern Minnesota, wheat acreage in south-
easteru Minnesota might decline by a greater percentage than that
in Montana.

The foregoing reasoning surely serves to indicate that the process
of bringing about adjustments in agriculture through prices and in-
comes is fairly complicated. Any price change has many and diverseramifications. It would be difficult for any farmer to decide what he
might best produce if he knew beforehand what prices would be. It
is far more difficult for him to decide what he should produce in view
of the instability of prices and the uncertainty as to their future. But
in any economy of private enterprise with freedom of the individual
to pursue his own gain it is a primary function of the entrepreneur to
decide what he should produce.

What are the alternatives to reliance on prices and incomes to induce
adjustment within agriculture? Acreage allotments and marketing
quotas are alternatives. Thus, prices can be supported at some fixed
level and adjustments can be brought about by acreage allotments or
marketing quotas imposed by Government authority and by changes
in those controls. Government decision and authority may take the
place of the free choice of the individual farmer.

In practice, however, the individual may not lose his freedom of
decision when acreage controls and marketing quotas are in effect and
we may still have prices and incomes determining the adjustments that
are made. Why, for example, has there been overplanting of wheat
in the past year? Is it not because wheat farmers decided that their
incomes would be higher if they overplanted? In effect there were
two prices for wheat, the "regular" price and the price for "hot"
wheat. The latter was the regular price minus the penalty. The
perice for the "hot" wheat applied to the quantity which would have
been produced at average yields on the excess acreage. The regular
price applied to wheat grown on the allotted acreage, plus whatever
was produced by higher-than-average yields on the excess acreage. In
the light of these two prospective prices and quantities (along with
the expected costs of growing wheat and the expected prices, quantities
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and costs of alternative crops) which he might expect, the wheat
grower had to decide how large an acreage of wheat he should grow.

Under such circumstances, acreage allotments and marketing quotas
merely provide more complicated rules under which farmers must
operate in seeking to maximize their incomes. In another year the
rules may be changed so that it doesn't pay to overplant, but so long
as commercial farmers are free to choose what they produce in the
light of anticipated prices, quotas and penalties, we may expect that
considerations of expected prices and incomes will continue to be of
overriding importance in their decisions.

Because we live in a changing world-a world of changing weather,
changing knowledge of the arts of production and changing consumer
needs and preferences-it is essential that we make adjustments in the
production of agriculture. So long as we maintain a system of com-
petitive private enterprise with individuals largely free to choose their
occupations, what they produce, and how they spend their incomes,
changing prices and incomes will be of key importance in bringing
about adjustments within agriculture. They will also be of key im-
portance in determining the scale of agricultural production and hence
the balance between agricultural and nonagricultural production.

However, we must recognize that price changes have a dual role as
far as agriculture is concerned. They serve as a guide to farmers in
planning future production. Price changes also serve as a guide to
marketers and consumers in disposing of past agricultural output.
There seems to be reason to suspect that these two roles might be more
efficiently performed if prices received by farmers fluctuated less
widely than we have frequently seen them under the free market
prices, and if prices paid by consumers at retail were more responsive
to abundance and shortages of supplies in market channels.

This is not to say that the efforts of Government price control over
farm products which we have thus far had have helped to facilitate
needed agricultural adjustments.

As I have indicated elsewhere, I suspect that the contrary is the
case.4 Such unsatisfactory results, however, are to be attributed pri-
marily to having "parity" prices as the goal. If parity prices had been
defined as those prices which would efficiently adjust supply to the
changing conditions of demand, instead of as a price relation which
prevailed in the past, our controlled prices would have constituted
better guides for adjusting agricultural production.

4The Effectiveness of Free Market Prices in Allocating Resources Within Agriculture,
Journal of Farm Economics. vol. XXXV, No. 5, December 1953, pp. 784-794.



THE MOBILITY OF FARM LABOR

C. E. Bishop, North Carolina State College

INTRODUCTION

My assignment is to discuss the importance of the level of farmprices and of the earnings of labor in agriculture in determining
the rate of transfer of labor from farm to nonfarm employment.
Particular attention will be given to forces underlying the transfer
of labor from farm to nonfarm employment.

The farm population of the United States is highly mobile.
Over the period 1920-50 the average rate of migration per decade
has been 21 percent of the farm population. The rate of migration
during the present decade has been very high. Since 1950, over 3.5
million people have migrated from farm to nonfarm residences, ex-
cluding persons entering military service.' Migration data alone,
however, do not indicate the full mobility of the farm population
inladjusting to changing economic conditions. In addition to the
lare number of people who have moved from farm to nonfarm

residences, many people who continue to live on farms have trans-
ferred their labor resources to nonfarm employment. In 1950 there
were 2,359,243 persons living on farms whose major occupation was
in nonagricultural employment. Between 1940 and 1950 the number
of farm persons whose major occupation was in nonagricultural em-
ployment increased 255,041. Including the net changes in number
of persons migrating from farms and in the number of farm persons
whose major occupation is in nonagricultural employment, approxi-
mately 9,375,000 persons transferred from farms between 1940 and
1950.

BASIC FORCEFS DICTATING NEED FOR MIGRATION

There are certain basic characteristics of the United States economy
which dictate that labor must transfer from farm to nonfarm em-
ployment if the incomes of farm families are to increase in line with
the incomes of nonfarm families and if resources used in agriculture
are to receive returns equal to those received for comparable resources
in nonfarm employment.
Lowa income elasticity of demandl

One of the factors contributing to the need for a transfer of laborfrom agriculture is the low income elasticity of demand for farm
products. The consumption of farm products does not increase in
proportion to increases in consumer income. Rather, as consuner

' Gladys K. Bowles, Farm Population Net Migration From the Rural Farm Population,1940-S50. Statistical Bull. No. 176, USDA, Agricultural Marketing Service, Washington,D. C., June 1956, and Farm Population Annual Estlmates published by the AgriculturalMarketing Service, USDA.
97226-57- 29 437
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incomes increase, a higher proportion of the increased income is spent
on nonagricultural commodities and a lower proportion on agricul-
tural commodities. Most agricultural economists agree that the per-
centage increase in consumption of farm products corresponding to
each percentage increase in consumer income is approximately 0.20.
The remainder of the increase in income is saved or is spent for non-
farm commodities. Furthermore, as consumers become wealthier,
the percent of the incomes spent for farm commodities declines. It
appears, therefore, that as the Nation undergoes additional economic
progress income elasticity of demand for farm products will fall
below 0.20. These facts mean that the rate of growth in the demand
for 'nonfarm products is likely to be much greater than the rate of
growth in the demand for farm products.

Rapid technological progress
The rapid rate of technological progress in the production of farm

commodities has exerted downward pressure on farm product prices
and has been a force underlying the migration of people from farms.
Changes in technology have been an important factor in expanding
agricultural output in the United States. One author recently con-
cluded that between 1930 and 1950 United States agriculture achieved
a 39-percent increase in output with only a 1-percent increase in
input.2 Much of this increase in output, however, has been accom-
plished with a substitution of inputs. Items purchased from the
nonfarm sector have replaced farm-produced items in the production
of many commodities. Machinery has been developed which makes
it possible to greatly reduce the amount of labor used in agriculture.
The adoption of most of these innovations has involved rather large
outlays of capital, and in many instances it has been necessary to in-
crease production per farm in order to make adoption of the new
technology profitable. This increased output has contributed down-
ward pressure on the prices of farm commodities. It also has created
pressure for families which were unable to adopt the improved tech-
nology to leave agriculture for nonfarm employment.

High birthrates on farms
The necessity for transfer of labor from farms to nonf arm employ-

ment is intensified by high birthrates in farm families. The farm
population is producing far more people than are needed to replace
those now living on farms. During the current decade, it is estimated
that about 35 percent more males will enter the 25-69 age group than
will depart from this group through death or retirement.3 The prob-
lem is further complicated by the fact that the number of males enter-
ing the 25-69 age group relative to those retiring is greater in low-
income areas than in other areas. The high birthrates mean that
some migration from farms is necessary just to keep the farm popu-
lation constant. The high rate of technological progress in agricul-
ture and the patterns of consunption of farm products make it neces-
sary to increase the average size of farm businesses if incomes of
farm families are to increase at the same rate as incomes of nonfarm
families. Given this fact, the high birthrate in farm families makes

2 T. W. Schultz, Reflections on Agricultural Production Output and Supply, Journal of
Farm Ecouomlcs, vol. 38, August 1956, p. 752.

3 Development of Agriculture's Human Resources, USDA, Washlngton, D. C., April 1955,
p. 28.
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it necessary to transfer large amounts of labor from farm to nonfarm
employment if the gap in incomes of farm and nonfarm families is
to be narrowed.

CONDITIONs AFFECTING MJGIRATION DECISIONS

Individuals will transfer labor from one position to another only
if they expect to improve their situation. Decisions to migrate from
one location to another are based largely upon expectations concerning
real incomes in alternative locations, transfer costs and availability
of capital for financing the transfer, nonmonetary transfer costs, and
differences in cultural environments.
Comparative real incomes

The rate of growth of demand for labor in farm and nonfarm sec-
tors is a major factor determining potential real returns from farm
and nonfarm employment. The rate of growth of demand for labor
is determined largely by the rate of growth of the demand for prod-
ucts, and we have already pointed out that the rate of growth of
demand for farm products is less than the rate of growth for nonfarm
products. There is a tendency, therefore, for incomes of nonfarmers
to increase relative to the incomes of farmers.

In an earlier study I concluded that labor in agriculture was under-
employed in 1950 in the sense that the returns for farm labor were
considerably less than the returns for comparable nonfarm labor,
taking into consideration differences in costs of living in farm and
nonfarm locations and costs of transferring labor to nonfarm em-
ployment.' Since 1950 the return for labor in agrculture has declined
relative to the return for labor in nonfarm employment. One author
recently concluded that in 1956 the real return for labor in agriculture
was about 35 percent less than the real return for comparable labor
employed in nonfarm occupations. 5

The tendency for nonfarm labor returns to increase relative to farm
labor returns can be offset by technological improvement in agricul-
tural production and migration from farms. If migration is to be
most effective farm people must have reasonably accurate information
relative to their earning capabilities in nonfarm occupations and they
must be convinced that the differences in incomes available to them
in farm and nonfarm employment are not temporary. The reliability
of information that potential migrants possess in regard to earning
opportunities differs among regions. Personal contact with friends
and relatives is the most frequent source of information concerning
job opportunities used by migrants. A recent study has demonstrateds
that migrants from areas near large industrial centers have much
better information in regard to employment opportunities an'd living
conditions in industrial areas than migrants in distant locations.e
Transfer costs

Transfer costs also work against people who are concentrated in
low-income areas that are distant from industrial centers. The actual

'C. E. Bishop, Underemployment of Labor in Southeastern Agriculture, Journal ofFarm Economics, vol. 36, May 1954.8 D. Gale Johnson, Labor Mobility In Agricultural Adjustment, paper presented forNorth Central Farm Management Research Committee, Chicago, March 1957.
* Eldon D. Smith, Nonfarm Employment Information for Rural People, Journal ofFarm Economics, vol. 38, August 1956, p. 816.
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expenses of migration increase with distance. Nonmonetary costs also
are likely to be greater for long distances in that difficulties involved in
disruption of family ties, loss of community status and difficulties in
becoming assimilated into a new cultural environment are accentuated.
Numerous studies have demonstrated that, although individuals in-
crease their income from migrating, as a rule first generation migrants
occupy a lower social status in the community to which they migrate
than in the community in which they formerly lived.

These conditions discussed above affect decisions of individuals to
migrate. In view of the uncertainty in regard to employment condi-
tions and the high cost of transferring to industrial centers, many.
farm persons are unwilling to migrate to nonfarm locations. Nu-
merous studies have demonstrated that young adults are most likely
to migrate. These persons have less cost in migrating in that they have
not developed strong community ties, they seldom have become estab-
lished in agriculture and the risk in migrating is less than with older
people.

AN EXA-UNATION OF RECENT NET MIGRATION FROM FARMS

The rate of net migration from farms was higher during the decade
from 1940-50 than in the preceding two decades. Net migration was
higher during the decade 1920-30 than during the 1930's. In each
decade, however, the pattern of migration with respect to age was
quite similar. The highest rate of migration has taken place in the
late teens and early twenties.7

Migration and farm product prices
Changes in farm product prices are often used as an index of in-

centive for migration from farms. Other persons argue that agricul-
tural production does not respond to changes in the prices of farm
products'and that the transfer of labor from farm to nonfarm em-
ployment is not influenced by farm product prices. In table 1, the net
migration from farms is compared with the prices received from farm
products and income from farming for 5-year periods beginning with
1920. By comparing net migration and prices received for farm
products, it is noted that when the prices received-by farmers decrease,
net migration from farms also decreases. On the other hand, when the
prices received for farm products increase, net migration from farms
also increases with the exception of the period 1945-49. This period is
probably atypical in that the on-farm training program and other
Government programs served as deterrents to migration during this
period.

7 Gladys K. Bowles, op. cit., p. 8.

.. .. . . .
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TABLE 1.-NdI migration from farms and 8elelecz inriivaiors of invalto,

opportunities in farming, 1920-54,

Prices re- Ratio of an-
Net miera- ceived by Net income nual income

Years tion from farmers per farm per farm-
farms (1910-14= from agri- workor and

100) 2 culture ' factory
worker 4

Th7ousands Percent1920-24 - 3, 331 150 $776 401925-29-2,005 147 939 441930-34 - 1,051 87 454 32193.-39- 3 542 107 741 401940-44 - 5,309 155 1445 521945-49- 3,811 251 2, 504 671950-54- 4, 20 271 2, 631 53

1 Farm Population, IMigration To and From Farms, 1920-54, pp. 8 and 9.
2 Outlook Charts, 1956, p. 93.
a Farm Income Situation, October 1955, p. 46.
4 Outlook Charts, 1956, pp. 71 and 94, and Farm Income Situation, October 1955, p. 45.

The behavior observed in the migration from farms and in prices
received for farm products is not what would be expected in a fully
employed economy. We might normally expect that as agricultural
prices increase, migration from farms would decrease. The higher
prices would provide incentive for farm people'to remain on farms.
We observe that this is not the case. But, on closer reflection we
would not expect migration to be guided solely by prices received by
farmers for their products. Although farm prices are an important
factor in determining migration rates from farms, they are only one
factor. Decisions to migrate are based largely upon expected levels
and stability of real income in alternative uses of resources. Farm
product prices are not a, good indicator of 'stability of relative earnings
in farm and nonfarm employment. Farm prices might rise and-at
the same time, industrial prices, nonfarm wage rates, and employment
opportunities may rise relative to farm prices thereby providing an
incentive for farm persons to migrate to nonfarm residences. Like-
wise, prices of farm products may fall suggesting that it might pay
farm people to transfer labor to nonfarm uses, but at the same time
nonfarm earning opportunities may decline relative to earning oppor-
tunities in agriculture thereby discouraging migration from farms.
Farm product prices, therefore, are not a good indicator of migration
incentives.

Migration and comparative earnings of labor in farm and nonfar-r
employment

A better measure of when it would pay farm people to transfer labor
to nonfarm employment is the ratio of earnings per farmworker and
factory worker. In comparing the ratio of earnings of farmworkers
-to factory workers in table 1, we note that in four of the- periods
migration from farms changes in the same direction as- changes in the
ratio of annual income per farmworker relative to income per factory
worker. In only two periods did migration proceed as we might
normally expect. During the period 1925-29 the ratio increased and
migration decreased as would be expected. During 1945-49, the ratio
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increased and migration decreased. During the other periods, migra-
tion changed in the same direction as changes in the ratio of income
per farmworker relative to income per factory worker. During pe-
riods of rapid expansion of industrial output, farm people moved to
nonfarm jobs in spite of the fact that the earnings of labor in agricul-
ture were increasing relative to the earnings of labor in nonfarm
sectors of the economy. We would expect this type of behavior only
under conditions under which labor had been dammed up in agricul-
ture because of lack of nonfarm employment opportunities or lack of
information regarding earning potential in nonfarm employment.

The data in table 1 suggest that the supply of farm labor to non-
farm industries is highly elastic at prevailing rates of return for
labor in farm and nonfarm employment. Furthermore, since 1940
employment has been high and reasonably stable, and farm people
have migrated in large numbers even though the ratio of earnings in
nonf arm employment to earnings in farm employment have been less
than during the 1920's and 1930's. The data indicate that as infor-
mation is made available that workers can obtain higher earnings in
nonfarm employment than in farm employment farm people do
respond to employment opportunities by transferring labor to non-
farm employment.
Migration and the farim programs

In view of the fact that these hearings are primarily concerned with
the development of a foundation for agricultural policy, we should
consider the effects of present farm programs upon migration. Let us
consider first, price supports.
Price supports and migration

Government price-support programs for farm commodities have
been undertaken in an effort to increase the prices received by farmers.
If prices are supported above free market levels, this would tend to
impede migration. The large surpluses that have accumulated in
Government warehouses during the 1950's are ample evidence of the
fact that the prices of selected farm commodities have been supported
above free market levels. During this period Government price-
support programs have increased the incomes of farmers.

Now, can we conclude that the Government price-support programs
have impeded migration? The answer is "no." Although Govern-
ment price programs probably have been instrumental in increasing
the incomes of farm families, this is not sufficient evidence to conclude
that they have impeded migration. As was pointed out above, there is
evidence of considerable underemployment of labor in agriculture and
farm people have transferred to nonfarm employment in increasing
numbers during periods when incomes of farm families were increas-
ing. During such periods expectations regarding nonfarm employ-
ment likely have impr6ved and higher incomes of farm families have
made it easier to finance the transfer of labor to nonfarm employ-
ment. Furthermore, even though price supports have been instru-
mental in increasing farm incomes it is not likely that the return for
labor in agriculture has been increased to the same extent. It will be
pointed out later that most of the increased income would be expected
to be capitalized into land values as a result of tying the price-support
programs to acreage control programs.
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Another aspect of the price programis of Government that has
tended to impede migration is the reduction in price variability of
price-sul)ported commodities. Price stabilization decreases the range
in income expectations. In discussing the conditions affecting migra-
tion decisions, it was noted that the exjected stability of income is an
important factor in determining whethier people migrate. When the
prices of some products are stabilized or the variability is reduced as
compared with other products, we would expect producers to expand
production of the stabilized products. One recent study attributed
much of the difficulties encountered in the potato programs in the
1940's to the price stabilization features of the program which reduced
risk of planting potatoes. 8 There are definite tendencies created in
price stabilization to encourage the production of those commodities
which are stabilized. Again, however, the migration data give. us
no indication that price stabilization has impeded the transfer of labor
from farm to nonfarm employment.
Production controls and migration

The effects of production control programs on migration also are
difficult to determine. If control programs are effective, they would
be expected to increase the incomes of farmers at least in the short run
and thereby to create some incentive to remain in agriculture. Actual-
ly, only a few commodities have been subjected to control and the rates
of substitution in production and consumption of farm products is so
high that aggregate production has been affected very little. How-
ever, certain provisions of the control programs have been inconsistent
with reduced production and have tended to impede migration. Here
I have reference to those provisionb -vhich penalized individuals for
not producing their allotted quotas of crops. In some instances failure
toplant an allotment resulted in forfeiture of allotment rights. The
allotments have not been negotiable. They have been tied in with the
price-support program, and a value has been created for allotments in
that they insure the holder the right to produce certain crops which
are supported at artificially high price levels. Most of the value
of the allotment rights has been capitalized into land values and farm-
ers have been forced to choose between planting their allotment or
selling their farms in order to receive the value of their allotment.
Evidence obtained in a study of the underplanting of tobacco allot-
ments in North Carolina indicated that many farmers planted their
allotments periodically in an effort to reduce the possibility of for-
feiture of allotment through failure to plant.9 Clearly, it was incon-
sistent to try to reduce production through production control and
then to penalize farmers for not producing the allotments assigned to
them. Since most of the benefits of the program have been capitalized
into land values, however, it is unlikely that the, transfer of labor to
nonfarm employment has been greatly affected except possibly in
areas characterized by part-time farming and unstable nonfarm em-
ployment conditions.

S Gray, Sorenson. and cochrane, An Economic Analysis of the Impact of GovernmentPrograms on the Potato Industry of the United States, Minnesota Agricultural Experl-
ment Station, Technical Bulletin 211, Minneapolis, 1954.

9 C. E. Bfishop, T. a Henry, and A. I Finkner, Underplanting Tobacco Allotments,Factors Affecting Tobacco Planting Decisions in Forsyth County and Northern Piedmont.
A. E. Information Series No. 42, Department of Agricultural Economics, North Carolina
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In summary, some of the provisions of farm programs have created
forces that tend to impede the transfer of labor from farm to nonfarm
employment. However, whether in fact, farm programs have resulted
in less migraiton than would have been the case without these programs
is a question that cannot be answered with the data at hand. Availa-
ble data suggest that there is considerable underemployment of labor
in agriculture and that many farm people stand ready to accept non-
farm jobs at prevailing wage rates. If this is correct, then we are
forced to conclude that migration of labor from agriculture is not
greatly impeded by existing farm programs.
Regional variatiom in migration

There are pronounced variations in the earnings of farm families
within agriculture. In 1950, the earnings of labor in the Corn Belt,
for example, were substantially above the earnings of labor in agricul-
ture as a whole and were approximately equal to the earnings of com-
parable labor in nonfarm sectors of the economy. In the Southeast,
on the other hand, earnings of labor were only about 65 percent of the
earnings of comparable labor in other parts of the Nation's agricul-
ture.10 With such wide variation in labor returns in different regions
we would expect that migration rates from agriculture also would
differ among regions. Between 1930 and 1940, when nonfarm employ-
ment opportunities were very limited, net outmigration from agricul-
ture was greater from the medium and high-income farming areas
near industrial centers than from the low-income areas. Between
1940 and 1950, however, when nonfarm employment opportunities were
more plentiful, net outmigration was substantially greater from low.
income areas. Furthermore, the rate of. net outmigration was greatest
in those areas with most serious low-income problems."

If we relate net migration from farms by States between 1940 and
1950 to farm incomes we find that the net migration increases as the
average farm income per farm decreases. The average rate of migra-
tion between 1940 and 1950 for States with farm incomes per farm in
1950 of less than $2,000 was 33 percent compared with 30 percent for
States with average income per farm $3,000 and $4,000 and 23 percent
for States with average income per farm of $5,000 or more. It ap-
pears, therefore, that people in low-income areas are responding to
a greater degree to nonfarm employment opportunities.

Since the benefits of Government farm programs have not been
uniformly distributed among regions, we might expect migration to be
impeded in those areas receiving the greatest benefits. The prices of
the basic commodities have been supported above free-market levels
during much of the past two decades. The prices of these commodities
have also been less variable than the prices of many other farm com-
modities. Other things being equal, we would expect these factors to
impede migration of labor from farms. Actually, the available data
indicate that the percent of the total farm cash receipts received in
each State from the six basic price-supported commodities during the
period 1945-50 had no significant effect on net migration of the rural
farm population between 1940 and 1950. In fact, both the net migra-
tion and the net rate of migration from those States receiving a high
proportion of their income from the basic commodities were greater

20 C. E. Bishop, op. cit., p. 263.
u Gladys B. Bowles, op. cit., p. 8.
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than from those States receiving a low proportion of their income
from these commodities.

Government payments per farm do not appear to be a major deter-
rent to migration either. At is generally known that Government pay-
ments per farm tend to increase with the net income per farm. This is
due to the fact that Government payments are based primarily upon
the quantity of resources controlled by farmers. Incomes also tend
to be closley related to the quantity of resources controlled. There-
fore, Government payments tend to increase as incomes of farmers
increase and we cannot isolate the effects of Government payments
upon migration. We have already noted that migration is heaviest
from low-income areas.

Now let us turn for a moment to the question of whether migration
from agriculture has come from the low-income farms in the various
regions. If we examine the changes in sizes of farms in terms of acres
ofi and and acres of cropland, we find that in all regions of the United
States, the average acreage per farm has been increasing during the
past two decades. This increase in acreage has been the result of a
decrease in the number of farms in medium size acreage classes and
increase in the number of farms with large acreages and with small
acreages. There has been a substantial increase in part-time farming
in families living on farms with small acreages. It appears, therefore,
that a large part of the labor that has transferred from farm to non-
farm employment came from low-income farms. Another bit of evi-
dence on this point can be obtained from the changes in distribution of
farms by value of farm products sold. Since 1930 there has been an
increase in the number of farms selling farm products valued at $5,000
or more (valued in terms of 1954 prices) .12 On the other hand, the
number of farms selling less than $5,000 of farm products has de-
creased 54 percent. The percentage decrease in low-income farms has
been less in the South than in other areas but the absolute decrease has
been greater. The number of farms in the South selling farm prod-
ucts valued at less' than $5,000 decreased by about 1,100,000 between
1930 and 1954. Again, these data are consistent with the transfer of
labor from low-income farms to nonfarm employment.

AN APPRAISAL OF THEE EFFECTIVENESS OF RECENT MIGRATION IN IN-
CREASING RELATIVE RETURNS FOR FARMf LABOR

We have concluded that farm labor is responsive to nonfarm em-
ployment opportunities. We would like now to examine the effective-
ness of labor mobility in increasing the relative returns for farm
labor. If workers in agriculture are dissatisfied with the returns for
labor services as compared with the potential return in nonfarm sec-
tors of the economy, we would expect that over time substantial migra-
tion from agriculture would lead to an increase in returns for labor
in agriculture relative to nonagricultural employment. Figure 1 indi-
cates that the return for labor services in agriculture increased relative
to the return in nonagricultural sectors between 1935 and 1949. In
fact, the real income of farm workers during the period 1942-48 was
about as high relative to the incomes of industrial workers as it was
during 1910-19. Since 1948, however, income per worker in agricul-

D J. V. McElveen, Family Farms In a Changing Economy, Agricultural Information
Bulletin No. 171, ARS, USDA, 1957, p. 76.
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.ture has decreased relative to income per worker in nonagricultural
employment. In spite of large scale migration from farms, therefore,
income per worker in agriculture has not increased substantially in
relation to the income per worker in nonagricultural employment.

FIGURE 1

Has the migration of labor from agriculture decreased the surplus
labor on farms? Obviously migration has reduced the surplus below
what it would have been without migration. But, has the surplus
been eliminated? In a recent paper, Prof. D. Gale Johnson has
pointed out that in spite of the fact that farm population has de-
creased, the rate of migration from the farm population will be main-
tained at about the 1940-50 rate for at least another decade if the
migration rates for age groups are continued in the future that existed
during the decade 1940-50.'3 He cites evidence that the. annual rate
of migration for the period 1950-56 was approximately equal to that
for the decade 1940-50 even though the farm population was more
than 25 percent smaller in 1950 than in 1940. The amount of labor
that will be transferred from farms in the South will be. especially
large. Just to maintain the farm population between the ages of 15
and 64 during the present decade will involve a transfer of approxi-
mately 1,150,000 persons from southern farms. If the same rate of
net migration is to take place that occurred between 1940 and 1950
it will be necessary to transfer 4,385,000 persons to nonfarm residences.
This is not an impossible task but it is a challenging one.

2 D. Gale Johnson, op. clt.
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SUMMaARY

Farm people respond to differences in earnings of labor and labor
has been transferred from farm to nonf arm employment at compara-
tively high rates. The patterns of migration have been consistent
with what one would expect to find in an economy characterized by
excessive labor in agriculture. The rate of migration has not been
sufficient in the past, however, to substantially improve the economic
position of labor in agriculture relative to that of labor in the nonfarm
sectors of the economy. Likewise, migration and adjustments within
agriculture have not been sufficient to greatly improve the produc-
tivity of labor in low income areas as compared with high income
agricultural areas. Farm people, through a phenomenal rate of trans-
fer of labor from farm to nonfarm employment, have made a striking
effort to narrow the gap in returns for Tabor in farm and nonfarm
employment. This has led to increased returns for labor in farm
employment. The progress that has been made in improving the.
productivity of labor in nonfarm employment has been so great, how-
ever, that the gap in labor earnings has not been closed. Basic forces
continue operation in the economy that make it necessary for large
amounts of labor to transfer from farm to nonfarm employment
during the next one to two decades even to maintain the relative
productivity of labor in agriculture. If the productivety of labor in
agriculture is to be increased relative to the productivity of labor in
the nonfarm sectors of the economy, it seems clear that a policy of
encouraging migration must be publicly accepted and programs must
be developed to strengthen the rate of migration and the assimilation
of farm people into nonfarm populations.
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FARM PRICES, RESOURCE USE AND FARM INCOME

D. Gale Jolmson, University of Chicago

There is little question that there exists a considerable body of op-
position to the abolition of farm-price supports and other forms of
governmental intervention in the process of agricultural price forma-
tion. The basis for this opposition seems to be two major propo-
sitions which, if valid, constitute significant criticisms of the per-
formance of a free or open market system.

The two propositions are: First, in a free market farm prices would
be too low to provide an adequate or satisfactory level of income for
farm people. Second, the prices of farm products would be very
unstable or highly variable. Variable or uncertain prices are unde-
sirable because they make it difficult for farm people to plan both
their spending and production activities. As I interpret the discus-
sion of agricultural price policy during the past few years, much
greater .emphasis has beeii given to the question of the level of farm
prices than to their variability.

The complaint that farm prices are too low is related primarily to
the question of the adequacy of farm incomes and not to whether farm
resources are used efficiently. The view that low farm prices result
in low farm incomes represents an excessive simplification of the op-
eration of our economy, if it is not actually wholly erroneous. Farm
prices and farm incomes (the returns to workers, land and capital)
are determined by a complex system of economic relationships. Inso-
far as one can attribute causality to the relationship betwen farm in-
comes and farm prices, it is that farm prices are low because the
owners of farm resources are willing, within the setting in which they
find themselves, to accept low returns for their resources.

It is not unreasonable that many should believe that the level of
farm prices is the major long-run determinant of the income of farm
people. If you have a steer for sale, it would appear that, if you re-
ceived $400 instead of $250, your net income as a farmer would be
higher in the first case than in the second. Or, if you sold fluid milk
for $5 a hundredweight instead of $4, you could perhaps anticipate
that your net returns as a dairy farmer would be increased as a conse-
quence. But, as is so frequently true of obvious statements concerning
economic phenomena, there is very little validity to the statement that
the level of farm prices is the major long-run determining factor of
the income of farm people.

I do not want to be interpreted as saying that the level of farm
prices in 1958 will not have a significant effect on the level of net farm
operator income in that year, for it will have such an effect. The
reason why such an effect would occur is that a few months is too
short a time for adjustments in costs and in inputs to have any sig-
nificant effect upon the average costs or upon the volume of output.
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F arimi operators do absorb most ot the gains or losses that- result from
changing prices in the short run of 1, 2, or even 3 or 4 years.

The basic nature of the point that I will attempt to develop in the
new few pages can be illustrated by the two examples of price changes
given above. If the price of milk were to increase by 25 percent dur-
ing the next 12 months, it is possible, though not necessary, that the
net income of dairy farmers would increase. Net income would in-
crease if there were not an equivalent or greater increase in the price
of an important cost item, such as feed. If feed prices were to in-
crease enough, the income position of dairy farmers could remain un-
changed or actually deteriorate. It is a fairly common reaction in the
major fluid-milk producing areas that they have gained little front
price-support actions, since the presumed effect of price supports has
been to increase their feed costs. It should be noted, however, that in
a period as short as a year a significant increase in fluid-milk prices
would probably result in an increase in net operator income for that
period. This is true because many of the costs in dairy production
are relatively fixed in the short run-the investment in the dairy herd,
in barns and equipment, and in land used to produce forage.

But the farmer who is engaged in feeding steers may not gain at all
from price changes that occur over a period of a year. This is true
because the price of feeder steers reacts very quickly to changes in the
anticipated price of finished steers. If it were generally recognized.
that the value of a finished steer was going to be $400 in one case and
$250 in. another, the farmer engaged in feeding steers would be no
better off in the first case than in the second (assuming that he fed the
same number and quality of steers in both cases). In both cases the
price of feeder steers would adjust to the price of the finished steers.
Relatively large profits occur in cattle feeding when the actual price
of finished cattle is substantially greater than the expected price at
the time when the feeder cattle are purchased. The absolute level of
the price of the finished steer is of little significance. Losses will
occur if. the value of a finished steer is $400, but feeder stock were
purchased in the expectation of a value of $450. Similarly, profits
will be realized if the value of a finished steer were $250, but feeder
stock were purchased in anticipation of a finished value of $200.

Table 1 presents certain comparisons that are relevant to an under-
standing of the interrelationships between farm prices and farm in-
comes. In that table there are 5 comparisons of 2 or more years in
which the parity ratios were identical or nearly so. These. compari-
sons indicated that within each set there is a wide variation in the
deflated average annual income per farmworker. For example, the
deflated income for 1954 is more than double that of 1923 and almost
exactly double that of 1924, while the parity ratio was the same in each
of the years.' A comparison of 1953 with 1929, 1936, or 1937 indicates
an increase in income of 75 to 85 percent. Between 1940 and 1955 in-
come per farm worker increased by 60 percent, though it should be
noted that there was a small increase in the parity ratio.

'The use of the parity ratio, which uses the index of prices paid, interest, taxes, andwage rates as a measure of the price of nonfarm goods, is not quite the appropriate index
because It Includes farm wages. However, the inclusion of farm wage rates has little effecton the index, and much of the effect of wage rates is offset by the somewhat anomalousinclusion of interest and taxes paid per acre in the index. Since the early twenties the
parity ratio would be increased by about 3 to 6 points if prices received were divided byprices paid rather than by the current parity index.
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TABLE 1.-Comparisons of deflated average annual net income per farmworker
and parity ratio, United States

Average Prices paid Deflated
annual net by farmers, avenge Parity ratio

Year realized family annual 1910-14=100)
income per living income per

worker 1 (194749=100) worker

1923 ----------------- $480 64.0 $750 89
1924 --------------------------------- ------- 502 64.0 784 89
1954 -1,764 112.4 1,569 89

1929------ - 593 63.2 938 92
1938 .- 487 50.9 957 92
1937: -519 52.5 988 93
1953 -1, 943 110.8 1,754 93

1940 - - 44 49.7 974 81
1958 - 1,738 112.0 1,552 84
1950i----------------------- 1,888 114.1 1,655 83

1917 ----------------- - 615 58.7 1,048 120
1918 ------------- -------- 767 69.8 1,099 119
1919 -831 82.9 1,002 111
1947- 1,926 97.3 1,979 115
1948 -------- 1-----------,-- - 1 829 103.0 1,776 110

1912 - -------------------- 341 41.0 832 98
1913 - 350 41.0 854 100
1914 -331 41.9 790 99
1949 -1,660 99.7 1,665 100
1950 ----------------------- 1,671 100.9 1,656 101
1952 - --------------------- 1, 968 111.2 1,770 100

I Average annual income per worker is calculated by adding realized net farm-operator income, including
Government payments but excluding changes in farm inventories, and wages paid to bired farmworkers,
and dividing this sum by the total number of farmworkers, including unpaid family workers.

Sources: U. S. Department of Agriculture, The Farm Income Situation, July 1957, pp. 25 and 27; U. S.
Department of Agriculture, Agricultural Statistics, 1952, p. 682; and Economic RteDort of the President,
January 1956, p. 209.

The last two sets of comparisons cover longer periods of time.
There was almost a doubling of real income per worker between the
late teens and 1947 and there was slightly more than a doubling be-
tween the early teens and the years of 1949, 1950, and 1952.

There are two other aspects of the data that may be noted. First,
in 1955, with a parity ratio of 84, the real income per worker is sub-
stantially higher than for any of the years included in the table prior
to 1947, even though the parity ratio was 120 in 1917. Second, in the
years from 1947 to date there is a fairly significant relationship be-
tween the parity ratio and the real income from farming per farm-
worker. However, this relationship is in part fortuitous due to the
particular definition of farm operator income used. The income con-
cept used for farm operator income was that of net realized income,
which excludes the effect of changes in farm inventories. Income as
measured by this concept includes the value of a reduction in inven-
tories that may be sold in response to favorable current prices. This
is what occurred in 1947 and the reduction in inventories was about
one-tenth of net farm operator income. Table 2 presents data on
average annual net income per worker on the basis of two concepts-
realized and total net income. The latter concept includes the effect
of changes in the value of inventory and gives a more accurate measure
of the value of the income produced in a given year. When changes
in the value of inventories are taken into account, it is seen that the
year with the highest parity ratio (1947) has the fourth highest de-
flated average annual income per worker. It may also be noted that
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;199, with she fifth highest parity ratio, has the next to lowest income
figure. However, there is no question that, if the period as a whole is
considered, there is a statistically significant relationship between the
parity ratio and the deflated income per worker.

TABLE 2.-Deflated average annuel net reaZized and total income per farnn4orker
and paritV ratio, United States, 1947-56

Average annual Income per Deflated annual net income
worker per worker Parity ratio

(1910-14

Realized Total Realized Total 100)

147 -$1,926 $1,769 $1,979 $1,808 1151948 --------------------------- 1 829 1,098 1 776 1,939 1101949 -,0 1660 1,579 1,665 1, 584 100190 1, 671 1,763 1, 65 1,747 1011951 -1974 2,120 1, 794 1, 927 1071952 1 968 2,088 1,770 1,860 1001953-1,943 1,871 1,754 1,689 031954 1 ,74 1,822 1,569 1, 621 89
1955- 1 738 1, 771 1,552 1, 581 841956- 1, 88 1,82S 1, 56 1,602 83

' Net realized farm Income excludes the net change in farm inventories, while net total Income includesthe net change in farm inventories.
Source: U. S. Department of Agriculture, The Farm Income Situation, July 1957, pp. 19, 28, and 27

and table 1.

While there wvas 28 percent drop in the parity ratio between 1947
and 1956, the deflated total farm income per worker has declined
by less than 12 percent. This difference reflects a very considerable
response by farmers to the declining prices since 1947. Much of the
response, though certainly not all, has consisted in a significant reduc-
tion in the level of f arm employment.

We will never know, of course, whether the adjustment to changing
conditions since 1947 would have been greater had it not been for the
Korean war and the considerable expansion of demand that occurred
during 1950-51. Obviously, farm people do not make decisions that
have long run implications, such as buying land, purchasing machin-
ery, or changing occupations, on the basis of prices or incomes of 1
year. These decisions are based on their expectations of prices and
incomes over a period of time. The rapid reversal of the declining
trend in farm prices and incomes that started in early 1948 may have
resulted in a significant upward revision of expectations of income
prospects in agriculture on the part of many farm people. Simi-
larlv, we will never know what effects the farm price policy pursued
during the period from 1950 through 1954 may have had in delaying
adjustments that it is now all too evident were required.

It is now necessary to move from the examination of the movement
of farm prices and incomes to a consideration of the basic economic

If it were trite that the level of farm prices were the major determinant of the level offarm income, one should expect that a drop of, say. 25 percent in the parity ratio wouslresult In a reduction in net income greater than 25 percent. This Is true because t~l..
numerator of the parity ratio-prices received-covers essentially all the Income of farinoperators, while the denominator-prices paid, Interest, taxes, and wages-Covers onlypart of the net income and costs involved in farming. Thus, in 1952, for example, produc-tion expenses, which can be roughly equated with the coverage of tie prices-paid index,amounted to Of0 percent of gross farm Income. Gross Income was $3l7.3 billion, and pro-
duetion expenses were $22.4 billion. Assume that the prices-paid index remained constantand that prices received had decreased by 10 percent, resulting in a parity ratio of 90.Gross Income would have fallen by .$3.7 billion and net Income by the same amount fromG14.9 to $11.2 billion. This would be a reduction of almost 25 percent in net income for
farm operators and 20 percent in the net income of farm operators plus farm wages.
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relationships that are involved in the determination of the level of
farm incomes. The evidence presented is relevant in that it indicates
that there is no simple, causal relationship between farm prices and in-
comes in the sense that the level of farm prices determines the level
of farm incomes. In my opinion, any effort to improve the income
position of farm people by increasing prices above the level that would
prevail in an open market assumes that such a causal relationship
exists.

If farm prices did determine the level of incomes of farm opera-
tors, this would mean that farm people merely accepted whatever
level of income the "fates" gave them and failed entirely to use their
intelligence and initiative to adjust to the circumstances in which
they found themselves. If such were the case, there presumably
would be as many people living on farms and as many workers en-
gaged in agriculture today as there was in 1947 or 1940 or 1929 or
even 1910. This we know is not the case and, consequently, we must.
turn to a somewhat more sophisticated analysis of the factors that
determine the level of farm income. Such an analysis should be
equally relevant whether there are price supports or whether there
exists an open market.

The most important factor affecting the return to labor in agri-
culture is the general level of labor productivity in the economy as a
whole. If we trace the course of farm income over the past cen-
tury, we will find that it has followed very closely the general trends
of income in the economy as a whole. This is not to deny that there
have not been periods when incomes in agriculture have moved either
more slowly or more rapidly than in the rest of the economy. From
1940 to 1947 farm incomes moved upward more rapidly than non-
farm, and since 1947 the average real income of the farm population
has declined slightly while there has been a substantial increase in
the nonfarm sector. However, if we compare 1956 with 1940 or with
192.9 or with the period 1910-14, we find that farm incomes are now
in about the same or higher relative position with nonfarm incomes.

The reason for the rather similar development in the incomes of
farm and non farm people over time is that we live in an economy in
which there is a great deal of mobility. The incomes that can be
earned in the nonfarm part of the economy represent an alternative to
farm people. They do have a choice other than farming, and the
fact that over the past 16 years approximately a million people have
either changed their residence from farm to nonfarm or have accepted
non farm employment while remaining on a farm means that the alter-
native is a real one.3 It seems reasonable that, if farm incomes had
been expected to be higher during this period and over the next
decade, the migration rate would have been lower. If farm prices are
increased by governmental action, the likely effect is that there will be
more labor and other resources engaged in agriculture with only a
moderate effect on average net earnings per worker.

3 Estimates based on A. M. S., USDA, Farm Population-Migration to and From Farms,
1920-54 (December 1954). and USDA and USDA, Series Census BAE, Nos. 14, 21, and 23.
Most of the mobility-about 850,000 per year-involved a move from farm to nonfarm
communities. The remainder-roughly 200,000 per year-represented workers and their
dependents who changed from a farm to a nonfarm occupation without a change In
residence. It should be understood that the concept of migration includes all persons who
move, not just persons who are in the labor force.
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My argument up to this point should not be interpretcd to mean
that there is no relationship between the level of farm prices and the
returns to labor engaged in agriculture. If the demand for farm
products were to increase much more rapidly during the next decade
than during the past one or if no improvement in the state of the arts
were economically applicable to agriculture, the level of farm prices
would increase. Furthermore, the number of people engaged in
agriculture would be greater than if demand had increased more
slowly or if many technological innovations had been made in agricul-
ture. Consequently, there would be a lower rate of migration out of
agriculture than would otherwise occur. The differential between the
income of farm and nonfarm people of similar abilities and tastes
that is required to induce a net movement of 1 million persons a year
from farm to nonfarm is certainly greater than the differential
required to induce a net movement of half that number. Thus, if
the rate of decline in farm employment can be reduced, we would
expect higher returns to labor in agriculture. However, the converse
is also true-if we could speed up the rate of movement of people
from farm to nonfarm, the income of those who remain in agriculture
would be increased.

What has been said above can be put somewhat more directly. If
job opportunities in agriculture were increasing somewhat more rap-
idly than in the rest of the economy and there were no need for a net
movement of people out of farming, then we could expect that farm
incomes would be at roughly the same level as nonf arm.4 If job
opportunities increase more slowly in agriculture, so that 250,000
persons decide each year to migrate, farm incomes will be below non-
farm. If the number who decide to move is one-half million, the
income differential will be greater, and if the number is 1 million-
the rate of the past 16 years-the differential will be still greater. To
summarize, the greater the number of persons who find it to their
own advantage to shift from agricultural to nonagricultural occupa-
tions, the greater will be the difference between the incomes of farm
and nonfarm people of similar skills and capacities and preferences.

Most people who have given thought and study to the problem
believe that the incomes of farm people are today less than that of
comparable nonfarm people. I agree with this view. I have tried
to show in another place that it would be necessary for the per capita
income of the farm population to be about 65 to 70 percent of the
per capita income of the nonfarm population if the real labor returns
to farmworkers (including farm operators, unpaid family workers,
and hired workers) were to equal what workers of comparable skill
and capacity receive in the rest of the economy. 5 In 1956 the Depart-
ment of Agriculture estimated that the per capita income of the farm
population was only 45 percent of the nonfarm average. While both
my estimate of what is required for equivalent earnings and the

tThe point involved here Is Important. As stated, it would be necessary for job oppor-
tunities in agriculture to increase more rapidly than In nonagriculture If there were to be
no net outmovement from agriculture. This Is true because the rate of natural Increase
(excess of births over deaths) Is greater on farms thnn In the rest of the economy. Conse-quently, if there were no outmovement from agriculture, employment In agriculture would
Increnase more rapidly than In the rest of the economny.

4 D. Gale Johnson, Labor Mobility and Agricultural Adjustment, to be published by
Iowa State College Press as a part of a symposium on agricultural adjustment problems.
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USDA's estimate of farm income may contain some errors, the dif-
ference is so large as to indicate that farm labor returns are substan-
-tially below that of comparable workers in the rest of the economy.
And, since I do not believe that the million farm people who have
migrated each year for the past 16 years are fools aimlessly and
needlessly wandering around the United States searching for better
,economic opportunities, some difference in earnings surely exists.

But the difference in earnings that is implied in the estimates of
the previous paragraph is disconcertingly large, at least to me. The
difference can be used as a basis of criticism for both the govern-
mental intervention that we have had in farm product pricing in
recent years and the functioning of an open market price system. It
is a criticism of the price policies of the last two decades because the
differential between the earnings of farm and nonf arm people is now
as large as it was in the twenties. It stands as a criticism of an open
market system because there has been little, if any, governmental
intervention in the functioning of the labor market.s

Since there has been no significant intervention in the labor mar-
-ket, one might have hoped that the transfer of labor from agriculture
-to nonagriculture would have functioned on the basis of a smaller
income differential. Except as the price-support programs and other
governmental actions mislead farm people with respect to their long-
run income prospects in agriculture, it cannot be argued that govern-
mental programs have been responsible for the large income
differential that now exists. In my opinion, the governmental pro-
grams have tended to delay realization, on the part of farm people,
of the relative decline in economic opportunities in agriculture. The
programs have probably resulted in increases in output that would
not otherwise have occurred, and thus had some depressing effect on
farm income. However, the major factor resulting in relatively low
incomes has been the magnitude of the adjustment in labor that has
-been and still is required in agriculture.

We have seen that a net transfer of population from dependence
upon agriculture to dependence on nonagricultural pursuits of
approximately 1 million each year since 1940 has not been sufficient
-to result in a large increase in the relative incomes of the farm pop-
ulation.7 Over the next decade the net outmovement will have to
-be at least as great absolutely and substantially greater relative to
the size of the farm population, if there is to be an important im-
provement in the relative income position of the farm population.

The basic policy problem, if we are concerned with the level of
incomes of farm people, is that of reducing the differential in in-
*come that is required to induce a given rate of migration. I believe
that it is possible to devise programs that could reduce the income
differential substantially without interfering directly with the free-
dom of choice of the individual and without having any undesirable

6I am not unaware of the encouragement that the Federal Government has given to
labor unions during the past 24 years, nor of other interventions in the labor market,
such as minimum wage laws. But I do not believe that labor unions have had an Im-
portant restrictive effect upon nonfarm employment and inflation has tended to negate
whatever effects minimum wages might have had.

' In 1940 the average net Income of the farm population from all sources was 38.2
percent of the nonfarin average; in 1956 the percentage was 44.7 percent. The peak in
the ratio was in 1948 when farm per capita income was 62.8 percent of the nonfarm.
(See the Farm Income Situation, July 1957, p. 24.) However, it should not be forgotten
that the real income of the farm population increased by about 50 percent from 1940
through 1956-a somewhat larger increase than for the nonfarm population.
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effects on the nonfarm labor market. The, major problem, as I see
it, is not devising the measures to do this but rather that of reach-
ing agreement that it is both necessary and desirable to approach the
farm income problem in this way. Generally, most people who are
concerned with national agricultural policy have been reluctant to
accept the fact that farm employment is declining, and even more
reluctant to consider measures that would result in an even more
drastic reduction in the farm population. Until this reluctance is
overcome, not very much consideration is going to be given to ways
and means of increasing the rate of migration out of agriculture.

To summarize my discussion of the relation between farm product
prices and the returns to farm people, it has been shown that over
periods of a decade or more there has been little relation between
the parity ratio and the real income of farm workers. Even in
shorter periods, significant adjustments occur that tend to mini-
mize the effects of changes in the parity ratio upon the level of
farm incomes per worker. Farm price supports and other subsidy
measures may increase the number of people engaged in agriculture,
but the long run effect on income per worker would be slight. I
should add that, since the amount of land devoted to agriculture has
been rather constant and is likely to continue to be so in the future,
changes in the level of product prices do and would have an im-
portant effect on land prices. Thus higher product prices, whether
the result of price supports or market actions, do result in gains for
persons owning farmland at the time of the increase; however, sub-
sequent farm entrants gain nothing from the higher land prices un-
less they inherit land.

The second major criticism of open market prices is that such
prices are highly variable and uncertain. The major emphasis
should be placed upon the uncertainty, since if the variation in prices
over time could be predicted with fair accuracy such variability
would not have serious impacts upon the use of agricultural re-
sources. When it is said that farm prices are uncertain to a signifi-
cant degree. it is implied that farm prices do not serve as reliable
guides to farmers in making their production decisions. In the face
of such uncertainty, farmers may not be able to utilize efficiently
their resources, since many of their decisions may turn out to have
been inappropriate. It is true that farm prices change signifi-
cantly-by 10, 20, or even 50 percent-from the time the farmer must
make his decisions to plant a crop or breed his livestock and when
these products are available for sale. Thus, it is not unusual for
farmers to expand production in response to relatively high cur-
rent prices only to find that when the products are ready for sale
he has produced more than he would have, had he known the actual
prices that he received for the products. The opposite case also
occurs, namely that production plans are made in terms of relatively
low current prices, while the actual prices received would have re-
sulted in a profit on a substantially larger output.

Price instability may have longer run effects on resource use as well
as upon current production decisions. Over time methods of produc-
tion are subject to change and the size of farming operations must be
adjusted to changing economic conditions. If price variability is
large and uncertainty about the future is substantial, farmers may
delay changing production methods or modifying the size of their
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farms, even though in terms of the actual prices that materialized,
certain changes would have been profitable.

The major causes of price instability in farm product prices are
fairly evident. Price instability results from certain well-known
characteristics of the demand for farm products, the nature of the
agricultural production process, the relatively high storage costs for
many farm products, and more or less frequent and contagious errors
in expectations concerning future price levels. First, the price elas-
ticity of demand of farm products is low. This means that a small
change in the quantity consumed is accompanied by a large change in
price. Wdith no change in income or tastes, an increase in consump-
tion of 5 percent might result in a price decline of from 10 to 30
percent for many farm products. This statement assumes price
elasticities of demand ranging from a high of 0.50 to a low of 0.16.
Second, the output of most farm products varies significantly from
year to year because of factors beyond the control of farmers-
weather, disease, insects. Given the low price elasticities, a change of
5 percent in output due to unplanned factors would generally result
in a much larger opposite change in price. Third, the relatively high
storage costs for many farm products means that even with large
fluctuations in prices from year to year it is not profitable to store from
one year to the next. Even those farm products that can be stored rela-
tively cheaply at an annual cost of 10 to 20 percent of their value are
subject to considerable price variations.

Finally, certain of our farm products illustrate a peculiar market
condition of contagious behavior. When production is profitable on
the basis of current prices, output is expanded to such a degree that
prices are lowered substantially when the increased output is mar-
keted. Conversely, when current prices are at relatively unprofitable
levels, output is contracted and prices subsequently increase as a con-
sequence of the reduction in output. The most notable cases where
such a pattern seems to exist are hogs and potatoes.

If we are to have open market prices, we must anticipate that there
will be a considerable amount of price variability and uncertainty.
Before we accept such a statement as a major criticism of open market
prices, two points must be weighed. First, while the type of price
supports that we have had in recent years has tended to reduce price
variability, in the case of some commodities-especially corn and
wheat-the reduction in variability has not been very great. In the
case of cotton and tobacco, the reduction in price variability has been
quite significant. However, the reductions in price variability have
been costly in terms of the Federal budget cost, deterioration of farm
products in storage, loss of markets due to the unrealistic levels of
prices, and the encouragement of production of certain commodities
when demand conditions would not result in a price sufficient to cover
the additional costs of the output.

In our criticisms of price variability, we must never go so far that
we ignore the important role that market prices play in the allocation
and distribution of farm products. WIhen a crop, such as wheat,
becomes available only once a year, prices must perform the role of
allocating the use of that wheat over time, of distributing the various
grades and qualities of wheat among innumerable uses and users, and
of providing a basis for consumers to choose between wheat products
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and other products in -making their decisions. There is not the sli ht-
'est evidence that any other technique for synchronizing these milhons
~of decisions has been devised that will work with anything like the
effectiveness of a price system.

This does not mean t iat if we start from the premise that the price
system has great advantages we may not be able to make it function
somewhat more effectively than it has in times past. It is obvious, for
example, that an open-market price system functions more effectively
in an economy with high and growing levels of employment and a
reasonably stable general price level t~ian in an economy subject to
great variations in employment and serious inflations and/or defla-
tions. It is also true that the more complete and accurate the informa-
tion about market processes and developments and the more general
the access to that information, the more effectively the price system
will function.

For the past three decades our Government has played an extended
role in providing more and better information about prices and under-
lying market conditions. It has been suggested that the Government
might go substantially further; namely, to make predictions of future
levels of prices for specific farm commodities and then to institute
machinery to assure farmers that they would receive some major frac-
tion, say 90 percent, of the estimated price. These ideas were called
forward prices.8

I believe that it is possible to describe a situation in which the basic
idea of forward prices as a means of reducing the price uncertainty
confronting farmers could be made to function in a way that would be
superior to a completely free price system. However, I am not now
convinced that the American political system provides a setting that
would permit forward prices to function in a manner that would reduce
uncertainty without also being used as a means of raising the general
level of farm prices. Once the criterion for establishing forward
prices is changed from that of the best available prediction of future
prices to that of providing a fair or reasonable level of prices, the gains
that can be achieved by reducing price uncertainty are soon lost by
impeding the functioning of the price system as a means of directing
production.

In all my discussion I have ignored most of the consequences of the
agricultural policies of the past decade. The large accumulations of
stocks and the somewhat frenzied efforts to dispose of those stocks
through export dumping, tied sales, barter arrangements and sales
for soft currencies mean that a return to an open market price system
would have to be carried out over a period of years. During the
transition period, it would undoubtedly be necessary to provide some
type of income assistance to farmers.

I have given major emphasis to the question of the relation between
the level of farm product prices and the returns to agricultural re-
sources, especially labor. I have attempted to show that the return
to labor is determined by a complex set of economic relationships, but
that the most important determining factor seems to be the general
level of labor productivity in the economy. However, at the present

8 See T. W. Schultz, Redirecting Farm Policy, New York, Macmillan Co., 1943; andD. Gale Johnson, Forward Prices for Agriculture, Chicago, University of Chicago Press,1947.
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time farm labor does not receive the same level of returns as com-
parable labor in the rest of the economy because of the high rate of
migration out of agriculture that is required by high birth rates in
agriculture and the impact of economic growth upon the demand for
and supply of agricultural products. The only major policy sugges-
tion that w as made is that governmental efforts should be directed
to reducing the income differential associated with a given rate of
migration out of agriculture.



FULL FLEXIBILITY WILL NOT SOLVE FARM INCOME
PROBLEM-FARMERS NEED STRONGER BARGAINING-
POWER IN MARKETS

J. A. Baker, National Farmers Union

Amending existing farm programs in the direction of free market
full flexibility will weaken farmers' market position. Still lower-
price supports, still tighter credit and still higher interest rates wouldc
reduce farm income-not increase it.

FARM INCOME Is Too Low

For many decades, farm income has been too low. This has had a
debilitating effect upon farm people. It has retarded the economic
and social development of rural areas. It has acted to prevent the
Nation as a whole from the maximum attainment of its economic
goals.

Congress, many years ago, recognized the importance of solving this
problem. Existing Federal law states: "It is hereby declared to be
the policy of Congress * * * to assist farmers to obtain * * * parity
of income ** *" (sec. 2, 7 U. S. C. 1281) and contains the following
definition: "'Parity' as applied to income, shall be that gross income
from agriculture which will provide the farm operator and his family-
with a standard of living equivalent to those afforded persons de-
pendent upon other gainful employment" (sec. 301 (a) (2), 7 U. S. C..
1281).

In this definition, Congress recognized the fact that farm people and
the resources they own make at least as much contribution on the aver--
age to national economic welfare as do nonfarm people.

The risk to invested capital in farming is greater, not less, than the.
economywide average.

Modern family farming requires more skill and as great human
strength and attention to details as does average nonfarm work.

Modern family farming requires as high type of management
ability as that required of the average manager of nonfarm busi-
ness enterprises.

In terms of pure interest return on invested funds to repay time'
preference, a dollar should be a dollar throughout the economy.
However, the farmer pays a higher interest rate on borrowed money-
and earns a lower interest rate on the funds he invests in his own busi-
ness than any other businessman in the economy.

In sharp contrast to their comparable contributions, farmers' re-
turns are little more than two-fifths as much as nonfarm. Farmers"
market bargaining power is so low that farmers' own productivity is an
economic handicap.

According to United States Department of Agriculture Informa-
tion Bulletin No. 176, the return to operator and family labor per
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hour on typical commercial family-operated farms was less on many
types of farms in many recent years than the average hourly wages
paid to hired farm labor on those same farms.

For 23 of 28 types of commercial family-operated farms for which
the USDA computed and published data, the return to operator and
family labor was less than $1 per hour in 1956. For 6 types, labor
returns were negative (that is net farm income was not large enough
to cover the charge for the use of capital).

The per hour earnings on commercial family farms are very much
lower than the hourly earnings of hired workers in various other in-
dustries. For example, production workers in retail trade averaged
$1.57 per hour in 1956; in nondurable-goods manufacturing $1.80; in
-durable goods manufacturing $2.10; and in soft coal mining and
building construction $2.80. Farm work is quite similar to build-
ing construction labor, yet national average per hour return on the
farm is only one-fourth that of building construction workers.

The disparity between farm income and nonf arm income is becom-
ing greater each year. Current trends are not moving in the direc-
tion of closing the gap. Interest income to persons in August 1957 was
up 64 percent from 1951; dividends were up 37 percent; rental income,
up 14 percent; and weekly earnings of manufacturing workers up 28
*percent and per farm net income was down 17 percent.

Low FARM INCOME NOT IN NATIONAL INTEREST

A depressed agriculture acts as a drag or brake on the rest of the
-economy. A depressed agriculture may not immediately pull the
,economy into a general business depression during a period of unbal-
anced inflation. But a depressed agriculture will hold down the
level of national income and would mean a reduced rate of national
economic growth. Falling farm income further unbalances the eco-
nomic structure and contains the seeds of a national depression.

PARITY FARM INCOME NEEDED To PRESERVE FAMILY FARM

Fully flexible farm income policies.will seriously weaken the family
-farm pattern of the Nation's agriculture.

Family farms are conducive to preservation of the American demo-
cratic free enterprise system. Industrialized agricultural units,
whether corporate or individually owned or vertically integrated
with big business are basically inimical to national well-being and
continuation of the democratic rights and liberties enshrined in the
United States Constitution and its Bill of Rights and other amend-
ments.

On family farms, the farm family itself supplies most of the labor,
-management, financing and capital ownership. Even on the largest
family farms, the family supplies most of the manual labor.

In contrast, on industrialized agricultural units with or without
-vertically integrated piece-work contracts, most of the labor is pro-
vided by hired hands. On such units, the economic functions are
*split and farming loses its integrative cohesive force in society. Eco-
nomic class conflict is invited. If such units should become universal
within the economy, society would lose a major balancing force for
political and social stability.
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Such a trend would, also, be unfortunate with regard to interna-
tional affairs. The family farm ideal is one of the Nation's most
potent exports of hope and good example to nations whose popu-
lation is largely farmers.

Moreover, farm income parity for family-type farmers would be a
source of spiritual strength for the society as a whole which cannot
attain its maximum potential if economic injustice is done to the
farming or any other segment of the population.

EXISTING COM-MODIY PRICE AND INCoME PROTECTION- PROGRAMS

Although farm income is currently too low, farm gross income
would be at least a third less and farm net income would be more
than a third lower if it were not for the existing Federal farm pro-
gram.

There is a 185-page Compilation of United States Statutes de-
signed in one way or another to strengthen the bargaining power of
farmers in the commodity markets and to protect and improve farm
income in other ways. This is Federal legislation relating to the
sugar program, the wool program, marketing agreements and orders,
various measures for expanding domestic and foreign consumption
of farm commodities, price supports, acreage allotments and mar-
keting quotas, the soil bank and crop insurance.

In addition, many States have laws that help farmers to acquire
better bargaining power.

Most of the Federal programs have been whittled down in effec-
tiveness by administrative decisions over the past four and a half
years some of which whittling was made possible when mandatory
minimum levels of support were reduced in the Agriculture Act of
1954.

As helpful as they are, existing programs are not, however, fully
adequate to enable farmers to earn a parity of income. Even with
these programs, farm income is too low.

TnE SO-CALLED FREE MARKET

Some contend, incorrectly, I think, that if controls over market
supply are gradually eliminated and average annual prices allowed
to drop to market clearing levels, this will ultimately result in a
demand and supply balance that will return a satisfactory income
to farmers.. This group has faith, if not economic proof, that
changing existing programs toward the fully flexible free market will
solve the farm income problem of commercial farmers.

The idea of the so-called competitive free market for farm com-
modities involves a situation where no farmer or group of farmers
would be assisted or allowed by Government to exercise any control
over marketings to raise prices. This would eliminate the price pro-
tective features of marketing agreements and orders for fruits, vege-
tables and nuts. It would probably bring chaos to the fluid milk mar-
keting industry. It would place United States wool and sugar pro-
duction in full competition with imports without protection of tariffs,
import quotas or Government payments.

In a competitive free market, the prices of cotton, rice, tobacco, and
wheat and all other farm commodities would be allowed to drop to
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the unprotected world level established by unrestricted production.
The prices of corn, other feed grains, soybeans, flaxseed, and cotton-
seed would be allowed to drop to the level where the entire year's
production would move into channels of trade during the year. Pea-
nuts would be allowed to drop to the oil price rather than being pro-
tected at the edible price. Manufacturing milk prices would be al-
lowed to drop toward the oleo level. Some of the land now used for
production of price-protected commodities would be transferred into
production of fruit, vegetable, and nuts, whose prices would not then
be protected under market agreements and orders.

Importers would be allowed to import as large a volume of com-
petitive farm commodities as they saw fit. TheInternational Wheat
and Sugar Agreements would be abolished.

Farmers would be "free" to produce and market as much of any
quality of any and all commodities as they could, but the Govern-
ment would not stand by as now to buy up or make loans on such
commodities to hold up the average annual market price above the
"free" market level.

The preceding is an accurate description of Secretary Benson's full
flexibility recommendation, as I understand it. He would use price
support loans only to prevent wide swings in seasonal fluctuations
but not to hold average annual prices above the so-called free-market
level.

FARMERs' BARGAINING DISADVANTAGE

In the fully flexible free market the commercial family farmer
would have an even weaker bargaining position than he has now.

The prices of things that farmers buy,both production and family
living items, are retail prices like the prices all consumers pay. These
retail prices are based on the wholesale prices behind them, which
are administered prices-prices set by manufacturers, money-market
bankers, railroad companies, and many others, on the basis of their
Government-sanctioned ability to withhold supply to maintain the set
price.

Manufacturers and other nonfarm segments of the economy pro-
tected by tariffs and corporation laws and Govermnent commissions
can hold down production and maintain price partly because of the
small number of firms and the concentration of economic power with-
in each industry. They can do so profitably because their overhead
fixed costs are but a small proportion of their total costs, thus en-
abling them to make large cuts in costs as a result of reduced pro-
-duction.

The farmer not only buys his needs in an administered-price mar-
ket dominated by sellers. Farmers sell their products into markets
where buyers have the upper hand.

The farmer does not sell, usually, to the final consumer of food and
fiber products. Farm commodities must move through processing
and marketing channels where those who perform these services possess
-enough control over supply of their services to enable them to admin-
ister or control the prices they receive for such services. Since 1951,
the processing and marketing agencies have had enough bargaining
power to obtain for themselves the entire drop in farm returns with-
out sharing any with the consumer.
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WO.-rLD So-CAT-iD FE- LMARK-ET DTEcRE6AsF, S1UPPrY OF FARM
COMMODITIES?

We in Farmers Union have made an extended and diligent search
through libraries and by personal interview, without success, to un-
cover currently applicable scientific research results bearing on the
question of the short- and long-run price or income elasticity of total
farm production or supply. As far as we have been able to determine
there are no published results of sound scientific, statistical and eco-
nomic research of current significance that indicates any connection
or relationship between market prices or farm income and the volume
of farm production or farm marketings.

However, our knowledge of the history of farming in this country,
observation of farming conditions in the Phillipines, Japan, India,
and Egypt as well as other more developed countries, and the atti-
tudes and economic motives and circiumstances of American farmers
leads us to believe that the following hypothesis concerning the effect
of free-market prices or supply of farm commodities is probably
correct.

The effect of lowering farm prices and falling farm income would
be to motivate the individual farmer to try to increase his total pro-
duction. The individual farmer would be forced to do so to attempt
to keep his income from dropping as a result of the falling prices.

Each farmer would keep on trying to do this, if he did not give up
and quit farming, until be had reduced his soil-conserving expendi-
tures to the minimum, refinanced his delinquent short-term indebted-
ness repeatedly into long-term debt and had finally exhausted his
credit. He would still keep trying until he became delinquent upon
his real-estate mortgage.

Then he might try to sell before the foreclosure date. If he did
sell, a neighbor, trying to increase his scale of operations, would buy
the farm, if he had the needed funds or credit. Or a nonfarmer with
savings from nonfarm income sources would buy the farm. In either
event, the new owner or a renter would take up where the old owner
left off and continue to try as long as he could to maximize his income
by producing and selling more and more at an everf ailing price.

This would be a long and painful process of financial distress,
reduced levels of living and business failure. More and more farmers
would find themselves unable, or unwilling to invest in new and im-
proved practices, new and more productive machinery and equipment
and fertilizers and irrigation, and other facilities. The rate of apply-
ing improved technology in farming would slow down and this would
in the long run dampen down the rate of increase in farm production
and volume of marketings.

This "free market" approach using "full flexibility" as the national
policy would take a long time to reach a solution. It would do so only
through untold financial distress, personal suffering of millions of
farm and small-town people, destroyed farm resources, and reduced
technological advance. By then farming might well be (1) concen-
trated on a few hundred thousand factories-in-the-field; (2) conducted
by vertically integrated nonfarmers; (3) performed by poverty
stricken peasants on eroded run-down farms; or (4) a mixed pattern
of all three of these.
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This prospect has grave implications for the future safety and secu-
rity of a nation whose population is expected to be a fourth larger in
less than 20 years during a period when we are subject to emergency
situations that could develop suddenly at any time in the foreseeable
future from the unsettled world political and diplomatic situation.

We have no fear but that this increased need for farm production
for the growing population can be fully met in the foreseeable future,
if, as a nation, we do not allow our magnificent farm plant to become
deteriorated and run down.

Official historical figures do not necessarily prove this conclusion that
falling prices and income will not reduce farm output. But any who
would try to prove the opposite that falling prices will reduce output
would be required satisfactorily to explain them away. For example:

(1) In the period since 1929 there have been 11 different years in
which farm prices were lower than the year before. In only 2-fromh
1932 to 1933 and from 1937 to 1938-did total farm'output drop. Only
from 1932 to 1933 did farm output per man-hour drop. (To measure
output response to price and income changes in a particular year, I
have used a 2-year average of output figures covering the year to which
price and income data apply and the following year. This is an ap-
proximation of a smoothed 6 months' lag.)

(2) Since 1929 there have been 12 different occasions when the
parity ratio dropped from one year. to the next, in only 2 years (from
1932 to 1933 and from 1937 to 1938) did total farm output decrease and
only from 1932 to 1933 did farm output per man-hour decrease.

(3) There have been 10 occasions since 1929 when national'farm
gross income, national farm net income, and average per farm net
income (adjusted for price change) dropped from 1 year to the
next, in only 2 years did total farm output drop and per man-hour
farm output dropped only once.

(4) From 1929 to 1932 prices received by farmers dropped by 56
percent, the parity ratio dropped by 37 percent, national farm gross
income dropped by 54 percent, national farm net income dropped by
67 percent, and net income per farm (adjusted for price change)
dropped by 53 percent; total farm output did not drop; farm output
per man-hour increased by 2 percent.
- (5) From 1946 to 1949, average per farm net income (adjusted for
pyrice change) dropped by 25 percent, farm output per man-hour rose
by 17 percent, and total farm output increased by 4 percent..

(6) From 1947 to 1949, the parity ratio dropped -13 percents yet total
farm output rose by 1 percent anid output per man-houir rose 11
percent.

(7) From 1951 to 1956, prices received by farmers dropped 22 per-
cent; the parity ratio dropped 25 points (23 percent), national farm
gross income dropped 11 percent, national farm net income dropped
38 percent, and per farm net income (adjusted, for price change,
dropped by 23 percent; yet per man-hour farm output increased 10
percent and total output increased by 7 percent.

(8) In no extended period when farm prices and income fell over
*a long period of years (the drop from 1951 to 1956 is the longest sus-
tained drop since USDA began keeping records in, 1910). did either
total or per man f arm output decrease. ;
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ForcI.G FAMMES OUT OF r FAP3fINC IS NO ADEQUATE S OLVrION

There are those who agree generally that falling prices will not sub-
stantially balance supply with demand in the near future at prices
anywhere near the current level or higher. But they contend this is
not the goal we should shoot at.

These analysts say-let farm prices keep on dropping down to the
equilibrium level; of course, total farm gross income will fall; but low
incomes will move enough people off the farm, they calculate, that
ultimately per person farm income will rise to the parity level we are
seeking.

Farm population, farm employment, and the number of farms have
already been dropping at a rapid rate yet farm income continues to
fall. Between 1950 and 1956, farm population decreased by 11 per-
cent-from 25,058,000 to 22,257,000. The net migration from farms
was more than twice as great as the "natural increase" in farm popu-
lation was 14 percent smaller in 1956 than in 1950.'

GoOD ARITHMETIC BurT BAD EcoNo:ics

The gentlemen who urge moving families out of farming as a solu-
tion to the income problem may be good in fractions but they are
unsound in economics, political science, and sociology.

In the first place, we cannot condone, much less support, a deliberate
policy of driving families out of farming by way of forced reductions
in farm income. But laying aside its human social and political im-
plications, such a policy will not drive families out of farming fast
enough to raise per person farm income to the parity level in the face
of the rate at which farm prices and total national farm gross incomes
would fall in a fully flexible free market.

It is not the lowness of farm incomes but the existence of known
and available nonfaim job opportunities that is the major factor which
encourages farm people to take part-time off-farm employment and to
migrate.. If low farm income alone would cause farm families to mi-
grate to cities, there long since would have been nobody to operate the
Nation's farms. Even in the best years in history, 1947 and 1951, farm
family income was only 55 percent of a parity with nonfarm income.

As the depression of the early 30's deepened and nonfarm unemploy-
ment rose and nonfarm job opportunities dropped, the number of
farms increased although farm prices and incomes were dropping
disastrously.

Since 1935, the number of farms has been falling at an approxi-
mately steady rate of 100,000 per year whether farm income rose or
fell or farm prices rose or fell. The number of farms dropped at
substantially the same rate per year from 1939 to 1946 when prices
received by farmers and farm income per farm was rising as they did
from 1948 to 1949 when prices, the parity ratio and farm income
dropped. The number of farms dropped as rapidly from 1949 to
1951 when net farm income rose by 20 percent and the parity ratio
was up 7 percent as they have since 1951. A similar situation pre-
vails with respect to farm population numbers. 2

1 See Farm Population Estimates for 1956, USDA, August 1956.
Data source: Economic Indicators.
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MIGRATION INCENTIVES

Some of those who urge moving families out of farming as a solu-
tion to the low farm-income problem do not favor the force-out pro-
cedure but recommend the enactment of a program of Federal grants,
loans and education to make it easy and attractive for farm families
to move to town. For example, a cotton sharecropper who wanted to
move to Detroit would be able, to obtain from the Government the
needed retraining to fit him for a city job, his moving expense would
be wholly or partially subsidized or covered with a loan; he would
be eligible to receive a weekly subsistence and living cost compensa-
tion during the period he was looking for a job.

This policy would, of course, be preferable to the force-out a
proach. Farm people have already been making great efforts to a -

just. The transitional problems of those who want to leave the farms
should certainly be made as bearable as possible.

But even in connection with the migration incentive program, we
would remind its advocates of this significant fact:

To raise farm income to parity by reducing the population num-
bers denominator of the fraction rather than increasing the income
numerator would require a cut in farm population from 22 million
to approximately 10 million, and a reduction in the number of farms
from 4.9 million to approximately 2.2 million. This would be in
addition to the annual out-migration now required by the excess of
births over deaths on farms.

To have maintained average per farm income (adjusted for price
changes) at the 1951 level while allowing national farm income to.
drop to the 1956 level, would have requirel a reduction in number of
farms to 3.9 million instead of the 5.0 million reported for that year.

WILL "FREE MARK FuLL FLExiBrrr" INCREASE CONSUMPTON AND
ExPoRTs?

Some advocates of free market full flexibility argue that while
falling farm prices may not greatly reduce the volume of farm mar-
ketings this is of no concern because the drop in prices will increase
consumption and exports to such an extent that total national farm
gross income will rise because of the greater volume.

FULLY FLEXIBLE PRICES WILL NOT INCREASE EXPORTS

We are already selling as much farm commodities as we can to
other countries at competitive world prices through forced-pressure
export subsidy programs and otherwise. In addition, we are selling
all the so-called surplus commodities that we can up to a billion-dol-
lar-a-year rate for local or soft currencies under the Public Law 480
program. In addition, Congress has demonstrated a willingness to
make available all the funds that may be needed to make United
States farm commodities available on a grant basis to relieve famine
and other emergency situations of people throughout the world.

466



POLICY FOR COMMERCIAL AGRICULTURE

United States exports of farm commodities in 1956-57 totaled $4.7
billion, nearly one-sixth of total cash receipts for farm marketings,
the highest absolute volume and the highest percentage in recent his-
tory.

Further lowering of export prices might bring some slight increase
in export sales but it would be but a very small fraction of the total
volume of farm marketings.

Further reductions in the price of export commodities would prob-
ably result mainly in retaliatory measures as other countries sought
to protect their own producers from the increased competition; ex-
porting nations would lower their asking prices, importing nations
would raise their barriers to farm and other imports from the United
States.

Moreover, launching upon cutthroat competition by lowering world
prices of all farm commodities is the opposite of intelligent foreign
policy and would be bad for farm producers all over the world. Do-
ig this could only result in ill will for America.

Instead of trying to expand exports by cutting prices, we favor the
negotiated establishment of an International Food and Raw Materials
Reserve Bank with at least four operating divisions (1) to stabilize
prices, (2) to relieve famines, (3) to use abundant food and fiber sup-
plies to establish universal free general and vocational education
systems and otherwise as capital to promote through loans and grants
a more rapid rate of economic development and growth, in nations
requiring such assistance; and (4) to act as a sort of holding com-
pany for additional international commodity agreements similiar to
the International Wheat Agreement. Continuation of export sub-
sidy, Public Law 480, and Reciprocal Trade Agreements programs
would largely operate through or in coordination with the Inter-
national Food and Raw Materials Reserve Bank.

DomsFrIc CoNsumIoN INCREASE LESS TEHAN PRiCE DROPS

As to increased domestic consumption, we know from the evidence
that farm income cannot be raised by dropping prices through adop-
tion of the free market full flexibility formula. In fact, there is no
way to avoid lower farm gross and net farm incomes if falling farm
prices are relied upon to bring an increased volume of consumption.

The reason is simple. To obtain increased consumption the price
drop must be greater percentagewise than the desired percentage in-
crease in volume. This is true both for farm commodities as a com-
bined group and for practically all individual commodities. It is
simple arithmetic to observe that the total of price times volume can in
that event only be lower not higher. In this regard the following
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table (based on scientific statistical research of Federal and State
agencies) is instructive:

Effect Effect Effect Effect
on eon- on farm on con. on farm
sump- price sump- price

Commodity or commodity tion of 1 of a 1- Commodity or commodity tion of 1 of a 1-
group percent percent group percent percent

cut in cut in cut in cutin
farm market farm market
price supply price supply

(A) (B) (C) (A) (B) (C)

Percent Percent Percent Percent
All farm food products -_ +0.2 +5.0 Fluid milk -+. 2 +5. 0
All livestock and products- +. 5 +2.1 Manufacturing milk -+. 7 +1.4
All food livestock products +. 4 +2.5 Potatoes - +. 3 +3.5
All meat animals (hogs, cat- Hay-+.7 +1.4

tle, lambs) -+.6 +1.6 Wheat (domestic food) - +.05 +20.0
Hogs- -. 7 +1. 5 All feed grains +. 5 +1. 9
Beef cattle -+.8 +1.2 orn -+.8 +1.3
Veal calves -- --- +1.2 +.8 Oats -+1. 4 +.7

Eggs -+.3 +2. 9 Grain sorghmns-+3.9 +.2
All milk-+.3 +2.3 Barley -+2.2 +.4

Moreover, lowering food and fiber prices do absolutely nothing
to shift the demand curve to the right. As a matter of fact, a low
price policy may actually cause the demand curve to shift to the
left. Consumers might get into the babit of using the extra money
for nonfarin goods and thus present to the farmer a lower schedule.
of volumes of farm products they would be willing to take at dif-'
ferent price levels.

It would take a 5-percent drop in the average prices received by
farmers for all foods to bring about a 1 percent increase in consump-
tion, provided consumer incomes and other factors remained un-
changed (preceding table.)

Thus to sell a 101-pereent volume farmers would have to reduce
prices to 95 percent of the previous level. If 100-baskets sell for $100
each, the total gross is $10,000. If 101 baskets will sell for only $95
each, total gross drops to $9,595, or 4 percent less than before the price
drop.

DRoPs IN FAREM PRICEs MAY NoT PREACH CONSUiERS

Less and less percentage of farm prices drops are being reflected in
reduced retail prices. Percentagewise retail food prices dropped 62
percent as much as in prices received by farmers in the 1929-32 period;
45 percent as much in 1937-39 period; 31 percent as much in the
1947-49 period and only 14 percent as much in the long 1951-56 drop.

On a year-to-year basis, somewhat more of the drop in prices re-
ceived by farmers was reflected in lower retail prices. [This caused
farmers to absorb (or mask) the nonfood price inflation from 1952
to 1956.] In 1952-53, 16 percent of the farm-price drop was reflected
in lower retail prices; in 1953-54, about 6 percent; and in 1954-55,
about one-third. But in 1955-56 retail prices rose when prices re-
ceived by farmers declined. When prices received by farmers rose
by 2 percent from July 1956 to July 1957, retail food prices, also, rose
by 2 percent.

Considering the net result of all the changes for the entire period
from 1951 to July 1957, prices received by farmers dropped by 18 per-
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-ent from an index of 302 in 1951 to an index of 247 in .Tuly 1957
(1910-14=100), but over the same period, retail prices paid by con-
sumers for food rose by 4 percent, from an index (1947-49=100) of
112.6 to an index of 117.4. If dropping farm prices will not reduce
retail food prices, certainly the farmer has no opportunity whatsoever
to increase volume of consumption by allowing his prices to drop.

This appears to be the result of a greater elasticity of the demand
for packaging, food stamps, parking lots and advertising than of the
demand for the food nutrients in farm food products.

Even if farm price drops were passed through to retail prices, con-
sumers will not increase the volume of their purchases by as large
a percentage as the retail price is dropped.

Demand for food becoming more inelastic.-Indications are that
the farm price and the retail price elasticity of demand for farm
food products is becoming more, instead of less, inelastic.

This situation results priinarily from two developments, both of
which seem certain to continue for some time.

(1) As consumers' personal incomes increase their demand for food
becomes more and more inelastic with reference to price. They are
already able to buy almost as much food as they want; they take
whatever money they might save from lower food prices and spend
it not on buying more food or fiber but to buy more nonfarm goods
and services.

(2) The other factor responsible for increased inelasticity of do-
mestic demand is the continuing increase in the dollar and cents
marketing margins or spread between prices received by farmers and
those paid by consumers.

No economist now predicts that either of these trends has run
its full course; they expect both to continue. If this outlook is cor-
rect, demand for farm food products measured at the farm-price
level will be more inelastic next year than it was last year, and still
more inelastic year after next. By then instead of taking a 5-percent
cut in farm price to move 1 percent more goods, it may take a 6- or 7-
percent cut in farm price.

Demand shifters in the long rwn.-It is clear that in the short run
reducing farm prices will not increase volume of consumption suffi-
ciently to raise farm income. But what about the longer run when
population increases and rising per person incomes may cause the
demand curve to shift to the right? (Meaning that consumers as a
whole will buy bigger volumes at the same prices.)

Two separate considerations are involved. First the income
elasticity of the demand for farm commodities appears to be decreas-
ing. And, in any event, little more than one-fourth of any annual
percentage increase in consumer income would be reflected in increased
demand for farm food products.

Secondly, the only commercial market food demand shifter that we
can depend on for really significant increased demand for food is the
approximately 1.7 percent annual increase of the national population.

Combining the demand-increasing effects of both population in-
crease and of increasing per person incomes the maximum average
annual increase in demand at the same price level would at the most
be not more than about 2 percent.

97226- 7-31
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COMI1MODITY BARGAINING POWER APPROACH MORE PROMISING THiA N
FULL FLEXIBILITY

The same economic forces that spell farmers' ruin under full flexi-
bility can be used by farmers, with the aid of Governm-nent, to improve
their incomes. If farmers could cut total marketings of food from
100 baskets to 99 baskets and thereby receive $105 per basket, as
they could, if current research results are correct, they could raise
their gross income from $10,000 to $10,394, an increase of almost 4
percent for each 1 percent cut in market supply. By obtaining greater
control over their own products, farmers could literally raise their
income status by their own bootstraps.

Farmers' control over the volume of marketings would have to
be airtight; no bootlegging could be permitted. But given the right,
and the needed help, to maintain control over total supply for domestic
consumption, farmers could raise the prices for the domestic part of
their sales to any level permitted by Congress. Each cut in supply
marketed and the resulting 5-to-1 increase in price would bring an
increase in farm gross income of approximately 4 percent and on the
average farm a 10-percent increase in net farm income for each 1
percent cut in market supply.

This opportunity applies only to that part of total farm production
that is consumed domestically. The volume destined for export would
have to be insulated from the domestic market and handled under a
separate operation.

In addition, this economic opportunity is as bright as that pictured
only if the control over volume of marketings is applied to farm out-
put as a whole and to all individual commodities uniformly as well
as to individual commodities separately. The possibility of com-
modity substitution comes into play and the income effectiveness of
raising price by restricting the volume of commercial marketings
diminishes. This consideration is particularly important with respect
to operations expected to continue for more than a year or two.

In light of these economic facts, farmers' best hope to reach parity
income is to obtain the right and assistance from Government. State
and National, to make use of bargaining power similar to the market
proration practice of the oil industry through a comprehensive and
integrated system of commodity market supply adjustment and price
improvement programs along the following general lines:

1. Single-commodity maiket proration goals.-Through such pro-
grrams as marketing agreements and orders, individual commodity
marketin g goals, mlarketing quotas, stabilization funds or similar
private or public operations, adapted to the needs and economic
characteristics of the different commodities, farmers producing each
commodity would acquire the right to cooperate with each other,
privately or through government programs, to balance market supply
with effective demand at a Drice that would return a parity of income
to the farmer by means of enforcemnent of marketing restrictions or
by engaging in surplus removal purchases with private or public
funds or by a combination of the two methods.

2. All-com/mvodity farm market proration goals.-By establishment
of a compulsory all-commodity marketing goal and voluntary con-
servation acreage-reserve program to balance the total volume of farm
marketings with effective demand at parity income equivalent prices.



POLICY FOR COMMERCIAL AGRICULTURE

3. UDe ypwri6t-lywclw foIuIuu1a6.-No system of commniodity-supply
adjustment and price-protection programs is adequate if it contains
no specific income and price goals and mandatory support floors. To
provide for this need the parity income formula in existing law should
be placed into effect to replace the price parity formulas now being
used.

4. Administered by elected farmer commnittees and boards.-The
system of commodity-supply adjustment and income-improvement
programs I have recommended should be administered and controlled,
within limits established by Congress and the President, by farmers
themselves through a Federal Farm Income Improvement Board in
the United States Department of Agriculture, composed to a large
extent of farmers elected by elected members of the State farmers
committees, and at the State level by farmer committees, a majority
of the members of which would be farmers elected by county farmer
committeemen and at local levels by elected county and township com-
mittees of farmers.

5. Import controls.-Imports of competing farm commodities would
have to be restricted at all times when the domestic market price was
below the parity income equivalent level or alternatively, and prefer-
ably, a system of parity deficiency or production payments would have
to be instituted or the two methods be used in combination as has been
done in the case of wool and sugar.

6. Continue ex port-subsidy pro grame.-The export-subsidy pro-
grams would need be continued. Otherwise producers of export com-
modities would have to accept world prices for the export fraction of
their production.

As soon as possible, additional international-commodity agreements
such as the International Wheat Agreement should be negotiated and
put into operation for all farm commodities that enter importantly
into international trade. The international commodity agreements
should be buttressed and backed up by establishment of an interna-
tional food and raw materials reserve bank through which the United
States export subsidy and Public Law 480 type programs would
largely be operated.

7. REA-type marketing and processing facility loan program.-As
a long-term program to improve the bargaining power and economic
position of farmers and help provide needed consumer protection, we
continue to urge enactment of a nationwide REA-type loan and tech-
nical-assistance program to enable farmer-controlled business enter-
prises to acquire, or build, and operate facilities and services to assem-
ble, process, distribute and market farm commodities and products
thereof. Such a program successfully carried out would serve as an
effective yardstick to measure and hold down the rapidly increasing
spread between prices received by farmers and those paid by consumers.

8. lSuipplemzentary programs.-To improve their incomes, farmers
need stronger bargaining power in money as well as commodity mar-
kets to balance up their position with respect to the generally admin-
istered-price and administered-production nonfarm economy. In
addition to the above improved programs, Federal farm policy should
be improved by amendments to existing laws that wil:

(a) Transform Farmers' ITome Administration into an effective
yardstick family farm credit agency along lines of bills introduced
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by the chairman of your subcommittee, Senator Sparkman (S. 1533),
and by Congressman Patman, a member of your subcommittee;

(b) Revitalize and expand the crop-insurance program more
rapidly;

(c) Improve effectiveness of old-age and survivors insurance pro-
gram as applied to farmers;

(d) Provide supplemental income improvement programs for par-
ticularly low-income farm families in depressed rural areas along
lines proposed by the House Subcommittee on Family Farm Policy
and in the bills sponsored by Senators Sparkman and Douglas and
Congressman Patman, members of your subcommittee.

Any of these recommendations, if put into effect, would improve
the existing situation. If all these recommendations were placed into
operation, the total program would operate to improve farm income
gradually, but certainly, to a full fair parity level with the rest of
the economy. It would do so without building up stocks of com-
modities in Government ownership and at little or no net cost to the
Federal or State Governments except for the supplemental low-
income farmer program and the consumer safeguard programs out-
lined below.

CONSUTMER SAFEGUARDS REQUIRED

In making the above recommendations, I fully recognize that I am
suggesting that Congress make a very broad grant of authority indeed
to farmers to make use of the same devices that have in the past been
granted only to railroads, airlines, steel companies, money lenders,
labor unions, and many other nonfarm segments of the economy.

For example, using the authority- allowed them by Government,
farm implement manufacturers in 1932 cut output to only 17 percent
of the 1929 level.

Obviously neither the Congress nor the people should grant the
power to farmers to cut food and fiber production by any such degree.
To do so would be unthinkable. You can get along and live without
a new car or a new tractor but you cannot live long without food.
Food is in a different category.

For this reason I suggest that farmers not be allowed to use their
market supply adjustment programs to raise market prices above
the parity income equivalent level of prices.

Role of parity income deficiency payments.-Moreover when mar-
ket prices of farm commodities begin to drop owing to the increase of
unemployment, they should be allowed to drop to the full extent of
the reduced demand that is due to the less than full employment con-
dition. The difference by which market price failed to reach the
price goal would be made up by a parity income deficiency or produc-
tion payments. Such payments would also be used to make up for
market price drops due to forecasting errors that overestimated the
volume of marketings that full employment demand would take at
the price goal. We need to recognize that the Farm Income Improve-
ment Board would probably be inclined to overestimate rather than
underestimate the volume needed so as to not take a chance on having
too small a market supply in the year ahead. Such payments to any
one farm should be limited to actual sales and not more than the sales
of a maximum family-size farm.
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Nat6onaZ food allotment and school-lunch programs.-In addition
unemployed and other low-income consumers should be protected
by means of the enactment and operation of a national food allot-
ment stamp plan. Other groups such as schoolchildren should be
protected by expansion of the milk for children and the school-lunch
program.

National safety reserve.-To avoid the possibility of food and fiber
scarcity owing to sudden development of widespread drought, floods
insect or disease infestation, and disruptions to the peace, a national
safety reserve of storable farm commodities and storable products of
perishable commodities should be established, located at strategic
points, at levels determined by the President, upon the advice of the
Security Council and the Administrator of Civil Defense, to be ade-
quate, but completely separate from the commodity supply adjustment
and price protection programs and fully insulated from depressive
effects upon commodity markets.

S1IJ-ARY

1. Farm income is too low. This is not in the national best interest.
It is not satisfactory to farm people.

Yet attainment of full parity farm income w as declared the intent
and policy of Congress many years ago (secs. 2 and 301 (a) (2),
U. S.C. 1281).

2. Farm income would be even lower than it is if existing Federal
statutes that provide commodity price improvement and supply-
demand adjustment programs were not still in effect even though their
effectiveness has been scaled down over the past 41/2 years. Elimina-
tion of existing price and income protection programs would reduce
national farm gross income at least one-third below current levels.
Farm net income would be further reduced by nearly half.

3. Farmers need stronger bargaining power in commodity and
money markets and with respect to governmental decisions to balance
up their position with respect to the generally administered-price and
administered-production nonfarm economy to which they sell and from
which they buy and in regard to their equitable access to governmental
protection and services.

(a) To do this requires extensive improvement of existing laws, the
major of which are amendments that would:

(b) Revitalize and expand the crop-insurance program more rap-
idly;

(c) Improve effectiveness of old age and survivors' insurance pro-
gram as applied to farmers;

(d) Provide supplemental income improvement programs for
particularly low income farm families in depressed rural areas:

(e) Amend existing Federal farm price support and related pro-
grams into a comprehensive system of workable commodity programs
and supplementary policies that will provide full parity of income
protection for the family farm production of all farm commodities
through giving farmers greater control over the market supply and
price of their products with adequate consumer safeguards.

4. In the so-called free market, the family farmer would have to
sell his products for what price administering buyers would offer, and
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pay what price-administering sellers ask. Hle would be completely
devoid of bargaining power, unprotected by price supports, or mar-
keting quotas, unprotected by import duties and quotas, unauthorized
even to cooperate with other farmers to join together, through market-
ing agreements and orders, or otherwise, to protect his price by
controlling market supply.

5. All tie evidence of experience and knowledge of farmers' eco-
nomic position in an administered-price economy indicates that in the
short run lower prices will increase total farm.production. In the
long run, lower prices may slow down, but will not stop, expanding
farm output resulting from the thrust of advancing technology in spite
of the resource depletion, financial distress, and human suffering that
would result.

6. Moving farmers out of farming, by force-out or by migration
incentives, will not reduce farm production. Nor would this be a
feasible way to raise farm income to parity. Even, if feasible, it
would do so very slowly, if at all, in periods of falling national farm
gross income.

7. Practically all farm commodities are now being offered in foreign
markets at competitive world prices or less. Exports in 1956-57 were
at an all-time high. Increased volume of commercial exports could
probably be bought only at the expense of greater percentage drops in
price which would lower farm gross income thus injuring our own
farmers as well as those in other countries.

8. Lowering of farm prices to increase volume of domestic con-
sumption cannot raise farm income for several reasons:

(a) Assuming no change in the demand curve itself, lower prices
cannot bring increased gross farm income because price per unit must
be dropped by approximately 5 times the percentage increase in
volume of consumption.

(b) Lowering of farm prices will not reduce the widening market-
ing margin which trend is both increasing the farm price inelasticity
of demand and pushing downward the demand curve at the farm level.

(c) Lowering of farm prices will not speed up the rise in con-
sumer incomes. Moreover, as consumer incomes rise both income in-
elasticity at the consumer level and the farm price inelasticity of de-
mand become greater.

(d) Lowering of farm prices will do nothing to speed up popula-
tion increase. However, the 1.7 percent per year increase in popula-
tion will, to be sure, increase demand (shift the demand curve upward
and to the right), if per person income does not drop.

(e) In total, demand can be expected to rise (demand curve shift
to right) not more than 2 percent a year from the combined effects
of increasing population and rising per person consumer incomes in
an expanding full employment economy. But this will occur whether
or not farm prices are reduced by application of the full flexibility
policy.

9. Under the full flexibility policy it would probably take at least
two decades for the less than 2 percent annual increase in domestic
demand, to catch up with the existing level of overproduction and
overtake at some future date the slowed-down rate of output expan-
sion brought on by falling farm prices and income.

10. However, the volume of farm marketings can feasibly be ad-
justed to effective demand in a way that will improve farm income.
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BY obtaining a 5 percent price isnereaqe for Pcneh 1 pixerent cut in total
volume farmers can improve their gross income in percentage terms
by approximately four times the percentage cut in market supply.

11. The fact that the farm price inelasticity of many individual
commodities handled singly is less than the farm price inelasticity of
the demand for all food and fiber commodities as a combined group,
suggests the desirability of an integrated system of market proration
which would include:

(a) I1?lividutl-Coo??,mmodity narket proration goals.-Sucl programs
as marketing agreements and orders, individual-conimodity market-
in goals, marketing quotas, stabilization funds and similar private
and public individual-commodity operations, adapted to the needs
and economic characteristics of the different commodities, through
which farmers producing each commodity would acquire the right and
the power to cooperate with each other, privately or through Govern-
ment programs, to balance market supply of the commodity with
effective demand at a pric that woud return a parity of income to
farmers by means of enforced marketing restrictions or by surplus
removal operations with private and public funds or both methods
in combination.

(b) All-commodity market proration goals.-Establishment and
operation of a compulsory all-commodity farm marketing goal and
voluntary conservation acreage reserve program by which farmers
would be enabled to balance the total volume of all farm marketings
to effective demand at parity income equivalent prices.

(c) Parity income formulas.-Use of the parity farm income pro-
visions of existing legislation (sec. 301 (a) (2) 7 U. S. C. 1281) to
replace price parity formulas as the basis for measuring the effective-
ness of farm commodity price and income improvement programs.

(d) Admninistered by farmers.-Placing the control and adminis-
tration of governmental as well as private farm income and commodity
price improvement programs in the hands of farmers themselves
through Federal, State, county, and township farm income improve-
ment boards or committees, elected democratically by farmers, estab-
lished within the United States Department of Agriculture.

(e) Parity import controls.-Automatic fluctuating parity level
tariff or compensatory payments or both combined, as in sugar and
wool programs, on competing imports.

(f) Nationwide REA-type farmer-owned processing plants.-En-
actment and establishment of a nationwide REA-type program to
extend loans and technical assistance to farmer-owned and controlled
business enterprises to acquire, or build, and operate farm marketing,
storage, and processing facilities and services.

12. Consmwer safeguards.-Establishment of this commodity sup-
ply adjustment and price improvement program should be accom-
panied by enactment of the following safeguards for consumers, for
foreign policy. and other purposes:

(a) National food allotment stamp plan to protect unemployed and
other low-income consumers and expanded school-lunch and milk-
for-children programs;

(b) Additional international commodity agreements and an in-
ternational food and raw materials reserve bank through or in
connection with which United States export subsidy and expanded

475



476 POLICY FOR COMfMERCIAL AGRICULTURE

Public Law 480, point IV, and reciprocal trade agreement programs
would largely operate;

(c) Farmers should be prohibited from using market supply
adjustments to raise farm prices above the parity income equivalent
level;

(d) Parity deficiency or production payments, rather than market
supply reductions, should be used to make up for insufficiency of de-
mand resulting from increase of unemployment above the frictional
minimum. Payments would, also be used to compensate for fore-
casting errors and where required by certain commodities, such as
probably cotton and peanuts, to successfully operate multiple-price
plans. When payments are used they should be subject to a family
farm cutoff placing an upper limit upon the eligibility of an individual
producer.

(e) Establishment of a national safety reserve or security stockpile
of storable farm commodities of storable products of perishables,
stored in strategic locations and in a volume determined as needed
by the President, upon advice of the National Security Council and
the Administrator of Civil Defense.



CONSIDERATIONS ON THE PROPER RELATIONSHIPS OF
PRICE-SUPPORT LEVELS AND MARKET PRICES

Warren E. Collins, American Farm Bureau Federation

The proper relationship of price-support levels to market prices
is not a simple matter, as evidenced by the extensive research, volumi-
nous vwritings, and endless debate of this subject over the last quarter
of a century. As we continue our pursuit for greater enlightenment
on the subject, however, we can take consolation in the realization
that, while the problem is becoming none the less complex, we are
becoming progressively better equipped to deal with it as each new
experience is added to our store of knowledge. Although many of
the price-support efforts of the past have proved sorely disappointing,
and in no case has any program worked to the satisfaction of all con-
cerned, we have through these efforts established invaluable guideposts
to direct our work on the problem in the future.

OBjjEcTIvEs OF FARM PoLIcY

It is reasonable to assume that each member of this committee, as
well as participating panelists like myself, has in mind a set of objec-
tives around which his thinking on farm price-support and adjust-
ment policy revolves. Judging from materials written on the subject
of policy over the last few years, it is also reasonable to assume that a
comparison of the objectives which each of us has in mind might reveal
some rather glaring differences. In view of this possibility, it occurred
to me that perhaps one way to get a set of objectives explicitly stated,
and at the same time avoid unnecessary misunderstanding, would be
to work from the statement set forth by the Congress in the Agricul-
tural Adjustment Act of 1938:

It is hereby declared to be the policy of Congress * * * to
assist in the marketing of agricultural commodities for do-
mestic consumption and for export; and to regulate interstate
and foreign commerce * * * to the extent necessary to pro-
vide an orderly, adequate, and balanced flow of such com-
modities in interstate and foreign commerce through storage
of reserve supplies, loans, marketing quotas, assisting farmers
to obtain, insofar as practical, parity prices for such com-
modities and parity of income, and assisting consumers to
obtain an adequate and steady supply of such commodities
at fair prices.'

Certainly this statement does not eliminate the possibility of dif-
ferences of opinion, but it offers sufficient latitude for many points

2 Declaration of Policy. see. II, Agricultural Adjustment Act of 1938, as amended.
Congress has developed other statements over the years which shed further light on

what It intended to be the general objectives of farm policy, such as secs. II (I) and (II)
of the Agricultural Marketing Agreements Act of 1937, but in the interest of conserving
space these are not reproduced here.
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of agreement. Considering experiences with the various price sup-
port and adjustment programs which have been tested over the last
few years in attempting to fulfill the objectives of farm policy and
conditions prevailing in agriculture today, a general modification
of this general policy statement would undoubtedly aid in the develop-
ment of programs better suited to the needs of present-day and future
agriculture.

A knowledge of experiences with price supports, particularly as
reflected by Commodity Credit Corporation operations, and problems
evolving out of acreage controls and marketing quotas alone sub-
stantiate the need for such a modification. Equally as significant is
the concept of parity which is the origin of much trouble frequently
associated with other causes. 2

Irrespective of the shortcomings, inconsistencies, or inadequacies
which the different ones of us might associate with the above poliev
statement, I'm sure we can all agree that the intent of Congress is
to improve economic circumstances of farm people. Obviously, there
is much that Government can do in this regard, but also there are
definite limits to what Government can logically be expected to
accomplish.

For purposes of both clarity and brevity, therefore, the objective
of farm policy as used in this paper is to foster the development of
economic conditions whereby farmers operating as free and independ-
ent businessmen may realize a return for labor and other resources
available to them commensurate with returns realized in other seg-
ments of society.

DEFINITION OF PRICE AND THE PRICEMIAKING AMECHANIS3M

Because of the somewhat varied notions people have regarding the
concept of price and the pricemaking process in our economy, I shall
attempt to establish the meaning of these terms as they appear
throughout this paper. Briefly stated, "price" is used in the conven-
tional sense as the means by which the forces of supply and demand
are equalized. A thought recorded a few years ago by another member
of this panel describes the term as: "A price is a cost to someone and
an income to someone else." 3

Price may be established in a number of ways. Perhaps the most
ideal system of price establishment is through the free interplay of

2 Despite the obvious inadequacies of either the concept of parity price or parity Income
as a standard for evaluating the price or Income position of farmers. there is a glaring
inconsistency between the two concepts. Some idea of the extent of the inconsistency
is borne out by the following application of price parity as defined in the law and what
seems to be a reasonable interpretation of the parity income concept to corn.

The effective parity price of corn as of September 1957 was $1.82 per bushel. The
farm market price for new corn in principal corn States at the same time was running
about $1.10 per bushel. Thus the market price was 60 percent of parity. Over the last
5 years, 1952-56. market prices have averaged 79 percent of parity.

As contrasted to the market price and parity price relationships, parity income on corn
per acre at the present time is $46.11 per acre (product of average price and yield per
acre for 1910-14 times index of prices paid) but actual income per acre, as computed
from USDA estimated yield for 1957 and the present market price of $1.10, will average
$48.62 per acre. Thus average gross income from corn this year will be roughly 105
percent of parity as compared to the parity price relationship of 60 percent. Parity
income over the 5-year period, 1952-56. averaged 154 percent as compared to the parity
price average of 79 percent. There are varying degrees of disparity between the parity
price and parity income relationships of other commodities.

3 Johnson, D. Gale, ch. 3, United States Agriculture: Perspectives and Prospects,
Columbia University, Mlay 1955.
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ePonhinmie forces which prevail in the market at a given time under
Ipurely competitive condtions. Tech-nically, this is the type of price-
making implied by the term "free market prices." In practice, how-
ever, the interplay of economic forces is subject to some restriction and
thus the term "free market prices" has of necessity taken on a different
connotation in the mind of the economic realist from that which the
everyday meaning of the words might imply. This thought has been
Well expressed by E. J. Working.4

The system of price-making in most general use today throughout
the economy is more accurately identified as administered pricing
The practice of administration in pricing is commonplace among in-
dividuals, the various types of business firms and even Government.
Farmers as a group are perhaps in a less advantageous position to
exercise administration in pricing than most other groups although
they have had considerable assistance in this regard from Government.

The prevalence of administrative pricing does not mean that com-
petitive forces have ceased to function as a price-making factor. On
the contrary, administrative pricing may create competitive forces of
even greater severity than might be reasonably expected in a purely
competitive society. On occasions this proves beneficial to agricul-
ture; but perhaps, on the whole, administrative pricing places agricul-
ture in a somewhat poorer barganing position than some of the groups
with which they have business transactions. Whatever disadvantage
this creates, however, applies to the industry as a whole and not to one
individual farmer contrasted to another.

In a sense all businesses, agricultural or otherwise, have certain
inherent advantages and disadvantages due to the economic peculiari-
ties of that specifc business as related to others. Thus I feel on oc-
casion that some people try to get a little more mileage out of this idea
regarding agriculture's relative position than is warranted by eco-
nom mc circumstances.

The degree to which different types of products lend themselves to
price administration varies over a wide riange depending on the charac-
ter of the product in question-particularly its physical characteristics,
its supply-and-demand elasticities, and the economic environment in
which it is produced, marketed and consumed. The nature of agricul-
tural products in these respects is considered in subsequent sections of
this statement.

PURPOSES OF PRICE AND THE EFFECTS or PRICE SUPPORTS ON PRICE

PERFORMANCE

The primary purpose of price as applied in the above price definition
is to regulate and thereby balance production and consumption. Price
is thus one of the principal characters in a three-variable equation
which forms the basis of our entire economic system. Since both sup-
ply and demand by necessity fluctuate, it obviously follows that price
must fluctuate if there is to 'be a balancing of supply and demand, ex-
cept in those rare instances when fluctuations in supply and demand

4Working. E. J., The Effectiveness of Free MAarket Prices In Allocating Resources
WIthIn Agriculture, Journal of Farm Economics, vol. xV, No. 5, December 1953.
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counterbalance each other. More specifically, the principal functions
of price as applied to the problem under consideration are:

1. To serve as a multiline signal system among the various seg-
ments of agriculture, between agriculture and market outlets, and
between farmers and farm supply industries.

2. As an aid to the farm operator in deciding how productive
resources available to him might be most advantageously em-
ployed.5

The functions of price listed above are to some extent interrelated,
but for convenience of presentation are treated separately.

PRICE AS A SIGNAL SYSTEMI:

The signal system provided by price serves agriculture in three
ways: First, it continuously supplies farmers with information con-
cerning the kind, grade, and quantity of farm products desired by
industry and the consuming public. In reality, information of this
kind is being constantly supplied farmers from market centers via
radio, television, newspapers, farm publications the Extension Serv-
ice, farm organizations, various advertising mediums, and by word of
mouth.

Through the application of price information, the farmer is con-
tinuously making adjustments in his operations to take advantage of
what appears to him to be the best income opportunity. It is, of
course, understood that the farmer is interested in price as such only
to the extent that it serves as a factor in his planning of how to
maximize income.

On the day-to-day basis, the application of price information may
mean harvesting cucumbers a little more or less mature, or feeding his
hogs a few days longer or less than he had originally planned. In the
longer run, it may mean expanding or reducing his acreage of cucum-
bers or possibly going out of the cucumber business entirely. The
degree of success realized by the farmer in making the adjustments
suggested by the information available to him through price signals
determines the degree to which he serves the best interest of both
himself and the economy generally.

Secondly, the farmer uses the information available to him on com-
modity prices jointly with current farm-supply-item prices in making
decisions concerning purchases of machinery and production supplies.
Depending on his appraisal of profit opportunities, he may buy more
or less fertilizer, he may overhaul the old tractor or trade it in for a
new one, or he may build a hog feeder instead of buying a new one.
In a related manner, the manufacturers and handlers of farm-supply

5it should be recognized that "most advantageously" is interpreted differently by dif-
ferent farmers. To most farmers the most advantageous use of resources means seeking
a high net return from the use of resources so long as this use is compatible with good
farming practice. To at least a few, yet an important segment, the only concern is to
obtain the higsest possible net return at the moment without regard to long-run conse-
quences. Still others may think in terms of merely securing the bare essentials for sub-
sistence living. The latter group is necessarily of considerable Importance but has per-
haps been reduced somewhat as a problem in this committee's work In that it has estab-
lished its bound as "commercial farming." (The census definition of commercial farms
includes all farms with gross sales of $250 or more, with certain qualifications. According
to the 1954 census. 3,327,617 farms, or 69.6 percent of all farms, met this qualification.
In practice many of us have used the term "commercial farm" to include farms with gross
sales of $2,500 or more. In 1954, 2,101,842 farms, or 43.9 percent of all farms, qualified
under this definition. The value of sales from these farms represented 90.9 percent of
total sales from all farms. I believe the latter definition is what the committee had in
mind when it established its bounds as "commercial farming."
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iAIIs use Che siguials emitted by farmer decisions at purchase points,
along with information concerning costs, in making decisions regard-
ing adjustments in production plans and pricing schedules.

In the third place, many farmers produce raw products primarily
for sale to other farmers, as is the case with livestock breeders and
cash grain farmers. Those on both sides of such transactions are con-
stantly studying price relationships and planning whether to reduce,
expand, or change their operations entirely. In doing this their fore-
most concern is the effect of this change on the prevailing price-cost
relationship of the commodity in question and the cost-price relation-
ships of all commodities to which their productive resources may be
diverted if warranted by the income-outlook situation.

Consumers on the opposite side of the equation reason and act on
changes in prices just as do farmers. Their primary concern is how
the price change affects relative prices of alternative items which will
serve the same purpose. Depending on changes in relative prices, this
may mean buying less or more of one meat in favor of another, or a
rayon shirt instead of a cotton shirt.

In regard to farmer and consumer reaction to price changes, D. Gale
Johnson has said:

Since prices are an income, and since people generally strive
to increase their incomes, a higher price acts as an induce-
ment to a farmer to produce more * * *. It is true that we
sometimes observe that the price of hogs rises, but there is no
increase, now or later, in the production of hogs. In such
cases one will usually find that the prices of most things the
farmer buys and sells have also increased in about the same
proportion. Thus, the price of hogs has really not risen,
except in terms of money. * * *

But if the price of hogs really rises compared to, say, the
price of corn and of cattle, farmers will be induced to produce
more hogs. The reason is quite obvious-hogs are now more
profitable than before and, relatively, cattle are less profitable.
But the increase in total production of hogs must reach a
limit, since the price of hogs is a cost to the meat processor
and eventually to the consumer. Thus, the consumer, while
he may be willing to pay a relatively high price for relatively
small amounts of pork, will not be willing to pay the same
price for increasing amounts of pork. 'While each consumer
may have a preference for some pork, this preference is not
absolute. The amount of pork purchases at any price will
also depend upon the prices of other things, such as beef
steaks. * * *

In a free market economy prices reflect what consumers
think a product is worth, on the one hand, and indicate what
the producer believes the product costs him, on the other
hand. [Italic added for emphasis.] 6

The above examples suggest that price plays a dominant role in the
day-to-day and year-to-year decisions of the farmer in the operation
of his farm business. It is apparent that many of the adjustments
which the farmer makes are on a moment's notice while others are

"Johnson, op. cit., pp. 45-46.
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of a longer run nature. Adjustments inspired by price changes may
be of great or little magnitude but, most importantly, the farmer is

constantly making adjustments in the interest of improving his in-
come position. To the extent that he succeeds in attaining this ob-

jective, he is contributing to a balancing of the forces of supply and
demand.

Reasoning along these lines, it becomes rather apparent that any
interference with the normal functioning of price will readily be re-

flected through maladjustments in the production and marketing of

farm products. The seriousness of the economic consequences which
will inevitably follow depends on the degree of the interference.

There seems to be ample reason to believe that a price-support sys-
tem can be established which would aid farmers in using farm re-

sources wisely, marketing farm products in an orderly manner, and

fulfilling the other objectives of farm policy so long as the level of
support is kept low enough to avoid interference with the normal
functioning of price as a production-demand adjustment mechanism.
Conversely, it is almost inconceivable that the level of support can be
much closer to the market price than the lower level of price fluctua-
tions resulting from normal economic circumstances without interfer-
ing greatly with this function of price. This raises a question as to

whether a politically acceptable price-support program can be devised
which is sound economically.

PRICE AS AN AID TO FARMERS IN USING PRODUcTIVE RESOURCES MOST
ADVANTAGEOUSLY

A thorough treatment of the potential effects of price supports on

the performance of price in aiding farmers to use their resources most
advantageously is a gigantic undertaking.

Anyone familiar with agriculture is aware that all principal factors

of production employed in agriculture are variable. Consequently,
the total output of agriculture is potentially variable over a wide
range. Although experience in this country suggests that as a prac-
tical matter the variability is usually upward, obviously it could be

in either direction. Economic circumstances, profit expectations or

personal desire may lead a farmer to add or reduce labor, personal or

hired; increase or decrease capital inputs; or vary the degree of in-

tensity with which he uses each unit of any input, particularly land.
The farmer's decisions in making adjustments from time to time
among the different factors of production are influenced primarily
by relative prices of the alternative inputs available in relation to

potential returns. In spite of these adjustments among alternative
resources that are constantly being made, total agricultural inputs
have remained amazingly stable over a long period of years.

On this point Dr. Schultz says:

It is doubtful that one could find another major variable
in the entire economy that is as steady-come depression fol-
lowed by recovery, or mobilization, war and peace, or bumper
crops, or a run of bad yields. Variations in total inputs
from year to- year in agriculture, measured in terms of the
change from the preceding year, corrected for the slow up-
ward drift that has taken place, averaged about 1 percent
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pAryi z. f.' O l 1 rTis st ato nt in o cn
flicts with expressions throughout this paper in regard to
changes in agricultural inputs due to changes in relative
prices.]

As contrasted to the stability of inputs over the years, improved
technology has resulted in a rather rapid rate of increase in total agri-
cultural production. The index of total agricultural output (1947-
49=100) has averaged 110 during the last 5 years as compared to 62
during the 5 years 1910-14. In 1956 the index reached an all-time
high of 113, or almost double the 1910-14 average.

The upward trend in agricultural output has been continuous for
many years with the exception of temporary interruptions due to
drought or other natural causes. There have been significant differ-
ences, however, in the rates of increase in different periods, and these
changes have been rather closely coordinated with changes in the levels
of farm commodity prices. During the periods 1910-15, 1923-29, and
19305-40, prices received by farmers were fairly stable; and during the
same periods, agricultural output also increased at a rather slow pace.

Periods of most rapid increase in prices were, of course, during wvars
and immediate postwar years; and the periods of most rapid increase
in output were roughly the same. Interestingly enough, however, the
rate of increase was much more rapid during World War II and the
1950's than during the *XForld War I period. The difference was
due in large part to differences in available but yet unadopted tech-
nology in the two periods.

Relative price is undoubtedly a major influence in the application of
technology, but of course technological ideas must be available and
generally known by farmers before they can be incorporated into the
farm business. During the 1930's the discovery and development of
new ideas in farming far outran the adoption of these developments
by farmers. Prices and price expectations during that period were
not conducive to incurring expenses on new technology, particularly
in cases where risks in returns were high. The higher prices and im-
proved income situation which came with the outbreak of the war,
led farmers to start drawing on the pent-up supply of technology
which had developed over the preceding "lean" years. Production
responded accordingly.

On this point Dr. Heady says:
* * A changed form of capital, representing a new tech-

nique, is not profitable if the ratio of its price to that of the old
form (the old technique) is greater than the ratio of their pro-
ductivities. For example, even though oat yields were in-
creased by as much as 6 bushels per acre on some farms by
the use of Clinton oats, many farmers could not profitably use
the seed when it was priced at $10 per bushel in the first year
of distribution. The same economic consideration undoubt-
edly applies to use of fertilizer and other improved tech-
nology during depression. However, as product prices rise
relative to factor costs (fertilizer in the new form) during
prosperity, it becomes profitable for the farmer not only to

7 Schultz. T. W.. The Economic Organization of Agriculture, New York, 'McGraw-Hill
Book Co., Inc.. 105.3. ch. 13, p. 210.
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"apply fertilizer" (more capital) but also to apply it in the
new form.8

The response in production of individual farm commodities to
changes in relative prices of the respective commodities, among which
resources can readily be shifted, is much greater than can be detected in
the response of overall production to changes in price. On occasion
one may have reason to believe this is a matter on which there are some
rather distinct differences of opinion. The controversy is not so much
in regard to whether the production of individual commodities is more
responsive to price changes than overall output, but rather whether the
response is negative or positive. While I have seen nothing of an
analytical nature to suggest that farmers respond to a price reduction
by attempting to increase output of that commodity, I frequently
hear such statements made and even find them now and then in print.
It is regrettable that sometimes such statements are made by individ-
uals or groups who are in responsible positions. The following serves
as an example:

As the farmer's price has gone down, he has increased his
production to protect his level of income as far as possible.
Despite price-support reductions of 20 percent for corn, pro-
duction in 1956 was 159 million bushels more than in 1952.
Likewise, price support reductions for such commodities as
barley, flaxseed, rye, sorghums, soybeans, butterfat, and milk
resulted in greater production in 1956 than in 1952.
* * * * * * *

* * * Further, as it (Department of Agriculture) advo-
cates reduced production, it then provides the two greatest
incentives for increasing production, reduced acreage and
reduced prices.9

I would have no quarrel with the accuracy of statistics used in this
report, but the explanation of why these increases took place cannot
be substantiated by fact, theory, or by logical reasoning. Apparently
the authors overlooked even such obvious facts as forced changes
in land use resulting from marketing quotas on wheat and cotton, and
the upward trend in corn production which has been underway for
many years despite a downward trend in corn acreage.'0 Statements

I Heady, Earl O., Economics of Agricultural Production and Resource Use, New York,
Prentice-Hall, Inc., 1952, ch. 27, p. 811.

°Report of House Committee on Appropriations, Rept. No. 438, pp. 6 and 9, May 10,
1957.

'O The diversion of land as a result of marketing quotas is discussed in a subsequent
section. Changes in corn acreage and production since 1930, by period averages, have been
as follows:

Period Planted Production
acreage

Billions of
Alillions bushels

1930-34 - - --- 107. 3 2. 29
1935-39 - - -97. 0 2.32
1910-44 -------------.-- ----- 90. 8 2.85
1945-49 - - -87.1 3.06
1950-54 ----------------------------------------------- 82. 4 3.11
1955-57 -- 3.29
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of this kind are not only misleading to the Congress, but seriously im-
pede the possibilities of getting the kind of understanding which must
precede general acceptance of a workable price-support program.
Furthermore, such statements defy the findings of the most reputable
researchers who have given years of analytical work to the study of
this problem.

The implication of such statements is that agriculture is character-
ized by a backward rising or perverse supply curve. Among the
annals of research reports are records of a few cases where researchers
have thought they found such supply curves under somewhat peculiar
circumstances, but I believe that, without exception, all of these which
proved of any interest were later found to be completely invalid.
Allen's work on wheat production in Canada is a classical example of
a study in which it was concluded that backward sloping supply
curves do exist in agriculture." The findings of this study were later
repudiated beyond any reasonable doubt by Helen C. Farnsworth and
'William 0. Jones.' 2

The principal cause of Allen's trouble was faulty data both on price
and production. Under such circumstances it is quite understandable
that his conclusion might be erroneous.

Perhaps the basis for confusion on the part of the "practical econo-
mist," or the outright propagandist, as the case may be, on the question
of response in production of a given commodity to price changes, is
that he fails to take into account how this price change affects the
relative prices between the commodity under consideration and alter-
native commodities to which productive resources may be diverted.
As an example, reference has often been made to how dairy farmers
increase production with declining prices. Usually these statements
are substantiated by citing price and production data from some
particular period during which these two variables did move in oppo-
site directions. The period most frequently used is the early 1930's
when, following the serious price break, the production of milk in-
creased considerably.

To the person who nimits his observations to the price and production
of milk alone, this makes a convincing argument. If this person
broadens his consideration to include changes in price relationships
between milk and hogs during this period, however, and also applies
a little farmer psychology regarding the steady income assurance
associated with dairying, a matter of more than a little concern in
depression periods, he may become somewhat doubtful of what was
previously an unquestionable conclusion."

0U Allen, G. R., Wheat Farmers and Falling Prices, Farm Economist, vol. VII, No. 8,
Oxford University Research Institute, 1954.

12 Farnsw orth Helen C.. and Jones, William 0., Response of Wheat Growers to Price
Changes: Appropriate or Perverse? The Economic Journal, vol. LXVI, No. 262, June 1956.

a Hogs and dairy, a number of years ago, were considered as complementary farm enter-
pses, particularly in smaller unit farm operations. Also milk was used in part for hog
feed when price relationships warranted. Both these practices are still not uncommon In
some areas of the country today.

97226-57-32
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Changes in the relative prices of these two commodities during the
early 1930's, as compared to the 1925-29 average relationships, were
as follows:

Index of prices
Commodity

1925-29 1930 1931 1932 1933

Milk- 100 90 69 52 53
Hogs -100 88 53 37 35

From these data it is noted that although milk prices were dras-
tically low during 1930-33, as compared to the base period, the rela-
tionship of milk prices to hog prices was much more favorable to
dairying than was the relationship which prevailed during 1925-29,
which at that time might have been considered normal. Thus there is
little doubt as to why milk production responded as it did to the lower
price.

On the positive side of this question, the study of virtually any
farm commodity over a period of time w ill show that the output of
that commodity varies with changes in the relation of its market price
to costs, and also its relation to other farm commodities. Hogs and
potatoes are among the more obvious examples.

There are innumerable sources of evidence to substantiate the
rather general notion among informed people that farmers do attempt
to adjust the use of farm resources in response to changes in both the
relative costs of different inputs and market price relationships of
different commodities. Such evidence is to be found in various re-
search reports,' 4 from the study of USDA input-output data on farm
operations and individual farm commodities, and certainly from talk-
ing with farmers whose well-being is the center of attention in this
committee's present study.

In addition to the understanding of the relationship of production
and price which has been demonstrated over the years by agricultural
economists, farmers, and others, the Congress of the United States
has, on occasion, indicated its understanding that higher price expec-
tations on the part of farmers will lead to greater output.

It is recalled that with the outbreak of World War II, the question
of how to increase the output of agriculture loomed as a matter of
vital concern. Almost immediately, the Congress, in its wisdom, acted
to guarantee farmers higher commodity prices. The response of
farmers. now a matter of record, certainly leaves no doubt regarding
the prudence of having a price-support level consistent with produc-

14 To mention a few,
(1) Tolley, G. S., North Carolina State College, Price Policy and Agricultural Supply

Behavior, paper presented at the American Farm Economic Association meeting, Lake
Jfunaluska, N. C., August 1957.

(2) Schultz, T. W., The Economic Organization of Agriculture, op. cit., and various
other works.

(3) Kohls, R. L., and Paarlberg, Don, The Short Time Response of Agricultural Pro-
duction to Price and Other Factors, Purdue University Agricultural Experiment Station,
Bulletin 555, Lafayette, Ind., October 1950.

(4) Johnson, D. G., University of Chicago, The Nature of the Supply Function for Agri-
cultural Products, American Farm Economic Association, vol. XL. No. 4, September 1950.

(5) Pubols. B. H.. and Kiaman. S. B., Farmers Response to Price In the Production of
Potatoes, 1922-41, Bureau of Agricultural Economics, U. S. Department of Agriculture,
Juiy 1945.

(6) Fox, Karl A., Factors Affecting Farm Income, Farm Prices, and Food Consumption,
Agricultural Economics Research, U. S. Department of Agriculture, vol. III, No. 3, July
1951.
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Lion objectives."' Obviously many factors other thain comnm-odity price.
support levels contributed to the increased rate of expansion in output
which began at that time.

There are other aspects of the relationship of price and production
which warrant consideration in a thorough treatment of this impor-
tant question. In my opinion, however, an analysis of these is unneces-
sary to conclude that a price-support system which interferes appre-
ciably with the normal function of price as established by the laws of
the market can only further aggravate the already poor economic
situation in agriculture.

Prevailing conditions in agriculture today, after the price-support
efforts of the last few years, are in reality a testimony to this conclu-
sion. The principal problem is that there are too many resources in
agriculture relative to the rest of the economy, and the situation is
complicated further by poor distribution of resources among the al-
ternative uses within agriculture.

Ill-advised programs have undoubtedly contributed to existing ex-
cessive capacity in agriculture and certainly these programs have been
a major influence in the maldistribution of resoutces. The story por-
trayed by the following table substantiates this statement.

Changes in acreages of all crops, 2 crops under marketing quotas and 3 principal
alternative crops betwveen 1953 and .1557

Planted acreages Acreage
Crop change, Percentage

1953-57 change
1953 1957

Thousands Thousands Thousands
Tilled crops, total I -358, 833 333,822 -25, 011 -7.0

2 principal controlled crops:
Aheat ----------------------------------------- 78, 931 49, 658 -29, 273 -37.1
Cotton 25, 244 14, 224 -11,020 -43. 7

Total -104,175 63,882 -40, 293 -38. 7

3 principal alternatives:
Soybeans -16, 394 22, 551 6,157 37. 6
Sorghum -14,590 27,130 12,540 85.9
Barley -9, 615 16,311 6,696 69. 6

Total -40,599 65,992 25,393 62.5

I Includes the 59 principal crops as reported by U. S. Department of Agriculture.

The changes in acreages of various crops over the last 4 years clear-
ly denotes how interference with market prices and the free will of
farmers to exercise their better judgment can upset the workings of
economic forces in allocating farm resources. It's doubtful that any
group of farmers has benefited from this administratively directed
readjustment which has taken place.

In the case of wheat and cotton farmers, it's reasonable to assume
that costs have risen on their remaining cotton and wheat operations
and that the second alternative crop is a less profitable use of re-
sources than the first. find certainly these changes have been in-
jurious to farmers who over the years have depended primarily on
corn and other feed grains. Finally, this excess feed at low prices

' Some people may feel there has been some hesitancy on the part of Congress to recog-
nlze that this is also a matter of importance when the objective has been reversed.



POLICY FOR COMMERCIAL AGRICULTURE

will encourage livestock production and in all likelihood this w^ ill ulti-
mately result in lower returns to livestock farmers.

Records of the Commodity Credit Corporation also offer a testi-
monial to the futility of price-support programs which have been
in force over the last few years.. On July 31, 1957, the total invest-
ment of the Corporation stood at $7.28 billion. This figure con-
sisted of an inventory valued at $5.32 billion and loans outstanding
in the amount of $1.96 billion.

Although theses values in themselves are staggering, the most dis-
turbing fact is that $6.54 billion of the total amount is accounted
for by the 5 crops-cotton, corn, wheat, tobacco, and rice. It is in-
deed fortunate that the Congress did not extend the "privileges" of
"basic designation" to additional farm commodities.

It is very doubtful that even those of us who claim a reasonable
degree of familiarity with this situation can conceive of the real and
potential economic consequences of the price support and adjustment
programs which have led to the existing Commodity Credit Corpora-
tion situation. Already we have seen the analytical tools for grain
price forcasting, an almost absolute necessity for orderly grain mar-
keting, become virtually useless. Charts, graphs, and estimating
equations, may reflect perfectly economic expectations, but an an-
nouncement of change in CCC inventory management policy may
completely reverse the market.

Many years ago the dangers associated with permitting any indi-
dividual or firm to become too influential in the grain market was
recognized and laws were written to prevent this from happening.
Either unwittingly , carelessly, or possibly by willful design on the
part of a few, we, through our price support and adjustments efforts,
have not only authorized, but encouraged, a group of Govermnent
officials to do what no individual or business firm can under any cir-
cumstances do-corner the market. The evils resulting vary only in
degree.

We are all aware that the pricing system contain imperfections
which limit its precision in directing the use of farm resources, but
no one in this country, nor any other, has ever been able to come forth
with anything that has appeared to have the remotest chance of doing
the job nearly as well as free market prices. Needless to say, how-
ever, much time has been devoted to finding substitutes.

In the light of the indisputable facts available to us from the
soundest and truest source of all information-the university of ex-
perience-I see no hope for ever developing a price-support program
which has a glimmer of a chance to improve the farm situation un-
less it is consistent with the laws of the market. If, however, we are
willing to face up to realities and dedicate ourselves to the task, there
is no question in my mind but what we can measure up to the chal-
lenge of rebuilding a strong, prosperous agricultural economy. In
these efforts, however, let us become ever more conscious that there are
definite limits to what Government price-support programs can con-
tribute to attaining this objective.
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TO WHAT EXTENT SHOULD FARM POLICY RELY ON
FREE MARKET PRICES?

Everette B. Harris, Chicago Mercantile Exchange

PRESENT FAR3x PRICING PoLicIEs REAPPRAISED

The present dilemma of most farm policy and farm price experts
is so evident to everyone that the need for a nonpartisan reappraisal
of the situation before this important subcommittee is obviously
appropriate.

Who is the blame for the present situation is less important than
what can be done to correct it and prevent its recurrence.

In the interest of brevity, at the moment let us go back only to
April 7, 1949, when the then Secretary of Agriculture, Charles Bran-
nan, stated:

* * * Economic analysis of resource allocation and in-
come distribution tells us that the pricemaking mechanism
is not an appropriate apparatus for lessening the inequality
in the personal distribution of income. If it were, why
would we encumber ourselves with a complicated system of
progressive income and inheritance taxes instead of simply
increasing the price of the resources which the particular
families who should reecive more income have to sell? To
attempt to use price supports for this purpose will have two
highly undesirable consequences: (1) It will seriously im-
pair the capacity of prices in allocating agricultural re-
sources and (2) it will affect adversely the distribution of
income within agriculture in spite of the restriction imposed
to limit the size of the benefits going to large farm opera-
tors. * * *

With this particular statement I must agree. The present Secre-
tary has stated and restated that rigid, artificial, arbitrary, and ad-
ministered prices can only react to the farmer's deteriment and to
the disadvantage of the general public. With this I also agree.

It is, therefore, not surprising that the Congress is seeking a new
and more successful approach to the continuing problem of farm
price policy. This problem must be recognized as an economic
problem primarily but it is also a social problem and of course a
political problem.

I submit that our basic mistake in past and present farm price
policy has been an indiscriminate commingling of these policies.

We are not here to testify regarding politics, at which members
of the committee are obviously currently competent. But in testify-
ing as an economist and farm price authority, please allow me to
emphasize that the social and/or political problems must be con-
sidered briefly before we go to our principal thesis or argument
strictly in the economic farm price field.

May I timidly suggest that such things as the Federal Government
temporarily acquiring large, and I mean large, segments of farmland
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traditionally planted to certain crops now in burdensome surplus
might be one happy solution to part of the social and political prob-
lem. This is a soil-bank approach which would work and cost less
overall. Incentives to accelerate the already rapid exodus of people
from farms to other fields might help. Here I would suggest special
emphasis on plans to lessen the hardships on older people who leave
farms. When I left the farm as many other young people have done
and helped solve the social farm problem, we suffered little hardship.
Obviously programs for training farm folks in new skills, new occu-
pations and for a somewhat different way of life might be helpful.
But believe me, it is better to be prosperous in town than poor on a
farm-at least that is my experience. Compensatory payments, sup-
plemental payments, or what have you, should be used to get people
off farms not to freeze them on farms.

FARM PRICES, FARM PRODUCTION, FACTS AND FABLES

In the early 1930's there was a group of economic braintrusters in
the Department of Agriculture, subsequently much publicized one way
and another, who sold large segments of farmers and the public on
the idea that the lower the farm price the more production would
result. They had some evidence peculiar to that period to support
this idea. The great depression was a phenomenal combination of de-
pressing economic forces no more easily explained than a 10-foot snow-
fall which might descend on Washington once in 2,000 years. As we
used to say on the farm, all signs fail in dry weather. All economic
laws seemed suddenly to be repealed in 1933 and economic black became
economic white with many, many economic blues in attendance.

But there is no supportable evidence that this fable of low price,
high production and high price, low production pertains in the farm
field any more than elsewhere in more normal times. Present times
may not be normal but 1933 thinking does not solve 1958 problems.

Present evidence is overwhelming that artificially high prices mean
high production with the inexorable law of supply and demand bring-
ing inevitably depressed prices later. Artificially high prices-I say
artificially high prices not normal or natural prices-will not solve the
economic problem or the social problems of American farmers or the
political problems of American Congressmen.

PRICE RATIONING VERsUs POLITICAL RATIONING

When World War II rationing ended and it was no longer necessary
to use little paper coupons when we bought gas, shoes, or steaks, we
all were pleased and relieved. But of course thoughtful people real-
ized we still had a rationing system. We simply had returned to price
rationing instead of political rationing. We again had wonderful
free-to-change prices and OPA price ceilings with political rationing
and all its attendant evils were happily gone. Rationing coupons now
consist of green and gray coupons-the $1 bill, with "In God we trust"
properly inscribed upon it. These rationing coupons, hard earned
and highly taxed currency with the full faith and credit of our Gov-
ernment behind them, do a job of rationing our great production to
our people in such an efficient manner that it has been the marvel of
the world.
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One of the primary questions to be considered by this subcommittee,
it seems to me, is this: Are we ready to have the Department of Com-
merce fix rigid industrial prices and the Department of Labor fix
wages, as was done to a degree during World War II, and continue to
have the Department of Agriculture attempt to fix farm prices. Can
our free-price, free-choice, fiee-enterprise system operate half fixed
and half free?

Now our free-price system for agricultural commodities did not
always exist. Countries had dictators and socialism and food price-
control systems of many kinds for many centuries before the Amer-
ican price system ever existed. And governments were often con-
cerned with food problems because populations have a way of getting
hungry three times a day. Let us look for a moment at our ancient
economic history lesson. A fairly recent archeological discovery
reveals that the oldest known laws in the world were price-control
laws-3,800 years ago in ancient Babylonia.

One of the best summaries of historical experience with price con-
trols is easily accessible to governmental officials and others. In 1922,
Mary G. Lacy, Librarian of the Government's Bureau of Agricultural
Economics, addressed the Agricultural History Society under the
title, "Food Control During 46 Centuries." She pointed out how her
search of history over this entire period revealed repeated attempts in
many nations to curb by law the inflationary rises of price. She said:.

The results have been astonishingly uniform. The history
of government limitation of price seems to teach one clear
lesson: That in attempting to ease the burden of the people
in a time of high prices by artificially setting a limit on them,
the people are not relieved but only exchange one set of ills
for another which is greater *: *. The man, or class of
men, who controls the supply of essential foods is in posses-
sion of supreme power * * *. They had to exercise this con-
trol in order to hold supreme power because all the people
need food and it is the only commodity of which this is true.

And, of course, the converse is true. It is just as ineffective in the
long run to force farm prices up artificially by Government edict as it
is to try to hold them down artificially by similar methods.

No system ever considered rations our agricultural commodities so
efficiently, with such low middlemen's costs, higher returns to pro-
ducers, and lower costs to constumers, as our own free to change price
system. Around commodity markets there is an old saying that, "a
large crop has a short tail and a short crop has a long tail." TUnder
a free-price system if there is overproduction 1 year the price falls,
rations out the commodity and gives the producer a fresh and hopeful
start the next year. No burdensome surplus hangs over the market
to make the possibility of a substantial price rise hopeless.

If there is a short crop of some commodity some year (and it
could happen) under a free-price system, the price would go high
and ration out the commodity more sparingly-requiring some sub-
stitute product at a lowver price at times-and spread the short supply
over the entire following year until a new crop can be produced.
This may be something of an oversimplification but I hope it is not
so simple, so logical, so tried and true, so commonsense. and practical
that it loses appeal for this reason. Why is free-enterprise and a
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free-price system best for America? In my view, simply because it
works best for us. If we have to accept the economic systems of social-
istic and communistic countries to compete with them, we will lose
the personal freedoms for which we have fought. I don't believe
this is necessary. I still believe that our free price with the most
ruthless competition at times gives off more social benefits both di-
rectly and as byproducts than can ever be achieved under any social-
istic system of a planned economy.

Certainly farmers have a right to bargain in the market place.
They are free to sell their commodities or to store them. They are
free to work, bargain collectively as is labor. They may wish to work
through co-ops. They may expect to obtain Government loans in time
of distress. But under the guise of a loan system for the Government
to take over the acquisition and disposal of all commodities with
Tesultant fixed prices means that markets are no longer free and
farmers are no longer free. Controls upon controls are required and
we have come a long, long way toward this sorry end.

FORWARD PRICING-HELP OR HINDRANCE

Everyone has at some time wished he could read tomorrow's news-
paper and see the future in this manner. Similarly among some agri-
cultural economists there has long been a belief that if farmers could
know that prices would be low for one product or commodity next
years and that prices would be high for another, they could be guided
intelligently in expansion and contraction of various crops. There
is something to this. The Department from time to time makes fore-
casts as to production, acreage, prices, and similar factors. These,
-in the opinion of most, are helpful to farmers. The most accurate
forward pricing, however, is based upon actual supply-and-demand
-factors projected into the future and backed up with the money of
those who are making the forecast. These are the quotations pub-
lished daily in the press, announced by radio and transmitted
promptly by other media to the Nation's farmers. They are the
prices arrived at through futures trading on the Nation's organized
rand supervised commodity exchanges. These quotations may be
projected from 1 year to 18 months in advance and give farmers the
most accurate gage of the future price picture obtainable. Studies
of forecasts of economic fortune tellers on the other hand have often
indicated that they are less accurate than pure chance or coin tossing.

The relation of nearby prices or spot prices to distant futures prices
is also a useful tool for the thoughtful farmer.

FLUCTUATIONS IN FAR-M PRICEs

It has long been known that farm prices fluctuate more than the
-general price level or more than farmers' costs. This point has been
so widely discussed that I believe it is agreed that some degree of
greater stability in farm prices is desirable for many reasons. Fu-
-tures markets help stabilize farm prices without injecting any un-
workable artificiality into the situation. Without futures trading
in cotton or grain, for example, one would see a ruinous and artificial
postharvest decline with dealers and others storing the commodity
to profit later. With futures trading in a free and open market, deal-
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ePrs can pvy bigher prices at harvest time and hedge in thc futures
market where speculators risk their money in the hope of future
profit. All competent studies show that futures trading smooths the
curve of seasonal price fluctuation in commodity after commodity.

How TI-E FREE-TO-CrHANGE PRICE SYSTE, TIrE NECESSARY SPECULATOR
AND FUOTRES TRADTNG HELP THE FARMER

No element of our efficient and effective marketing mechanism is
more misunderstood or less understood than the hedging of com-
modities to obtain price protection in a futures market.

Although contracts or agreements to buy or sell have existed in
various degrees of formality for many centuries, the modern futures.
contract dates its beginning from Civil War days. Chicago papers
of this era listed quotations for grain "to arrive" at a future date.
Located between the producing West and the consuming East, Chicago
was a logical place for development of the world's greatest futures
markets. Destined to become a center of both rail and water trans-
portation, Chicago became the home of the Chicago Board of Trade
and the Chicago Mercantile Exchange, presently the two largest
futures markets in the world. The former exchange provides for
trading in grains and other storable commodities and at the latter,.
butter, eggs, onions, potatoes and other perishable commodities are
traded.

In 1869 the Chicago Board of Trade adopted its first rules for
regulating trading in futures contracts and until 1880 trades were
usually for only 1 or 2 months in advance. The Chicago Mercantile
Exchange was incorporated as the Chicago Butter and Egg Board
in 1898 and changed its name with an amended charter in 1919.

In futures trading the parties through their respective brokers.
meet upon the floor of an exchange or board of trade and one agrees
to sell and the other to buy a specified commodity for delivery in a
specified future month. The exchange, by a resolution of its board
of governors, specifies certain delivery months and opens trading for
delivery in such m6nths and also specifies grades for the commodity
and sets a time for the start of such trading. Such future month for
delivery may be as distant in the future as a year or 18 months. If
one looks at the commodity price quotations published every day by
all principal newspapers, he will note under the board of trade such
terms as "December wheat," "March corn" or "July rye."

Under Chicago Mercantile Exchange quotations one will note "Sep-
tember eggs," "March onions" or "January potatoes." Prices quoted
are for the commodity to be delivered in the later month specified.
Trading in any contract month is terminated on the trading day
prior to the last few days of the delivery month so that a seller who
does not close out his sales by offsetting purchase has the last few
days of the delivery month to obtain the commodity (if he does not
already have it) so that he may tender delivery not later than the
last business day of the month.

The procedure for settling is provided by the rules of the exchange
and it takes place through the medium of the clearinghouse of the ex-
change. Immediately after a person sells a commodity to another on
the exchange for future delivery, both sale and purchase are cleared,
which means that the clearinghouse then becomes seller to the buyer
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and buyer to the seller. However, the clearinghouse merely acts as a
conduit and what it takes with one hand it passes out with the other
and it never takes or receives for itself any part of the commodity if
it is delivered nor does it retain any of the funds if the transaction is
offset. It merely makes a service charge of so much per car, which
does not vary, and it never receives any profit nor sustains any loss,
regardless of the market. When the transaction is offset, it collects
from the person against whom the market has gone and pays to the
person on the other side who is entitled to the profit. Wlhen a delivery
is made, the delivery notice is tendered to the clearinghouse but the
clearinghouse promptly passes the delivery notice to the buyer or
buyers entitled to receive the delivery and the delivery is made be-
tween the seller and the buyer themselves.

The most important economic function of a futures market is to
provide facilities for hedging. "Hedcging," as used in futures markets,
means price insurance or protection of inventories against price
change. It derives from the English term "hedge" which is a thick
growth of shrubs around a house to protect it.

The ownership of commodities involves a business risk because of
constantly changing prices. In hedging, operations in both the cash
and futures markets are carried on simultaneously and in opposite
manners. When one buys a cash commodity, he sells an equivalent
amount in the futures market, and when he later sells the cash com-
inodity he buys in his contract in the futures thereby "lifting the
hedge." He has enjoyed price protection during the period of owner-
-ship of the cash or actual commodity. He has passed on the specula-
tive risk to a professional speculator just as he passes on the risk of
his house burning if he buys fire insurance from professional insurance
companies.

The speculator performs an indispensable function in futures trad-
ing. He stands ready to buy or sell at any time and makes hedging
possible. He bridges the price gap at all times between hedgers who
wish to buy or sell and he helps maintain a free and open market at
all times.

Chief Justice Holmes in a Supreme Court decision (198 U. S. 236),
which still stands, stated:

In a modern market, contracts are not confined to sales
for immediate delivery. People will endeavor to forecast
the future and to make agreements according to their proph-
ecy. Speculation of this kind by competent men is the self-
adjustment of society to the probable. Its value is well
known as a means of avoiding or mitigating catastrophes,
equalizing prices and providing for periods of want.

SUM3MARY AND CONCLUSIONS

In brief, my recommendations and suggestions are as follows:
1. Yes, agriculture can be adjusted through the price mechanism-

and only through the price mechanism if farmers are to retain any
appreciable degree of freedom from controls.

2. Farm policy, from an economic point of view, should rely on free
market prices and treat the social problems and political problems
arising out of farming from a social and political-not economic-
viewpoint.
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3. The return to free markets, long overdue. must be accompanied
by appropriate measures to alleviate extreme hardship. Some such
programs might involve:

(a) The Federal Government might well use a different soil-
bank approach-might temporarily acquire large segments of
land normally planted to crops now in burdensome surplus.

(b) Appropriate types of payments or benefits should be used
to accelerate the already rapid exodus of people from farms to
other fields.

(c) In the case of older farmers, special plans should be devised
to lessen their hardships in shifting from farming.

(d) The need for more and better training, research, and other
technological progress in farming is obvious.

4. The futures markets of America should be freed from Govern-
ment interference in the form of Federal purchasing and selling of
commodities so that they can more efficiently serve their proper pur-
poses. These markets, of course, must be regulated as our security
markets are regulated to protect the public interest and prevent
manipulation.

5. Measures which were dreamed up during the depression to meet
a freak situation and which have failed so miserably should be aban-
doned without delay. Some of these schemes which may have seemed
sensible when we were in an unstable economy are certainly not neces-
sary in our present stabilized, full-employment economy.
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PRICE AND INCOME STANDARDS FOR FARM
PROGRAMS

FAR-i POLICY OBJECTIVES: A SETTING FOR THE
PARITY QUESTION

Donald R. Kaldor, Iowa State College

Differences of opinion over national farm policy are common. These
differences are of two main kinds: First, people differ over the objec-
tives which policy should pursue and, secondly, they hold different
views on the best ways of achieving these objectives. Differences of
the first kind are the most difficult to resolve. Nevertheless, general
agreement on a meaningful set of objectives is an essential first step
in the development of a rational policy for agriculture. Before effec-
tive and efficient prograams can be designed, objectives must be identified
and evaluated.

I

The objectives of policy describe the characteristics of an ideal or
preferred situation. To be most useful, they should take account of
all the important elements in the actual situation which are consid-
ered unsatisfactory. Only then can efficient programs be developed
to move the actual situation into line with the preferred situation.

Policy objectives are intermediate ends in a vast and complex net-
work of means-end relationships. Although they are ends for the
purpose of policymaking, they also are means for achieving more
ultimate ends. For example, efficient use of resources in agriculture
might be an objective of farm policy. But in no real sense is this
an ultimate end. It is not desired for its own sake. It is wanted
because it contributes to higher income per capita. And this, in turn,
makes for a fuller satisfaction of people's wants and achievement
of more ends.

Some objectives may be at an all or none kind. They have only a
single-level of attainment. More typically, however, policy objectives
wVill have a number of possible levels of attainment. The contribu-
tion of a particular objective to national welfare will depend on the
level of attainment and its value. In most cases, the level of attain-
ment of one objective will not be independent of other objectives.

The relationships may be either complementary or competitive. If
there is a complementary relationship between two objectives, achiev-
ing more of one adds to the attainment of the other. If there are
only two objectives and if they are complementary over a certain range.
the level of attainment should be pushed at least to the point where
complementarity disappears. As long as both objectives are desired
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and more of both can be achieved, any level of attainment less than

this would be inconsistent with maximizing welfare.
In some cases, the range of complementarity will be limited. Beyond

a certain level of attainment, the objectives will become competitive.
Even when there is a complementary relationship between two objec-
tives, there may be a competitive relationship with a third objective.

When objectives are competitive, a choice problem arises because more
of one can be attained only with some sacrifice of another. This may
be illustrated.

Suppose A and B are two competitive objectives. Then the level

,of attainment of B will be reduced when that of A is increased. A

choice needs to be made between two situations, one with more A and

less B and the other with more B and less A. To make such a choice,
-values have to be attached to the increase in A and the decrease in

B. If the additional A is worth more than the decrease in B, the

situation with more A and less B will be preferred. Conversely, if

the decrease in B is worth more than the increase in A, the situation
with more B and less A will be preferred.

This is the reason policy objectives need to be evaluated. If maxi-

mizing choices are to be made, some scaling of the social-welfare im-

-portance of each objective is necessary. Ideally, a value should be

attached to all possible levels of attainment of each objective. This

would permit a comparison of relative values and relative costs, mak-

-ing rational social choices possible.
Such a system of values would have ethical content. The subjective

-propositions on which it would be based could not be verified or

rejected by the rules of evidence. This in no -way makes it any less

important for rational choice making. But it does mean that the task

-of putting together such a system of values is made more difficult.
Because of different conceptions of what is good and desirable,

individual valuations of policy objectives differ. There appears to

be no simple way of adding these up to give a consistent set of social
valuations. In our society, we depend on democratic political insti-

-tutions to solve this aggregation problem.
It would be desirable if all policy objectives could be given quan-

titative meaning. Then levels of attainment could be measured, and
program effects could be more readily appraised. Some objectives,
however, are not subject to quantification. Others have some ele-

ments that are measurable and some that are not. This complicates
-the problem of formulating a meaningful set of objectives. It also

means that program designs will be less efficient and satisfactory.

II

Over the years, a large number of farm policy objectives have been
proposed by political leaders, farmers and their representatives, labor

leaders, economists, businessmen, and educators. Although there is a

wide range in emphasis, most of these objectives can be classified in

*one of the following categories: (1) farm income, (2) farm prices,

(3) agricultural resource use and production efficiency, (4) agricul-

-tural organization and farm population, and (5) individual freedom
-and government intervention.

Space does not permit an examination of all these objectives. We
-have selected 1 or 2 from each category. This selection has been made
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solely for the purpose of analwzing relationships and clarifying the
nature of the choice problem. It is not offered as a desirable set of
farm-policy objectives.

In this section, we will describe briefly the objectives selected, pre-
senting some of the arguments advanced in their support. The fol-
lowing section will analyze some of the relationships among these
objectives.
Farm. income

Farm-income objectives have usually been stated in terms of re-
wards for labor and capital in farming, total farm income, income
per person on farms or minimum income standards. Definitions of
income have varied.

A number of difficult problems are encountered in the definition
and measurement of income. In a very real sense, income refers to a
flow of satisfactions. They derive partly from goods and services
purchased or obtained directly, and partly from amenities and per-
quisites connected with specific employments for resources. Satis-
factions as such are not directly measurable. Largely because of
measurement problems, the definition of income is usually limited to
the goods and services that can be valued in money. This is not en-
tirely satisfactory. One reason is that people do take account of
nonmonetary advantages when they decide how to employ their re-
sources.

One of the more frequently mentioned income objectives is that of
comparable rewards for labor and capital in farming. Strictly
speaking, this implies that, at the margin, human effort and capital in
farm employments would earn the same monetary returns as similar
resources earn in nonfarm employments, after adjustment for any
differences in risk and nonmonetary advantages.

In some statements of this objective, no explicit recognition is given
to risk and nonmonetary advantages. Although the measurement
problems are difficult, some allowance for these factors, even though
rough, is necessary for comparability. How this might be done, is
too large a problem to consider here. It might be pointed out, how-
ever, that the only true test of comparability of rewards is to observe
the choices people make when they have full knowledge of alterna-
tives and their implications.

One of the arguments offered in favor of this goal is based on the
idea of equal income earning opportunities for all occupational
groups. It also has been supported on grounds that it is consistent
with an efficient use of resources and maximum national income.

It needs to be recognized that achieving this objective does not im-
ply that all farm families would earn incomes in excess of some mini-
mum welfare standard. It simply would mean that the terms on
which income is earned in farming would be the same as in other in-
dustries. Although this would give a solution to a large part of the
income problem in agriculture, it is likely that a signficant residual
problem would remain. This, however, would not be related to the
fact that people were earning their living in farming. Instead, it
would be associated with severe limitations on family resources. In-
come opportunities would be as good in agriculture as in other indus-
tries. But all industries would have some poor people because all
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industries have some people whose resources are too few or too poor
in quality to earn satisfactory incomes. This objective implies a dis-
tribution of income directly proportional to the effective quantity of
resources owned by each family.

Another income objective that has been suggested is equalizing
income per person on farms and income per person not on farms. If
the same items of income were taken into account, and if the average
person on farms owned the same effective quantity of resources as the
average person not on farms, the objective of comparable rewards
would equalize income per person on farms and income per person
not on farms.

Since 1935, the USDA estimate of income from all sources per per-
son on farms has varied from 35 to 63 percent of the estimated income
per person not on farms. Although these estimates probably are as
good as available information will permit, they do not include all
items of income and some of the items that are included cannot be
estimated very accurately. This is especially true of income per per-
son on farms. Undoubtedly, an important part of the measured dif-
ference is real. Another part, however, is probably fictitious. More
research is needed to determine the importance of each.

Increasing income per person on farms does not necessarily imply
an increase in total income from farm and nonfarm sources. Since
income per person is the result of dividing total income by the number
of people, it could mean a reduction in the number of people on farms.
It could even mean a lower total income if the number of people
declined more than in proportion to the decline in total income.

This objective says nothing specifically about the distribution of
income within agriculture. A large number of different distributions
are consistent with the objective. The methods or programs designed
to achieve the goal would determine, in part, the distribution of income.

Farm prices
Interest in price objectives stems largely from the relation between

price and income. Because price is one of the factors determining
income, high prices tend to be associated with high income and low
prices with low income. Also, there is the belief that the best way
to achieve satisfactory incomes for farm people is to raise the prices of
farm products.

Typically, price objectives have been stated in terms of parity.
Official parity computations have been made since the early 1930's.'
The parity ratio-ratio of prices received to prices paid-measures the
current terms of trade or exchange value of farm products in relation
to the base period 1910-14. Parity computations for individual farm
products have been based on three different formulas. Since 1933,
comparatively few modifications have been made in the parity ratio
computations. Important changes, however, have been introduced in
the computations for individual commodities.

Some people have suggested a price objective of full parity. Others
have proposed 90 percent of parity. In the Agricultural Adjustment
Act of 1933, Congress recognfized the full'parity objective. A parity
ratio of 100 was to be approached as rapidly as feasible.
- During the 1930's, specific price-support levels seldom were set above

70 percent of parity. A large number of comniodities'were supported
at 90 percent of parity during the war and early postwar period.
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Basic commodities continued to be supported at this level until 1955.Only in rare instances have supports been set above 90 percent of
parity.

It has been argued that parity is supposed to define a set of appro-priate exchange value prices. If it does this, then prices should besupported at full parity, nothing less. If it does not, then parityshould be revised.
There is a certain logic in this argument supported by the fact thatseldom have price supports for any commodity been set at full parity,as defined by law. This also is evidence that parity prices have notbeen considered appropriate prices for policymaking purposes.The real question, of course, is what constitutes a set of appropriateexchange value prices. When the farm economy is seriously out ofbalance, like at the present time, the prices that may be appropriatefrom an income point of view are not the same prices that may beappropriate for getting farm products channeled into trade and con-sumption and for adjusting production and resource use. Persistentunfavorable prices are symptomatic of a maladjustment in the alloca-tion of resources. Unless this is corrected, satisfactory prices can beachieved only with continuous production control and/or publicexpenditures.
One of the striking facts about American agriculture is the widevariation in the size and efficiency of farm units. Even in the bestfarming areas the present level of output is. being produced at sub-stantially higher resource cost than the best technology and resourceorganization would permit. As a result, a level of farm prices thatwill give satisfactory returns on the best organized farms will notprovide similar returns on the poorer organized units. If priceswere raised enough to give satisfactory returns on poorly organizedfarms, returns on the best organized uiiits would exceed comparablelevels in other industries.

Production efficiency and resource use
Economists frequently have suggested the objective of an efficientallocation and use of agricultural resources. An efficient farm indus-try would have three main characteristics:

(1) The output of each farm product would be produced atminimum cost. This would mean that all producers would beusing the best practices and the lowest cost combinations of land,labor, and capital.
(2) The composition of farm output-the relative amount ofeach product-would be geared to the pattern of demand foragricultural commodities. This implies that the rewards forresources would be similar in all farm enterprises.
(3) The total output of farm products would be adjusted tothe total demand to give a level of prices that would enable effi-cient producers to earn comparable rewards for their resources.Achieving a more efficient agriculture has been justified as a policyobjective on grounds that it w;ould improve income opportunities infarming and raise the national income. Also, it would mean a fullerrealization of the gains from improvements in farm technology.As agriculture is now organized, there are two important oppor-tunities to save resources. The current level of farm output is beingproduced at a resource cost considerably higher than the feasible
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minimum. For the most part, this reflects the fact that the potential

gains from past advances in farm technology have not been fully

realized. Additional labor and probably some capital could be re-

leased to the nonfarm economy by producing the current level of

output at minimum cost. In addition, the current level of output

is too large in relation to full employment market demand. A fur-

ther saving in labor and capital could be achieved by reducing farm

production to a more optimum level. In large measure, this mirrors

the fact that too much of the gains from past advances in technology

are being taken in the form of farm output; not enough are being

taken in the form of nonfarm output through the release of labor

and capital from agriculture.
Achieving an efficient agriculture would mean a substantial addi-

tional decline in farm employment and farm population. IJndoubt-

edly, the drop in farm employment would be proportionally greater

than the decrease in farm population. It also would mean a marked

increase in the average size farm and a big decline in the number of

farms.

Orqanization of agricultwre and farm population

The United States long has had a policy of encouraging the family

farm. Farms on which the family supplies management and the

bulk of the labor have dominated American agriculture since its

beginning.
The philosophical basis for family farming in the United States

was developed largely by Thomas Jefferson. His concept of an ideal

society emphasized an agriculture made up of small, owner-operated,

family farms. Much of the justification offered in support of this

objective has been based on its contribution to democratic institu-

tions. Some of the early proponents of family farming argued that

the American form of government required a large farm population

settled on small family farms.
Improvements in farm technology, especially since World War I,

have been increasing the amount of land and capital that can be

efficiently combined with family management and labor. As a result,

family farms have been growing larger in terms of acres, capital,

and output. In some types of farming, technological developments

have encouraged an increase in the number of farms employing

mostly nonfamily labor. For most types of farming, however, the

family farm remains in a strong competitive position.

Some people have proposed that the number of farms and the size

of the farm population be maintained or increased. Many of the

arguments offered in favor of this objective are similar to those

favoring family farming. In addition, it has been argued that over-

crowding in urban areas has contributed to crime, family disruptions,

and other social problems. Achieving a larger farm population has

been suggested as the best way of minimizing these problems.

From 1920 to 1956, farm population fell by 9.7 million, a drop

of 30 percent. The number of farms declined by 1.6 million, or

24 percent. These adjustments have been mainly the result of a low-

income elasticity of demand for farm products, a rapid advance in

output-increasing technology, an increase in the productivity of cap-

ital relative to labor associated with improved production methods,

and a rise in the price of labor relative to capital. The last two

factors have encouraged the substitution of machinery for labor on
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American farms. At the same time, expanding income nnportunities
in the nonfarm economy have exerted a strong pull on farm people,
particularly the younger ones.
Individual freedom and Government intervention

Freedom of the farmer to make production and marketing de-
cisions has been suggested as a farm-policy objective. Frequently,
this has been associated with the broader objective of achieving a
minimum of Government intervention in economic affairs.

Anmong the arguments that have been advanced in support of these
objectives are the following: (1) Freedom to decide the use of one's
resources, within broad limits set by considerations of public health,
safety, etc., is a basic value essential to the fullest development of
the individual. (2) Over the long run, production efficiency will be
greater and farm incomes will be higher if farmers are free to work
out their own production decisions. (3) Government intervention in
the farm economy involves a cost to taxpayers and usually an in-
convenience or expense to farmers. Other things being equal, these
costs should be minimized.

III

With this brief discussion of some of the possible objectives of
farm policy, we now wish to examine some of their relationships.
Suppose that each of these objectives has a positive social value.
In other words, the attainment of any one, other things being equal,
would add something to social welfare. What is the likelihood that
the entire set could be achieved ?

It is clear that the chance is practically nil. The reason is that
some of these objectives are highly competitive. Achieving an effi-
cient allocation and use of resources in agriculture almost certainly
would mean a further decline in farm numbers and in farm popula-
tion: This would conflict with the objective of maintaining or in-
creasing the number of farms and the size of the farm population.
Also, it is likely to clash with the objective of minimizing Govern-
ment intervention and expenditures for farm programs. It is most
probable that an efficient use of resources cannot be achieved by
simply reestablishing a free-market economy in agriculture. Positive
farm programs are likely to be needed to encourage adjustments in
production and resource use consistent with economic efficiency.
These programs probably would cost taxpayers substantially less
than current programs. Even so, they are likely to involve some
significant outlays.

There also is some conflict between economic efficiency and the
objective of family farming, although it is probably small in terms
of the number of farms. In some types of farming, an organization
of resources involving relatively large amounts of hired labor ap-
pears to be more efficient than one largely dependent on operator
and family labor. In such cases, there is a real conflict. But in most
types of farming, technological and other conditions seem to favor
the family farm. In Corn Belt agriculture, an efficient organization
of resources probably would mean a large increase in land and
capital and a much smaller increase in labor per farm. Total labor
and capital, however, probably would decline. Although it is likely
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that the increase in labor input per farm would be hired, operator
and family labor still would bulk very large in the total.

Economic efficiency also clashes with the price objective of full
parity. It is reasonably clear that a level of prices equal to full par-
ity, as this is now computed, would be substantially higher than the
level existing in a well-balanced farm economy. It is likely that full
parity prices would make for rewards to labor and capital on well-
managed farms appreciably higher than comparable resources earn
in most other industries. If these prices were to be achieved by pro-
duction control, one of two things would happen. Some resources
in agriculture would go unemployed or the amount of labor and
capital employed in farming would be too small to give an efficient
allocation of resources.

On the other hand, the goal of economic efficiency is complementary
with the income objective of comparable rewards for resources in
farming. Improving economic efficiency would involve encouraging
labor and capital to shift from low-return employments to high-return
employments. Insofar as this were accomplished, rewards for labor
and capital in farming would rise and approach the objective of com-
parable rewards. Farm people who shifted their labor and capital to
nonfarm employments in this process also would experience an in-
crease in income.

The objective of increasing the number of farms and the size of the
farm population is competitive not only with economic efficiency but
also with the objectives relating to individual freedom and Govern-
ment intervention. To achieve this objective, farm employment
would have to be made more attractive than nonfarm employment.
Under present conditions, this could be accomplished only by large
Government expenditures and/or by a system of tight controls which
would induce a big reduction in output.

This objective also is inconsistent with public efforts to improve
agricultural technology. These efforts increase the level of output
that can be produced with a given input of resources. The gains from
better farm technology can be taken in the form of more farm output
or in the form of more nonfarm output through the release of resources
from agriculture. If the level of farm output is already too large,
as at present, the only way these gains can be fully realized is by re-
leasing resources from agriculture to produce nonf arm output.
Increasing the number of farms and the size of the farm population
would be a move in the opposite direction.

Achieving full parity prices is competitive with the objective of
comparable rewards for labor and capital in farming. On the best
organized farms, these prices probably would give returns for labor
and capital appreciably higher than what similar resources would be
earning in other parts of the economy. On the other hand, these prices
would not be high enough to pay comparable returns on poorly or-
ganized units using outdated technology and too little land and
capital in relation to labor. And there are many of these farms in
the agricultural economy.
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IV
Because of these competitive relationships, policymakers face a

difficult choice problem in formulating a meaningful set of farm-
policy objectives. The key to the solution of this problem is the set of
values to be used in determining the relative importance of different
goals. These values cannot be obtained from the financial page ofany newspaper. There is no market in which they are established by
bids and offers. In a democratic society, they must emerge from the
political processes of representative government.



PARITY PRICES AND PARITY INCOME FORMULAS,
1933-57

Oris V. Wells, Agricultural Marketing Service, United States Depart-
ment of Agriculture

The first purpose of this statement is to summarize the parity price
and parity income formulas contained in agricultural legislation from
1933 through 1957, indicating not only the basic calculations blt also
comparing actual and parity prices or incomes at various points within
or over the period. In addition, the characteristics of several alterna-
tives which are, on occasion, suggested for the current parity price
formula are summarized (based on the discussion in the report of the
Secretary of Agriculture on Possible Methods of Improving the Parity
Formula, S. Doc. 18,85th Cong., 1st sess).

PARITY PRICE FoRMULAs

The current parity price formula is based on a commodity pur-
chasing-power concept which compares prices received by farmers
with prices paid by farmers (including also allowances for interest
and taxes per acre of farm real estate and wage rates for hired farm
labor).

Specifically, parity indicates those prices which would give farm
products generally the same per unit purchasing power in terms of
goods and services used in farm production and in farm-family living
as that which prevailed in the base period 1910-14. This was the
central idea of parity price when first enacted in 1933, and has con-
tinued so to date. In addition, the Agricultural Act of 1948 provided
that the parity prices for particular farm commodities shall be so
adjusted or modernized as to maintain the same intercommodity re-
lationships as prevailed during the most recent 10-year period. Thus,
for determining parity prices in 1957, the relative price experience
for a particular commodity in the 10-year period, 1947-56, is
applicable.

Before the provisions of the 1948 act were made effective, the
parity price for most farm products was determined by multiplying
the average price for the individual commodity received by farmers
in the pre-World War I period by an index of prices paid by farmers,
expressed as a percentage of 1910-14. Thus, the parity price of a
commodity changed over time to the same extent that prices farmers
had to pay for items used in farm production and farm living changed
as compared with the 1910-14 period. For several commodities, price
data for the earlier period were not available, or that base period was
considered inappropriate and more recent base periods were used.

Since January 1, 1950, when the provisions of the Agricultural Act
of 1948 went into effect, parity prices under the new formula have
been computed by dividing the average price for a commodity in the
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latest 10-year period by the average index of prices received by farmers
in the same period on a 1910-14 base. This provides an adjusted
base price for the commodity for the 1910-14 period. This adjusted
base price is the average price that would have prevailed for the com-
modity if the price trend for the commodity from the 1910-14 period
to the most recent 10-year period had been the same as the average
for all commodities in the index. The adjusted base price is multi-
plied by the current parity index (index of prices paid, including
interest, taxes, and wage rates) which reflects the change in prices
paid by farmers since 1910-14.

It should be noted that the general level of prices received by
farmers which would be equivalent to parity is essentially the same
under both the old and the new formula. However, parity prices for
individual commodities under the new formula may be quite differ-
ent-either higher or lower-than those calculated under the old.

Chart 1 (farmers' prices) shows the trends in the indexes of prices
received and paid by farmers back to 1910, the beginning of the
parity base period. Except for the 1910-14 base period, prices re-
ceived as a whole have averaged parity or better only in the years
1916-19 and the years 1942-52. These were notably war years or years
affected by the inflationary aftermath of a war. The trend was down-
ward from 1951 to 1955 when the parity ratio reached 80 in December
1955, the low point of the postwar period. Since then there has been
some improvement with the September 15, 1957, ratio at 83. The
parity ratio for farm prices generally from 1910 into 1957, as well
as the specific parity ratios for several of the more important com-
modities from 1933 into 1957, are shown in table 1.

CHART 1
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'TABLE 1.-Annual average of the ihd6x of prices received by farmers, index 6f
prices paid by farmers, interest, taxes, and wage rates, and the parity ratio
United States, 1910-57, and average of prices received by farmers as per-

- centage of the parity price for specified commodities, annually 1983-57

Index 1910-14 = 100 Average price as percentage of parity price I

Year Prices Milk,
received Parity Parity Cattle B Hogs whole- Eggs Cotton5

Wheat Corn
by index 2 ratio sale 4

farmers

.1910 - - 104 97 107
1911 9 - - 94 98 90
1912 -99 101 98
1913 - 102 101 101
1914 - - 101 103 98
1915 -- 99 10 94
1916 - - 119 116 103
1917 - - 178 148 120
1918 200 173 119
1919 -217 197 110 -
1 9-20- 211 214 99--
1921 -124 155 80- - -
1922 2- 131 151 87- -
1923 - - 142 159 89
1924 143 160 89
1925 156 164 95--- -
1926 - ------- 145 160 91
1927 -140 159 88- --
1928 ------- 148 162 91-- --
1929- - 148 160 92
1130 125 151 83
1931 -87 130 67-
9932 --------- 65 112 6445--- ---- ---- 77 -- 6761-----------------
1933 _-- -- 70 109 648 61 61
1934 - - 90 120 75 58 48 80 71 80 75 79
1935 - - 109 124 88 87 94 85 88 73 76 94
1936 - - 114 124 92 86 101 94 84 75 86 94
1937 - - 122 131 93 98 101 95 76 68 91 112
1938 - - 97 124 78 96 85 87 79 53 60 61
1939 - - 95 123 77 107 71 87 70 58 58 60
1940- 100 124 81 11 60 93 72 64 67 74
1941 124 133 93 122 95 105 88 81 72 76
1942 - - 159 152 105 130 120 108 98 99 77 82
1943 - - 193 171 113 137 118 124 112 99 89 100
1944 197 182 108 121 107 138 94 97 96 105
1945 - - 207 190 109 131 112 135 105 99 97 99
1946 - - 236 208 113 139 124 142 95 118 102 115
1947 - - 276 240 115 148 144 118 93 113 115 126
1948 - -------- 287 260 110 165 128 122 89 104 97 118
1949 -250 251 100 151 103 103 86 96 89 75
1950 - - 258 256 101 133 94 89 68 107 88 82
1951 - - 302 282 107 145 95 97 81 117 88 92
1952 -- 288 257 100 118 84 101 70 105 85 91
193 - - 258 279 92 79 106 93 79 92 81 81
1954 - - 249 281 89 76 106 85 78 93 83 81
1955 - - 236 281 84 74 73 87 84 92 81 71
1956 -- ------ - 235 286 82 69 68 89 83 90 78 70
19575 -- 242 295 82 76 84 87 72 86 75 63

1 The percentages are the ratios of the simple average of the 12 monthly prices for individual commodities
to their annual parity prices computed by multiplying the 1910-14 base price or the adjusted base price by
the annual average of the applicable prices paid index. Parity prIces for each year are computed as provided
by legislation in effect for that year, except that interest and taxes were included for the whole of 1935
whereas in fact, they were added in July of 1935. More particularly the unrevised prices paid index was
used for 1933 and 1934 and the prices paid index including interest and taxes was used from 1935 until the
date the effective parity price for an individual commodity shifted to the new formula parity, at which date
the use of the Index of prices paid, interest, taxes, and wage rates was started. Effective parity prices
shifted to the new formula in January 1950 for cattle, hogs, and wholesale milk; January 1954 for eggs and
January 1956 for American upland cotton. Effective parity prices for wheat and corn are still on the transi-
tional basis.

2 Prices paid, interest, taxes, and wage rates.
3 Includes subsidy payments July 1945-June 1946.
4 Includes subsidy payments October 1943-June 1946.
' All cotton 1933-41: American upland cotton 1942-57.
e January-September average.

As noted previously, the overall parity level is unaffected by the
modernizing feature which gives weight to relative prices over the
most recent 10-year period in determining the parity prices for par-
ticular commodities. What is gained by one commodity is offset by
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declines in others. Chart 2 shows the new or modernized parity f or
a number of major farm products as a percentage of the old parity
from 1920 through 1956.

CHIART 2

MODERNIZED PARITY AS A PERCENTAGE
OF OLD PARITY, 1920-1956
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Thus, the new parities are lower than the old for products such as
potatoes and wheat, which have not experienced a rising demand over
the years, and higher for such products as beef cattle for which
demand grows more rapidly. The new or modernized parity grad-
ually adjusts the relative parity price for specific commodities for
persistent or continuing market trends. Under these conditions,
changes in parity prices computed by the new formula should come
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closer to actual price movements than parity prices computed under
the old formula (charts 3 and 4).

CHART 3

MODERNIZED PARITY RATIOS AND
OLD PARITY RATIOS

Selected Crops
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Where the old parity price for a commodity was lhigher Lhan thenew parity, legislation provided for a gradual reduction in the oldparity until the new or modernized parity level is reached. At thatpoint, the old parity is permanently discarded. In the meantime, thetransitional -arity is the effective parity. Parity for most commod-
ities is now determined by the new formula. However, 10 commod-ities are still in the transitional stage. For the basic commodities
still on transitional parity-wheat, corn, peanuts, and Puerto Ricofiller tobacco-the transition to new parity could well be finished
within the next 1 to 3 years. For some of the nonbasic commodities-
grapefruit, oranges, avocados, dates, filberts, and walnuts-a longer
period is involved. (See table 2.)

TABLm 2.-Indicated parity prices, old, transitional, and new, and effective parityprices for commoditie8 still on the tran8itional basis, based on data for Septent-ber1957, United-State8

Effective Estimated datTransi- parity or effectiveCommod ity Unit Old tional New prices based parity goingformula parity formula on data for to new formula
prices I September basis '

1957

Basic commodities:
Wheat -Bushel ---- $2.64 $2. 51 $2.34 $2. 51 January 1959.Corn------------do ---- 1.92 1.82 1.72 1.82 Do.Peanuts-Pound.. .144 .137 .123 .137 Do.Tobacco:

Puerto Rican fill- ---do .380 .361 .308 .361 January 1960.er, type 46.
Nonbasic commodities:

Grapefruit-Box 2.35 1.41 .858 1.41 January 1962.Oranges ------------- do 4.31 2.59 1.72 2.59 Do.Avocados -Ton - 1,040.00 624.00 337.00 624 00 January 1963.Dates -- ----- do -- 601.00 361.00 130.00 361.00 January 1965.Filberts - do -- 682.00 409.00 373.00 409.00 January 1958.Walnuts-do ---- 798.00 479.00 465.00 479.00 Do.

a

I For basIc commodities 95 percent, and for nonbasie commodities 60 percent of the old formula parity.IThese estimated dates are based upon the September 1957 difference between transitional parity and newformula parity, and the magnitude of 5 percent of old parity. They assumr that the current relationshipbetween the revised and unrevised parity indexes remain unchanged. Consideration has been given alsoto prices thus far in 1957 and to their probable effect upon adjusted base period prices as of January 1958.For exampie, for peanuts, the difference between transitional and new parity was 1.4 cents per pound asof Sept. 11, 1957. Since 1 percent of old parity is 0.72 cents per po md, tranSitional par!ty during 1958 shouldbe about 0.72 cents lower than during 1957, and about 1.44 cents lower after Jan. 1 1959, at which time thenew parity would be above transitional parity, and therefore would be the effective parity price. Pricesso far in 1957 indicate that the adjusted base price for peanuts in 1958 a-ill be slightly higher than in 1957.thus supporting the expectation that the new parity will be above transitional parity as of January 1959.It Is not very probable that this will occur January 1958.

The indexes of prices received and prices paid (including allowances
for interest and taxes per acre of farm real estate and wages paid hired
farm labor) and the comparisons they make possible are among the
most important statistics in the field of agriculture. These indexes
would still be calculated and used as the basis for comparisons even
if they were not essential components of a legally defiled parity stand-
ard. Similar indexes are widely used in the analysis of changes in the
level of wages, profits, and business investment. For example, when
the current level of wages is compared with the wages of some years.
back, it is important to take into account not only the change in hourly
wages but the change in consumer prices. The parity index and the
parity price computations provide a similar measure for agriculture.

It should be noted that divergence between prices received for a
commodity and prices paid by producers will indicate that there have
been shifts in the complex economic forces governing production,.
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prices and consumption. But parity comparisons only call attention
to and assist in measuring the changes whiclh are ocduring. By them-
selves such comparisons do not indicate why a change has occurred nor
what should be done about it.

SOMIE ALTERNATIVE PARITY PRICE PROPOSALS

For the convenience of the subcommittee and discussants, this sec-
tion summarizes the several alternative suggestions for revising or
amending the parity price formula considered in the recent USD A re-
port on "Possible Methods of Improving the Parity Formula."

Perhaps this discussion should begin recalling that.the recommenda-
tions regarding parity which the Secretary of Agriculture advanced
in this report were (1)'

The Department concludes that the use of the current general commodity pur-
chasing-power concept should be continued-

and (2):
The modernized parity formula now contained in the Agricultural Adjustment
Act of 1938, as amended, be continued except that the base period January 1910
to December 1914, inclusive, should be changed to January 1947 to December 1956,
inclusive.

The various alternatives to parity prices discussed in the report
were:

(a) Moving the base period forieard.-For almost a quarter of a
century the parity price system has been based on the 1910-14 period.
There has been increasing criticism that this base should be modern-
ized.. From a technological viewpoint, farming today is much dif-
ferent from farming in the 1910-14 period. Farm production is now
almost twice as large. But that production requires one-third fewer
man-hours of farm work. Output per man-hour has tripled. -Three-
fourths of this increase in farm productivity per man-hour over the
past half century has taken place since 1940. Technology has not been
limited to farm production. Farm family living standards have also
substantially improved.

In the search for the most suitable base period for the appropriate
indexes, certain basic criteria should be considered. The base period
should reflect a fairly stable economic situation unaffected by wars and
depressions (the chief causes of sudden changes or shifts in price re-
lationships). At the same time, the base period should be fairly rep-
resentative of the kind of agriculture that is likely to prevail for some
years ahead. Otherwise the relevance of the parity comparisons is
reduced. It should also be a long enough period to smooth out any
short-run cyclical relationships. Finally, the indexes should be as ac-,
curate as possible.

Several of these criteria indicate an advantage in moving to a fairly
recent base period.

There have been suggestions that the base period be a moving aver-
age encompassing either the most recent 5 or 10 years. This would
have the effect of continually moving the base period forward in time.
'There are some disadvantages. Chiefly, it is difficult to characterize
any recent period as "normal." For example, the most recent 5-year
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moving base would reflect an extended period of price declines and sui-
plus accumulation. Faced with a somewhat similar problem, the Con-
gress, in providing for the current "modernized" parity, approved the
use of a 10-year moving average for measuring commodity interrela-
tionships, chiefly because it gives a slower moving, more stable meas-
ure than a shorter-term average would.

The effects of moving to a different base period than the 1910-14
period on the average level of parity are shown in the following table:

TABLE 3.-Indexes of prices received and paid by farmers and the parity ratio,
selected periods, 1910-56

-1910-14=100 Percent
- ____ ____ c ange inPeriod average

l(iCx of Index of parity
prices prices Parity ratio level

received paid

1910-14 -100 100 100 01925-29 .- - -- ------------------------ 147 101 91 -91935-39 -107 125 86 -141947-51 - 275 . 25 107 +71952-56 ---------------------- 253. 21q3 89 -11
1947-56 --.- 204 270 98 -2

(b) Separate parity indexes for individual commnodities.-The
present parity index is a broad measure of the change in prices paid
by farmers for commodities and services used in farm production and
farm family living. It is representative of all farmers in the United
States taken as a group, and its weighting system reflects the average
purchase pattern of some 5 million farm operators producing a wide
variety of farm products under a wide range of conditions. There
have been suggestions that separate indexes should be established
which would give due weight to differences in the kind and quantities
of items associated with the production of individual farm commodi-
ties. Thus the purchasing power of an individual farm product would.
be determined from an index of the particular cost factors related
directly to the particular commodity, probably without any allow-
ances for the farm family living component of the present prices paid
or parity index.

Wl\hile detailed data on particular cost factors are not available, the
index of prices paid for commodities used in production for 27 types
of farms in several major farming areas, shown in table 4, is indica-tive of the problems that would be faced if individual parity indexes
were to be used. These data approximate the variation of price trends
for production items that might be expected among farm's producing
different commodities and also the variation among areas producing
the same commodities. The table, for example, indicates that the
changes in the special prices paid indexes between 1947-49 and 1956
for all the types of farms shown ranged from a 4-percent decline
for sheep ranches in the Southwest to an increase of 26 percent
for wheat-pea farms in Washington-Idaho. The overall index of
prices paid by farmers, covering the United States as a whole, rose
14 percent.
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TABLE 4.-IndexTes of prices paid for commodities used in production, United
States, and types of farming areas

[1947-49=100]

1937- 1947- 1952 1953 1954 1955 1956
41 49

United States I- 0 100 117 112 112 112 114
Dairy farms:

entral Northeast 6-0 100 115 110 109 107 108
Eastern Wisconsin '---------------------- 51 100 ' 115 114 114 2 115 115
Western Wisconsin ' -51 100 115 114 114 2 115 116

Hog-dairy farms, Corn Belt '- '50 100 116 114 113 113 114
Hog-beef raising farms, Corn Belt ' - 53 100 117 116 114 ' 1i1 114
Hog-beef fattening farms, Corn Belt ' -45 100 112 102 105 3102 100
Cash grain farms, Corn Belt ' -55 100 119 120 121 123 124
Tobacco-livestock farms, Kentucky blue-

grass ' 45 100 118 118 121 118 120
Tobacco-cotton farms, coastal plains, North

Carolina ' - (4) 100 114 116 118 119 123
Tobacco farms (small), coastal plains, North

Carolina ' --- (4) 100 113 115 117 117 117
Tobacco-cotton farms (large), coastal plains,

North Carolina '- (') 100 109 110 117 118 123
Cotton farms:

Southern Piedmont -48 100 115 112 108 ' 117 112
Black prairie, Texas ' -46 100 ' 151 3 106 ' 105 2 103 106
Nonirrigated, high plains, Texas ' 47 100 112 119 104 3 110 112
Irrigated, high plains, Texas - (4) 100 108 104 99 ' 102 101
Small, delta 2_---------------------------- (4) 100 113 110 109 ' 107 107
Large scale, delta '- (4) 100 116 107 110 108 107

Wheat small grain, livestock farms, North-
ern Great Plains -49 100 ' 114 ' 114 ' 115 ' 107 111

Wheat, corn, livestock farms, Northern Great
Plains 2 ---------- a 61 100 117 ' 117 117 ' 116 116

Wheat, roughage, livestock farms, Northern
Great Plains 5 61 100 117 115 113 3 113 112

Winter wheat farms, Southern Plains2 -' 52 100 118 119 117 ' 118 121
Wheat, pea farms, Washington and Idaho '.- 51 100 121 122 120 ' 122 126
Sheep ranches

Northern Great Plains livestock area 2 - 47 100 133 119 117 116 115
Southwest -(') 100 123 103 97 103 96

Cattle ranches:
Northern Great Plains livestock area ' 50 100 126 121 119 121 125
Intermountain region ' - 54 100 ' 122 120 ' 116 ' 120 123
Southwest - (4) 100 128 108 110 104 109

' Prices paid for production items, interest, taxes, and wages as published In monthly Agricultural Prices.
' Prices paid, including taxes (but not interest), and wages to hired labor as published in Farm Costs and

Returns, Agriculture Information Bulletin No. 176, ARS, USDA.
'R evised.
4 Not available

Meanwhile, there is almost as much variation in some instances in
the cost-rate indexes for typical farms producing the same commodi-
ties in different areas as there is among different commodities. For
example, increases in the specialized price indexes for cattle ranches
range from 9 percent in the Southwest to 25 percent in the northern
Great Plains area. For cotton farms, the increases range from 1 per-
cent for irrigated operations in the high plains of Texas to 12
percent for nonirrigated operations in the same area. Such data are
available for only a few farm areas, even for recent years, and deriv-
ing satisfactory national indexes would involve a major undertaking,
considering the 160 farm products for which parity prices are now
computed.

It should also be noted that the use of separate parity or cost-rate
indexes for individual commodities, or even related groups of comn-
modities, would mean a considerable shift away from the general
purchasing-power or price-level concept on which the current parity
price formula is based toward a cost-of-production concept. This in
turn would certainly lead to many requests for different base periods,
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different methods of calculation, and consideration of or allowances
for special situations in addition to data problems already mentioned.

(c) Efflcien'y in'difer fog, parity prices.-The suggestion has been
made that the parity price formula, which measures the purchasing
power of farm products on a per unit basis, should be adjusted to
reflect the 'fact that it takes fewer resources to produce farm com-
modities today than in earlier years. Preliminary calculations indi-
cate that farmers are now using about one-fourth fewer inputs per
unit of total farm production than in 1940. This is as far back as
adequate data are presently available although we of course know
that farm efficiency was gradually increasing prior to 1940. But if
only the efficiency increases since 1940 were given full weight as an
adjustive factor, the current level of parity prices for all farm prod-
ucts would have been reduced almost a fourth.

In considering such a change or revision, attention should also be
given to the way in which efficiency gains in the nonf arm economy are
reflected in prices or returns. Nonf arm productive efficiency has also
been increasing, and we know that economic gains resulting from
improved efficiency can be distributed in a number of ways-that is,
through increased returns to capital, higher wages for labor, improved
quality of products, lower prices to consumers, or some combination
of these. In the nonfarm economy, it is evident that gains in effi-
ciency are often not directly or immediately translated into price
reductions. Since the end of World 'War II especially, the tendency
has been for industrial prices to hold steady or gradually increase.
If all nonfarm efficiency gains were passed forward to consumers,
prices paid by farmers would be lowered. This would mean that
parity prices as now calculated would also automatically be lowered
or adjusted by an equal amount.

We should also keep in mind that gains in efficiency do not proceed
smoothly and in all segments of agriculture at the same time. Ques-
tions would surely be raised as to whether the marked efficiencies
stemming from a few products should appropriately be used to lower
parity prices for others as wvell.

(d) Mlodernized parity mnodified for price stabilization costs.-For
some time now Government support or stabilization programs have
maintained prices of some products higher than would have been
realized otherwise. This has been reflected favorably in the parity
prices for those commodities, while parity prices for other commodi-
ties have absorbed an offsetting adjustment. Suggestions have been
made that the influence of Government programs should be elimi-
nated from the parity calculations, provided some satisfactory statis-
tical method for so doing could be found.

A preliminary calculation has been made using certain realized
cost data relating to the major price-support and export programs
for the 10-year period, July 1946 to June 1956. For farm products
as a whole, deductions on a realized-cost basis would reduce the index
of prices received by farmers during that 10-year period (1947-56)
from 265 to 261. Parity prices of corn, cotton, wheat, and so forth,
would be reduced while parity prices for commodities for which there
were small realized program losses or costs would be increased about
2 percent. The realized program-cost concept, however, does not ade-

97226-57-34
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quately measure the full price effect of such programs on particular
commodities, while this concept would also certainly be questioned as
working in the opposite direction from the declared purpose of the
Congress in those cases where commodity parities were lowered.

PARITY INCOME FOR3MULAS

The idea of parity income centers on the relationship between in-
comes of farm people and incomes of nonfarm people. Generally,
there have been two basic approaches to the problem of determining
parity income. One involves the maintenance of historical income
ratios which would provide for farmers' incomes and standards of
living to grow at the same rate as others. Examples of the historical
income-ratio approach include the original definitions of income parity
in the Soil Conservation and Domestic Allotment Act of 1936 and
the Agricultural Adjustment Act of 1938. The alternative approach
calls for equal incomes or levels of living as between farmers and
others as provided for in the Agricultural Act of 1948. While parity
income definitions have existed alongside parity price definitions, Con-
gress has not indicated or directed that the parity-income concept
should be substituted for parity prices as an actual operating standard.

The parity-income ratio of the 1936 legislation involved the ratio
between the total net income (from all sources) per person on farms
to income per person not on farms, while the ratio of the 1938 legis-
lation related to the per capita income of persons on farms from
farming operations as against per capita net incomes of persons not
on farms. Apparently, the 1938 definition was a revision of the 1936
definition tailored to fit the then available statistics. Neither the
1936 nor the 1938 parity-income definitions provided a formula for
deriving a set of commodity prices or returns compatible with the
income standard.

Chart 5 shows the comparative ratios of income of persons on farms
to incomes of persons not on farms consistent with the historical
income ratios in the legislation of 1936 and 1938. The annual data
are shown in table 5.

518
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CIIAlT :5

TABLE D5-Illtstrative per capita income parity ratios of farnt population to non-
farm. population, as defined in agricultural legislation of 1936 and 1938,1934-56

[1910-14=100]

Ratio of per capita income Ratio of per capita income
of farm population to per of farm population to per
capita income of nonfarm capita income of nonfarm
lopUlatioi population

Year Year
Income to Income to Income to Income to

farm people farm people farm people farm peoule
from farming from all from farming from all

only (1938 sources (1936 only (1938 sources (1936
legislation) legislation) legislation) legislation)

1934 -74 85 1946 -159 149
1935 -115 115 1947- 150 144
1936 -85 94 1948 ----------- - 162 153
1937 -109 112 1949 -122 124
1938 -_------------91 99 1950 ------------------ _ 128 128
1939- 88 97 1951 -139 136
1940 -83 93 1952 -125 127
1941 98 104 1953 -116 121
1942 -119 120 1954 -116 124
1943 -131 129 1955 102 113
1944i -_--_------__--_129 128 1956 -96 109
1945 -138 134

NOTE.-Assumes nonfarm Income of farm population averaged $1,500,000,000 in the base years 1910-14.
No reliable estimate of such income is available for that period.

T

RATIOS OF INDEXES OF PER CAPITA INCOME OF PERSONS
ON FARMS TO INDEXES OF PER CAPITA INCOME OF

Of PERSONS NOT ON FARMS, 1934-56*
10

180

AA

1935 1940 1945 1950 1955
* ASSUMED BASIS: NONFARM INCOME OF FARM POPULATION DEDUCTED FROM INCOME OF
NONFARM POPULATION AND ASSUMED TO BE $1.5 BILLION ANNUALLY IN 1910-14.

U. S. DEPARTMENT OF AGRICULTURE NEG. 331l-s 5(1) AGR kyULTURAL MARKETING SERVICE
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It should be noted that the estimates for the base period 1910-14-
are fairly rough. The data for 1956 indicate that the ratios of farm
to nonfarm per capita income were much the same as in the base period
1910-14, ranging from 4 percent below for the 1938 definition to 9
percent above for the 1936 definition. Both ratios are likely to run
somewhat higher for 1957 than in 1956. Over the long term, incomes
of farm people have tended to move much the same as incomes of
nonfarm people, although at a lower level. If, however, the last 10
years were used as a base, the ratio of income per person on farms
from all sources to income per person not on farms for 1957 may run
as much as 10 percent lower than the base period.

Meanwhile, the Department so far has not been in a position to
bring statistical meaning to the definition of parity income in the
Agricultural Act of 1948:

"Parity," as applied to income, shall be that gross income
from agriculture which will provide the farm operator and
his family with a standard of living equivalent to those
afforded persons dependent upon other gainful occupation.
"Parity" as applied to income from any agricultural com-
modity for any year, shall be that gross income which bears
the same relationship to parity income from agriculture for
such year as the average gross income from such commodity
for the preceding 10 calendar years bears to the average
gross income from agriculture for such 10 calendar years.

The determination of equivalent standards of living involves
much more than equivalent dollar incomes. A family's well-being
depends not only on income but also on other factors such as the
accumulation of assets and consumer goods over the years, the avail-
ability of adequate health and educational facilities, and such in-
tangible factors as are involved in evaluating country versus city
life. It is noteworthy that our indexes of levels of living of farm
operator families indicate a persistent improvement in family levels
of living from 1951 into 1956 despite declines in farm income during
that period.

Similar questions relate to the direct income comparison of per-
sons on farms with persons not on farms. In 1956, for example, the
average per capita income of persons on farms was about $900 as com-
pared with about $2,000 for the nonfarm person. Even after a num-
ber of statistical adjustments for differences in costs of living as be-
tween farm and nonfarm families, some of which are subject to con-
siderable question, a remaining gap of perhaps $700 per person is.
indicated.

It is sometimes suggested that a considerable part of the farm
population is either underemployed or not closely connected with
commercial agriculture and therefore should be eliminated from the
income comparison. For example, the comparison might be restricted
to the 2 million or so commercial farms which produce about 90
percent of the farm products sold. But a major question arises as.
to the appropriate nonfarm group with which incomes to such a farm
group should be compared. Commercial farmers have considerable
capital investments and skills not readily comparable with nonfarm
occupations and their returns would, in any equity argument, have to.
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be compared with returns or net incomes to a comparable nonfarm.
group.

There are also suggestions that farmers should receive the same
return per hour as industrial workers. For 1956, it is estimated that
the average return per hour to farm labor was slightly under 75 cents
(necessarily a rough estimate) as compared with almost $2 in manu-
facturing (excluding any allowance for fringe benefits in the case
of manufacturing labor and assuming farmers also realized interest
or profits on their net capital investment equal to the average interest
rate for loans held by principal farm lenders, about 4.75 7percent).

Whatever net aggregate measure a parity income definition starts
with, whether it is related to a historical ratio, to equal living stand-
ards, or to returns per hour of labor, some difficult problems are raised
when it comes to translating the overall aggregate into returns or
prices for particular commodities or returns or income standards for
particular farms or classes of farms.

As indicated earlier, the 1948 parity-income definition does outline
a device for deriving a set of related gross commodity incomes.
Starting with the net aggregate income necessary to give farm oper-
ators living standards equal to those afforded persons dependent upon
other gainful occupations, the first step would be to subtract the
estimated net income derived from nonagricultural sources. Then
parity as applied to any agricultural commodity for any year would
be-

that gross income which bears the same relationship to parity
income from agriculture for such year as the average gross
income from such commodity for the preceding 10 calendar
years bears to the average gross income from agriculture
for such 10 calendar years.

This means that the estimated net income which would have to
come from agriculture would have added to it estimated farm pro-
duction expenses for the year to arrive at the necessary gross parity
return. This gross parity return to all agriculture would then be
broken down among the various commodities on the basis of actual
relative gross values during the preceding 10 calendar years, giving
the desired total value for the particular commodity for the particu-
lar year. Presumably this could then be translated into a price
standard by using a combination of desirable or estimated acreages
and average or estimated yields for the particular commodity in-
volved.

Finally, it should be emphasized that neither price nor income
parities have the same significance for those farm operators who
have little to sell as they do for commercial farmers. Data from the
1954 Census of Agriculture show that close to 2 million farmers, or
40 percent of all farmers, sold less than $1,200 worth of farm prod-
ucts during the year. For this group, parity prices for farm products
would still not mean an adequate level of income or of living al-
though increased returns from the sale of farm products would of
course mean some improvement. Thus the realization even of in-
come parity through parity prices would not solve the problem of
inadequate incomes and low living levels for many farmers who are
presently in that situation. The prospects of such farmers improving
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their economic situation depend much more on other factors, such as
opportunities to acquire adequate land, sufficient capital, improved
skills, or suitable nonf arm employment.

The following supplements set forth the leading statutory defi-
nitions of both parity prices and parity income from 1933 to date.

STATuToRY DEFINITIONS or PARITY PRICES, 1933-1957

The first definition of parity was contained in the Agricultural
Adjustment Act of 1933 which stated that it was the policy of Con-
gress among other things to-

(1) * * * reestablish prices to farmers at a level that
will give agricultural commodities a purchasing power with
respect to articles that farmers buy, equivalent to the pur-
chasing power of agricultural commodities in the base period.
The base period in the case of all agricultural commodities
except tobacco shall be the prewar period, August 1909 to
July 1914. In the case of tobacco, the base period shall be
the postwar period, August 1919 to July 1929.

(2) To approach such equality of purchasing power by
gradual correction of the present inequalities therein at as
rapid a rate as is deemed feasible in view of the current con-
sumptive demand in domestic and foreign markets.

There were several amendments to this first definition providing
among other things that for the purposes of marketing agreements
or orders where the purchasing power of a commodity could not
be-

satisfactorily determined from available statistics of the
Department of Agriculture, the base period, for the purposes
of such marketing agreement or order, shall be the postwar
period, August 1919 to July 1929, or all that portion thereof
for which the Secretary finds and proclaims that the pur-
chasing power of such commodity can be satisfactorily deter-
mined from available statistics of the Department of Agri-
culture.

Provision was also made for the calculation of parity prices in such
a manner as would-

give to the commodity a purchasing power with respect to
articles that farmers buy equivalent to the purchasing power
of such commodity in the base period; and, in the case of all
commodities for which the base period is the period August
1909 to July 1914, which will also reflect current interest pay-
ments per acre on farm indebtedness secured by real estate,
tax payments per acre on farm real estate, and freight rates,
as contrasted with such interest payments, tax payments, and
freight rates during the base period.

The current definition is contained in section 301 of the Agricul-
tural Adjustment Act of 1938, as amended, which provides:
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SEC. 8301. (a) G3ENERAL DEFNTTJOrqS.-For the pur poses of
this title and the declaration of policy-

(1) (A) The "parity price" for any agricultural commod-
ity, as of any date, shall be determined by multiplying the ad-
justed base price of such commodity as of such date by the
parity index as of such date.

(B) The "adjusted base price" of any agricultural com-
modity, as of any date, shall be (i) the average of the prices
received by farmers for such commodity, at such times as the
Secretary may select during each year of the 10-year period
ending on the 31st of December last before such date, or dur-
ing each marketing season beginning in such period if the
Secretary determines use of a calendar year basis to be im-
practicable, divided by (ii) the ratio of the general level of
prices received by farmers for agricultural commodities dur-
ing such period to the general level of prices received by
farmers for agricultural commodities during the period Jan-
uary 1910 to December 1914, inclusive. As used in this sub-
paragraph, the term "prices" shall include wartime subsidy
payments made to producers under programs designed to
maintain maximum prices established under the Emergency
Price Control Act of 1942.

(C) The "parity index," as of any date, shall be the ratio
of (i) the general level of prices for articles and services that
farmers buy, wages paid hired farm labor, interest on farn
indebtedness secured by farm real estate, and taxes on farm
real estate, for the calendar month ending last before such
date to (ii) the general level of such prices, wages, rates, and
taxes during the period January 1910 to December 1914,
inclusive.

(D) The prices and indexes provided for herein, and the
data used in computing them, shall be determined by the Sec-
retary, whose determination shall be final.

(E) Notwithstanding the provisions of subparagraph
(A), the transitional parity price for any agricultural com-
modity, computed as provided in this subparagraph, shall be
used as the parity price for such commodity until such date
after January 1, 1950, as such transitional parity price may
be lower than the parity price, computed as provided in sub-
paragraph (A), for such commodity. The transitional parity
price for any agricultural commodity as of any date shall
be-

(i) its parity price determined in the manner used
prior to the effective date of the Agricultural Act of 1948,
less

(ii) 5 percentiun of the parity price so determined
multiplied by the number of full calendar years (not
counting 1956 in the case of basic agricultural commodi-
ties) which, as of such date, have elapsed after January
1, 1949, in the case of nonbasic agricultural commodities,
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and after January 1, 1955, in the case of the basic agri-
cultural commodities. The Secretary shall make a thor-
ough study of possible methods of improving the parity
formula and report thereon, with specific recommenda-
tions, including drafts of necessary legislation to carry
out such recommendations, to Congress not later than
January 31, 1957.

(F) Notwithstanding the provisions of subparagraphs
(A) and (E), if the parity price for any agricultural com-
modity, computed as provided in subparagraphs (A) and
(E) appears to be seriously out of line with the parity prices
of other agricultural commodities, the Secretary may, and
upon the request of a substantial number of interested pro-
ducers shall, hold public hearings to determine the proper
relationship between the parity price of such commodity and
the parity prices of other agricultural commodities. Within
60 days after commencing such hearing the Secretary shall
complete such hearing, proclaim his findings as to whether the
facts require a revision of the method of computing the parity
price of such commodity, and put into effect any revision so
found to be required.

(G) Notwithstanding the foregoing provisions of this sec-
tion, the parity price for any basic agricultural commodity,
as of any date during the 6-year period beginning January 1,
1950, shall not be less than its parity price computed in the
manner used prior to the enactment of the Agricultural Act
of 1949.

STATUTORY DEFINITIONS OF PARITY INCOME, 1936-57

Parity income was first defined in the Soil Conservation and Domes-
tic Allotment Act of 1936 which declared that the purpose of the act
was the-

reestablishment, at as rapid a rate as the Secretary of Agri-
culture determines to be practicable and in the general public
interest, of the ratio between the purchasing power of the net
income per person on farms and that of the income per person
not on farms that prevailed during the 5-year period August
1909-July 1914, inclusive, as determined from statistics avail-
able in the United States Department of Agriculture, and the
maintenance of such ratio.

The 1936 definition was revised in the Agricultural Adjustment Act
of 1938 which provided that-

"Parity," as applied to income, shall be that per capita net
income of individuals on farms for farming operations that
bears to the per capita net income of individuals not on farms,
the same relation as prevailed during the period from Au-
gust 1909 to July 1914.

Both of these definitions related to income ratios that existed in
the same time period as the base period established for determining
parity prices, the 5 years 1910-14.
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These definitions were replaced in the Agricultural Act of 1918
which defined parity income, effective January 1, 1950, as

"Parity," as applied to income, shall be that gross inrcoie
from agriculture which will provide the farm operator and
his family with a standard of living equivalent to those af-
forded persons dependent upon other gainful occupation.
"Parity," as applied to income from any agricultural com-
modity for any year, shall be that gross income which bears
the same relationship to parity income from agriculture for
such year as the average gross income from such commodity
for the preceding 10 calendar years bears to the average gross
income from agriculture for such 10 calendar years.



ALTERNATIVE PARITY FORMULAS FOR AGRICULTURE

Geoffrey Shepherd, Raymond R. Beneke, and Wayne A. Fuller,
Iowa State College

The present parity price formula provides the parity ratio-that is,
the ratio between the prices received and the prices paid by farmers;
it also provides parity prices for individual farm products.

The parity ratio-the ratio between the prices received and the
prices paid by farmers-is widely used to measure the economic status
of agriculture.' *When the parity ratio is 84, for example, that ratio
is regarded as indicating that the prices received by farmers are too
low; some regard a parity ratio of 84 as indicating that the prices of
farm products are 16 percent too low.

The same sort of opinion is held concerning parity prices for indi-
vidual farm products. WVhen the prices received by farmers for corn
are only 68 percent of the parity price of corn, this is generally believed
to indicate that corn prices are too low; some believe that it indicates
that corn prices are 32 percent too low.

The parity prices for some individual farm products (actually,
certain percentages of parity prices) are used as bases for the price
support operations of the CCC for those products.

How accurate a measure of farmers' economic status does the parity
price ratio and the different parity prices provide? The answer to
this question should throw some light on a second question-how well
do parity prices serve as bases for price supports?

THE PRESENT PARITY PRIcE FOR3MNULA AS A MEASURE OF FARMIERS7

ECONxoMIC STATUS

The present parity price formula is designed to measure parity pur-
chasing power per unit of farm product compared with its purchasing
powver back in 1910-14. But this does not provide a very exact stand-
ard by which to measure farmers' economic status today. There are
several reasons for this.

1. The 1910-14 base period is out of date
The 1910-14 base period, more than 40 years in the past, is getting

less and less representative of present-day conditions, in view of all
the changes in technology and other influences on the supply and
demand for farm products that have taken place since 1910-14.

The modernized formula in the Agricultural Act of 1949 recognized
that the old parity formula perpetuated the relations among the
prices of different farm products that existed in 1910-14, through all
the changes in supply and demand that had taken place since 1910-14.
The modernized formula in the 1948 and 1949 acts shifted the base for

IFor example: "The drop in prices * * * caused the parity ratio-index of relative
farm prosperity-to fall one point e * *" (Des Moines Register, July 28, 1956).
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computing the parity prices of individual farm products from 1910 14
to the most recent 10-year moving average. But it still retained the
;1910-14 base for the prices of farm products as a whole. A more
recent base should more accurately reflect present conditions in agri-
-culture than the old 1910-14 base.

The average parity ratio over the most recent 10 years, 1947-56,
,on the 1910-14 base, figures out at 98.2. This is not far from 100, that
is, not far from the 1910-14 ratio. This most recent 10 years includes
1947, when the parity ratio reached its all-time high, 115; it also
includes more recent years when the ratio was close to its lowest
level since the 1930's. The USDA recommends shifting to the 1947-56
base.

2. The parity index is the same for all farm products.
The present parity index is a single index for the whole United

States. It is based upon the prices of about 350 goods and 3
services (interest, taxes, and wages). The index shows the prices of
goods and services for the average farmer in the United States.

But most actual farmers differ widely from average farmers. Some
of them are cotton farmers, using cotton machinery, fertilizer, and
labor; some are Corn Belt farmers, using corn planters, pickers, and
so forth; some are wheat farmers, using "one-way's" and combines;
some are truck farmers, ranchers, fruitgrowvers, and so forth, each
with his own list of goods and services purchased, differing in kind
:and quantity from that of the others. The parity index-an average
index for the whole United States-does not accurately fit any of
them.

The prices paid for different items in the parity index have risen
at markedly different rates since before World War II. Hired labor
wages have risen to an index of well over 400 (1935-39=100). Ma-
chinery prices have doubled. But fertilizer prices have risen only
50 percent. The combination of resources used in the production of
different farm products has changed in different ways in different
areas. The use of machinery on Southern Piedmont cotton farms ex-
actly doubled from 1935 to 1953, but on Central Northeast dairy farms
it rose only 36 percent. The use of labor declined at different rates
among the different farm areas. Yet the same weights for all types
of farms are used in the parity index. The prices of the different
factors of production change at different rates, so the use of the same
quantity weights for all farm areas, when in fact the quantity weights
change at different rates, means that the single parity index for the
United States as a whole is not an accurate index of the prices paid
in each of the different farming areas. Parity prices for individual
farm products would more accurately reflect the parity purchasing
power of those products if the parity index were computed separately
for each product.

The two changes outlined above would involve no fundamental
change in the parity price formula. They would merely change the
data put into the formula. The formula would still be a prices-
received and prices-paid formula.

Three additional features of the parity formula now need to be
considered. Changing these features would involve making changes
in the formula itself.
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S. The parity formrrla includes the prices received by farmers, but it
does not include the quantities produced

Prices are only one of the elements that determine farmers' economic
status. The other important element is the quantities of the products
concerned. A farmer's economic status would be very low if he got
a high price for his corn, for example, but had only a few bushels to
sell. Economic status is more accurately measured by prices multi-
plied by quantities sold than by prices or quantities alone, much as
the area of a tract of land is much more accurately measured by its
length multiplied by its width than by either length or width alone.

Production per farmer now is more than twice as high as it was
in 1910-14, so parity prices now would bring in more than twice
parity gross income per farmer compared with income in 1910-14.
If production per farmer had declined since 1910-14, parity prices.
now would bring less than parity gross income per farmer.

The parity Formula, therefore, would more accurately reflect
farmers' gross income status if it included quantities produced per-
farmer as well as prices received.
4. The parity indexe reflects prices per unit purchased, not costs

But gross income is only one step closer to a measure of economic
status than prices received. A second step is needed-to deduct costs
from gross income, in order to measure net income.

The present parity index measures only one element in the costs.
incurred by farmers; the index is only an index of prices per unit paid.
by farmers, not an index of costs (i. e., prices times quantities of in-
puts) incurred by farmers. The index of the prices of things farmers.
buy might stand at 100; but, if farmers now buy twice as much ma-
chinery, fertilizer, etc., as they did in 1909-14, they would be paying
out an amount that should be represented by 200, not 100. The index
shows only the prices, not the costs (prices times quantities) of things.
that farmers buy.

The nature of the anomalies that result from ignoring changes in
quantities purchased is illustrated by the increase that has taken place
in the use of fertilizer. The quantity of fertilizer used in the United
States more than tripled from 1940 to 1956. If fertilizer prices had
remained constant, the parity price index would have shown no
change; but farmers in 1953 actually would have paid out more than
three times as much hard cash for fertilizer as they paid in 1940;
per farm, they would have paid out more than four times as much.

The data showing changes in production costs in different types of
farming show directly how these changes in costs differ among them-
selves. The diversity of these changes shows up clearly, even over
so short a period of time as 1947-49 to 1955. On cotton farms in the
southern Piedmont, production costs per unit of production from
1947-49 to 1955 declined 4 percent; the corresponding changes in other
types of farming ranged all the way up to an increase of 49 percent
for winter wheat farms in the southern Plains. The data for these
and other types of farming are shown in table 1.
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TARTL; 1.-Olarnge9 in prnd/lition. cost per farm! or typical farm 8, 19.1"y-4v9 to 1955

Type of farm: Percent change
Cotton farms, southern Piedmont---------------------------------- -4
Dairy farms, Central Northeast…------------------------------------ -4
Hog-beef fattening farms, Corn Belt -------------------------- +12
Tobacco-cotton farms, North Carolina…------------------------ +15
Cattle ranches, northern Plains ----------------------------- +20
Winter wheat farms, southern Plains------------------------------- +49

Source of table: Agricultural Outlook Charts, 1957, USDA, November 1950, pp. 18-19.

The present parity price index could be converted into a parity cost
index by multiplying the price data each year by the quantity data
per farm for the same year. The parity index would then be an index
of costs, not merely an index of prices.
6. Parity income base

The present parity price formula is a prices-received and prices-
paid formula, in which the prices received by farmers in the base
period are multiplied by the current index of prices paid by farmers.
The changes outlined above would convert this formula into an income-
cost formula, in which the gross income received per farm operator
in the base period would be multiplied by the current index of costs
incurred.

But what farmers are really interested in is parity income, not with
their costs in an earlier base period, but with incomes in other occu-
pations now. Measuring this sort of parity would require that the
parity income formula relate net income per farm operator to current
incomes in other occupations.

In the next section, we will consider whether a parity income for-
mula of this kind could be constructed, and whether data are available
to put into it.

CAN A FARMJ PARITY INcoMNE FORMULA BE DEVELOPED?

The first step is to set up as clear cut a definition of parity income
as possible.

"Parity farm income" is defined in the Agricultural Act of 1948
in these words:

Parity, as applied to income, shall be that gross income
from agriculture which will provide the farm operator and
his family with a standard of living equivalent to those af-
forded persons dependent upon other gainful occupations.

It is v erv difficult to measure equivalence of standards of living on
and off farms, and there is some question whether average farm and
average nonfarm standards of living would be expected to be equiv-
alent when both groups are so different and diverse.

The field could be brought into sharper focus by the use of a more
specific definition. To this end, "parity income" could be defined as
"that income which yields returns to resources employed in agricul-
ture equivalent to the returns received by comparable resources en-
gaged in nonagricultural production."
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In order to compute parity returns under this definition it is nec-
essary to obtain detailed farm input and output (cost and income)
data.

The USDA compiles and publishes excellent farm cost and income
data. Tlhese data, however, are for all farms as defined by the census.
In the 1954 census, 30.4 percent of these farms were not commercial
farms at all; they were part-time, residential, and abnormal farms
(institutional, etc.) with an average gross farm income (value of
farm products sold) of only $347. The corresponding figure for the
commercial farms was $7,305. Lumping these two subaverages to-
gether, weighted in each case by the number of farms in the class,
results in an overall average gross income for all farms of $5,188.
This is 29 percent lower than the average gross income of the real
farms, the commercial farms.

Furthermore, the USDA data are published by States and regions
(groups of States) and for the United States as a whole, not by rel-
atively homogeneous economic type of farming areas.

What is needed is data drawn from commercial farms, grouped by
economic type of farming areas, to enable parity income per farm
operator to be computed separately by types of farming areas. Data
of this sort, for commercial farms, by type of farming areas, are
compiled in the ARS, USDA, under the direction of Wylie Goodsell,
who kindlv made the basic detailed tables available to us. These data
are taken from representative samples of commercial farms in the
different areas shown in figure 1.

FIGURE 1
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These data show the actual quantities and prices of inputs (costs)
and the actual quantities and prices of outputs (income). They show
the quantities and prices of the expense items (fertilizer, etc.) directly.
They also show the quantities of capital and labor used. The real
problem in determing parity income arises in the valuation of these
quantities of capital and labor.

RETURNS TO WORKING CAPITAL AND LAND

Under the definition of "parity income" given above, parity returns
to the capital resources used in agriculture would be equivalent to the
returns received by comparable capital used in nonagricultural pro-
cluction.

It is difficult to determine comparable farm and nonfarm capital
situations with respect to risk, stability, etc. Capital is fairly mobile,
however, between the farm and nonfarm sector. Comparable returns
to farm Working capital, therefore, could be approximated by use of
the interest rates for short-term farm loans. These rates are given
in the Goodsell data by years and by areas.

The valuation of the services of land is also troublesome. Farm-
land has few alternative uses, and the prices of farm products are
one of the primary determinants of land values.

One might attempt to value the services of land on the basis of share
rents. However, share rents are used only in certain areas. Al-
though one could obtain the share of the product received by the land,
there are often additional arrangements between the landlord and
tenant. For instance, the landlord may furnish part of the gasoline,
seed, or fertilizer. These arrangemients make it difficult to determine
the actual rent paid for the use of land.

Farmland has few alternative uses, but its ownership is not re-
stricted to farmers. The current value of land represents what the
owner could obtain if he chose to sell it. Accordingly, this value,
multiplied by the corresponding farm mortgage interest rate, can. be
used to approximate parity returns to land.
Return to labor

The monetary return to farm labor 2 can be computed as a residual,
by subtracting the operating costs and return to working capital and
land from the gross farm income.

But determining what the parity returns to farm labor would be
presents a difficult problem. If it were possible to select occupations
in the nonfarm segment which were closely comparable to farming,
parity returns to farm labor and management could be defined as
equal to wages in these occupations. Parity farm income thus could
be computed directly.

But the value of the nonmonetary items also needs to be taken into
account. Farmers consume considerable quantities of home-produced
food, and also occupy a dwelling which may be of different value

2 No distinction Is made here between the management and labor Inputs of the farmoperator. Labor return, as used, Is the return to the operator for his personal services.

531



POLICY FOR COMMERCIAL AGRICULTURE

than that occupied by persons in the rest of the economy. In addi-
tion, there are other reasons why equal monetary incomes could not
be considered equivalent. The city worker may have to drive con-
siderable distances to work, his occupation may require different out-
lays for working clothing, and he may receive more fringe benefits
(the city worker may be protected in case of accident or receive other
indirect benefits). Even if these items could be correctly evaluated,
the problem of evaluating the intangibles associated with different
occupations remains. These range from the freedom of action and
work in the open associated with farming, to the nearness of theaters,
museums, and bars, and the presence of crowds and excitement asso-
ciated with urban employment.

It is difficult to evaluate these items directly. Their value can be
approximated indirectly, however, by observing the actual differences
between the monetary returns to labor in farm and nonfarm occupa-
tions during a representative base period, and using the ratio between
the two as indicating the value placed upon the intangible and un-
measurable items.

This ratio provides only an approximation. It reflects not only the
values placed upon the intangible items, but also the obstacles that
impede free movement off farms-human inertia, lack of full knowl-
edge, cost of moving, lack of training for nonfarm jobs, etc. In
this respect, the parity-income formula is similar to the parity-price
formula; both of them reflect the obstacles that impeded the attain-
ment of actual parity during the base period. Both provide a stand-
ard to measure only how much the relation between farm and non-
farm incomes (or prices received and paid) have changed from the
relation that existed during the based period.

The nonfarm series selected to use in this comparison should be a
series showing only labor and management returns, exclusive of re-
turns from capital resources. It should be a series of wage rates for
work which requires skills similar to those required of farmers, and
which represents opportunities available to those leaving farming.
No series available exactly meets these criteria. Since the farm-labor
return is computed by the use of a ratio, however, all that is needed
is a series that moves in the same manner as a series that would meet
the criteria. The series Yearly Earnings of Employed Workers in
Manufacturing 3 can be used for this purpose.

Once a base period has been selected, the parity farm labor returns
in any individual year can be computed by multiplying the current
nonfarm wage rate by the ratio that existed between the two in the
base period. This is analogous to the current price parity formula
computations, where the prices received by farmers in a base period
are multiplied by the current index of prices paid by farmers.

The parity farm-labor return established in this manner is not an
absolute measure of equivalence. It is simply the labor return which
bears the same relation to nonfarm incomes as existed during the base
period. Hence, parity returns established by use of a base period
relationship merely measure economic status relative to the status
which existed during the base period.

I U. S. Department of Commerce, Bureau of the Census, Statistical Abstract of the
United States, U. S. Government Printing Office, 1931-55.
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A

ArPPRAISA L UF INCOME PARITY FORM:ULA EXPLORATION

Our purpose in this report has been to explore, on an experimental
basis, concepts and methods which could be used for attacking the
problems involved in measuring parity farm incomne.4

It is evident that wve are still a long way short of our goal of measur-
ing fa m parity income accurately. The basic idea, that income is a
more accurate measure of economic status than prices alone, seems
sound. The application, however, is complex and difficult. At several
stages, approxiimations have to be used. We have not been able todevelop procedures to measure parity farm income directly. WTe can
only measure how muLIch the relation between farm and nonfarm in-comes have changed from the relation that existed during an earlier
base period, as the parity-price formula does with respect to prices.
Farm incomie from nonfarm sources is not included, and the range of
farm incomes covered by the term "farm income" is still wide, even
though the farners whose incomes are considered are limited to com-
mercial farmers and separated into different producing areas.

I'lie formula outlined so far, therefore, is only an early experi-
mental model. It is still in the laboratory stage. It would only pro-
vide approximations. The procedures are too complicated, and in-
volve too muLIch judgment, to be put to practical use at this early stage.
Even the experts disagree in some of these matters of judgment.
Further discussion and experimentation will need to be conducted
over a considerable period of time before simple, objective, and gen-
erally acceptable procedures can be worked o0 t.

We are far short of the goal of our exploration i, but we believe that
we are exploring in the right direction. We are proceeding to try
out the procedures for several different types of farming areas, to
see howv they wvork out. Our goal is to obtain results eventually which
woould be accurate enough to use as bases for farm policy. We areworking with farm income, because we believe that the level of farm
income is a more fundamental problem than farm prices alone, andthat programs are needed to deal more directly with farm incomes.
The first step in dealing with a problem is to establish as accurate
measures of the variables involved as possible. That is why it seems
important to Us to try to develop as accurate measures of farm in-
comes as possible, and determine howl far these farm incomes are
out of line with the goals of farm policy.

'The definitions and procedures outlined above arise from some research which we havebeen conducting at Iowa State College as part of an interregional agricultural policyproject, IRM-1. The conclusions are those of the authors.
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PROGRAMS TO EXPAND DOMESTIC DEMAND OR TO
UTILIZE FOREIGN OUTLETS FOR FARM PRODUCTS

FOOD CONSUMPTION SUBSIDIES FOR LOW-INCOME
FAMILIES

Vernon L. Sorenson, Michigan State University

INTRODUCTION

Income and consumption programs in one from or another have
been a part of the policy framework for commercial agriculture since
the early 1930's. To many analysts, the expansion of demand for
farm products represents an obvious and important part of the solu-
tion to the farm problem. Others tend to minimize the potential
value of expanding food utilization and concentrate attention on
the problem of output adjustment. These divergent viewpoints do
not appear to arise from differences of opinion as to what is good
or what is bad public policy but, rather, from the more pragmatic
consideration of what will and what will not work to relieve the farm
price and income problem. This paper will not attempt to adjudicate
these differences. It will be limited to evaluation of food subsidies
for low-income families in the hope that this will contribute to a
clearer understanding of the place which this form of demand expan-
sion can have in the public-policy framework.

I will accept two assertions at the outset. It seems reasonable to
assume (1) that consumer-subsidy programs can increase the use of
food," and (2) that, if these programs are undertaken independent
of production control, agricultural output will increase sufficiently
to largely eliminate the price effect of the increase in demand.

With these overall assertions in mind, this discussion will concen-
trate on the questions of (1) the objective or objectives which can
be used in establishing consumer-subsidy programs, (2) the kinds
of adjustments which will occur as income is improved at lower levels,
and (3) the kinds of programs that can be used to improve consump-
tion and the problems that will be encountered in their use.

A BRIEF BACKGROUNTD

Though no attempt will be made to comprehensively evaluate the
background and development of present attitudes toward Federal
food subsidies, a few points need to be emphasized. Historically,

X Some analytical basis Is provided for this assumption In The Challenge of Undercon-sumption, address by Milo Perkins, then president of FSCC, at the Fourth Annual NationalFaim Institute, Des Moines, Iowa, February 24, 1940, and An Analysis of Food StampPlans, USDA supplemental report transmitted to the President of the Senate and theSpeaker of the House of Representatives, January 3, 1957.
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food-consumption programs received their major stimulus from the
coexistence of agricultural surpluses and millions of unemployed and
undernourished consumers during the 1930's. Though some of the
first efforts by the Federal Government to distribute food arose en-
tirely from a concern with farm surpluses, there was an early mating
of humanitarian concern for millions of unemployed, low-income
people who were unable to buy adequate food, and the problem of
finding outlets for surplus farm products.

A survey by the Bureau of Labor Statistics and the Bureau of
Home Economics in collaboration with the National Resources Com-
mittee showed that in 1935-36 the lowest income class amongst Ameri-
can consumers, with an average family income of only $328 per year,
spent only slightly more than $1 per person per week for food. No
less than one-third of the population had diets which were classified
as inadequate. In these circumstances, the need for action seemed
acute. The problem had passed beyond the ability of local govern-
ments and some kind of Federal aid was needed.

In addition to food contributions through welfare and relief agen-
cies, two major programs were introduced. These were the school-
lunch program inaugurated in 1933 and greatly expanded in 1939,
and the food-stamp plan which went into effect on May 16, 1939.
Each of these programs initially had the dual objective of improving
nutrition and reducing farm surpluses. Federal contributions to the
school-lunch program came entirely from surplus stocks. Stamps
which were used to buy food over and above predetermined normal
family expenditures could be used only to purchase commodities desig-
nated as surplus by the Secretary of Agriculture. 2

The situation which presents itself today is vastly different from
that which existed when these programs were initiated. Unemploy-
ment is not widespread or persistent. Estimates based on the 1955
survey of household food consumption indicate that not over 10 percent
of the population have diets which are poor by standards used in the
1935-36 survey.3

Though the major reason for this difference is the generally im-
proved real-income position of consumers, part of the reason for
better diets is that Federal programs are still in existence as an out-
growth of the activity in the 1930's. During the fiscal year 1956,
commodities valued at $91 million were made available to needy per-
sons through the United States Department of Agriculture's family-
distribution program. During the largest month of operation, 3.5
-million individuals in 38 States received surplus food. This program
supplements relief and welfare work by local and State agencies. The
combined effect of all direct welfare programs on food consumption is
dlifficult to determine, but is of considerable importance at very low
income levels.

The school-lunch program has expanded rapidly during recent
years, and currently benefits approximately 27 percent of the pupils
enrolled in elementary and secondary schools (table 1).

2 The school-lunch program has since been released from the Initial emphasis on surplus
disposal and food subsidies to the very poor. Free funds are available, and lunches are
served to all students regardless of family-income position.

a Dietary Levels of Households In the United States, Household Food Consumption
Survey, 1955, Rept. No. 6. p. 1.
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TABLE l.-7V7ationi.7 s.hoo!.l7inch. prngram, tonta einpendituror bh sources, 1.f7-.57,
and proportion of eligible students participating

[In millions of dollars]

State and Percent of
Fiscal yeai Children's loeal con- Federalcon- eligible stu-

payments tributtons tributions dents par-
ticilpating I

1 1754.------------------112.5 38. 2 SO. 4 18.919 5 0 177.3 70. 5 119.8 21. 1
1953 - 275.9 103. 5 133. 7 25. 2
1956 -377. 2 137. 8 181.9 27. 5
1957 -415.0 147.0 230. 5 27. 4

I Excludes number of children participating in the type C meal, milk only.
Source: The National School Lunch Program, A Statistical Review of Progress, 1947-57, USDA AMS,

August 1957.

Federal contributions now exceed $230 million annually. However,
since lunches are available to all children regardless of family income
this program is not strictly a subsidy program for low-income families.

NUTRITION AND FOOD SUBSIDIES
The emphasis on the relation between income levels and nutrition

in development of past programs raises the question of what potential
exists at the present time for increasing food consumption based on
nutritional considerations. It must be recognized that the level of
nutritional sufficiency obtained by consumers is not necessarily di-
rectly associated with income. A recent study undertaken at Michigan
State University based on consumer panel data indicates that some
consumers at all income levels use less than the recommended amounts
of some nutrients.' This same conclusion is evident from the 1955
survey of household food consumption. Table 2 includes data from
this study which shows the proportion of families at different income
levels where the quantity of food brought into the home for family
consumption during a week in April-June 1955 did not equal recom-
mended dietary allowances. Adequacy is established by comparing
the amount of food brought into the home for consumption, with the
standards or recommended dietary allowances established by the Food
and Nutrition Board of. the National Research Council.
TABLE 2.-Percentage of households using food at home in week of April-June

1955, that did not furnish recommended amounts of 8 nutrients, housekeeping
households of 1 or more persons, by income, all consumers'

Income class Protein Calcium Iron Vitamin Thia- Ribo- Niacin Ascorbic
A mine flavin acid

S0 to $999 ------- 23 37 15 36 17 32 17 51
91,1510 to $1,909---- 15 41 16 30 19 30 13 41$2,000 to $2,999 - 10 34 10 18 16 25 9 30
$3,000 toS$3.999 - --- 6 31 9 18 16 17 6 26
$4,OO0 t~o SS43;9999 - 3 25 7 12 13 15 4 21
$3,000to$ S,999 3 23 6 11 16 12 4 19
$6,000 to $7,999 4 23 9 11 17 14 5 16
S8,000 to S9,999 ------ 4 26 7 10 18 15 3 13
510,000 and over 1 17 6 5 14 12 2 8

lPercentages are computed on a nutrition unit basis thereby allowing for differences in family composi-
tion.

Source: Dietary Levels of Households in the United States, Household Food Consumptlon Survey
Report No. 6, table 12.

, Margaret A. Ohlson, Louise Kelley, and G. G. Quackenbush, The Nutritional Value of
Food Purchased in 1953 by 146 Urban Families, Michigan State University Technical
Bulletin 258, July 1958.
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The fact that food intake does not measure up to these standards
does not prove that families are poorly fed or suffering from malnutri-
tion. The recommended allowances are subject to a considerable
margin of error when applied to individuals and also provide a sub-
stantial margin of safety over the minimum needs of an "average"
person. What the figures in table 2 do show is that when measured
by nutritional standards the problem of food consumption cannot be
easily dealt with by assuming that poor nutrition occurs only where
income levels do not permit adequate food purchases. This does not
mean that there are no families or individuals eating nutritiously poor
diets because their income is too low to buy better food, but only that
nutrition by itself is an inadequate basis for developing a subsidy
program. Subsidies will not improve the diets of those people where
poor nutrition is due to preference, ignorance, custom, or some other
reason.

A recent USDA estimate indicates the possible magnitude of a sub-
sidy program which combines poor nutrition and income as a guide in
establishing eligibility for participation. If a program is restricted
to persons and families who now receive some form of Federal, State,
or local welfare assistance it is estimated that 6 million persons could be
included. The total potential cost of direct food supplements to these
persons through a food stamp plan would approximate $600 million.6
This is an expenditure equal to no more than two-thirds of 1 percent
of present retail food sales.

Since it is only in this very low income group that insufficient buying
power prevents the purchase of "adequate" diets one conclusion seems
to stand out clearly. Compared with the 1930's, the potential for
increasing food consumption through a program designed to relieve
nutritional inadequancies caused by income restrictions is limited. A
broad-scale Federal program with this objective could be effective in
moving substantial quantities of food into consumption only if a large
number of people were unemployed and could not purchase adequate
diets. This implies a period of general economic depression, a con-
dition which very few forecasters foresee at the present time. Under
present circumstances a nutrition program for the poor will not move
many surplus commodities.

A WELFARE CRITERION

What then does provide a basis for expanding domestic food con-
sumption? I would suggest that any program to be successful must
be formulated within the broader framework of the total welfare of
consumers as related to diets. This idea rests basically on the hypoth-
esis that what people want when making food buying decisions is
not commodities but satisfying eating experiences. Food, though ful-
filling the basic need of nutrition, also serves an aesthetic value which
strongly influences buying decisions. The American consumer likes
a varied and satisfying diet and it is the prospect of more completely
fulfilling the desire for variety and aesthetic satisfaction that presents
the only realistic possibility for expanding the overall ,demand for
farm products.

O op. cit., An Analysis of Food Stamp Plans.
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If this objective is accepted, it follows that consumers must be fzee
to make their own decisions as to which foods they will consume.
Restrictive programs which attempt to force materially greater con-
sumption of specific kinds of food than would otherwise be used would
not be compatible with the welfare goal, nor effective for any extended
period of time.

Though income by no means provides a complete explanation of
consumption patterns, it is an important restricting factor on dietary
adequacy when diets are measured in terms of quality as well as quan-
tity. In general as incomes increase American consumers use larger
quantities of animal products and fruits and vegetables. Consump-
tion of grain products and sweets and sugars declines while consump-
tion of fats and oils tends to remain relatively constant at all income
levels.

The questions which arise are what significance do these changes
have in terms of total food expenditures and how is the utilization of
different classes of foods affected by income changes? The data in
tables 3 and 4 provide some insight into these questions.

Table 3 shows the change in purchases of major classes of food if
the consumption level of lower income groups is raised to successively
higher minimum levels. Column 1 shows, for example, that if the
consumption of all persons and families with incomes below $1,000 is
raised to the level attained by persons and families in the income class
$1,000 to $1,999, total United States purchases of bakery products and
milk will increase 2.1 percent, purchases of flour and cereal products
on the other hand will decreaseby 4.5 percent. Column 4 shows what
changes will occur in the purchases of these and other commodity
groups if the consumption level of all persons and families with
incomes from 0 to $3,999 is raised to the levels attained in the income
class $4,000 to $4,999.
TABLE 3.-Potential percentage changes in purchases of major food commodities

if minimum consumption is raised to successively higher level-All consumers,
1955

Income groups subsidized (in dollars)-

Food groups
Under 1,000 Under 2,000 Under 3.000 Under 4,000

to 1,000- to 2,000- to 3,000- to 4,000-
1,999 level 2,999 level 3,999 level 4,999 level

Bakery products- 2.1 5. 0 10.0 29.8
Milk -2.1 7.0 11.8 18.0
Fruits and vegetables (fresh, frozen, canned

uines-------------------- 2.1 5. 4 6. 7 11. 7
Meat, poultry, fish and eggs- 2.3 5. 6 7.4 11.3
Fats and oils ----------- .3 1.0 1.6 1.0
Sugarsandsweets -. 3 -1.4 -2.1 -5.7
Flour and eereal products -- 4. 6 -10.0 -18. 7 -25. 7
Dried fruits and vegetables -- 1.5 -5. 2 -19.9 -29.4

These are preliminary estimates computed from the 1955 survey of household food
consumption as part of a research project underway at the University of Minnesota en-
titled, "An Economic Analysis of Demand Expansion Programs and Policies for Food Inthe United States." This Is a subproject of an Interreglonal project-IRM-1. These data
were made available In advance by Mr. John M. Wetmore and Prof. Willard W. Cochrane
but are soon to be published In Minnesota Farm Business Notes.

Table 4 provides estimates of the number of consumers who would
be involved and the aggregate value of additional food expenditures
that would be required if minimum consumption levels were raised to
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successively higher planes. Also shown is an estimate of the income
supplements which would be required to raise minimum incomes to
successively higher levels.

TABLE 4.-E8timated free income supplements and value of food purchases re-
quired to raise minimum inconze and consumption to successively higher levels,
1955

Number of con-
Income category representing minimum siners whose Additional Free i come

m fi level of consumption consumption value of food- supplement
would busup- consumptionI

plemented

Millions of M1illions of
Millions dollars dollars

$1,000- $1 999 - 10. 76 386 3,637
$2 00-$2,999 -2. 73 1,447 11, 143
$3, $999 -45.31 2,625 22, 119
$4,000-$4,999 -68. 28 4,862 41, 701

I The data on additional retail value of food consumption have a very slight upward bias because nonfarm
consumption rates are applied to the total population. However, since the urban and rural nonfarm comn-

nents predominate so heavily and because consumption patterns on farms do not differ drastically this
iase would appear to be negligible.
Source: Computed from data in the 1955 survey of household food consumption and U. S. Department

of Commerce current population reports, 1955.

The potentials shown in these tables should not be viewed as realistic
program goals. They are useful largely for their value in disclosing
relative magnitudes as they relate to adjustments between commodities
and to provide an idea of the overall limitations of subsidy programs
on total food consumption.

The estimates of additional food expenditures shown in table 4 are
based on prices which prevailed during the period of April-June of
1955. If these potentials could be obtained, the total retail value of
additional food purchased for domestic consumption would be about
0.8,2.5, 5.3, and 9.7 percent, respectively.

Because of the complication of quantity conversion factors between
the retail and farm levels and the changing composition of diets which
would occur, these retail value increases cannot easily be converted
directly into increased income to different classes of producers. A
rough estimate, however, would indicate that the total transfer to
farmers would range from about $150 million with a minimum pro-
gram to nearly $2 billion if food expenditures of all lower income
groups is raised to the level enjoyed by families in the income range
of $4,000 to $4,999. If the increased consumption were obtained with-
out major or permanent shifts in the relative price levels of different
food groups a redistribution in the returns which farmers receive from
the market would occur roughly in accordance with the increases and
decreases shown in table 1. Substantial benefits would go to livestock
producers, dairy farmers, fruit and vegetable growers, and poultry
producers. Since the decline in consumption of flour, and cereal prod-
ucts more than offsets the quantity of grain used in bakery products
the return to food-grain producers would tend to decline.7 Secondary
benefits would accrue to feed-grain producers because of the generally
expanded use of livestock products.

7 This conclusion Is true, of course, only to the extent that price supports permit
flexibility in the market.
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Two general qualifications which must be added to this picture at
the outset are: (1) the effect which changes in product prices will
have, and (2) the effect of differentials in the share of the consumller's
dollar received by different classes of producers. The share of the
consumer's food dollar received by farmers for different commodities
varies as widely as from above two-thirds to a low of 12 to 15 percent.
These4nereasing commodities from -which farmers receive a high pro-
portion of the consumer's dollar are poultry products, dairy products,
and iiieats. Low-return commodities where expanded' consumption
would result, include most fruits and vegetables and bakery products.
These differences will to an extent distort the apparent distribution
of benefits to farmers shown in table 1.

Price changes will influence both the overall quantity of food taken
and cause shifts in the relative amounts taken of di fferent commodities.

Even in the absense of production controls these changes would be
of some importance since temporary price rises would likely occur
particularly for some commodities. However, with recent normal
annual increases of 2 to 3 percent in total farm output this effect would
probably be short lived. Given time and freedom to adjust it is a
near certainty that output expansion would force prices to a level at
or below 1955 levels (assuming that general price levels remain con-
stant). Farm prices in 1955 were, of course, maintained in part by
price-support activity.

The more interesting question which arises is that of the effect con-
sumer subsidy programs will have if production controls are used
to permanently maintain a higher general level for farm prices or
to change the relationship between prices for specific farm commodi-
ties. If this were done, the magnitudes shown in tables 3 and 4 may
have little relevance. Increased prices would affect the additional
amount of food that low-income consumers could obtain with any
given income supplement and would influence the buying decisions
of those consumers not participating in the program. Estimates of
the variation in total food consumption with independent shifts in
food prices range widely from those which conclude that a 10-percent
change in prices will result in a 2- to 3-percent opposite change in the
quantity taken to those which show that a 10-percent change in price
will result in upward of a 6-percent shift in consumption." These
measurements are made at the retail level. It is probable that the
lower values more closely apply to upper income groups and that
higher values more closely apply at lower income levels. Persons
with low incomes probably will increase or decrease purchases more
in response to price changes than those with higher incomes.

This price effect would differ between commodities. The change in
consumption of all meat, for example, is normally rather great. Most
estimates indicate that a change in price of 10 percent will result in a
6- to 10-percent or even larger opposite change in the quantity con-
sumed. The change is even greater for all manufactured dairy prod-
ucts. Estimates indicate approximately a 15- to 20-percent change in
consumption with each 10-percent change in price. For milk alone,
on the other hand, the relative change in consumption is much less.

" Of 15 retail price elasticities for all food summarized in Price Elasticities of Demandfor Nondurable woods, With Emphasis on Food, by Richard J. Foote. AMS-96, 5 are be-tween -. 2 and -. 3; 8 are between -. 8 and -. 4 1 Is -.41; 3 are between -. 50 and-. 60; and 8 are above -. 60.
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Estimates on most other commodities are either limited or not avail-
able at all. In general, it can be assumed, however, that changes in
consumption relative to price changes will be greatest for those foods
which represent a substantial portion of the housewife's budget and
are considered luxury items in the diet.

If production controls are used in conjunction with subsidy pro-
grams in an effort to increase farm price levels, the problem of pro-
jecting the changes that will occur in consumption of specific com-
modities becomes greatly compounded. The net impact on consump-
tion will depend on the combined effect which subsidies provided to
lower income groups have on their food buying decisions and the
extent to which price changes influence the buying decisions of both
subsidized and nonsubsidized consumers.

CAN PROGRAMS BE DEVISED

The most frequently suggested procedure for providing food sub-
sidies is one which will require individuals participating in the pro-
gram to exchange a certain proportion of their income for stamps
with value in a grocery store equivalent to a given diet. The propor-
tion of the family income required to obtain the stamps would be
graduated to insure that at some level the money required to pay for
stamps would equal the value of food which the stamps would pur-
chase. To my knowledge, only one specific estimate has been made
which attempts to separate out the actual number of participants who
might qualify for an extensive program of this type. This is pro-
vided by the USDA for a program designed to supplement the food-
purchasing power of all families and individuals unable to buy the
UJSDA low-cost basic food allotment with 40 percent of their income.9
Using the distribution of money incomes in 1955, it was estimated
that potential participation could total up to 25 million persons and
that such a program (allowing for certain leakages) would cost ap-
proximately $2.5 billion. An important restrictive feature encom-
passed in this estimate is that participation is based on the low-cost
diet developed by the Department of Agriculture. If this restric-
tion is released to permit even further upgrading of diets, larger num-
bers of consumers could be included in the program.

Table 4 above shows the number of consumers in different income
categories during 1955. After adjusting for the number of 1-member
families the per capita income of about 68 million people was below
$1,000 during that year. The number probably has not changed mate-
rially since then. The potential participation in a program designed
to, cove i these income levels is, however, something less than this
number. Not all individuals in these lower-income groups would be
eligible to participate in a subsidy program. The ability of some
persons to enjoy high-level diets from liquidation of assets even
though actual income is low has not been recognized. Further the
administrative problem of attempting to reach all consumers who
are eligible and willing to accept subsidies is too great to expect full
participation..

Whatever the potential magnitude of a program after factors of
the kind enumerated above have been allowed for another important

*Op. cit., An Analysis of Food Stamp Plans. ,. .:. -.. :..a,.
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element prevents developing a direct statement of the amount ofadditional food consumption which would result from any projected
programll. Eveit if a program were adopted which permitted free
selection of food, the problem associated with free choice by consumers
in reaching consumption decisions is not completely solved.

Adeqtacy of food or improvement of diets is not given full priority
over othei! wants even at low-income levels. Wlhat people seek is abalanced' consumption pattern. Though the food component tends
to be relatively higher at low incomes and relatively lower at higher
incomes, the competition of wants for housing, clothing, entertain-
ment, and other things is keenly felt by all groups. As incomes
increase the adequacy of diets tends to increase. So also does ade-quacy of housing, clothing, entertainment, and other wants. Thereis a question as to the success which can be attained with a program
for low-income people where emphasis is entirely on one segment ofthe budget. There are probably few, if any, families where the total
amount of even a small subsidy would be spent for food provided
complete freedom of choice is permitted in spending.

lEven where freedom of choice is not intended-as where food stamps
are distributed-subsidized consumers will seek ways of diverting part
of the subsidy to purchases other than food. Consumers' wants prob-ablv are well enough defined to result in some leakage of this kind
in a program which attempts to force the use a disproportionate share
of total income on food regardless of the form in which income is
supplemnented.10

Thbugh I am aware of no estimates which will permit pinpointing
the relationship for specific lower-income classes, estimates for the
average of all consumers tend to indicate that for each 10 percent
increase in income about a 3-percent increase will take place in expendi-
tures for food.'1 Any effort to change this pattern will at best be only
partially successful.

This means that in order to get any projected increase in expendi-
ture on food, Government subsidies and hence the taxes required to
provide them would have to exceed the additional value of food con-
sumed. The importance of this kind of leakage would depend on the
policy which is chosen and the success of administrators in carrying
out the objectives of the program. At one extreme free-income sup-plements can avoid the problems of enforced compliance, but would
involve large Government outlays to attain a small increase in food
consumption. At the other extreme direct physical distribution offood could probably be accomplished with the least diversion of Gov-
ernment outlays. Between these two extremes the distribution ofstamps or coupons would provide consumers with purchasing power
which probably would be used in part to satisfy nonfood wants. The
extent to which such diversion could be prevented through regulation
cannot be easily evaluated in advance. At best it would be a problem
of major importance.'2

10 Even direct food allotments could be converted Into cash and used for other purposet" See Foote. Richard J., op. cit. Of 12 retail level income elasticities for all foods pre-sented In this publication. 10 fell within a range of 0.24 to 0.37. If elasticities werecomputed at different income levels rather than as averages of all Income levels. It Isprobable that elasticities would be greater at lower Incomes and less at higher Incomes." The diversion problem arose even during the limited operation of the food-stamp planfrom 1939 to 1942. See the address of Perkins, op. cit.



POLICY FOR COMMERCIAL AGRICULTURE:

SUMMARY AND CONCLUSIONS

Returning now to the assertions which were stated at the outset of
this discussion, I think it can be accepted that food subsidy programs,
if vigorously pursued, can succeed m increasing food consauption.
However, considering leakages. which would occur, large num.bers of
individuals would have to be included and substantial outlays of funds
would be required to attain an adjustment of even 5 percent. But
since recent increases in food requirements, due largely to population

rowth, have been, roughly, 2 to 3 percent per year, this could not
be viewed as a spectacular change.

Though some upward pressure would be exerted on farm prices
during the expansion phases, it must be accepted that consumer sub-
sidy programs by themselves can have only a short-run impact on the
farm price problem. American agriculture has shown an ability to
expand output at a rate in excess of increase in food needs, except
under unusual conditions such as those which occurred during and
immediately following World War II. Rapid increases in output
have occurred whenever price incentives have been adequate.

One important immediate effect of subsidy programs, if undertaken
on the welfare basis suggested here, would be to cause a substantial
consumption adjustment between commodities. Because of the effect
this would have on relative price levels at the farm, some adjustment
would occur in the use of agricultural resources. More resources
would be allocated to production of animal products and fruits and
vegetables and fewer to food grains. The benefits to farmers would
be distributed unequally. Higher-level food consumption means
reduced income to some groups, although the total return to agricul-
ture will increase.

A major question which must be raised is: What specific program
will provide the greatest benefit at the least cost to taxpayers. C-on-
sumers generally will resist using an excessively high proportion of
their budget on food. It is likely, therefore, that the increase in value
of food consumed under -any program will be less than the amount
of funds committed to the program.

If subsidies are valid in their own right from the viewpoint of con-
sumer welfare, they can assist in expanding the demand and consamp.-
tion of farm products. This does not, however, mean that programs
to adjust agricultural production will no longer be needed. The
problem of explaining and adjusting the growth of agricultural out-
put will be temporarily mitigated but not resolved. The major task
in farm policy will continue to be finding ways of adjusting output
to a level and rate of increase which will provide farmers with a satis-
fa6tory return from the market.
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THE RELATIVE MERITS OF DOMESTIC PARITY AND
OTHER PROGRAMS TO EXPAND MAARKETS AND
STABILIZE FARM INCOME

Joseph Parker, The National Grange

The National Grange commends the Subcommittee on Agricultural
Policy of the Joint Economic Committee for its efforts toward bring-
ing about a better understanding of the present farm muddle and of
the alternatives available for dealing with it.

We seem to be able to develop the technical ability to build atom
bombs and intercontinental missiles, devices which stagger man's
imagination, but apparently we have not had the economic and politi-
cal ability to develop farm programs which will give to farm products
a substantial part of the price stability and bargaining pover enjoyed
by other products and services in our economy.

Everything of importance which has been undertaken during the
past several years to stabilize farm income at some reasonable level
seems to consist of emergency patchwork type of legislation or tempo-
rary administrative action. No agreement has been reached on new
long-run policies adapted to the fundamental problems of a given
commodity. There is, however, an increasing recognition of the fact
that the flexible price-support policies adopted in 1954 are not ade-
quate to meet the problems of our principal export crops. The pro-
duction control features of the Soil Bank Act involve tremendous
cost, are only temporary measures, and are not bringing about the
reduction which was hoped for.

Throughout the period since the close of World *War II, the Na-
tional Grange has urged adoption of the domestic-parity concept as
the foundation upon which to build long-run agricultural programs
for our basic export crops. This concept applicable to rice was incor-
porated into law as a part of the Agricultural Act of 1956, but it is
discretionary with the Secretary of Agriculture whether it shall be
put into action. A domestic-parity plan for wheat, similar to that
for rice, except that the plan would have gone into operation on a
favorable vote of the producers of wheat, was included in the 1956
agricultural bill which was vetoed by the President.

Although there is increasingly greater agreement among Members
of Congress, farm leaders, agricultural economists, and farmers that
the present price-support programs are inadequate to meet the cur-
rent need of our export crops, agreement ends there. More and more
attention, however, is being focused upon a commodity-by-commod-
ity and domestic-parity approach recommended by the National
Grange.

The Grange, therefore, welcomes the opportunity to participate in
this panel study.
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In order to keep our consideration of the Grange position reason-
ably specific, I shall discuss the domestic-parity concept, often, but
inaccurately, referred to as the two-price or multiple-price plan, as it
applies to wheat. To understand fully the advantages of the domestic-
parity program, one needs but to compare it with the present support
program or other alternatives which are currently being proposed.

PRESENT WHEAT PROGRAM INEFFECTIVE

There can no longer be any reasonable doubt of the failure of the
present program to meet the needs of wheatgrowvers. It is ineffec-
tive, wasteful, and detrimental to wheat producers. It adversely
affects producers of corn and livestock as well as agriculture as a
whole. It restricts market opportunities, and it is incompatible with
an agricultural policy aimed at greater freedom from Government
controls and increased reliance on individual initiative and private
enterprise.

The so-called high rigid leve] of support is directed toward the
objective of reducing supplies to a level at which they can be moved
into consumption at 90 percent of parity. Such a program com-
pletely ignores and fails to recognize that potential market outlets for
wheat at this price level are limited to domestic uses for food. When
this level of support is applied to total production, it immediately
prices American wheat out of all other markets, including the world
market. It would result in a complete loss of our export market if
heavy export subsidies were not made available by the Congress.

The flexible support program under the Agricultural Act of 1954,
which establishes price support within a range of 75 to 90 percent of
parity depending upon the level of supply, is predicated on the validity
of the proposition that needed adjustments in supplies can best be
effectuated through price adjustments rather than through production
adjustment programs. This theory may have applicability to crops
where demand is responsive to price, but price support level adjust-
ments can not be relied upon for all agricultural crops to bring about
needed adjustments between supplies and markets.

Wheat is a notable example. Consumption of wheat is practically
unaffected by price, except at price levels where it can be fed to live-
stock or sold into the export markets. Under present legislation
which limits flexibility of support levels to a range from 90 percent
down to 75 percent of parity, wheat producers have no access to the
markets in which consumption can be increased through lower prices.
Thus, the application of flexible price supports to wheat means noth-
ing but reduced income to wheat farmers. Consumption will not be
increased. New markets will not be established. Wheat producers
will continue to be denied the right to compete in the export trade,
which, instead, will continue to be carried on by a Government oper-
ated, subsidized, two-price system at the expense of the general tax-
payer. Surpluses over and above domestic food requirements and
subsidized export outlets will be unloaded upon the Government for
indefinite storage, spoilage, or eventual disposal into wasteful uses.

Programs operated under present legislation must be unqualifiedly
rejected upon the grounds that they aggravate rather than alleviate
the problems of declining prices and declining income facing wheat
producers, now and in the years to come. Instead of correcting the
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imbalance between wheat supplies and mparkets and the resulting
hardships to wheat producers, the continued operation of the pres-
ent flexible price support program will only serve to further reduce
p rices nd income to wheat producers on top of the losses which they
have already suffered from the drastic curtailment in volume of pro-

duction and the progressive lowering of support levels.
Despite the stringent acreage and marketing controls imposed upon

wheat producers since 1954, reducing wheat acreage 23 million acres
or about 30 percent, wheat supplies have continued to pile up. Stren-
uous efforts through temporary programs under the Agricultural
Trade Development and Assistance Act, the Mutual Security Act,
and the Soil Bank Act, with a big assist from the drought, managed to
cut carryover of wheat as of July 1,1957, only 130 million bushels, to
about 905 million bushels from 1,033 million bushels a year earlier.
Unless there is a major crop failure little further reduction is ex-
pected in the year ahead, because less participation is expected in the
soil-bank program since payments per farm have been limited and
prospects for crop production were better at seeding time.

Perhaps the clearest evidence of the failure of the flexible support
program under the Agricultural Act of 1954 is the proposal that the
Secretary of Agriculture have authority to set price supports on
wheat (and other commodities) at any level between 0 and 90 per-
cent of parity which in his discretion would encourage all current
production to move into use through private marketing channels.

If price supports were lowered to such levels as to permit all cur-
rent production to move through commercial markets, net farm in-
come, it is estimated, would decline about 20 to 25 percent from cur-
rent levels. There is little doubt that if wheat price supports were
lowered to such a level, wheat prices would fall to about domestic feed
grain price levels. A report of the Department of Agriculture to the
Senate Committee on Agriculture during the last session of Con-
gress indicates that feed grain supports would have to be lowered to
60 percent of parity to prevent further accumulation and achieve
some reduction in stocks. This would indicate a need to lower wheat
price supports to about 50 percent of parity to obviate the need for
Government export subsidies and to eliminate the danger of accumu-
lation of surpluses in the hands of the Government. A drop in the
support price to this level without an increase in acreage allotments
would result in a decline in the farm value of the wheat crop to
about $1,200 million. This is only one-half the value of the crop
in recent years and only about one-third of its 1947 value.

Such a reduction in farm values would surely spell disaster not
only to farmers but to our national economy.

So long as we pursue the policy of fixing prices as we do under the
present wheat support program, we will be caught on the horns of a
dilemma. We will either have to fix prices so high as to price wheat
out of many of its natural markets and make the Government itself
the principal market, or we will have to fix prices low enough to per-
mit entry of wheat into the feed and export markets of the world. If
the first course is followed. massive subsidization of exports will have
to remain a permanent feature of the program. This will also re-
quire extensive involvement of Government into the business of buy-
ing, storing, and merchandising of wheat in competition and inter-

!)T226-57--36
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ference with the marketing functions of the private trade. This
involvement has already reached such great proportions as to challenge
the very principle of freedom. of private enterprise. If the latter
course is followed, wheat farmers will be compelled to sacrifice a fair
return on that portion of the crop which is used domestically for food
in order that they might have. access to the world markets.

The Soil Bank Act, which is designed to deal with the problem
of accumulated surpluses and to reduce surplus stocks by making
payments to farmers for reducing the acreage below the allotments
established and liquidating surplus stocks by the equivalent of the
production reduction so effected, has undoubtedly helped to hold crop
production in 1957 a little below what it was in 1956. But, even if
the plan should be effective over a period of years in reducing sur-
pluses to more normal proportions, it would contribute nothing to-
ward the solution of the problem of shrinking markets, declining
prices, and declining income to wheat producers unless the payments
made to producers assumed such magnitude as virtually to amount to
large scale compensation of wheat farmers for relinquishing their basic
right to produce-a course of action not acceptable to wheat f arm-
ers-a course of action not likely to be long tolerated by the pub-
lic-and a course of action clearly incapable in assisting to raise
farm income.

Although no one should attempt to minimize the problem of sur-
pluses, neither should we permit the surplus problem to stand in the
way of the adoption of new and improved programs which will attack
the problem at its source. It should also, -we believe, be stated and
restated that the Government itself rather than the farmer is largely
responsible for the surpluses that have been amassed. Producers,
especially wheat producers, have no voice in developing production
and price policies which are solely determined by the Government.
If the Government, as it did, tells wheat farmers for 3 successive years
that the market outlook for wheat is such that the requirements of
law to impose acreage allotments and, if necessary, marketing quotas
can be dispensed with and high level rigid price support can be had
for unlimited production, then farmers cannot be blamed for re-
sponding to such Government guidance and for the disastrous conse-
quences of such action. The soil-bank program is recognition in part
of the fact that farmers cannot justly be called upon to bear the
full burden of correcting the surplus problem.

DOMESTIO PARrrY PLAN

The problems and difficulties that attend programs of supporting
wheat prices without sacrificing the basic income protection or with-
out sacrificing markets can be resolved by a method of price support
which gives producers access to the markets where demand responds
to price while limiting the parity-price objective to the market in
which consumption cannot be increased through price incentives.
The only effective means that we know of to accomplish that objective
is the domestic parity plan.

The essentials of the domestic parity plan are:
First: At the beginning of each marketing year, the Secretary of

Agriculture would determine the portion of the wheat crop which
would go into consumption for human food. This amount, which
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for years has been a little less than 500 million bushels, would be the
domestic food quota. This amount would then be allotted among
wheat farmers of the Nation substantially on the same basis as acre-
age allotments are now made, except that in this case the acreage
would be translated into bushels and the share of each farm would
be in bushels.

Second: Each farmer would reeeive a certificate stating in bushels
his share of the estimated domestic consumption of wheat for food.

Third: This certificate would have a value in dollars and cents
repiesenting the difference between the average market price of wheat
(as estimated in advance by the Secretary of Agriculture) and 100
percent of parity.

The marketing certificates would be negotiable drafts on the Com-
modity Credit corporation. They could be issued to farmers ahead
of harvesting time, thereby helping them to finance farm operations
during the high-expense season. The certificates could also serve to
some extent as insurance against low crop yields.

Fourth: The domestic parity plan is self-financing. Each miller
or processor of wheat into human food would have to purchase (from
growers or from the Government) certificates covering the total
amount of wheat processed for domestic consumption as human food.
It would not be necessary for farmers to deal directly with millers
because the Commodity Credit Corporation would act as the clearing-
house.

Fifth: The value of the certificate plus the price received in
market place will return to growers the equivalent of full parity on
that portion of the crop consumed domestically as food. For the
portion of the crop used for feed or export, growers would receive
whatever the wheat sold for in tlre market place.

Under such a program, free market prices would be established
with the function of price supports, to the extent that their continued
use might be necessary, relegated to a floor under the market. Wheat
producers would be able to compete in export trade on a quality
basis, without the need for Government subsidization. They would
have the opportunity to regain their historical share in the domestic
feed market instead of selling the surpluses produced over and above
doinestie food requivemients to the Goverunient. There would be
unrestricted movement of wheat under free competitive conditions at
all stages of marketing from the farm level to the eventual processor
or exporter without Government interference. The marketing func-
tions which the Governmient now performs in its large-scale wheat
buying, storing, and two-price merchandising activities would be
restored to the private trade.

The functions of the Government would be limited to assisting pro-
ducers to operate a domestic marketing program which -would re-
strict the parity price objective of present legislation to the portion
of the United States wheat production which is used domestically
as food. To enable producers to obtain parity in the market place
instead of deriving it from the Federal Treasury, processors of wheat
for the domestic food market would be required through the pur-
chase of certificates to pay a price for wheat processed for domestic
consumption as food which would provide growers with a return
equal to parity.
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The domestic parity plan ha's frequently been referred to as thle
2-price plan or Muitiple-price plan. It has also been referred to as
a 3-price plan. None of these terms is accurate and reference to
the plan in such a manner has actually been the cause of some mnis,
understanding and confusion. It does not accurately describe the
domestic parity plan, because under it there are not two prices. All
wheat will be sold freely in the market place on the basis of supply
and demand and the prices will be established freely by competition
and not by Government edict. The domestic parity plan actually is
nothing but a system of marketing which is designed to give produc-
ers a method of obtaining a return equal to full parity for that por-
tion of the crop which is consumed domestically for human food, and
only the goilig free-market price for the portion used for feed or
export.

A loan program would be continued at a level which would prevent
any possibility of wheat supplies depressing feed grain or -world
wheat prices. Acreage allotments would also be continued as long
as acreage allotments are continued on corn and other feed grains.
However, if feed grain price supports are lowered and acreage allot-
ments eliminated as has been suggested, there would be no need for
continuing wheat acreage allotments. Under the domestic parity
program, even though a loan level was established as low as 50 per-
cent of parity, producers by receiving a return equivalent to full
parity on the wheat used domestically for food would receive a
total income equivalent to the current prograin with supports at 75
percent of parity. But controls would be eliminated, Government
costs greatly reduced, wheat marketing would be returned to private
trade channels, and markets would be expanded.

OBJECTIONS TO DoMESTIC PARITY NOT VALID

During the many months of analysis and discussion, a number of
objections have been put forth against the domestic parity plan. In
our opinion; these objections are either a result of misunderstanding
or can be creditably answered by pertinent facts and analysis. A few
are perhaps among the imponderables, which can rightly be ascer-
tained only with trial and experience, but they should not be an
obstacle to its adoption.

Domestic price of bread
Those who have opposed the domestic parity plan have contended

that the system of marketing involved in this plan represents in effect
a bread tax imposed upon our domestic consumers for the benefit of
another group in our economy, that is, wheat producers.

Such contentions are entirely without foundation in fact and reflect,
to say the least, a misconception of all Government price-support
programs for agriculture. Regardless of whether wheat prices are
supported at various levels for the entire crop as under present pro-
grams, or at parity for the domestic food portion of the crop, as
under the domestic parity plan, the domestic consumers pay producers
a higher price than they would haVe to pay under a system of com-
pletely free market prices. Under present programs, however, the
consumer does not only pay the higher price resulting from produc-
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tion adjustment and the price-support programn--but as a ixnpayer
he also pays the subsidy required to move wheat into export channels.

The cost to the miller of the wheat equivalent of a loaf of bread is
so small that the pirice of wheat is practically no factor in the price
of bread. Historical analysis of variations in the price of wheat and
the retail price of bread does not reveal any positive correlation.
The Department of Agriculture, upon conducting a study of market-
ing margins and costs for white bread, arrived at the conclusion that
"whatever lies ahead for wheat prices will have little effect on bread
prices" (Marketing and Transportation Situation, February 17,
1954).
Fairness of domestic parity

The Department of Agriculture in a report to the Senate Commit-
tee on Agriculture and Forestry made the comment that wheat pro-
ducers who had been growing high quality milling wheat would likely
consider as inequitable the apportionment of certificates to producers
based on total production irrespective of the market outlet into which
the wheat is moved. Such disapproval largely stems from a mis-
understanding of the provisions of the plan and the effect which
its operation would have on prices received by producers for the dif-
ferent classes and qualities of wheat.

Although producers of all wheat and in all areas of production
would receive the same proportional allotment of maketing certifi-
cates relative to their normal production, the per-bushel value of the
certificate is based on the average seasonal United States price re-
ceived by producers for all wheat. Therefore, producers of quality
wheat who are now receiving a premium in the market would be
receiving certificates, the monetary value of which would be greater
than the difference between the actual market prices for such premium
wheat and the parity price. Thus, producers of premium quality
wheat would benefit by market premiums on all such wheat sold and
not just on the amount covered by certificates.

On the other hand, the classes and qualities of wheat which are in
surplus and for which adequate commercial outlets cannot be found
would be selling at varying discounts under average market prices.
Producers of such wheat, instead of being able to avail themselves,
as under present programs, of price support at a level which is above
market values by delivering their wheat to the Government in default
of nonrecourse loans, would under the domestic parity plan have to
rely on export and feed market prices for their production.

Although these facts clearly illustrate the misconception inherent
in comments coming from high official sources and others that the
method of allotment of marketing certificates would be unfair to
those wheat farmers who produce wheat primarily for the domestic
food market, it is difficult to see how present acreage allotment and
price-support programs could be considered by such persons as being
equitable to such producers. Under the present method of appor-
tioning acreage allotments and determining price supports the needs
and preferences of the market are almost completely ignored and
producers of low-quality wheat fare as well as producers of high-
,quality wheat. The programs now in effect, therefore, not only en-
courage the production of classes and qualities of wheat unwanted by
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mills and exporters, but operate to the disadvantage of producers of
high-quality wheat. Whereas, under domestic parity the advantages
accruing to wheat farmers would be in direct proportion to the quali-
ty of the wheat produced and the contribution toward meeting the
needs and preferences of domestic flour mills instead of being de-
termined by Government edict. Export prices and the amount of
wheat to be exported would be determined by the forces of supply
and demand. In comparison with present procedures, the domestic
parity plan would seem simon pure and the dumping argument sheer
misunderstanding.

Domestic parity would terminate export dumping
There are no valid reasons for believing that a wheat program

which restores to United States wheat producers freedom to compete
with other exporting countries in the world wheat market would
invite export policies which could be construed by other countries
as export dumping and result in retaliatory measures and unfavor-
able international trade relations. On the contrary, there would be
greater incentives to cooperate with other countries in sharing, under
international agreements or otherwise, the world markets for wheat
than exist under the operations of the present programs. Under our
present Government-subsidized, two-price marketing system, the ex-
tent of subsidization of export sales is entirely a matter of adminis-
trative policy, with producers deriving the greatest benefits from the
lowest export prices estabilshed by the Government. Wheat pro-
ducers suffer no losses from a program of export dumping under
which public funds are appropriated for the purpose of making
United States wheat competitive in export trade, a policy to which,
however undesirable, our Government must, under the operation of
the present support program, inevitably resort to an increasing scale.

Under the operation of the domestic parity plan, export dumping
would be eliminated, since no public funds would be used for sub-
sidizing exports. Producers, instead of deriving the greatest benefit
from the lowest export prices, as under present programs, would
suffer the greatest losses under such conditions.
Wheat domestic parity programs will benefit feed grains

Perhaps the principal voice raised against domestic parity for wheat
has come from corn spokesmen. It is-it feedbin argument or fear that
the Corn Belt and other feed producers will be hard hit by feed wheat.
Such fears do not seem well founded, because all evidence points to the
fact that increased acreages of wheat would reduce rather than in-
crease the total supply of feed grains. This is because an acre of
wheatland in the principal wvheat-producing areas produces less feed
when it is planted to wheat than it does when it is planted to corn,
barely, oats, or grain sorghums. The present corn and feed-grain
problem has in fact, been aggravated by acreages which were formerly
seeded to wheat being diverted to feed grains as wheat acreages have
been reduced under the control program, with the result that more
feed is being produced from such acreages than would be if such acre-
age were seeded to wheat, even if all such wheat went into feed uses.

Further protection to corn and feed-grain producers is afforded by
the authority which would be given to the Secretary to establish a sup-
port-price plan on wheat in line with price supports on corn and feed
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grains, thus preventing any possibility of a price disparity which
would adversely affect corn or other feed grains.

SUMMARY

In summary, the domestic parity plan would result in the following
advantages to wheat farmers, other agricultural producers, the pri-
vate grain trade, the Government, and the general public:

(1) Wheat farmers would regain their historic right to compete
fairly and on a quality basis in the markets of the world without being
compelled to sacrifice their income protection in the domestic market;
they would be relieved of the unavoidable pressure for future curtail-
ment of acreage production and, at the same time, the declining trend
of their incomes would be halted; they would no longer have to rely
upon appropriations of public funds for subsidizing exports, whether
under international agreements or otherwise; abolishment of market-
ing quotas would restore greater freedom and initiative in the plan-
ning of farm operations in accordance with changing production and
market conditions and the dictates of their owvn judgment; there would
be greater rewards for quality production than under present pro-
grams, and the resulting incentives toward raising the overall quality
of the United States wheat crop would put the United States back
in international wheat trade as a historic competitor on a quality basis.

(2) Other agricultural producers would be relieved of the pressure
of acreage diversions of wheatland to other crops for which price
supports are available for unlimited production, thereby tending to
reduce feed-grain production and imparting greater stability to all
segments of agriculture.

(3) The grain trade would directly benefit from the large-scale
withdrawal of the Government from the marketing functions it now
performs in buying, warehousing, and merchandising an increasing
portion of the wheat crop in direct competition and interference with
private enterprise, and the reestablishment of competitive market
prices and the unrestricted movement of all wheat in all stages of
marketing, domestic and export, would restore to the grain trade its
traditional marketing function on a free, competitive basis.

(4) The Government would be relieved of appropriating large
public funds for operating a two-price marketing system under Gov-
ermnent auspices under which the entire wheat crop is supported
domestically at prices substantially above export prices with supplies
in excess of domestic requirements subsidized into export channels
or placed in storage; marketing quotas could be dispensed with, thus
obviating the need for large sums of money to administer such quotas
or to enforce special legislation exempting from marketing quotas
producers who fed the entire wheat crop on the farm where produced.

(5) The general public would be relieved of the burden of the cost
of wheat-export subsidies, and of the cost of aimless, excessive, and
wasteful storage operations amounting to several hundred million
dollars a year.
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WHEAT UNDER MULTIPLE PRICING: A CASE STUDY

Helen C. Farnsworth, Food Research Institute, Stanford University

Of our leading commercial crops, none is in a more unbalanced
demand-supply position than wheat. For this reason, and because I
have studied world wheat problems for many years, I shall discuss
the effects of current and currently proposed pricing programs for
American wheat.

I. SIZE AND ORIGIN OF THE WHEAT SURPLUS

Never before in history has the world had to cope with such enor-
mous surplus stocks of wheat as have existed during the past 4 years,
mostly piled up in the 4 major exporting countries. The unwanted
surplus of old-crop wheat must have exceeded a billion bushels in
July 1957. This huge surplus would have been larger still if North
American wheat production had not been curtailed over the past 4
years by Government acreage and marketing restrictions and if the
United States had not pursued aggressive and expensive surplus-dis-
posal programs.

Table I shows that the burdensome wheat surpluses of recent years
have been due to sharply increased production in the non-Soviet world,
not to increased exports from the Soviet bloc, nor to decline of world
wheat consumption. Indeed, Soviet-bloc exports have been smaller
and world wheat consumption considerably larger over the past 5
years than in any similar interwar period. Only in a few countries,
primarily the United States and France, has wheat consumption
sharply contracted.
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TABLE I.-Wheat supplies and utilization in the non-Soviet 'world.. aver-aye for

specified periods, 1922-57 and annually 1952-57

[Million bushels]

Supplies

Period or year Total utili-
Old-crop In-shipments zation

Production stocks ' from Soviet a Total

1922-2 -3,132 250 48 3,429 2,994
192-34 -3,431 562 84 4,077 3,456
1934-38 -- ------ 3, 188 442 90 3, 720 3,375
1938-40 -------------- 3,848 469 100 4,416 3, 710
1945-48 -------------- 3,455 460 4 3,919 3,544
1948-52 -------------- 3,858 644 37 4, 537 3,8711952-57 - 4,408 1,482 9 5,899 4,154
Crop year:

1952-53 -4,659 568 41 5, 268 4,050
1953-54 -4,595 1,218 24 5,837 3,994
1954-55 -4, 153 1,843 (8) 5,988 4, 105
1955-56 -4,332 1,883 (38) 6,177 4, 279
1956-57 - --------------- 4,303 1,898 25 6, 226 4,338
1957-58 -1,888

I Typically beginning about Aug. 1 and ending July 31.
2 Carryovers of the 4 major exporters as estimated for July I or 31 (official data for the United States and

Canada; estimates of the Food Research Institute for Argentina and Australia).
3 Net exports from the Soviet Union and the group of countries in eastern Europe now under Soviet

domination. Net imports are shown in parentheses.
Sources: Data from flies of the Food Research Institute, based mainly on official estimates, but including

some adjustments and approximations by the U. S. Department of Agriculture, the FAO, and the Food
Research Institute.

Chart I indicates that the wheat crops of most countries and regions
have averaged somewhat higher in the past 5 years than in the inter-
war period; but the only really big increases have come in the United
States and (in lesser degree) Canada, Turkey, and France-French
North Africa. The spectacular postwar expansion of American wheat
production, far greater than that of any other country, accounted for
considerably more than a third of the increased postwar wheat pro-
duction of the free world. Starting with needed acreage expansion
in the early postwar period of critical world food shortage, American
wheat production remained at an inflated level even after overseas
countries had recovered their prewar production capacities and no
longer wanted to buy so much high-priced import wheat.
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A. EXPORTERS B. IMPORTERS
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CHART I.-Wheat production in leading exporting and importing countries,
1922-571 (million bushels).

1 Official production estimates, adjusted for some countries and years by the U.. S. Depart-
ment of Agriculture or the Food Research Institute. "'Northwest Europe" includes the
British Isles, Scandinavia, Benelux, and Switzerland. The German prewar average has
been adjusted to postwar boundaries.

The failure of American wheat production to contract appropriately
during 1949-57 was due primarily to three factors: (1) Continued
high domestic wheat prices, supported by high Government loans; (2)
the limited effectiveness of wheat-acreage allotments and the soil bank
in restraining production; and (3) the great technological improve-
ments introduced in American agriculture since 1940-improvements
that raised wheat yields per acre and per man-hour, lowering produc-
tion costs for wheat relative to the costs for many other agricultural
products. In the United States, unlike Canada, abnormally favorable
weather appears not to have been a very important contributing factor.

II. ADMINISTERED MULTIPLE PRICING UNDER THE PRESENT WHEAT
PROGRAM

Various efforts have been made to correct the underlying imbalance
in the American wheat economy. In the current national wheat pro-
gram, the central features are: (1) High flexible price supports rang-
ing from 75 to 90 percent of parity (821/2 to 90 percent through 1957-
58), with associated acreage allotments and marketing quotas; (2)
export sales at prices below domestic market levels and also in ex-
change for soft foreign currencies and for bartered materials; and
(3) voluntary diversion to the soil bank of part of the wheat acreage
allotted for the crops of 1956-58, and presumably 1959.
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The pertinent question is: How has this complex program affected
the prices, production, trade, and consumption of wheat, nationally
and internationally? No less pertinent is the associated broader ques-
tion: Have these results promoted or hindered the expansion of multi-
lateral trade and the development and more efficient use of the eco-
nomic resources of the free world-long-time goals of great impor-
tance to the United States?

Effects of the program, on the American wheat-price structure.-
Basic to analysis of the production-trade effects of the current Ameri-
can wheat program is an understanding of how it has influenced the
American wheat price structure. In essence, it has provided for Gov-
ernment price fixing of a typically monopolistic character that has
shown up in a wide range of differential prices to different groups of
consumers. This is evident in table 2, which gives a rough idea of
the various net effective levels at which representative American
wheats were sold during the past crop year.
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TABLE 2.-Indicated multiple prices of representative American wheats, 1956-.5
averages and approxintations

[Dollars per bushel]

No. 2 Hard No. 2 Soft No. I dk. No. I Soft
Form of price Winter Red Winter Northern White

(Kansas (St. Louis) Spring (Min- (Portland)
City) neapolts) I

Terminal loan rate 2 -2.30 2.30 2 34 2.21'
Domestic market price 2.28 2.23 2.31 2. 41
International Wheat Agreement export price 8- 4 1.30 4 '. 50 4 1. 45 4 l 59.

5 1.34 51.35 51344 6 1.54'
Barter basis 

6
- -- ----------------------- 41.45 1.40 4 1.35 4 1. 50

Foreign currency net price:
See. 402, Mutual Security 7 ' 1.25 4 1.20 4 1. IG 4 1. 27
Public Law 480, title I -4 .64-1. G 4 .61-1.02 4. 6-1. 00 4 .65-1.0&-

5.55-0.91 a.55-0.92 a .60-0. 99 5.3-1. 05

' Ordinary protein.
'Rate as announced by the Secretary of Agriculture. The corresponding effective crop-year average loani

rate, adjusted for terminal stor age costs borne by producers, was roughly 7-9 cents lower: This is the loan rate
most nearly comparable with reported average market prices, though minor quality differences and seasonal'
timing differences may exist in any case.

3 Average domestic market price minus currently effective Internation al Wheat Agreement export subsidy
on wheat grain as follows: (I) Oms Hard Winter, the subsidy on hard wheat shipped from gulf ports to Europe;
(2) on Hard Spring, the Atlantic coast subsidy on hard wheat; (3) on Soft Rled Winter, the Atlantic coast
subsidy on soft wheat; (4) on Soft White, the Pacific coast subsidy. Flour subsidy rates from the same ports
have been converted to wheat-grain equivalent at an assumed 71.5-percent extraction. The International
Wheat Agreement subsidies apply not only to wheat shipped under the International Wheat Agreement
but also to non-International Wheat Agreement export wheat.

4 Wheat exported in the form of grain.
8 Wheat exported in the formn of flour. Sinse little flour was exported under the barter and Mutual Secur-

ity programs, the lower flour prices are not shown for these programs.

Source: Terminal loan rates from Wheat Situation (U. S. Department of Agriculture); market prices arm
unweighted averages of monthly average prices from U. S. Department of Agriculture, AMS,. Grains:
Weighted Average Price per Bushel of Reported Cash Sales, (mimeo.) except Minneapolis price fromn
U. S. Department of Agriculture, AMS, Grain Market News; International Wheat Agreement prices are
averages of monthly market prices minus corresponding averages of Government subsidies on exports under
the International Wheat Agreement, with the subsidy averages based on the reported figures for I day a
week taken from Grain Market News (U. S. Department of Agriculture); other export prices are rough ap-
proximations of the writer.

6 Rough approximations suggestive of the known fact that American wheat was made available on barter
terms at prices moderately below International Wheat Agreement export wheat. Tending to reduce the
net price on barter sales was the arrangement under which exporters could delay delivery of bartered mate-
rials to the CCC as long as 2 years after receiving the surplus wheat, without penalty or interest charges.
Assuming that this credit privilege would mean a net saving of 46 percent interest for 2 years (commercial
loan rate minus the parcentage charge for an irrevocable letter of credit required by the CCC), the possible
total saving of interest for 2 years discounted to the date of purchase of the wheat would amount to about 13
cents per bushel.

7 Based on the presumably liberal assumption that something like 80 percent of the sec. 402 wheat pur-
chases in 1956-57 resulted in counterpart funds that have been or will soon be used for defense and develop-
ment projects believed to be closely associated with the security of the United States; and for which additional
congressional appropriations would have been made in the absence of the sec. 402 counterpart funds.

9 Rough approximations of the discounted present value to the United States of anticipated foreign-
currency payments, based mainly on the following facts and assumption: (5) Public Law 480, title I agree-
ments signed during fiscal 1957 provide for average planned uses of foreign-currency payments as follows,
in percentages of the total programed value (defined as "world" market value plus ocean-transport costs-
borne by the CCC): 5.2 percent, grants to the purchasing countries; 61.6percent, loans for economic develop-
ment-typical 40-year loans, interest-free the Ist 3 years, and subsequent interest at 3 percent if repaid in
dollars, 4 percent if repaid in domestic currency; 33.2 percent, available to the United States for various local;
expenditure purposes, with 7.1 percent earmarked for common-defense expenditures of special interest to the
purchasing countries; (2) since oceau-transport costs borne by the CCC represented 13 percent of the reported
total market value of the fiscal 1957 agreement sales, the basic programed price for wheat as grain is here ap-
proximated at the subsidized International Wheat Agreement price plus 13 percent; (3) the average com-
mercial rate of interest at which 40-year loans, payable in dollars, might otherwise have been obtained by the
purchasing countries is conservatively assumed to be 5 percent, providing the basis for approximating the
present discounted value of the interest savings due to zero interest the Ist 3 years and the artificially low
3-percent rate applicable to the unpaid balance of the loan between the 4th and 40th years. Since the sched-
uled timing of repayment of principal differs for the different agreements, but apparently always falls
between (a) equal annual installments over the 37 years between the 4th and 40th years, and (b) repayment
in total at the end of the 40 years, the suggestive prices shown are based on an average of these 2 possible
systems of repayment. (Information on the planned uses of foreign-currency payments and on the terms of
associated loan agreements is based on: United States 85th Cong., Ist sess., House, Message from the Presi-
dent of the United States Transmitting the 6th Semiannual Report on Activities under Public Law 480,
83d Cong., as Amended * , Doe. No. 212, July 22, 1957, p. 43; ibid, Senate. Hearings Before the Committee
on Foreign Relations I on the Mutual Security Program for Fiscal Year 1958, May 22, 23, 24, 27. 28,
June 3, 4. and 5, 1957, pp. 548 ff; and the specific Loan Agreements for Spain, Dec. 6,1955; Japan, Aug. 10,
1956; Yugoslavia, Dec. 3, 1956; Brazil, Dec. 31, 1956; India, June 28, 1957; Italy, June 28, 195T; Israel, July 16,
1957.)

The higher of each pair of prices shown is based on the essentially unrealistic assumption that the principal
of the Public Law 480 loans will be fully repaid to the United States in convertible currencies or desired
materials or services; the lower price of each pair involves the assumption that effectively transferred repay-
ments will approximate 60 percent of the calculated net foreign-currency price of the wheat..
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The "barter" and "soft-currenmcy"' prices in the table are "'mlesi-
3rnates," the basis for which is described in the footnotes. The Public
Law 480 price approximations make liberal allowance for loan repay-
xments in American dollars or useful goods and services over 40 years,
.and liberally assume that all other planned foreign-currency expendi-
tures immediately return full dollar value to the United States. If, as
many people anticipate, the soft-currency loans should eventually
prove to be tantamount to grants, the effective average net price for
American wheat sold under Public Law 480 title I last year would be
only about 40 cents a bushel.

Table 2 shows that American domestic market prices of wheat
(essentially determined by the high governmient "loan" rates and
associated programs) stood close to the corresponding loan levels and
2 to 3 times as high as the lowest effective export prices. Indeed, the
domestic market prices were some 50 percent above the subsidized
International Wheat Agreement level, which is perhaps as close to a
competitive "world" export price as now exists (the "competitors"
being Government marketing monopolies).

Such a sharply differentiated commodity-price structure is found
only in fields of monopoly pricing. Here, as in other monopoly opera-
tions, domestic consumers have been burdened with inflated prices,
isolated from import competition; and surplus output has been
"'dumped" into foreign markets at prices below the marginal costs of
production of efficient foreign competitors.

The crop year 1956-57 was not the only postwar year characterized
by remarked differentiation in the American wheat-price structure.
Some degree of differentiation has been present ever since the war
ended. But whereas most of the earlier postwar price differentiation
reflected free grants and concessional sales for needed relief and for
economic and military aid, supplemented during 1949-53 by subsidies
required to meet International Wheat Agreement committments, the
wheat-price differentiation since 1953 has reflected increasingly ag-
gressive export competition through Government subsidization.

Inflhuence on domestic production and consunmption.-The high
American loan rates, originally introduced as a temporary wartime
stimulant to agricultural production, continued to operate as a stimu-
lant long after the need for expanded production was past. Indeed,
American farmers, respohding appropriately to the high domestic
wheat prices, have been most ingenious in maintaining wheat produc-
tion despite restrictive wheat-acreage and marketing controls, recently
supplemented by soil bank incentives (chart I). Moreover, much of
the acreage diverted from wheat went to increase the production of
grain sorghums, oats, barley, and soybeans, thus augmenting the dis-
turbing imbalance in the corn position and raising Government costs
of feed-grain support programs.'

On the demand side, too, the high domestic wheat prices have stim-
tlated the expected response: Table 3 shows a substantial decline in
American wheat utilization, primarily attributable to reduced feeding
of wheat, though partly also to basic dietary and seed-use changes not
specifically related to wheat prices. Competing exporters continually

' See USDA, Possible Methods of Improving the Feed-Grain Program: A Report on a
Study Made in Response to S. Res. 125, 85th Cong.. 1st sess. (mimeographed, transmitted
to the Congress July 15, 1957).
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ask why the United States does not divert at least part of the Nation's
surplus wheat into domestic feed channels rather than "dumping" so
much on foreign markets.

TABLE 3.-WVhi eat utilization anid exports of 4 chief exporting countries,

ainnually, 1953-57, with eonipaarisons'

[Million bushels except as specified]

Not exports Net exports

Domes- Carry- Domes- Carry-
Years tic use - Per- over tie use Vol- Per- over

ume cent of nine cent of
world world

exports exports

United States Argentina

Averages:
1922-23 to 1930-31 638 165 21 174 79 150 19 77
1931-32 to 1938-39 692 46 7 228 99 128 20 94
1939-40 to 1947-48 844 161 26 321 125 96 15 160-

July to June (August to July): 2
1 1953-54 -- - G28 216 28. 934 117 111. 14 145

1954-5.---- 608 274 30 1,036 125 138 15 165
1955-56 598 340 34 1,033 126 107 11 125-
1956-57 preliminary - 586 544 50 905 127 100 9 160

Canada Australia

Averages:
1922-23 to 1930-31 .- 111 290 37 76 47 93 11 38
1931-32 to 1938-39 --- - 109 191 30 133 .54 116 18 55-
1939-40 to 1947-48 - 15 258 41 295 74 62 10 101

August-July:
1953-54 143 255 33 619 73 65 8 145-
1954-55 - - - 162 252 27 537 73 96 10 145
1955-56 ------------ ---- 166 310 31 .580 69 ill 11 160
1956-57 preliininary 167 263 24 723 71 124 11 100

I Sources: Export data for all 4 countries and the domestic use estimates for the United States and
Canada are official estimates; utilization estimates for Argentina and Australia and "world net exports"
are approximations of the Food Research Institute. World exports are net exports of net exporting coun-
tries (exclusive of trade within the Soviet bloc).

2 August-July for Argentina.

United States exports sharply expanded.-It is particularly note-
worthy that American wheat exports have been sharply higher in
postwar years, both in million bushels and as a percentage of the world
wheat trade (table 3). During 1948-56, United States wheat exports,
averaging 343 million bushels, were roughly twice those of the active
1920's and over 7 times those of the 1930's (limited by drought and
depression).

In the crop year just past, American net exports of wheat rose to a
new all-time record of 544 million bushels, approximately 50 percent
of the world's net exports. This high figure stands far above the
corresponding interwar peak of 31 percent, and was exceeded only
during the first 4 postwar years of critical world food shortage and
unprecedented American relief shipments. Never before did the
United States supply such a large fraction of the world's wheat ex-
ports when other countries held heavy surplus stocks.

The recent wheat export achievements of the United States largely
reflect the influence of what are widely referred to by other exporters
as "American giveaway programs." The approximate distribution
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of United States wheaL exports over the past decade is shown in chart
II according to the financing (subsidization) involved. In all post-
war years except 1946-47, well over half (usually over three-fourths,
and often all) of our wheat exports moved under Government grants
and subsidies. In the early grain-shortage period, grants for postwar
relief and economic recovery provided the needed financing. During
1949-53, the shift was to Mutual Security financing (partly associated
with the Korean war) and to internationally approved subsidization
of sales made under the International Wheat Agreement at the maxi-
mum agreement price. Finally, during 1953-57, virtually all Amer-
ican wheat was exported under some type of subsidy or concession
associated with official efforts to keel) domestic wheat prices at arti-
ficially high levels in the face of record heavy wheat stocks.

600

500

400

300

200

100

0
1945 1947 1949 1951 1953 1955
-46 -48 -50 -52 -54 -56

CHART II.-American wheat (including flour) exports, by type of financing, fiscal
years 194G-571 (million bushels).

1 Sources 'Through fiscal 1956 based on figures (partially estimated) supplied directly by
the U. S. Department of Agriculture. supplemented by approximations of the Food Research
Institute. Data for 1956-57 are from Demand and Price Situation (U. S. Department of
Agriculture), August 1957 1). 11. Basic classifications generally correspond with those for
which value figures are given In U. S. Department of Agriculture, Foreign Agricultural
Trade Statistical Hlnadbook (Statistical Bull. No. 179). August 1956, pp. 1-2, except that
an additional category Is here added for the approximate quantities of IWA and other
export wheat sold at prices below United States market levels and not additionally subsi-
dized under any of the "special export programs."
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Perhaps the most pertinent generalization that can be drawn from
all this is that American wheat growing has shifted from a commer-
cial industry to a Government-dependent industry, with its prices,
volume of production, and exports all currently and heavily dependent
on Government decisions and Treasury aid.

Suxrplus-disposal sales displace some "ordinary" export sales.-
Chart II well emphasizes the dominance of special concessional sales
in the expansion of American wheat exports to a new historic peak in
1956-57. The pertinent question is whether, and to what extent, these
large "special" sales cut into markets that otherwise would have been
open to nonconcessional exports from other exporting countries or to
American wheat subsidized only at the current IWA-subsidy rate,
averaging 81 cents per bushel over the year.

To judge by the statements and protests of leading representatives
of competing wheat-excporting nations, the American surplus-disposal
sales have seriously "interfered with normal trade patterns" and have
represented "unfair trade competition" and "export dumping." Offi-
cial protests have been made, not only privately to our own Govern-
ment officials, but also publicly to such important international bodies
as GATT, the United Nations Economic and Social Council, and the
FAO.

Not all American grants and concessional sales of surplus commodi-
ties have been condemned. There has been widespread international
approval, even by comrpeting exporters, of authentic American hunger-
relief grants, and of grants and cutrate sales of wheat to underde-
veloped countries financially unable to provide a substantial comnmer-
cial outlet for foreign wheat exports. Informed opposition to
American "giveaway" programs has centered chiefly on (1) "barter"
deals under Public Law 480, title III; (2) "triangular sales" under
section 402 of recent Mutual Security acts; (3) concessional sales pro-
viding for "tied-in" regular sales of American wheat; and (4) large
concessional sales (particularly under long-ternm Public Law 480,
title I agreements) to countries that have usually bought a large frac-
tion of their wheat imports from other exporters.

There is no question that many of the Government's "barter" and
"triangular" transactions of the past few years have displaced ordi-
nary sales of wheat both from this country and others, particularly
Canada. Under these transactions, concessionally priced American
wheat has been channeled mainly to industrialized western European
countries, whose ordinary wheat imports have presumably been re-
duced almost correspondingly. Recognition of this fact has led
American officials to make substantial modifications in the barter pro-
gram and to plan for elimination of "triangular" transactions in
1957-58.2 Whether or not the changes actually effected will ade-

'Revisions in the barter program (U. S. Department of Agriculture Press Release 1686-
57, May 28, 1957) were designed "to assure that commodities exported under barter
arrangements result in a net gain in the total volume of agricultural exports." (U. S. 85th
Cong., House, Doe. No. 212, op. cit., p. 20.) Similarly, the ICA's plan to eliminate tri-
angular transactions in fiscal year 1958 (with the associated proposal that the funds desig-
nated for sec. 402 purposes be cut to $175 million from $250 million in the preceding fiscal
year) was officially attributed to the fact that the triangular transactions (a) "tend corre-
spondingly to reduce regular commercial sales," (b) "involve a disproportionately heavy
administrative w orkload," and (c) "are inconsistent with United States foreign trade
policies." (Hearings before the Committee on Foreign Relations on the mutual
security program for fiscal year 1958, op. cit., p. 522.)
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quately protect the trade interests of friendly exporting countries re-
mains to be seen.

Even if the barter and section 402 programns are appropriately modi-
fied in fiscal 1958 to curtail "unfair" trade competition, there remain
the serious problems of tied-in conmmercial sales (both specific and
"Igenerally understood") and of concessional sales contracts calling
for large annual deliveries of wheat over several years to countries
that normally import sizable quantities of grain. Such trade-agree-
ment features threaten the very basis of multilateral, competitive
trade, since they tie up in advance a significant share of the world im-
port market-a principle often condemned in the past by American
representatives referring to the bilateral trade agreements of other
countries (even when no such huge governmental subsidies were in-
volved).

If these remaining defects in the American surplus-disposal pro-
grams are not soon modified, we cannot expect other exporting coun-
tries to confine their activity to verbal protests. In the absence of
early changes, retaliatory action in the form of restrictive regional
"common markets" and bilateral trade agreements is likely increas-
ingly to narrow the "commercial" markets open to United States agri-
cultural exports. Short-time gains in American exports may welf be
at the expense of long-time losses.
. Canadian exports adversely affected.-Political emphasis on the

great wheat export achievements of the United States in 1956-S57 and
on the associated reduction of 130 million bushels in the United States
carryover has tended to obscure some of the less cheerful underlying
features. Of these, the most disturbing is the decline in Canadian
wheat exports from 310 million bushels in the preceding year to a
below average (1949-56) figure of 263 million in 1956-57 (table 2).
Associated with this contraction went an increase in the Canadian
wheat carryover to an all-time record level of 723 million bushels.
This meant that the total North American stockpile of wheat actually
expanded during the year of America's great "export achievement."
It pointed up the implication that a significant part of the record large
United States exports had been won at the expense of Canadian
shipments.

Since much of the expanded world wheat trade of 1956-57 reflected
reduced crops in *Western Europe (including France, a sizable ex-
porter in recent years), Canada, with record wheat supplies on hand
and a long-established stake in European markets, might have been
expected to meet a significant portion of the increased European de-
mand for overseas breadgrain. That she did not was presumably due
primarily to the American wheat-export programs and the way they
were administered. But a secondary factor was the pricing policy
of the Canadian Wheat Board. That body, adopting a defeatist posi-
tion about the American wheat-export policy,

3 kept top-grade Cana-

The Board members were apparently convinced that any reduction in the Canadian
wheat price would immediately lie followed by a corresponding increase in the Am'-ricamn
INVA subsidy, which was the initial discount applied to all American export wheat, bringing
the basic American export price down from the inflated domestic market level to the so-
Called world level. Thus, if the American IWA subsidy were increased, not only the sub-
sidized IWA price of American wheat would be lowered, but so, too, would be the prices
under Public Law 480 and other concessional export contracts. Admittedly, the situation
faced by the Canadians was a difficult one. particularly because most of the Public Law
480 contracts were written in terms of million dollars, thus Involving still larger competi-
tive bushel shipments of wheat at lower prices.
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dian wheat rigidly priced at $1.75 (U. S.)-a price many experienced
market commentators regarded as unrealistically high and one that
was 25 cents above the ineffective, internationally set IWA minimum.
Critically commenting on this policy, experts argued that even though
a 25-cent cut in the Board's wheat prices might increase Canadian ex-
ports by only 25 to 50 million bushels, the reduction would be advan-
tageous because (1) the carryover would be cut correspondingly and
(2) the lower "world" export prices would make wheat growing less
attractive to all farmers whose prices are tied to the world price and
would induce some foreign governments to reduce their inflated
domestic price supports for wheat in view of the increased costs of
subsidization.

The high Canadian prices together with the disappointing protein
content of the 1956 Canadian crop made it relatively easy for United
States exporters to sell increased quantities of our good hard wheats
to British and other Western European importers on the attractive
terms made possible by liberal American IWA subsidies and special
barter contracts. Ironically, it was only because the Canadian Gow.-
ernment and Wheat Board chose to hold a "price umbrella" over
other wheat exporters, rather than to cut prices in a more competitive
manner, that American officials could reasonably claim that their
heavy surplus-disposal sales did not "disrupt" world wheat markets.

AXVhether or not the Canadian Governument would have followed
such a questionable price-maintenance policy for wheat in the absence
of the American surplus-disposal programs is not clear. 11W7hat is
clear is that the huge Canadian wheat surplus now in existence holds
important implications for the United States wheat economy. Since
wheat is such an important and widely traded international com-
modity, the existence of large surplus stocks anywhere in the world
is of the greatest concern to this country. Orderly liquidation of
foreign surpluses is essentially as important to the United States as
orderly reduction of our own huge stockpile, with moderate general
price reductions presumably desirable as a marketing feature. If we
want to restore the American wheat economy to a competitively
healthy, unsubsidized, and unrestricted position, we cannot safely pur-
sue narrowly nationalistic pricing and export policies that curtail
the wheat exports of other major exporting countries, sharply raising
the level of their surplus stocks, and leaving to the uncertain future
the question of how those stocks will be liquidated. Hence, it is par-
ticularly unfortunate that Public Law 480 and recent Mutual Securitv
Acts carry instructions "to safeguard usual marketings of the Uunitedl
States," rather than the broader instructions written into section 550
of the Mutual Security Act of 1953-instructions that covered also the
"usual marketings" of friendly countries.

World woheat exports and convsmnption increased by surpluys-di8-
posal program.-To say that a substantial part of the United States:
surplus-disposal sales of wheat displaced "commercial" sales that
otherwise would have been made by other exporting countries does not
rule out the conclusion that the surplus-disposal program actually did
(1) increase the volume of world wheat trade materially, (2) expand
wheat consumption, and (3) thus contribute to a net reduction of the
existing surplus wheat stocks.

No one can estimate confidently the magnitudes of these effects. I
would hazard the guess that special American concessional sales of
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wheat may have raised world wheat exports by 100 to 150 million
bushels last year, as contrasted with the total exports that might have
been recorded if all American wheat had been priced at the sub-
sidized IIVA level and if the same Mutual Security funds had been
available without the specific obligation imposed by section 402.

If world wheat exports were thus raised by 100 to 150 million
bushels, and if world wheat consumption was thus expanded by 7.5 to
125 million (the remainder of the imports going to build up importers'
stocks), this represented a notable achievement. It implies that in the
absence of such concessional sales, or their equivalent, the North Amer-
ican and world wheat carryovers would have risen to new record peaks
in 1957, roughly 100 million bushels higher than now estimated.

lIvfluence on economies of underdeve7oped counteies.-Further sub-
stantial benefits have been claimed for the American concesisonal ex-
port sales. Particular stress has been put on the contribution to eco-
nomnic development that may be made by the long-term loans typically
associated with Public Law 480, title I sales. This particular aspect
of our present multiple pricing system has been enthusiastically sup-
ported in various international bodies, and has gone far toward damp-
ening the opposition of competing exporters to the American surplus-
disposal program.

Even if, as seems probable, this enthusiasm does not sufficiently dis-
count the shortconiings of soft-currency development loans-partic-
ularly loans planned and approved as a byproduct of agricultural
surplus-disposal sales-and even if experience demonstrates that the
inflation-controlling effects of such agricultural sales and loans have
been greatly exaggerated, there remains a substantial economic gain
from using existing wheat surpluses in th~is way in selected under-
deveoped countries. The need for careful selection, however, deserves
special emphasis, because insofar as subsidized concessional sales dis-
place exports from other, financialy weak exporting countries, the na-
tional economies of the latter will be adversel] affected. Indiscrimi-
nate surplus-disposal sales of A.merican wheat might thuls retard eco-
nomnic developlment not only in Canada, Argentina, and Australia, but
also in Burma, Thailand, and other rice-exporting countries.

Cost of the present multiple pricing of wheat.-A disturbing feature
of the American wheat programs is their fantastically high aggregate
cost. This cost is essentially incalculable. It includes not only the
specific CCC price-support and export-subsidy programs for wheat,
bit also a large part of the huge soil bank expenditures, the storage
facilities program costs, administrative expenses associated with these
and related programs, and the additional price burden borne by domes-
tic consumers as the result of the high wheat-support prices.

The incomplete, visible part of these costs paid by the Treasury and
attributed to governmental programs "primarily for the stabiliza-
tion of wheat prices and incomes" was $530 million in the fiscal year
1956-almost a third of the total gross income farmers received from
wheat marketings.4 If this incomplete Treasury sum had been paid
directly to commercial farmers producing wheat, $1,000 could have
been given to each farmer in the officialy designated "major ,wbeat

' U. S. Department of Agriculture. Need for Reappraisal of Farm Price Support and
lrodietion Control Programs (statement supplementing the letter from Secretary Benson
to Senator Ellender. chairman of the Senate Committee on Agriculture and Forestry), Press
Release 1376-57, May 2, 1957, p. 7.
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regions " (Hard Red Winter, Hard Red Spring. Pacific White wheat
regions) and over $500 to each farmer in other areas.

On addition, domestic consumers paid at least $350 million more for
the wheat used for domestic food than they would have paid if United
States market prices of wheat had been at the so-called world export
levels. For 5-member families in the lowest income groups this meant
an extra annual "food tax" of about $12 (based on the reported average
per capita consumption of this income class) .5

Suimnary.-The recent experience of the United States with admin-
istered multiple pricing of wheat has thus been both bad and good.

On the one hand, this complex pricing system has tended to per-
petuate overproduction of wheat, necessitating continuously restrictive
and irksome farm controls; it has discouraged feeding of wheat, par-
ticularly in this country; it has imposed a heavy financial burden on
American taxpayers and a regressive tax on domestic consumers: and it
has restricted the foreign market outlets for friendly exporting coun-
tries (especially Canada), provoking protests against "unfair export
competition" and "export dumping."

On the other hand, the concessional wheat sales have contributed to
expanded world trade, to increased world wheat consumption, to a
reduction (if only slight) in the combined wheat stock of the four
major exporting countries, and presumably to some gain in the eco-
nomic development of countries benefiting from Public Law 480
development loans.

It seems clear, then, that the pressing immediate problem is to
determine how the current multiple pricing system for wheat can be.
modified so that its good features can be retained and its worst fea-
tures eliminated. Since some proponents of a "marketing certificate"
or "two price" system for wheat claim that that form of multiple
pricing would go far toward reaching this basic goal, special con-
sideration is here given to the economic effects likely to be associated
with such a program.

III. MULTIPLE PRICING UNDER TIlE PROPOSED MARKETING CERTMI-
CATE ("DOMESTIC PARITY") PLAN

In no case is the form of a commodity pricing system the major
determinant of its economic effects. Much more important are the
specific price levels established and the administrative handling of
stocks, exports, production controls, and so forth. It would be possi-
ble for the Congress to set up a marketing certificate program that
would perpetuate or even accentuate the bad effects of the present
multiple pricing system. Alternatively, the same type of program
with different legislative provisions might represent a big first step
toward better balance in the world wheat economy. Here attention,
will be centered chiefly on current legislative proposals.

The term "certificate program" is here used synonymously with
"marketing certificate" plan, "two price"'plan, and "domestic parity"
programn. The distinguishing feature of all such plans is their pro7
vision for two basic prices applicable to the marketings of each co-,
operating producer: (1) a "primary price" for wheat consumed
domestically-a relatively high Government-fixed price for a limited

F For consumption data see U. S. Department of Agriculture, Wheat Situation, Aprii 19,
1957, p. 26.
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quota of wvheat marketings representing each pioducur- s "sh-tare" of the
domestic market, and (2) a lower Goverment-supported price or free-
market price for all additional marketings. As currently understood,
"tawo price" programs do not rule out the possibility of additional
special prices to different groups of consumers (e. g., under the Inter-
national Wheat Agreement or under special export sales of CCC
stocks) .

Major provisions of pro posed certificate plan.-The certificate plan
outlined in a number of bills now under consideration by congressional
committees I provides for:

(1) the issuance to cooperating producers by the Secretary of Agri-
culture of fixed-value marketing certificates that supplement current
wheat support or market prices, thus raising to 100 percent of parity
(approximately) the effective average price received by such producers
on their respective "shares" of the amount of wheat consumed domes-
tically for food;

(2) the required purchase of such marketing certificates by millers
and' importers of wheat products in amounts proportional to the
wheat content of those products;

(3) the grant of broad authority to the Secretary of Agriculture
to support or not to support market prices of wheat through Govern-
ment loans, purchases, or other operations, but with the requirement
that the level of any such support be determined after consideration
of five specified factors; and

(4) the establishment by the Secretary of Agriculture of the con-
ditions of eligibility of producers to receive marketing certificates and
price support, with specific indication that such conditions may in-
clude compliance with acreage allotments, production goals, and mar-
keting practices exclusive of marketing quotas.
* The curr'ent bills envisage voluntary (through referendum vote)

establishment of a certificate system for wheat within the framework
of the Government's present agricultural support program. For pur-
poses of analysis of this particular system, then, it seems reasonable
to assume that all related and competing agricultural commodities now
'under governmental price support will continue to receive support on
a single-price basis (with the possible exception of rice ) 7and that the
existing 75-percent legal minimum support rate for "basic commodi-
ties" will not soon be changed. However, since much evidence has
accumulated to suggest the desirability of minimum supports well
below 75 percent of parity, the present discussion gives passing con-
sideration to the anticipated effects of somewhat lower minimum sup-
port rates.

Prospective effects of proposed certificate program.-The major
problems and effects that might be expected to result from such a new
pricing system for wheat are described briefly below.

(1) A dangerous legislative fiction would be reemphasized.-In
these legislative proposals the underlying assumption is that the
parity price of wheat is a "fair" and essentially appropriate economic
price, despite the hundreds of millions of dollars worth of evidence

6
E. g.. U. S. 85th Cong., Ist sess., House, H. R. 4637, H. R. 5308, H. R. 7815, U. R. 7939,

H. R. 8059: ibid., Senate, S. 774.
7 Many of the provisions of the proposed wheat plan are similar to the certiflcate pro-

gram for rice written into the Agricultural Act of 1956 (Public Law 540, 84th Cong.) but
not yet put Into operation by the Secretary of Agriculture, whose discretion is final In this
matter.
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in CCC files to the contrary. Volumes have been written on the basic
unsoundness of the parity price concept. But even if these be disre-
garded, we may note that the original 1909-14 parity level was
unusually favorable for wheat, that the support prices of recent years
have continued to reflect, though climinishingly, the influence of the
original 5-year base period, that recent wheat-support levels have been
sustained only through huge Govermuent expenditures on stocks-
holding, surplus-disposal sales at unrecorded low prices, and wheat-
acreage diversion to the soil bank, and that technological changes in-
troduced over the past 2 decades have favored wheat more than most
other agricultural products.

In the absence of free-market prices in recent years, no one can
possibly know what an economically appropriate or "fair" price of
wheat is. But, operationally, the records of the CCC clearly indicate
that 90 or 82 (or probably even 75) percent of parity is much too
high today to restore balance to the American wheat economv or to
be "fair" to American taxpayers or consumers, or to be "fair" to
American feed-grain producers faced with surpluses as a result of
diverted wheat acres, or to be "fair" to competing foreign wheat
producers or American export industries, whose exports markets have
been curtailed by various forms of subsidized American wheat exports
with "tied-in" export sales.

The Congress itself has officially implied that the present definition
of wheat parity as a "fair" price is fictional. In subscribing to the
International Wheat Agreements of 1949, 1953, and 1956, the Congress
approved much lower internationally established price ranges spe-
cifically stated to be "equitable." The approved "equitable" price
range written into the current agreement is $1.50 to $2 per bushel,
basis No. 1 Northern, in store at Fort William/Port Arthur. This
implies an "equitable" national average farm price of wheat in this
country of approximately $1.20 to $1.70, with the $1.20 level sup-
posedly "equitable" under conditions of abnormally heavy world wheat
supplies (such as now exist) and the $1.70 level "equitable" under
conditions of temporary international shortage. Both prices are a
long way from specified American parity prices for wheat-even the
lower "modernized" parity of $2.33. It would seem to be time to
abandon, rather than to reemphasize, the fiction that the presently
defined parity price of wheat is a "fair" price.

(2) The Anerican wheat-price structure would be even more comr-
plex, with lower narket prices.-The proposed certificate plan en-
visages two different prices to producers, neither of which seems likely
to serve in the near future as a complete substitute for any of the
existing differential export prices shown in table 2.

The dual wheat price to producers would include (1) a primary
"quota" price of about 100 percent of parity to cooperating pro-
.ducers-a net farm price (including certificate value) of $2.50, based
on present "transitional" parity, or $2.33, based on "modernized"
parity (August 1l5'( J, equivalent to aggregate centrai market prices to
domestic millers of roughly $2.75 and $2.55, respectively; and (2) an
uncertain lower secondary price for all additional marketings.

Although current legislative proposals leave it to the Secretary of
Agriculture to decide whether the secondary price should or should
not receive Government support,.the Secretary would probably feel
pressure to establish a general market support price for wheat equal
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to or somewhat above the prevailing dollar-per-bushel support price
for corn.

With all dollar support prices calculated on the basis of "modernized
parity" (both here and on the following pages, except as otherwise
noted), the present 75-percent legal imnimum support rate for corn
implies a support price of $1.29 per bushel; and the support rate for
wheat yielding roughly the same dollar-per-bushel figure would be
55 percent. It seems doubtful that existing political pressures would
permit the establishment of a wlheat-support rate-even a secondary
support-this low in the near future, though I should be glad to see
this cynical hypothesis proved wrong.8 Here I shall assume that the
Secretary of Agriculture would initially establish and maintain for
several years a secondary support price for wheat of 60 percent of
parity. The corresponding dollar-per-bushel support would be $1.40,
farm basis, implying average crop year central-market supports for
basic wheat types and grades of about $1.55 to $1.65 (announced
terminal support of $1.60 to $1.70).

At 60 percent of parity, the secondary support price of wheat would
still be relatively high, 25 to 35 cents above the equivalent guaranteed
wheat price to Canadian producers and something like 5 to 20 cents
above the so-called world export prices of 1956-57 (represented in
table 1 by the "IWA export prices"). Thus, the 60-percent secondary
support would seem to imply frequent if not continuous use of Govern-
ment export subsidies to promote competitive sales of American wheat
under the IWA as well as to permit noncommercial surplus-disposal
sales of existing CCC stocks at low concessional prices.

Aside from the dual price to producers, the only big changes that the
proposed certificate plan would immediately bring to the American
wheat-price structure would be: (1) a downward shift in central
market prices of roughly 50 cents per bushel (from the present 82.5
percent of parity to the assumed 60 percent); and (2) an increase of
roughly 40 cents in the effective net prices paid by millers for wheat
for domestic food (an increase from the current 82.5-percent level to
100 percent of parity).

With the effective prices to millers raised and surplus-disposal ex-
port prices unaffected, the basic-price structure effect of the pro-
posed certificate plan would be to widen the spread between the high-
est and lowest differential prices of American wheat and to add one
more, still higher, differential price to the series shown in table 2.

Much of the market-price change might be sheer facelifting, since
the reduced market prices would be effective only for the amounts of
wheat commercially sold without subsidy for domestic feed or ex-
port-quantities that would probably be quite limited at a 60-per-
cent-of-parity support level. At materially lower support rates,
commercial sales at market prices would presumably be significantly
increased, with the degree of increase heavily dependent on the as-
sociated export-price policies of Canada and other competing ex-
porting countries. In any case, reduction of American market prices
from their recent artificially inflated levels should contribute to

IIf political pressures should change sufficiently to be relected in congressional substitu-tion of a 60-percent-of-parity minimum support for "basic" commodities, In place of thepresent 75-percent minimum, and if the Secretary of Agriculture should feel really free tocut to 60 percent the support prices for such important "basics" as cotton and corn. then,of course, a 50-55-percent secondary support rate for wheat would presumably be politicallyacceptable.
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greater realism in wheat pricing in various countries, perhaps induc:-
ing some foreign governments to reconsider their own wheat-support
programs.

(3) Wheat production would be more likely to increase than to de-
cline with regional inequities magnified.-It is not entirely clear
what would happen to the Nation's wheat sowings-to say nothing
of production-if the proposed certificate plan should be introduced
for wheat with a secondary support price of 60 percent of parity.
The indefiniteness is primarily due to: (1) uncertainty as to.whether
the Secretary would decide to impose wheat-acreage allotments or
other controls, and, if so, on how restrictive a basis; (2) uncertainty
as to whether farmers would cooperate with such controls in the ab-
sence of marketing quotas (prohibited under the proposed program) ,
(3) uncertainty as to the future level and effectiveness of the price
supports and possible acreage allotments (or similar controls) es-
tablished for corn and other feed grains; (4) uncertainty as to the
future of the soil bank; and (5) uncertainty as to how competitive the
technologically improved American wheat industry would actually
be if completely unfettered at central market prices of $1.50 to $1.75.

To simplify the discussion, it is here assumed that the acreage re-
serve of the soil bank would no longer be operative, and that all feed
grains would continue to be supported at prices the same as or a little
below those of 1957-58. To the extent that feed-grain supports should
be substantially lower than this, or that feed-grain supports should
prove seriously ineffective, increased pressure would develop to ex-
pand wheat production.

If, under the assumed conditions, the Secretary of Agriculture
should decide against the establishment of wheat-production or mar-
keting controls, farmers could be expected to increase their wheat
sowings markedly, despite the reduced 60-percent support level ap-
plicable to additional marketings. This would not mean that wheat
producers respond "perversely" to price reductions, but rather that
other factors would be obscuring the classical price-production rela-
tionship. Of these, two deserve special attention. First, practically
every eligible farmer would be anxious to insure future maintenance
or increase of his assigned domestic food quota, and to establish his
"right" to a larger wheat acreage or production allotment in the event
that direct controls should later be reinstated. (This anticipated re-
sponse rests on the observed tendency for fixed-period bases in Ameri-
can agricultural programs not to remain fixed, but to be updated on
various occasions.) Second, many efficient wheat producers who have
benefited from the numerous technological improvements introduced
over the past 2 decades would presumably find it profitable to
grow more wheat at prices approximating 60 percent of parity. For
many such producers the direct controls of 1954-57 exerted a strong
downward pressure on wheat plantings, though much less on produc-
tion. Since the sown wheat area of the United States declined from 79
million nlorpQ in iOi1A2 (wlin nn onnfrnlQ Pviqtar8 ton Al million in

1954-56 (when restrictive acreage allotments and marketing quotas
were in force and wheat prices were only moderately lower), it would
not be surprising to see this area again top 70 million acres despite
a 50-cent price reduction if the straitjacket of acreage and marketing
controls were removed and the soil-bank acreage reserve no longer
existed. Even with realistic allowance for moderately lower average
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yields per acre, such an expanded wheat area would undoubtedly
add to our present troublesome wheat surplus problems.

On the other hand, the wheat-acreage response of farmers to the
same price changes would be quite different if the Secretary of Agri-
culture should set up restrictive wheat-acreage and marketing con-
trols as the basis of eligibility for the receipt of marketing certificates
and price support. Since the wheat-marketing certificates would be
valued at something like 90 to 95 cents per bushel under the conditions
here outlined, and since each cooperating farmer would be eligible to
receive marketing certificates equal in amount to roughly half of his
average annual wheat production in the 3 preceding years, the eco-
nomic incentive to "cooperate" in the new wheat program would be
great. This would be esp)ecially true if, as in other recent years, farm-
ers could count on planting their diverted or "slack" acres to Govern-
ment-supported soybeans, oats, barley, grain sorghum, or flaxseed, for
which no acreage or other controls exist.

Under these conditions, the level of wheat sowings would be pri-
marily influenced by the announced level of wheat-acreage allotments
(or equivalent controls). If the allotment level could be determined
entirely by economic and foreign-policy considerations, it would prob-
ably be set initially somewhat below the existing legal minimum of
55 million acres; but if, as in the past, political forces should domi-
nate, an increase, rather than a reduction, from the recent 55-million-
acre base would seem the more probable. In any case, only a small
percentage of the Nation's farmers would presumably find it advan-
tageous to disregard their acreage allotments and thus sacrifice not
only direct price support but also their share of the marketing certifi-
cates.

Economists, arguing on a theoretical plane, ceteris paribus, have
pointed out that the two-price form of the certificate plan, with its
prospective lower secondary price, should reduce wheat production
more effectively than an intermediate single support price. This pre-
sumably would be true if all other factors could be kept the same-
the overall net average wheat price to individual producers, direct
production and marketing controls, etc. But it is pertinent to note
that the two-price system is currently proposed as an easier, less ex-
pensive way for the Congress to raise wheat prices to producers, that
marketing quota controls are specifically banned under current bills,
and that there has been associated talk about relaxation of direct pro-
duction controls. The implication is clearly that all factors would
not and could be the same under the two systems. Moreover, the cer-
tificate plan, with its extremely high domestic quota price, would
strengthen the existing stimulus to keep wheat plantings and produc-
tioni up to insure satisfactory future domestic quotas as well as wheat-
acreage allotments. Finally, regional differences in wheat growing,
in the types of wheat produced, in the opportunities to shift to other
crops, etc., are so great in the United States that the very difference in
form of the two systems would be bound to have different regional
price and production effects.

Whether or not restrictive production controls were imposed as
part of the certificate plan (but particularly if they were), producers
in the spring-wheat region and also those in the Soft Red Winter Belt
might be expected to protest vigorously against the "regional inequi-
ties" of the program. They would contend, quite properly: (1) that
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proportionally more of their wheat production is normally consumed
domestically than is true of other regional wheats, and (2) that the
bulk of the existing surplus wheat stocks is Hard Red Winter wheat.
These assertions are clearly supported by the following average per-
centage figures for the 3 fiscal years 1955-57.

[Percent]

Class of wheat Production Domestic Carryover
utilization

Hard Red Winter ------------ 46 46 68
Soft Red Winter - - 19 23 3
Hard Red Spring - ---- ----------------------------- 17 25 18
Durum - 2 2 1
White - --------------------------------------- -- - 16 10 10

United States total- -- 100 100 100

In the light of this evidence, it seems possible that the proposed two-
price plan might result in considerable political grief. On the one
hand, the farmers in the Hard Red Spring and Soft Red Winter
WVheat Belts would want the domestic quota and associated valuable
marketing certificates distributed not on the basis of recent produc-
tion levels, but on the basis of contribution to domestic wheat con-
sumption. On the other hand, such a change in the basic plan would
greatly reduce the incentive for farmers in the Hard Winter Wheat
Belt to cooperate if production controls were established.

(4) The demand for wheat for donmestic food wodld be unaffected,
but the regressive tax on flour and bread would be burdensomen and
perhaps inflationary.-The proposed 1100-percent-of -parity quota price
to farmers would be reflected not only in a 25-33-percent increase in
the price paid for wheat for domestic food, but also in lesser per-
centage increases in the prices of flour and bread. Even if this should
add no more than 1 cent to the price of a pound loaf of bread, it would
mean an additional expenditure on wheat products of roughly $10 per
year for every 5-member family in the lower income brackets whose
per capita consumption is at the average level, and the total additional
cost to such a family, as compared with wheat priced at recent world
export levels (also artificially maintained), would exceed $25.

In the United States, such low-income families are the heaviest con-
sumers of cereal products, and, since these consumers could not readily
find cheaper substitute foods, they would presumably continue to buy
about the same amount of flour and bread despite the burdensome
price increase attributable to the certificate plan. This increase is
tantamount to a tax on bread-a tax so regressive that the Congress
would never approve it for general fiscal purposes. Yet the certifi-
cate plan for wheat essentially proposes a substantial increase in this
regressive tax to benefit less than a million commercial wheat farm-
ers, whose net real incomes and investments are, typically, much
hiaher.9

Moreover, in view of the current need to fight inflation, the implied
flour and bread price increases would seem to warrant special scrutiny
of the certificate plan. Although proponents argue that a 33-percent

U. S. Department of Commerce, Bureau of the Census, United States Census of Agril-
culture, 1954, vol. III, Special Reports: Part 9, Farmers and Farm Production in the
United States, ch. I, Wheat Producers and Wheat Production (1956).
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ine.reatse in the price of wheat to millers would he, reflected in a vir-
tually negligible increase in the price of bread, the same kind of argu-
ment can be used just as logically and speciously with respect to price
increases for most other basic materials (including steel).

(5) Domestic use of wheat for feed would probably be moderately
increaged.-In the United States, the amount of wheat fed to animals
depends almost wholly on the relationships between wheat prices and
the price of feed grains, and between such grain prices and the prices
of animal products.1 0 With the growth of the mixed-feed industry
and increased knowledge of animal nutrition, such price relationships
have become even more important than before. Hence, it would be un-
reasonable to assume that a wheat-price reduction of 50 cents a bushel
would be automatically reflected in substantially increased feeding of
wheat. Much would depend on (1) how far from a commercial feed-
ing basis wheat prices had previously been, and (2) what simultane-
ous changes occurred in the prices of feed grains and of animal prod-
ucts.

Of these relationships, perhaps the most important is that between
the price of wheat and the price of corn. Since corn is the premier
American feed grain, its price tends to reflect the overall feed-grain
position in the United States, and thus may be accepted as a satisfac-
tory general index of American feed-grain prices. If, under a new
certificate plan, the general market price of wheat should be effectively
supported at 60 percent of parity and the price of corn effectively
supported at the current 75-percent legal minimum support, wheat
feeding would undoubtedly increase substantially from its recent
notably low level. The indicated relationship would mean that a 56-
pound bushel of corn would be priced at roughly 90 percent of a 60-
pound bushel of wheat-the percentage level where the 2 grains are
approximately equal in feeding value." This 90-percent figure may
be compared with actual support-price relationships of 75 and 68
percent, respectively, for the past and current crop years. If, on the
other hand, the 60-percent wheat support should be effective market-
wise and the 75-percent corn support should not be, permitting corn
prices to decline to, say, the 60-percent-of-parityi level, little, if any,
stimulus to wheat feeding could be expected. Since past experience
affords little basis for supposing that a 75-percent-of-parity corn

°0 At lower feed-geain prices it becomes profitable to feed much more grain and a considerably larger total
grain-hay ration to dairy cattle. The following data show the most profitable daily ration for typical dairy
cows when milk is priced at $4 per 100 pounds and hay at $15 a ton (U. S. Department of Agriculture, Pos-
sible Methods of Improving the Feed-Grain Programs, op. cit., p. 37).

Most profitable ration

Price per 100 pounds of feed grain
Grain Hlay (or

equivalent)

Pounds Pounds
$4.50 -2.4 26.1
$4.00 -4.0 25.0
$3.20-5. 7 23.8
$2.40- 7. 7 22. 5

n Since wheat has a reported average feeding value of 105 percent of that of corn on an
equal weight basis (R. D. Jennings, Consumption of Feed by Livestock, 1909-47, U. S.
Department of Agriculture, Circular 836, 1949, p. 53), equivalence In feeding value to
reached wlen a bushel of corn sells for 89 percent-of the price of a bushel of wheat.
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support would be effective under present arrangements,1 2 any hope
for a large increase in wheat feeding under the proposed certificate
plan with a 60-percent wheat-support level would seem to be doomed
to disappointment.

Even if wheat prices should drop to about the same price, per
bushel as corn, the maximum increase in wheat feeding from recent
restricted levels would be unlikely to exceed 100 million bushels.
Moreover, part of this increase might be at the expense of the several
feed grains, which are also in surplus supply (realized losses to the
CCC on these grains having totaled almost $650 million over the past
3 years. 1 3 Nevertheless, there would presumably be a net gain (lesser
loss) in the process. A diversion of an extra 100 million bushels of
wheat to feed would substantially improve the national and interna-
tional wheat position. And since the amount of grain used for feed
in this country is so price-elastic and large (averaging 3,540 million
60-pound bushels over the past 3 years,14 the price pressure of an
additional 100 million bushels of wheat on domestic feed-grain markets
should not be greatly disturbing.

(6) American wheat efxorts would still be largely (or wholly)
subsidized and the volume determined by offcial decisions-At the
assumed 60-percent-of-parity support level ($1.55-$1.65 crop-year
average market basis), most types of American wheat would probably
still be priced too high to permit sizable unsubsidized commercial ex-
ports under conditions of burdensome world surplus. Not only are
these prices generally above recent export levels, but the grain export
boards of other exporting countries would undoubtedly lower their
export prices, if necessary, to maintain a satisfactory flow of wheat
to export. In no case, of course, would unsubsidized commercial ex-
ports of American wheat be expected to approach the large average
exports of the past 2 years, since a large part of those exports were
concessionally priced at less than $1 per bushel (table 2).

'Whether or not export subsidies would be required to permit ne v
American wheat inarketings to compete effectively in IWA markets,
American officials would still be faced with the problem of disposing
of around 400 million bushels of surplus old-crop stocks (plus any
subsequent additions to the CCC stockpile). For such stocks, the
dependence of sales on official decisions and Government financing
would remain much as in the past few years. However, there would
be one fundamental difference: the minimum legal price at which
these stocks could be moved into regular domestic channels would be
considerably lower-some 60 cents per bushel lower if the support
price should be put at 60 percent of modernized parity (as contrasted
with recent supports at 82.5 percent of "transitional" parity.) 15 Even
so, the actual volume of CCC domestic sales, as also the volume of
specially subsidized export sales, would be determined by the decisions
of administrative officials operating under policy instructions laid
down by the Congress and the President of the United States.

12 During 1954-56, from 49 to 60 percent of the corn producers in the commercial
corn area chose not to cooperate in the government's corn program, thus contributing to a
net overplanting of the total coru-acreage allotments by 12 to 27 percent (U. S. Depart-
ment of Agriculture, Possible Methods of Improving the Feed-Grain Program, op. cit.,. p. 28.

.13 U. S. Department of Agriculture, Commodity Credit Corporation, Report of Financial
Condition and Operations as of May 31, 1957, schedule 8.

-14 U1. S Department of Agriculture, Feed Situation, Sept. 19, 1957, p. 5.
13 Under the Agricultural Act' of 1949, sec. 407, the minimum legal permissive price for

such CCC sales is 105 percent of the current support price plus reasonable carrying charges.
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Thlus, the introduction of a certificate plan for wheat would not
automatically maintain total export sales at the high levels of the past
2 years, no matter how low the support price might be plut in relation
to world export prices. If the support price were set below the
effective world export level, commercial exports of American wheat
would be automatically increased; but, on the other hand, CCC offi-
cials might operate so as to reduce correspondingly, or even more
substantially, the volume of export sales under special Government
programs. Much would depend on higher policy decisions with
respect to surpl us-stocks management and disposal, with foreign
policy considerations presumably important.

(7) Foreign protests against American export dumping would
probably inerease, though they might decline.-Since the wheat-pro-
duction. and export-competition effects of the proposed certificate plan
would depend so heavily on basic policy decisions and administrative
'moves, the governments of competing exporting countries might find
such a pricing system either more or less objectionable than our pres-
ent mniiltiple-pricing system. However, a support level of 100 percent
of parity for the domestic food half of American wheat marketings
would itself increase foreign concern about our future export inten-
tiolls. V1rheat production developments in this country, domestic
feed sales, and the level and pattern of American wheat exports-
particularly commercial and other competitive exports-would be
witched closely and suspiciously by the government officials of other
exporting countries.

International bodies concerned with the promotion of fair, multi-
lateral trade, though uniformly opposed in principle to two-price
plans and direct or indirect export subsidization, have recently con-
centrated their attacks on the most disturbing international effects of
such programs-particularly the tendency of countries using such
pricing devices to expand their subsidized exports of specific primary
commodities in volume larger than their equitable share of the world
export trade in those individual products, thus curtailing the normal
commercial trade of competing exporting countries, unduly disrupt-
ing world prices, and putting economically weaker exporting coun-
tries at a permanent disadvantaged

An American domestic parity program for wheat of the type en-
visaged would obviously be vulnerable to international attacks of
export dumping in a harmful manner. Yet much would depend on
the level at which the secondary support price were set and on the
effectiveness of associated production and marketing controls. If
the proposed 100 percent domestic quota price were combined with a
market support rate of 60 percent, foreign exporters would presum-
ably not feel much increased immediate pressure from our commercial
.wheat exports, though the attractive dual rate, if unaccompanied by
adequate production controls, might so increase wheat production and
stocks in this country, that the threat of heavier future pressure
would appear menacing.

-A, GAT T, General Agreement on Tariffs and Trade: Basic Instruments and SelectedDocuments. vol. 1 (revised). April 1955. art. VI, pp. 15-17, art. XVI, pp. 32-33 andannex H, pp. 67-68: ibid., third supplement, June 1955, pp. 222-230: PO, The Inter-natilonal Etrects of National Grain Policies (Commodity policy studies No. 8) September1955 PAO Report of the Expert Working Party on Agricultural Support Measures,
Monthly Bulletin of Agricultural Economics and Statistcs, March 1957, vol. VI, p. 7.
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Much more likely to arouse strong protests from competing export-
ing nations would be a 100 percent domestic parity rate combined
with a secondary support rate considerably below current world
export prices. Such a secondary rate (say 50 percent of parity or
below) would automatically open the door to sharply increased, com-
mercial exports of American wheat that would compete directly with
Canadian and other wheats, conceivably curtailing the normal com-
mercial markets of competing exporting countries and/or putting
severe pressure on world export prices.

(8) Wheat prices and incomnes to producers would probably be
raised a little.-W'hether a certificate plan of the type proposed would
raise or lower the average farm price to producers would depend
entirely on the effective levels at which the primary and secondary
prices might be established. The average farm price results to be
expected from several different levels of price support are shown in
table 4 (with all prices based on modernized parity and on the
assumption that direct controls would keep national wheat marketinlgs
at roughly 870 million bushels).

TABLE 4.-Approximate support price to cooperators implied by different support
rates and systems1

[Dollars per bushel]

Present 1-price syste stem: Support as percent
support as percent mof 2-ri f parity
parity

Specified price l

82.5 75 60 60 percent 55 percent 50 percent
percent percent percent

Support price (farm basis) --- 1. 92 1. 75 1. 40 1.40 1. 2S 1. 17
Certificate supplement if 100 per-

cent parity (90 percent in paren-
theses) 2 :-- - 0 0 0 .50 (.38) .57 (.44) .63 (.50)

Total farm price to coopera-
tors 1.92 1. 75 1.40 1. 90 (1. 78) 1. 85 (1. 72) 1.80 (1.67)

Equivalent average central-market
price-

-A. For domestie food 2.17 2.00 1. 65 2.15 (2.03) 2.10 (1.97) 2.05 (1.92)
B. For feed exports etc 2.17 2.00 1. 65 1.65 1.53 1.42

I All support prices based on modernized parity as of August 1957.
2 With parity at $2.33 per bushel, marketing certificates would be valued at 93 cents per bushel ($2.33

minus $1.40), if the support rate were established at 60 percent of parity, at $1.05 if the rate were SS percent,
and at $1.16 if it were 50 percent. Since these certificates would be avaihble on roughly 470,000,000 bushels
out of total cash marketings of about 870.000,000, the overall average per-busbel supplements on all market-
In gs combined would be 50, 57 .:l)d63cents.respectively. These calculations do iot take account of changed
incentives to wheat production under the different support arrangements and rates-changes hard to fore-
cast.

At primary and secondary support levels of 100 and 60 percent of
parity, respectively, the overall average wheat price received by co-
operating producers would be some 15 cents per bushel higher than
the single minimum 75-percent support now legally indicated for
wheat surpluses of the present size. This modest gain would be re-
c A ton ounly Pi cents if the Secretarv of Agriculture were to set the
secondary support price at 50 percent of parity. Or if the Congress
were to put the primary support rate at 90 percent of parity (equiva-
lent to that for rice under the Agricultural Act of 1956), a secondary
support of either 55 or 60 percent would result in practically the same
per-bushgl return to producers as from a single 75-percent-support
rate,.':



POLICY FOR COMMORCIAL AGRICULTURE

At best, then, any price, gain to produ'ers over the present 75
percent legal nmiinimum level would seem to be much too small to com-
pensate for the several major disadvantages associated with such a
certificate system-disadvantages arising primarily from the exces-
sive domestic quota support rate envisaged in current proposals. Nor
could sharp relaxation of production and marketing controls be ex-
pected to occur under such a system, with the effect of raising farm
incomes.

(9) Treasury costs of the price supports for wheat farmers, though
partly shifted to conswmners, wou7d remain heavy.-As already noted,
a wheat-certificate program with supports at 100 percent and 50 to 60
percent of parity, respectively, would: (1) result in sharply lower
prices to domestic buyers of wheat for feed or other nonfood uses and
perhaps in somewhat lower prices to foreign importers; (2) return to
producers an average price a little higher than they would receive from
the present single legal minimum support; and (3) tend to expand
wheat production except as limited by direct production and market-
ing controls. Together, these three effects mean that an increased
farm-aid burden would have to be borne jointly by American taxpay-
ers and American consumers of bread and other wheat products. To
the extent that drafts on the National Treasury would be reduced,
American consumers would have to bear that additional burden as
well as the entire increased net cost of the changed wheat program.

On wheat marketed after the proposed certificate program would be-
come effective, the export-subsidy cost to the Treasury would obviously
be reduced. To bridge the gap between a world price of, say, $l.45
to $1.60 and supported American market prices averaging $1.55 to
$1.65 would cost much less than it formerly did to cover gaps based
on American market prices of $2.25 to $2.40.

On the other hand, world export prices might well be pushed down-
ward in response to the reduced American market prices; and, in any
case, other Treasury costs associated with the revised whdeat-support
program would remain high. Among such "other costs" ara to he
counted. (1) large administrative expenses attributable to the dis-
tribution and use of the proposed marketing certificates, continued
wheat-loan operations, continued production and marketing controls,
and continued management and disposal of CCC stocks (including
new-crop deliveries as well as huge old-crop stocks); (2) the many
expenses associated with grain storage: (3) heavy financial losses on
surplus wheat sold for foreign currencies or on other concessional
terms; and (4) expenditures on such supplementary price-supporting
programs as the soil-bank conservation reserve.

III. SUNMARY AND CONCLUSIONS

Postwar pricing developments in perspective.-During postwar
years the world wheat economy has twice been seriously out of balance.
The first time was immediately after the war. when a critical. famine-
threatening shortage developed. Then the United States Congress,
moving in line with current economic forces, permitted the high in-
ternational wheat-scarcity prices to be reflected back to domestic pro-
ducers, who promptly expanded production that went far toward re-
lieving the temporary, war-induced shortage.
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Since 1953 another, more persistent imbalance has existed-a condi-
tion of burdensome surplus. For this imbalance the United States
was and has remained substantially responsible. By the time the
earlier wheat-shortage period had ended many American farmers had
come to regard the high scarcity prices as "'normal" and "fair"; -and
this mistaken view was backed by the politically designed wheat-
parity formula. Early development of the Korean war, with its price
inflation and impetus to stocks-building, further obscured the basic
picture. Thus misled, American Government representatives were
unprepared to cope appropriately with the wheat-surplus problems
of 1953-57.

Aiming to keep domestic wheat prices close to the illusory parity
level that stood further and further above declining world export
prices, the Congress took more and more drastic steps to resist the
fundamental economic forces operating toward downward price ad-
justment. Although significant concessions were made toward lower-
ing the wheat-support level (through "modernization" of the parity
formula and shift from the rigid 90-percent-of-parity'support base to
a flexible 75- to 90-percent base), these changes, not yet fully effective,
have proved seriously inadequate in the face of striking technological
advances and increasing overabundance of supplies. To reduce the
excessive supplies the (ongress put major reliance on delayed and
diluted acreage and marketing controls, soil-bank incentives, and
aggressive export-promotion programs that increased the extent and
degree of subsidization of American wheat exports.

Thus emerged the present wheat program with its multiple prices,
restrictive direct controls, and special export contracts and agreements.
Disappointment with the results of this expensive self-defeating pro-
gram has turned attention to various new proposals, of which the
most clearly defined and formalized is the marketing certificate plan
(domestic parity or two-price plan) represented in a number of bills
now in congressional committees.

Effects of present wheat program versus proposed certificate plan.-
The central feature of both the present program and the proposed
certificate plan is support of wheat prices to cooperating producers
at levels well above recent or prospective export prices and even further
above the price guaranties to producers in other major wheat-export-
ing nations. Partly as a result of two decades of remarkable tech-
nological progress, these support levels substantially exceed the prices
required to bring forth the amount of wheat currently demanded at
such prices, or, indeed, that demanded at even lower specially subsid-
ized prices.

Because of the relatively high levels of support envisaged under
both systems, and in spite of significant differences in form, both
would continue to overstimulate wheat production and to contribute
to excessive stocks. In each case, the degree of future overstimula-
tion would depend on the level(s) of price support announced by
(,,n.-'nn1nt offlcnn + "'A en the0 n.re1d 1 i-n+ vacsvpfien l Af4ropf;1elr

imposed through direct acreage, production, and marketing controls.
At all price-support levels apparently regarded as politically feas-

ible, direct farm controls would have to be continued under either
price system, interfering with the basic farm-management decisions
of millions of capable farmers and preventing efficient allocation of
American farm resources. On the other hand, under either system it
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would be economically possible to put the price-support level(s) low
enough to permit the program to serve as disaster-prevention insur-
ance rather than as a price-raising, production-stimulating, export
dumping device. Under such conditions (given time for adjustments)
acreage allotments and other prodtction and marketing controls could
be safely dropped.

The chief differences in economic results to be expected from these
two systems arise from (1) the lower market-support price in prospect
under the certificate plan, and (2) the supplementary certificate pay-
ments provided by that plan to bring price support to cooperators
to 100 percent of parity on the amount of wheat used for domestic food.

The lower market price under the proposed certificate program,
largely determined by the support rate set by the Secretary of Agri-
culture (or by free-market forces if they could push prices higher)
would presumably be low enough to stimulate some recovery of do-
mestic wheat feeding and small to moderate commercial export sales
not directly subsidized. Yet domestic feed use of wheat would prob-
ably increase little so long as feed-grain surpluses remain large. And
the foreign dollar demand for American wheat priced at 55 to 60
percent of parity would still be quite limited (as indeed, it has been
in all other postwar years).

Thus, under either of the price-support systems here compared,
administrative decisions and Government grants and concessional
sales of surplus stocks would seem likely to determine the total volume
of American exports for some years ahead. Nor can it be anticipated
that the American wheat-export record of 1956-57 would, or should,
soon be repeated under any system. Strong, legitimate, foreign-
government protests against American export dumping of wheat last
year have already prompted official modifications of some of the most
objectionable competitive features of our export programs. These
modifications should be pushed still further, not only in the economic
interests of such friendly competing exporters as Canada, Australia,
and Argentina, but also in the long-run interest of the United States,
which can best be promoted by the expansion of freer, unsubsidized,
multilateral world trade.

Domestic wheat producers might receive a somewhat higher net
average price for their wheat under the certificate plan; but the aver-
age gain would probably be modest. Moreover, producers in the Hard
Red Spring and Soft Red Winter *Wheat Belts could and probably
would complain that their assigned domestic quotas and associated
price supplements were inequitably small in view of the greater pro-
portional flow of their wheat into domestic food channels.

Higher wheat prices to producers do not necessarily mean higher
incomes from wheat marketings when direct production and market-
ing controls are used. Nor do higher incomes from wheat neces-
sarily imply higher total farm incomes. Still less do they imply
higher per capita net earnings. -AIthiougl farm incomes from wheat
have presumably been raised by the Government price intervention
of recent years, this, in turn, has probably kept more people in wheat
production and perhaps in farming, has retarded the rate of expan-
sion of efficient farms, and has left many farmers to face more diffi-
cult future adjustments than if wheat prices had been allowed to
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decline gradually to substantially lower levels. The certificate plan,
with its domestic parity support, would further postpone needed
adjustments.

To domestic consumers the certificate plan would inevitably mean
higher bread and flour prices. As compared with world export prices
in 1956-57, the additional annual consumer burden under such a cer-
tificate plan would approximate $475 million, as against $215 million
under the present single domestic-price system with the minimum
legal 75-percent-of-modern parity support or only about $50 million
with a 60-percent support. This means that consumers would be
paying a substantially increased Federal "bread tax" under the cer-
tificate program-a regressive tax that would put the greatest burden
on large families in the lower-income brackets.

In general, the similarities between the two price-support systems
here discussed seem to be greater than the differences; and most of
the differences could be removed by modification of specific legisla-
tive and administrative provisions. Detailed analysis thus supports
the generalization that the economic effects of any price-support pro-
gram depend much more heavily on the level of price support and the
levels of associated differential prices than on the form of the program.

The chief advantage of the proposed certificate program is, in a
sense, a negative one-that it gives the Secretary of Agriculture more
freedom to lower the general support price and, unlike the present
program, does not contain a mandatory escalator clause that would
force the Secretary to raise the support level as surplus wheat stocks
are reduced. On the other hand, the Secretary's price discretion
would, in fact, be seriously limited so long as other basic commodities
would have to be supported at or above the present 75-percent-of-
parity legal minimum and so long as surplus Canadian stocks are so
enormous.

Some conclZusions and suggestiom&s.-The conclusion seems inescapa-
ble that neither the present wheat-price program nor the proposed
certificate plan comes to grips with the basic problem of persisting
imbalance in the world wheat economy. That problem has two
distinct parts requiring different methods of solution: (1) burden-
some world wheat stocks accumulated from past overproduction; and
(2) continuing pressure toward current overproduction.

As difficult, expensive, and time-consuming as it would be to dis-
pose of roughly a billion bushels of accumulated surplus wheat stocks,
this would be manageable if the pressure toward further overpro-
duction could be removed. For the existing surplus stocks the solu-
tion would seemingly lie in modification of our present Public Law
480 program away from its narrowly nationalistic focus toward in-
ternational consultation and cooperation with respect to (1) the di-
version of American, Canadian, and other surplus stocks to markets
promising increased grain consumption for food or feed; and (2)
the selection of development projects worthy of being promoted
through Public Law 480 development grants and loans. Such co-
operation is essential both in the interests of our national foreign-
policy objectives and also in recognition of the international charac-
ter and threat of huge surplus wheat stocks, wherever located.

Much more serious and difficult is the problem of appropriately re-
lieving the continuing pressure toward overproduction of wheat, typi-
cally subsidized with large government funds. At present this pres-
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sure is mainly suppressed by direct controls and by costly acreage-
diversion incentives. In the United States, particularly, where the
suppressed pressure toward overproduction at recent subsidized prices
is greatest, the problem is not merely that of curtailing wheat pro-
duction, but of doing so in a way that will promote more efficient,
unsubsidized, and unrestricted farming.

Personally, I believe that any solution that meets these require-
ments will include provisions for gradual and very substantial re-
duction of all American agricultural support prices to disaster-pre-
vention levels-levels consistently maintained well below the equiva-
lent of representative world export prices in the several years im-
mediately preceding. Such prices would, in my opinion, be much
fairer to efficient American producers than would present parity
prices. With the government price guaranties changed to a standby
insurance basis, domestic market prices would normally stand signifi-
cantly above the guaranteed levels, being primarily determined by
economic forces, not by questionable government decisions; and direct
production and marketing controls would not be needed.

Our recent agriculturaI price policies, phrased in illusory parity-
price terms, do not make any sense to me-either economic sense or
common sense. In the case of wheat, specifically, we have persist-
ently held support prices at 82-90 percent of what we have arbitrarily
called a fair price. And year after year these support prices (below
the officially designated fair level) have resulted in overproduction
of wheat, in curtailment of wheat feeding, in negligible commercial
exports, and in the piling up of unprecedentedly heavy stocks in the
hands of CCC-all symptoms of excessively high wheat prices. These
developments in turn have resulted in restrictive direct controls on
American farmers to keep wheat production down, in huge supple-
mentary soil-bank payments to take wheatland temporarily out of
production, in heavy export subsidies even on export sales made on a
semicommercial basis, and in the establishment of extremely expen-
sive surplus-disposal programs involving special concessional export
sales at less than $1 per bushel. Our aggressive wheat-export drive,
in turn, substantially restricted the foreign markets open to Canada
and other friendly competing exporting countries, leading to many
protests against American export dumping. And much of the land
taken out of wheat under the government's programs was diverted to
the growing of government-supported feed grains and other crops
that promptly developed new surpluses that were channeled to CCC
stocks to be subsidized by taxpayers. All these results in the name of
parity-indeed, with prices considerably below parity.

Official price fixing at fair levels was tried, failed, and was dis-
carded as early as the Middle Ages. Today the Soviet Union and
the United States stand out as the two most prominent sponsors of
government price fixing for agricultural products on a welfare
basis. The difference between recent Russian pricing and our own
has been that Soviet officials have tried to keep agricultural prices
artificially low (for consumers) and to increase agricultural produc-
tion, whereas the United States Congress has tried to keep agricul-
tural prices artificially high (to certain groups of commercial farm-
ers) and simultaneously to reduce production. Both countries have
failed because price fixing is not an appropriate tool for promoting
welfare or political objectives. Particularly in a free-enterprise
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economy, commodity prices need to be free to guide the production
and consumption decisions of millions of independent persons trying
to further their own interests.

This does not mean that longtime welfare objectives should be
abandoned, but rather that different tools-not price tools-must be
used if the objectives are to be attained. It does not imply that all
farm subsidies are to be condemned, but rather that such subsidies
can most usefully and effectively take the form of short-term adjust-
ment grants, insurance against common hazards, disaster relief, dis-
aster-prevention price guaranties, and in some instances, special
grants to promote increased efficiency. Moreover, in the future, as in
the past, American commercial farmers can be expected to derive
maximum benefits from more indirect welfare programs, such as the
various free agricultural information services, government-financed
research, subsidization of agricultural education and extension work,
and general social-security programs.



POTENTIALITIES OF MULTIPLE-PRICE PLANS FOR
IMPROVING AGRICULTURAL TRADE RELATIONS

Lawrence W. Witt, Michigan State University

Agriculture in the United States long has been vitally concerned
with the size and strength of the export market. The sale of farm
products provided a major part of the foreign exchange needed to
buy industrial products during the colonization, settlement, and in-
dustrial development of the Nation. Despite competition for for-
eign dollar earnings from the increasing quantity and variety of
industrial commodities which move abroad, farm exports have aver-
aged over $3 billion per year since the end of World War II. In
physical quantities or in constant prices, they represent about the
same amount of exports as in the 1920's. See appendix, table C-18.

There is one striking difference, however, in the financing of pres-
ent-day exports. Since the inauguration of lend-lease, a substantial
share of farm exports has moved under special export programs.
In some cases, food has been a private or public gift; in other cases,
farm products have been paid for out of dollar loans, in others bar-
tered for strategic materials and more recently sold for local cur-
rencies. Such programs paid for as much as 80 percent of our farm
exports in 1942-43 (under lend-lease) and 60 percent in 1948-50
(under ECA and other programs). They dropped to 18 percent in
1952-53 (with the tapering off of ECA). See table 1. Under present
programs, about 40 percent of our exports result from direct aid; the
rest are commercial sales for dollars but often at special prices ne-
gotiated. through the International Wheat Agreement or the Com-
modity Credit Corporation. One of the questions of concern in this
paper is the effect of such sales upon agricultural trade relations.
Another question is whether alternative policies may resolve or
mitigate the problems which exist:
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TABLE 1.-Farm products exported linder foreign aid and surplus disposal
programs, 1941-57

Under aid programs
Agriculture P Percentage

Year exports under aid
(billions) Amounts Major aid programs programs

(billions)

1941-42 --- $1. 0 $0. 7 Lend-lease --------------------------- 70
1942-43 1.5 1.2 -- do 80

1943-44- 2.3 1.8 -- do -- -- -- 78
1944 45 _ 2.2 1.6 --- do -76
1945-46 2.9 2.0 Lend-lease UNRRA -69
1946-47 3.6 2.0 UNRRA, United Kingdom loan- 56
1947-48 3.5 1.9 Interim aid, Army civilian supply 54
1948-49 ---- 3.8 2.3 ECA, Arosy civilian supply -60
1949-50 3.0 1.8 ECA -6-------------------------- 60
1950-51 3. 4 1.2 ECA- 35
1951-52 ---- 4. 0 .9 ECA ------------------------- 22
1952-53 2.8 .5 ECA ----------------------------- is
1953-54 2.9 .7 FOA, foreign currency sales -24
1954-55 3.1 .8 Currency sales, grants -26
1955-56 13.5 1.4 do -41
1956-57 ' 147 11.9 -do -40

I Estimated from Foreign Agricultural Trade Digest, July 1957.

Source: Agricultural exports from Foreign Agrimultural Situation, Foreign Agricultural Service, Wash-
ington, D. C., November 1955, table 35. Exports under aid programs from Lawrence Witt, Agriculture,
Trade and Re iprocal Trade Agreements, Michigan Agriculture Experiment Station, Technical Bulletin
220, June 1950. and Doris IDetre Rafler, Government Financing of Farm Exports in the Postwar Period,
Agricultural Economics Research, October 1955.

The evaluation of these export programs and alternative policies
must take account of the goals toward which they are or may be
directed. Lend-lease, for example, was developed to provide the
sinews of war to friends and future allies over and above the amount
that was possible with ordinary commercial trade. Similarly UNRRA,
ECA, and other postwar programs provided financing for food and
capital to speed up reconstruction and to counter the political forces
which thrive on dislocation, insecurity, and misery. Gifts of food
are intended for the same purpose in areas of drought and famine.
Such programs implement basic humanitarian values held by the peo-
ple of the United States. They also advance the self-interest of this
country through strengthening independent responsible political
forces and weakening Communist groups.

There are other impacts of these programs which must be consid-
ered. Domestic price-support programs have raised farm prices above
world-market levels. Export programs to restore an appropriate
share of the world market benefit American agriculture but injure
competing agricultural producers whose share is reduced. Deficit
countries receiving food through loans, gifts, or local currency pur-
chases benefit both from the additional food and the stimulus to other
purchases which the program may make possible.

United States manufacturers, farmers, and taxpayers are affected
in different ways by these programs. This paper will sketch some of
these effects in more detail.

A f-tt -- 'W11 Ad he drAmetd tfawrol a rniimhbar of 4Fr'n n-ts'r9er

problems, mostly economic in nature. An alternative multiple-price
system will be evaluated relative to these problems, along with a
straight commercial sales policy. Attention also will be given to the
longer run effects of special export sales by the United States upon
economic development and levels of living in other countries.
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AoRIcUtT URAL THADIM P1iOB1,EMS

Other countries are less willing to purchase American farm prod-
ucts in commercial markets than in earlier years because of changes
in American and worldwide production characteristics in both agri-
culture and industry, and because of shifts in the kinds of products
they wish to purchase. A number of characteristics of agriculture
and values about food make these problems more serious.
United States agriculture has lost some comparative advantage

It appears to be more difficult for agriculture to compete with
industry for the dollars foreign countries earn through their export
of goods and services. Evidences supporting this conclusion are the
trends indicating that except in wartime, farm products are a smaller
and smaller share of United States exports. (See appendix, table
C-17.) Less tangible evidences are the choices which many countries
make when they impose exchange controls, import quotas, and new
tariff rates. At times United States farm products are more severely
curtailed than are industrial products. It may be argued that in the
IUnited States industrial efficiency has advanced relatively more rap-
idly than agriculture compared with other countries of the world.
However, the evidence on comparative advantage is far from clear.
The domestic price-support program has pushed American farm prices
above world levels. It has provided an additional flow of income to
agriculture which has bid up land prices and increased the general
cost structure. There appears to be some indication that productive
efficiency has increased for some farm commodities at least as much
as in many American industries. Hence, given some years of price
competition and readjustment in production some farm commodities
may be able to compete effectively with industry for the dollars earned
by other countries.

(This paragraph accepts the view that the major competitors for
the American cotton, wheat, tobacco, and rice farmer are not his over-
seas counterpart, but the American manufacturers of automobiles,
electrical equipment, industrial tools, etc. If a shipment of coffee
brings Brazil $10 million, she may choose to buy wheat, or gasoline,
or parts to assemble trucks or industrial machinery or trade the dol-
lars to Argentina for wheat. In this latter case, Argentina will make
the choice between farm and industrial products. The aggregate of
these decisions, worldwide, increasingly appear to be in favor of buy-
ing nonagricultural products from the United States.)

The most difficult part of this problem is that under negotiated
sales and export subsidies it is impossible to define clearly the price
which represents the capacity to produce and that part, if any, which
represents the capacity of the Treasury and taxpayers to absorb
losses. The foreign producer argues that he is competing with the
United States Treasury while the American producer argues that
only the disparity imposed by support programs has been removed.
Adequate economic analysis and applied studies have not been devised
to determine and clearly establish which is the more accurate state-
ment.
Foreign agricultural capacity has expanded

The productive capacity of other countries in competing agricul-
tural products has expanded. There are at least four reasons for this:
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(1) The application of agricultural science has expanded produc-
tion in other countries as in the United States;

(2) Postwar reconstruction stepped up the emphasis on the exten-
sion of agricultural information in many countries;

(3) Normal and accelerated economic development projects have
provided irrigation projects, fertilizer plants, new tools and ma-
chinery, and other capital items which encouraged further agricul-
tural expansion; and

(4) United States price-support programs since 1933 have provided
a measure of world-price stability which has encouraged many coun-
tries to expand their production of crops formerly supplied by the
United States. Low prices for other agricultural commodities en-
couraged a shift into the production of those whose prices were some-
what protected. Dollar shortages have also encouraged expanded
domestic production, sometimes on new or abandoned lands.

In any case these increases in capacity are a fact. As in American
agriculture, a reversal to lower production levels is extremely difficult.
Production once expanded does not easily contract. Capital assets
once created and adapted to the production of a particular product
tend to continue in production even though the product prices decline.
Hence a policy of renewed competition does not insure that excess
capacity will be liquidated. Meanwhile economic development and
the application of new agricultural science spreads over a wider and
wider area.'

Economic development increases the demand for industrial goods
Analytically, increased population has a different effect on demand

than does economic development, at least in terms of emphasis.
Both, however, put greater pressure on supplies of foreign exchange.
The great desire for economic development in many countries means
that monetary authorities need to make choices between the tools and
machines for a new industry, the machinery and raw material for
operating present industries at higher levels, consumption goods ap-
propriate to the higher level of income and food both for the new
population and for the better feeding of the existing population. The
necessity for such choices pose hard dilemmas. Economic develop-
ment is desired as a means of raising levels of living, and increasing
national strength; yet implementing economic development requires
giving up possible present consumption goods in favor of tools, ma-
chines, buildings, and education. It means that many countries will
choose to use available dollars for trucks and transportation equip-
ment, and industrial tools instead of for food and consumption goods.
The market for American farm products is correspondingly reduced. 2

This again points out the fact that international trade is largely
competition between domestic industries, producing different ex-
portable products; not competition between United States producers
and overseas producers of the same commodity. It also points up,
s will be dlise~ussel. the snecial role which sales for local currenev

can fulfill.

1 See, for example, Long-Term Projections of the Demand for Farm Products, Foreign
Agriculture, USDA, October 1957.

2 William F. Doering, Foreign Customers Have Fewer Dollars, Foreign Agriculture,
USDA. October 1957.
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OTT IER CONTRIBUTTINSG PROBLEMES

To the major dynamic factors affecting the market for American
farm products must be added a number of characteristics which make
the solution to these problems more difficult,.
Foreign markets are vital to Amnerican (tgriculture

The producers of rice, cotton, wheat, tobacco and dried fruits
normally send 30 to 40 percent of their production abroad. In some
years a substantial proportion of the lard, tallow, soybeans, and a
number of other farm products move overseas. (See appendix, table
C-16.) The domestic price or the size of the CCC stockpile of these
products is directly affected by the extent to which exports are
made. In times of relative economic stability a change in the for-
eign market may be one of the major determinants of the level
of farmn income in commercial agriculture. Even the producers
of fruits, vegetables, livestock and livestock products sold primarily
in the domestic market are affected by shifts which export producers
may make into or out of direct competition for the domestic market,
or by changes in costs of feed because of competition between wheat
and other grains.

A strong export market will enable agriculture to operate at a
higher level of capacity. The large proportion of fixed costs in
agriculture means that net income is strengthened substantially when,
at a given price, a larger output can be produced and sold. Farmers
thus have economic reasons for desiring a large volume of trade.
Efforts to strengthen farm income interfere 'with farmr exports

Many people have felt that farm incomes would be too low without
Government assistance. This attitude has led to nearly 30 years of
agricultural programs. Most of the techniques used have striven
to raise the market prices of the products sold by commercial farmers.
To the extent that they have been successful they have tended to
raise American prices above world levels. Overseas purchasers look
elsewhere for cheaper farm products, and expand domestic produc-
tion. Foreign producers try to sell to the United States to take
advantage of our higher domestic prices-which has led to a series of
import quotas, pressure to modify tariff concessions, and other meas-
ures which weaken the strength and logic of our overall foreign-
trade policy. Thus domestic programs have made it more difficult
to sell in the world market.3

Many countries depend on a few export products
For the United States, farm products constitute less than 25 percent

of total export trade. Even to approach this figure requires aggre-
gating several dozen commodities. (See appendix, table C-17.) In
many countries, 2 or 3 farm products produce 50 to 75 percent and
even more of their foreign exchange earnings. Cotton in Egypt, rice
in Burma, butter in New Zealand, wheat and beef in Argentina, cotton
and coffee in Brazil, oranges in Israel, butter and pork in Denmark
are a few examples of this extreme dependence on a few export prod-
ucts. The ability of such countries to import other farm products
and needed industrial products depends directly on the earnings of

SLawrence Witt, Agriculture, Trade, and the Reciprocal Trade Agreements, MichiganAgricultural Experiment Station Bulletn 220, June 1950, pp. 28-O, 32, 33.
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their principal exports.4 Their economy, their politics, and their
international policies inexorably must be influenced by the strength
of the export market for their special commodity. Changes in gov-
ernment policies which influence production, imports, or the export
prices of CCC stocks for one commodity may be minor in its effect,
here, but may drastically change the ability of another country to
earn foreign exchange to finance needed imports. They have little
choice but to follow countervailing measures which will protect their
income and revenne positions even if it means a difficult and risky
realinement of their foreign policies. Countries such as these become
very concerned with the nature of our export policies.
Food plays a vital role in a nation's economnic and political well-being

The existence of famine and malnutrition constitutes a weak point
in a nation's economy. When people struggle for mere survival
radical political movements have greater opportunities.

Moreover, farmers and many other citizens in this country believe
sincerely that there is something wrong with a national and world
economy which has food surpluses on the one hand and starvation and
malnutrition on the other. They may not fully understand the func-
tioning of the economic system, particularly as between nations.
Even if they do, they consider it morally wrong to pile up surpluses
and control food production while there are people whose food intake
is considered inadequate. They believe that it is right and desirable
to modify the functioning of the economic system so as to put food
where it is needed, thus using surpluses to assuage hunger abroad.

TiE NATURE OF THE ALTERNATIVE POLICIES CONSIDERED

For a variety of reasons, Congress has passed legislation establish-
ing a number of programs to stimulate farm exports. The combina-
tion of these programs taken together constitutes a multiple-price sys-
tem. Some farm commodities are sold for dollars at domestic prices
plus transportation. Others are sold for dollars at prices established
by the CCC, or at prices determined by competitive bid. Wheat may
be sold at another price under the International Wheat Agreement.
Finally, a large volume is disposed of uinder Public Law 480. This in-
cludes gifts, barter arrangements and sales paid for in local currency.
Certainly this constitutes a multiple-price system under any defini-
tion of the term. For convenience this system will be referred to
as Public Law 480, although it includes more than the authoriza-
tions under Public Law 480.

The multiple-price system suggested in the request for this paper
presumably represents a different program. Several variants may be
suggested by other contributors to this group of papers. The essen-
tial features of the alternative nmultiple-price system here considered
include the following: a relatively high price for commodities moving
into normal domestic channels; a free competitive world price for
produiCloli ill excess o1 Hi1s aiu110tlLn b bo at, Lu i aiioiiai
trading; possibly the same price or a subsidized price for nonfood
and new domestic uses of the same commodity; controls such as
marketing cards and import barriers which effectively separate the

4 Lawrence Witt and Mordecai Ezekiel, The Farm and the City, Food and Agriculture
Organization, Rome, April 1953, pp. 19725.
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several market outlets; and, :ail saujb X-ou'ld be for dollars. This will

be referred to as a dollar inultiple-price system. (It should be men-
tioned that instead of maintaining high domestic prices by marketing
controls, domestic prices could function at world levels with special
direct paylients to farmers, without interfering with the rest of this
analysis. Such it program, of course, wvoulld involve greater taxation,
and larger Government disbursements than a program maintaining
separate price levels. but not necessarily any greater cost to the Nation
if consumers expeniditi ires Lrei ncl lded.)

A third alternative involves the rejection of all special programs
and a return to a one-price commercial-sales program. heien world
prices were at comparable domestic prices, sales would be negotiated;
at other times farmers would depend on the internal market and
governmental piiichase programs. It. would involve drastic produc-
tion controls for some commodities and/or a icontinued large Govern-
ment purchase and storage prograin. Despite these difficulties it is
an alternative proposal frequently considered. Like the others it has
different effects on different countries and on various groups within
the country, which will be referred to briefly.

POSSIBLE EFFECTS ON TRADE POLICIES

In comparing the three price programs there are a number of diffi-
eult questions to resolve. The first of these under any program is the
future policy with respect to the disposal of CCC supplies. Will the
sales policies continue as they are, or will efforts be made to dispose
of larger quantities? World prices and world trade policies certainly
will be affected. It is assumed specifically that the CCC sales policies
will be adjusted so that world prices in dollars are maintained at
about present levels. This assumption is made in the belief that a
material decline in world agricultural prices would bring severe in-
ternational pressure on the IJSDA to reduce sales.5 Moreover, con-
tinued selling for lower prices -would increase the realized loss to
the CCC.

Another difficult problem is the possible international reaction to
a permanent Public Law 480 or permanent dollar multiple-price plan
compared with the present "temporary" but extended Public Law 480.
It is assumed a specifically that counteraction by other countries will
be greater against a permanent program than against a temporary one,
but that the present Public Law 480 will bring more reactions the
longer it is continued. Furthermore, these actions are likely to be
greater with a decline in business activity than with continued
prosperity.

Finally evidence to evaluate either program is qualitative or largely
lacking. There is too little information on prices, on changing de-
mands, on the effects of economic development, or on the changing
world efficiency and economic structure to provide a basis for precise
answers. Previous reports, congressional hearings, and similar state-

bThe President's message to Congress of March 30, 1954, recognized this problem with
the statement that the United States holdings of many commodities was "such as to be
capable of demoralizing world commodity markets should a policy of reckless selling
abroad be pursued." This statement also said that the United States would not use its
surpluses "to Impair the traditional competitive position of friendly countries by disrupting
world prices of agricultural commodities." [Italics added.] A fuller discussion of these
points is found in Willis C. Armstrong, Policies of the Department of State on the Disposal
of Surplus Agricultural Commodities, Department of State Bulletin, February 20, 1956.
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ments are helpful, but they do not provide the systematic evidence
that is needed to collate different trends in different countries and to
evaluate quantiatively the effects of alternative trade policies upon
total trade patterns.6 Moreover, the trade relations which are dis-
cussed here involved subtle social and political attitudes, and inter-
actions among leaders of many different nations. This report like
the others will have to depend heavily upon logical analysis, recent
import-export trends and current points of view. Since this appears
to be a continuing problem it is urged that steps be taken to assemble
more fundamental and basic analyses for future policy decisions.
Dollar sales programs would reduce the volume of farm, exports

During the past 2 years or so the USDA under the provisions of
Public Law 480 and pressure from farm groups has been putting
great effort into exporting farm products. Where price cuts and
competitive bids were insufficient inducements, contracts have been
negotiated for local currency. A further increase in world popula-
tion coincident with a rise in economic activity probably would fur-
ther increase the volume of world farm imports and exports, patrticu-
larly if they continue to lag behind most other commodity prices.
Improvements in grades, quality, and merchandising practices may
further stimulate United States exports. Aside from this it is difficult
to see how a dollar multiple-price program could do anything but re-
duce United States exports; in fact there is reason to believe that
Public Law 480 long continued will bring countermeasures by other
countries which will reduce its effectiveness unless the rules on local
currency are further liberalized.7 Action by Mexico in 1955 which
tied dollar imports to Mexican farm exports, the proposed Canadian-
United Kingdom negotiations and the recent Australian-Japan agree-
ment well may be the forerunners of other measures which reflect in-
ternational tensions, and the type of policies that -will interfere with
future United States farm exports. A one price commercial sales
program would reduce exports more than either multiple-price plan.

Also important is the change in the country by country pattern of
exports. A dollar multiple-price system will not move farm products
as readily into dollar short countries as Public Law 480. At present
about half of the title I sales are to countries in the early stages of
development, and another fourth to partially developed countries.
(See table 2.) In such countries, as discussed earlier, there is severe
pressure on foreign exchange and a desire to use dollar supplies for
industrial goods to stimulate rapid development.

e Among these reports are the following: Agricultural Surplus Disposal and Foreign
Aid, a study prepared at the request of the Special Committee To Study the Foreign-Aid
Program, U. S. Senate, 85th Cong., 1st sess., GPO, Washington, 1957: Howard R. Tolley,
Using American Agricultural Surpluses Abroad, National Planning Association, No. 91,
May 1955; George L. Mehren, Multiple Price Plans for Rice, California Agricultural
Experiment Station, Giannini Foundation of Agricultural Economics, mimeo Rept. No. 175,
April 1955; A Study of Various Two-Price Systems of Price Support and Marketing Which
Could Be Made Applicable to Rice, letter from Acting Secretary of Agriculture, H. Doc.
No. 100, 84th Cong., 1st sess, GPO, Washington, 1955.

7h'w ezCz!!z !n 'Ita;;-.; .ppear to involve differences over (1) the uses of the
currencies, (2) the definition of the usual marketings, and (3) the appropriate exchange
rates in converting dollar values to local currency. Statement by Gwynn Garnett, hear-
ings, Surplus Commodities Disposal, Committee on Agriculture, House of Representatives,
85th Cong., let sess., p. 54.
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T.niv 2.-1al?!e of total program of sales for foreign curreny nsnder title T,

Public Law 480, by groups of countries

(In millions of dollars)

Arca and country 1'
Latin America:

Argentina ----------------
Bolivia___________--_____
Brazil____________--_____
Chile_____________--_____
Colombia_---------------
Ecuador -----------------
Paraguay_________--_____
Peru ___-- ____---______

Amount
rroarained

$31. 1
(;.8

180. 2
40. 1
29. 2
8. 1
3.0

15. 3

Total_------------------ 313. 8

Far East:
B urmna -------------------
Taiwan__________--_____
India -- ---------
Indonesia ----------------
Japan_--- ---- ---- ----
Korea ------------------
Pakistan_----------------
Philippines _-__-_----
Thailand__________--_____

I 22.7
9.8

360.1
98.7

150. 3
81. 6

120. 5
10. 3
4. 6

Total_----------------- 868. o

Arec
Middl

E
C7
I]
I.,
T
Y

Waeste
A
F
F.

it
N
P,
S
U

Amount
I and country programed

e East, Eastern Europe:
gypt- ----------- __-- $19. 6
reece- -__------------- 46. 2
ran_- ----------------- _- 12. 9
:rael -5----------------- 52. 0
oland-la ____-- _--_____ 18. 7
urkey- - __-- ___--_____ 111. e
ugoslavia -------------- 222. 8

Total ------------------ 483. 8

rn. Europe and others:
ustria------------------ 4.3
hi land…------------------ 27. 7
rance__ ______________ 2. 1
ermany_---------------- 1. 2

eelandf __________--_-__ 2. 8
talyMv ________________ 127. 9

Netherlands…-------------- . 3
ortugal----------------- 7. 1
pain-------------------- 184. 2
Inited Kingdom ---- ___35. 6

Total -- ___--_-__ 432. 2

Grand total --___-_.____2, 088. 4
Source: Semiannual Report on Activities Under Public Law 480, 85th Cong., 1st sess.,H. Doe. No. 212, p. 39.

The above statements are made on the assumption that the CCC
wvil be careful not to depress the price levels of world commodities,
and will take up the slack in the amount stockpiled. It remains to
explore whether there are production effects -whiclh would reduce
United States and wrorld production, thus affecting the volume of
exports? Under the dollar multiple-price system as described, a
part of each American farmer's production (a quantity) would be
designated for domestic use at a special domestic price. Any addi-
tional quantity which he chose to produce would sell at the world
price lower than the domestic price. A dollar multiple-price plan
then would mean lower prices for some of the production compared
to the present Public Law 480 program. The extent of the possible
response to lower prices is the subject of other papers. Clearly the
dollar multiple-price system has the advantage of discouraging fur-
ther expansion in production within the United States.

On the other hand the greater difficulty in obtaining farm products
would induce many foreign countries to produce more of their own
food. The export markets for the farm products of soft-currency
countries would strengthen and induce some agricultural expansion.
A one-price commercial-sales policy would be an even greater in-
ducelnent for agricultural expansion in the rest of the world, as it has
been in the past.
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The operations of these three sales programs will have different
effects on different commodities. In those cases where foreign pro-
duction can be expanded at small additional cost the effect on world
price.s of dollar-sales policies will be smaller and the effects on United
States exports will be larger than under Public Law 480.

Each sales program leads to conflicts of interest

Under the present program, the United States, in essence, is buying
local currency so as to create a demand which is tied to United States
farm exports. It is similar to the issuance of food stamps to low-
income American consumers, except that the foreigyn currency has a
value which can be turned to United States use now (by barter, mili-
tary procurement, etc.) or in the future (when economic development
loans are repaid). The program leads to a number of conflicts, which
will be pointed out. Resolving them is another matter.

1. Large American farm surpluses combined with the Public Law
480 program have kept world agricultural prices from advancing
as fast as other commodity prices. Thus agricultural nations com-
peting with the United States have not shared fully in the rise in
world levels of living. Industrial countries appear to have gained
relative to agricultural countries. Table 3 summarizes information
on changes in the index of industrial production. There are many
influences besides earnings from farm exports which affect a nations.
economy: yet it is significant that most of the industrial countries
included have experienced a more rapid increase in production than
countries depending heavily on farm exports. Moreover, competing
agricultural countries with more industry, such as Australia, Canada,
and Mexico, appear to have done better than those with less industry,
such as Argentina and Burma. A comprehensive study is needed to
better assess these effects. So long as the United States has extra
supplies and is trying to sell them, the agricultural countries are likely
to suffer relatively, almost regardless of the type of sales or disposal
program. They would benefit, however, from a one-price commer-
cial-sales program, since this would stabilize farm prices at a high
level and lock up more American supplies.
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'J'xiTI. 1.-Idecags of ecolnOlic orowfth for selected coiuntrie8, recent Dlefrs

COf1l1h))(ed to 1.953

[I 955: 1 00]

Gross IndustrialCous try national Prier index, production.
product. 1956 1956

1956

Competing agricultural:
Argentina -' ,, 1127 2117Austtlia -121 105Burma 

1- l 3 120Canadar-110 
102 114Den]1mark - - - - - - - - - - - - - - - - - - - - - - - -- 109 107 108Mexico 150 130 130New Zealand-117 
104Noziconeompeting agricultural:

BraIzil, --- - - - - - - - - - - - - - - - - - - - - - - - -a IM i d7.5 112Ceylon-1-11 
99 - 112Chile -1 258 277 109Colombia - , 6 132 120Ilidia - - - - - - --- - - - - - - - - - - - --- -- - - - - - --- 97 12511leustrlal:

Belgium-Luxernbourg - -- 11! 104 122France 1 --25 102 134. lerinany ------------------------------------------------- 122 101 13SItaly- -117 102 1Japan 
4115 102 141Netherlands ----------- ------ 4120 105 124Un iled Kingdom - - -104 112Unlted States -- 114 1014 112

' Net Income, 1955.
Cost of living, 1955.
Cost of living.

' 1955.
6 1954.

Source: International Financial Statistics, International Monetary Fund, vol. X, No. 8, August 1957:Monthly Bulletin of Statistics, Statistical Office of the United Nations, vol. XI, No. 8, August 1957.

2. Countries receiving farm products for local-currency benefit com-pared to other nations and in comparison with the operation of adollar multiple-price system. The difference is even greater with aone-price system. Most of these countries are less developed coun-
tries with food and nutrition problems. (See table 2.) Thus, PublicLaw 480 has the advantage in fighting hunger in other countries, but
requires United States taxpayers to develop a large investment in local
currency.

3. United States Government dollar costs have been raised by the
amount appropriated to Public Law 480 less the dollars saved as for-
eign currency is used to reduce dollar expenditures. Over a billion-
dollars of such currency is now on deposit.s A dollar multiple- orsingle-price program -would bring in dollars as sales were made. To
completely evaluate the comparative costs of the three programs it is.necessary to calculate the costs of accumulating a larger domestic
stockpile of commodities, or having a more severe production-control
program. The smaller foreign sales, however, would bring in dollars
(but see below). These costs and gains would need to be compared
with a realistic calculation of the value of these foreign currencies to,the United States over the period of time that they are used and repaid.
' Sixth Semiannual Report on Activities Under Puhlic Law 480. 85th Cong., 1st sess._

Doe. 212, p. S.
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4. Larger dollar sales of farm products means a smaller sale of
industrial products. It is not possible to maintain exports of non-
agricultural products and increase farm exports for any length of
time unless extra dollar loans are made or the United States steps up
imports. Thus, a shift to either dollar-sales program conflicts with
the interests of other American exporters.

5. Economic development can be stimulated by the addition of extra
food and fiber to a nation's resources. More and more of the local
currency is being used for this purpose-over 60 percent in 1956-57.
(See table 4.) If the use of the farm product is carefully planned to
use unemployed and underemployed resources to create other forms
of capital, the contribution can be enhanced. In most countries, how-
ever, the stimulation would be even greater if imported industrial
products could be added to the farm products. An FAO report, for
example, points out that in a country like India it is difficult to pro-
vide more than half of the total cost of a development project with
local currency.9 A program which primarily feeds the hungry may
have the imported food built into the economic structure more or less
permanently. So long as the food shipments continue there may be
great appreciation, but this can turn into great bitterness if the pro-
gram ceases.

TABLE 4.-Pla}nved usCs of foreign currency under title I, Public Lawc 480, by
period of agreement, by percentages

Agreements
signed from Agreements Agreements

Planned use beginning of signed July 1, signed July 1,
program 1955, through 1956, through
through June 30, 1956 June 30, 1957

June 30, 1955

Market development - -2. 7 1.6 1. 4
Purchase of strategic commodities - -- -6 .8 ----

Military procurement 16.4 162 7.1
Purchase of goods for other countries 2.9 3. 0 .0
Grants for multilateral trade and economic development 2.1 5.2
Payments of United States obligations 31.1 23.1 2.4
Loans for multilateral trade and economic development 42.6 54.4 61. 6
International education exchange -- - -1.6 .9 .6i
Information and education . .(') .9
Translation and publication - - - - -. 2

Total ---- 100.0 100.0 100.0

Total amount programed -$357,100,060 $685, 800,000 $1,045, 500, 000

I Less than 0.1 of 1 percent.

Source: Surplus commodities disposal, hearings before the Committee on Agriculture, House of Repre-
sentatives, 85th Cong., 1st sess., Government Printing Office, Washington, 1957; Semiannual Report on
Activities Under Public Law 480, 83d Cong., as Amended, 85th Cong., 1st sess., H. Doe. 212.

6. Under the present program Congress is asked to appropriate
money periodically to continue Public Law 480 sales. What criteria
can be used to decide how much more is needed, if any? This is an
extremely difficult decision. Under the dollar multiple-price system
dlscribphd habv_ oi- a simnlp. eommexrinql Ralp- nriliiv- no Riiel d1Pciqionn

are required. Congress might appropriate money for dollar-short
countries to encourage United States food exports and to stimulate
economic development thus replacing the stimulus presently provided

9 Uses of Agricultural Surpluses To Finance Economic Development in Underdeveloped
Countries, FAO Commodity Policy Series No. 6, June 1955.
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through local currency. Developing anpronriate criteria for such
programs are not quite as difficult, thoug hfar from easy

7. Under the dollar multiple price plan United States farmers
would. receive lower prices for that part of the crop destined for
export, whereas the present program and a one price sales program
provide the same price for the entire crop. While contraction would
be slow with the dollar multiple-price plan the expansion in produc-
tivity such as in the last decade would be limited particularly since
the quotas presumably would be on a quantity basis. Government
expenditures would be smaller, but so would be the farm income of
commercial farmers, especially for those producing export crops.

8. Economic development in other countries will expand the demand
for food more rapidly, particularly where per capita incomes are very
low, than a similar expansion in a country with a higher per capita
income. In poorer countries people spend more of their increased
income for food; technically they have a high income elasticity. Thus
in the long run the American farmer has a real interest in stimulat-
ing economic development. For them and for us there is a conflict
between higher present incomes and levels of consumption and less
increase in the future versus smaller consumption nowv, the creation
of more capital, more rapid development and more goods and con-
sumption in the future. Economic development in some countries
m=y provide additional agricultural competition.

SUMN[ARY

Export markets constitute an important part of the market for
United States farm products. However, only a small proportion
are moving under normal sales procedures. Approximately 40 per-
cent are sold under direct export aid programs and a substantial part
-of the rest are sold as special prices negotiated with the CCC or under
international agreement.

Agricultural products face these difficulties for several reasons.
The first reason is that farm products meet severe competition in
-contending with American industry for the dollars which other na-
tions earn selling goods and services to the United States. United
States industry is increasing productivity and efficiency about as fast
as most branches of export agriculture.

Secondly, in other countries, it often is far cheaper to expand local
farm. production than to establish the industrial organization to pro-
vide desired nonf arm commodities. Hence they expand agriculture
:and purchase industrial goods.

Thirdly, many countries are actively involved in economic develop-
ment programs and are determined to make them effective. Imple-
.menting taese program require the purchase of additional industrial
tools and equipment, while maintaining most of the present purchases
until the new production is established. Both agricultural goods and
~consumers goods tend to be squeezed out.

Finally, domestic price support programs have raised United
States farm prices over world levels. They have encourage overseas
production and discouraged purchases from the United States. It is
inot easy to reverse this process.

27226-57-39
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Changes in Government policies which influence production, im-
ports, or export prices have important effects on other countries.
Countries dependent upon 1 or 2 commodities for their earnings of
foreign exchange will be more deeply affected than countries with a
variety of exports. Since the majority of the countries depend on
a relatively few exports, they are very vulnerable to policy changes.

Three trade policies are compared: The present multiple-price pol-
icy of negotiated sales, gifts, loans, and sales for local currencies; a
multiple-price plan involving only dollar sales; and the traditional
one-price commercial sales program.

Each of these sales policies leads to conflicts of interest and con-
flicts of value. American industry benefits from sales for local cur-
rency while commercial farmers also gain so long as price-support
programs thereby are maintained. Those who pay the taxes find the
present tax burden somewhat larger than it would be under either
dollar sales program.

On the other hand sales for local currency stimulate economic de-
velopment and assuage hunger in dollar-short, food-deficit nations.
The supplies of local currency are a potential asset which may reduce
government dollar expenditures and tax rates in the future. The
repayment of the local currency in the future will reduce the future
market for American industrial and agricultural products. Economic
development, effectively attained however, will expand the market
for both agricultural and nonagricultural goods. The effect of food
exports on economic development probably will be increased if there
are supplies of dollars and other foreign currencies to provide neces-
sary nonfood items.

Under Public Law 480 Congress is asked periodically to increase
the overall authorization. There is little basis for determining how
much is needed and desirable.

The present program of special export sales has met with criticism
from competing countries. Its elimination would lead to complaints
and problems from other countries including the danger of unrest
and revolt. There probably would be less criticism if a traditional
sales policy were followed coupled with a fairly large scale program
of loans to finance the purchase of farm products. Such a program
might be more costly and probably would be more difficult to tie to
farm products and humanitarian values with respect to food and
hunger than the present Public Law 480. In other respects it would
have substantial advantages.

It is for the American people and its representatives in Congress
to decide whose interests are paramount. The opposing values and
objectives need to be studied, the goals clearly defined, and needed
compromises deliberately selected. The assets which surplus food
represents in a hungry world should be used to implement the human
values and social objectives which America represents.
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MULTIPLE-PRICE PLANS

Kenneth Hood, American Farm Bureau Federation

Multiple-price plans for agricultural commodities are not new.
The McNary-Haugen proposals of the 1920's were two-price plans.
There has been a long series of related bills dating back for at least 15
years.

Elements of multiple pricing are evident in classified price plans
for milk, the International Wheat Agreement, Public Law 480, export
subsidies, market agreements, the compliance, noncompliance, and
noncommercial loans on corn, and others.

Many of the above programs are designed to be temporary and flexi-
ble in nature. Some involve small areas of operation. Some provide
for diversion into products that cannot be reconstituted back into
the original product. Some keep inferior products from entering
normal channels of trade.

Despite the fact that many price programs in operation today have
multiple pricing aspects, there is not one in existence that even re-
motely resembles the current multiple-price proposals for wheat, rice,
dairy products, and other agricultural commodities. These currently
proposed plans generally are mandatory, permanent, inflexible, and
involve processing taxes and certificates. None of these features are
basic characteristics of plans with which we have had experience.
Truly, we will be out on uncharted seas if we embark on any of these
untried multiple-price proposals. This in itself should not condemn
the many new proposals before us, but it does indicate that we should
subject them to a most careful examination before we think seriously
of adopting them.

The objectives which the American Farm Bureau Federation has
for a farm program are outlined in our AFBF Policy Statement.
Essentially, these objectives are expanded markets, more freedom, and
higher net farm incomes.

Could it be that some of the various multiple-price proposals would
contain provisions that would be helpful in making progress in this
direction? Let us examine some of these, first in broad scope, and
then individually, to see how they might contribute to a long range
solution of the farm problem.

Perhaps we should pause to take a quick look at the general features
that characterize most of these plans before we delve into an analysis
of specific ones.

The basic objective of multiple-price proposals is to divide the
market for the commodity in question into a primary market, which
would be charged a parity or near parity price, and one or nmore
secondary markets, which would be supplied at lower prices. The
mechanics of most of these plans are such that the specified commod-
ity would move through United States trade channels at one price with
variations for class, quality, and location. The actual cost, however,
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of acquiring the commodity would vary according to the use that is
made of it.

Under most of these plans, producers would be given marketing
certificates for a pro rata share of estimated domestic consumption.
Processors would be required to buy such certificates in proportion
to the use in products destined for domestic human consumption. The
value of such certificates would be determined by the Secretary of
Agriculture on the basis of his estimate of the amount by which the
parity price of the commodity will exceed the average farm price for

.the year. Thus, producers would be assured of something approxi-
mating parity for a percentage of their crop, which would be equal
to the percentage of the total production that is consumed domestically.
Certificates would not be required for exports, or in some cases, for
nonfood domestic uses. Refunds equal to the value of the certificates
involved would be made when products are exported.

As we now switch from description to analysis, let us first examine
the probable effect of these programs on our foreign markets.

These programs are designed to expand exports. Will they do it?
Certainly they will not solve the foreign exchange problems which
limit our sales in many areas. They will not change the fact that our
products are not always competitive in terms of quality. Increased
quantities of our products may be available for export markets at
world prices if we subsidize foreign shipments by giving United States
producers additional income for the domestically consumed portion
of production. If foreign countries, however, impose restrictions
against the importation of our products, what have we gained?

We have made it a point in our organization to discuss multiple-
price proposals with the many foreign agricultural visitors who come
to our offices almost weekly. We have explored these plans in conver-
sations with foreign traders and Government officials in our visits
abroad. We have brought these plans to the attention of importers
and exporters in our conferences on trade development and interna-
tional affairs. We discussed these proposals at a number of impor-
tant gatherings, including the recent world conference of the Inter-
national Federation of Agricultural Producers. A part of the state-
ment relative to multiple-price plans and international trade, which
was presented by Walter Randolph, vice president of the American
Farm Bureau Federation, in behalf of the Federation, follows:

So far as United States policy relating to international
trade is concerned, we believe it should be designed to pro-
mote trade with other nations on a fair basis and at a high
level.

The application of this principle to United States Govern-
ment price policy has particular significance to you and to
us:

(1) We agree that it is not fair on a continuing basis to
subsidize the production of surpluses of our export crops
tho Hugn poun"es wnicn require Uovernment surplus dis-
posal programs to market the commodity. That is why we
have insisted that so-called surplus disposal programs should
be temporary. We are not interested in their becoming a way
of life.
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That is why we have insisted that Government price poli-
cies on supported commodities should be consistent with pro-
duction objectives. We would remind you that the six com-
modities having price supports about which much of our dis-
cussion has centered account for less than 25 percent of
United States cash farm receipts and that commodities ac-
counting for over 50 percent of cash farm receipts have no
Government p'rice supports.

(2) This objective of conducting international trade in
farm products on a fair basis cannot be attained by pro-
posals to assure producers a relatively high price for that
portion of the crop sold domestically-or for a part of that
portion of the crop sold domestically as in the case of the
three-price wheat proposal which has been under discussion
in the United States and which was referred to earlier in this
meeting.

United States feed grain and livestock producers are as
frightened by the possibility of this sort of economic dump-
ing on a permanent basis in the domestic market as are the
producers in other w, heat exporting countries who have
analyzed its implications to them.

What is the real test of fairness so far as the production
and export sales policy of any government with respect to
price supported agricultural commodities?

Is such test whether the supported commodity is sold for
export at a price not lower than the price at which the pro-
duction of the commodity was induced by Government pro-
grams? Such programs include loans, purchases, blend
prices arrived at by multiple-price schemes, payments (in-
centive payments, deficiency payments, compensatory pay-
ments, production payments, etc.), and other similar devices.

If this can be accepted as the proper test, then all of us
have an opportunity to move gradually in the direction the
test points.

After these inquiries and discussion, we are forced to conclude that
a permanent program of maintaining high prices in a protected
domestic market, in order to produce more for export to foreign
markets, would be considered export dumping by other countries.
We do not allow other countries to dump products into our markets
and we can expect them to retaliate if we engage in such practices.
In the case of importing countries who have domestic producers of the
commodities in question, the retaliation probably would come in the
form of restrictions against the importation of that product. In the
case of exporting countries, the retaliation could be expected against
United States export of other agricultural products and manufac-
tured articles.

Many foreign countries already are extremely unhappy over our
present programs of export subsidization. The recent violent objec-
tions of Canada to our recent wheat export activities is only one of
many that have come to our attention in recent months. Fortu-
nately, we have some flexibility in our present operations and we are
in a position to make changes when conditions warrant. Our foreign
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competitors console themselves at present with the knowledge that we
are trying to get out from under a serious surplus situation and that
we have not committed ourselves to a program of subsidizing exports
on an expanding scale. When and if we do, we are told that we will
be embroiled in a prolonged bitter struggle that inevitably will restrict
our trade and endanger our international relations. Can we afford
to'take this chance?

WILL DoMEsTIc CoNsuMrPloN BE AFFECTED?

Since multiple-price plans generally incorporate high levels of
domestic price support, it is necessary to consider the effect of this
pricing policy on consumption. In another paper, submitted by
AFBF to this committee, some relationships existing between prices
and consumption are reviewed. It is important to reiterate here that
prices have a marked effect on domestic consumption of dairy prod-
ucts, cotton, meat, and a host of other agricultural commodities. SEven
for wheat and rice, prolonged periods of high prices may induce
important shifts in consumer habits.

High prices will encourage a further increase in the consumption of
synthetics and other substitutes.

WHO WILL BE lImiRT?

Each proposal should be analyzed to determine if it is fair to
United States consumers, to producers of quality products, and to
producers of other agricultural commodities.

If we try to obtain satisfactory prices for wheat growers, milk pro-
ducers, and others through a processing or similar tax, these payments
may be interpreted to be bread taxes, milk taxes, or taxes on other
consumer necessities. This could create an adverse public reaction
which would affect consumer demand for the products in question and
could jeopardize the successful operation of the program. While the
American consumer should expect to pay a fair price for food, it is
quite a different thing to tax domestic consumption of individual
commodities to finance the export of these commodities. Processing
taxes shift the burden from those more able to pay to those less able
to pay. Now, support money comes from Federal funds, part of
which comes from graduated income taxes. Increased costs of do-
mestically consumed foods, brought about by processing taxes,, would
be borne by the users and would bear as heavily on the low income
segment of our population as on those more able to pay. Consumers
can be expected to object strenuously to programs that permanently
increase their food and fiber costs in order that foreign consumers
may pay less.

Many of the proposed programs distribute certificates according to
production history and bear no relationship to the historical partici-
pation in the domestic market for the inroduet. Tn th. 15-ve..r nprind.
1952-56, domestic consumption of durum wheat averaged 105 percent
of production; hard red spring wheat, 88 percent of production: soft
red winter, 73 percent.; hard red winter, 47 percent; and white wheat,
37 percent. Is it equitable to give the producers of each of these
varieties of wheats equal shares of the domestic food wheat market?

Any plan established for one commodity may have serious impli-
cations for producers of other products. When devising a multiple-
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pricc plan for a commodity such as wheat, we need to cnnsidhli the
effects of this plan on feed grain producers, livestock growers, and
others.

In considering the use of processing taxes, it would be advisable to
take into account the almost certain opposition of processors. In the
past they opposed processing taxes and were successful in getting
the processing taxes, established under the original Agricultur'l
Adjustment Act of 1933, declared unconstitutional. They can be
expected to attack the constitutionality of current proposals and might
well win their case in the courts. The possibility of this eventuality
would add confusion and uncertainty in the operation of the program.

PROBLEMUS OF ADmtIN STRATION

Administration of multiple-price systems will be difficult and coin-
plicated. The proposals require in general all the administrative de-
cisions necessary under present plans. In addition, advance estimates
of domestic quotas, parity prices, and market prices will be required.
Also, there will be certificates to handle. The administrative costs of
collecting the processing taxes and making payments to farmers would
be high.

Multiple-price plans might produce black markets through which
wheat, rice, and other products would move into human consumption
without payment of the processing tax or purchase of a food certificate.
This could result in administrative problems of auditing and enforce-
ment far beyond first expectations.

A natural development of a two-price plan would be a multiprice
system with prices varying according to usage. In fact present wheat
proposals, if adopted, would result in at least 3 levels of price-1 for
food, 1 for feed, and 1 for foreign shipments. Expansion of a 2-price
system to a 3- or 4-price system would greatly complicate administra-
tive problems.

A general adoption of multiple-price plans will result in increased in-
volvement of Government in the individual affairs of farmers and in
the production and marketing of agricultural commodities. This will
not be good for agriculture or for America.

WILL FARM INcoMEs BE INCREASED?

Overproduction is one of the big problems in agriculture today.
There appears to be nothing in any of the proposed mutiple-price plans
that will help solve this problem. In fact, production could be ex-
pected to increase. If higher prices are achieved at the beginning of
the program, this would stimulate output. Moreover, farmers would
feel impelled to expand production in order to maintain or increase
base histories. If the value of the certificates, plus the going market
price of the product, results in a favorable blend price, producers may,
in the absence of controls, continue to expand output to the point
where blend prices would be no higher than what market prices would
have been without any program whatsoever. Under such conditions,
the average producers would get no benefit from the proposed program.

Then, too, exports may be less-not more-if foreign countries find
our multiple-price systems an unacceptable form of competition.

If certificates, marketing cards. allotments, and other rights to pro-
duce or sell have value and go with the farm, they will be capitalized
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into land values. This gives a windfall to existing landowners, and
penalizes new purchasers of farms who have to pay higher prices for
farms than they otherwise would, if they want to buy properties with
certificate rights.

Wheat
The certificate plan calls for supporting a portion of the domestic

wheat crop at a high and very profitable level so that wheat producers
will be able to produce to capacity and dump their surpluses in the
export and domestic feed markets. Since we already have a number
of wheat export-subsidy programs, the immediate objective appears to
be to dump wheat in the domestic feed market.

Foreign countries can be expected to take retaliatory measures
against the adoption of this plan. Importing countries, almost all of
whom have some domestic wheat producers, would seek to protect
these producers by imposing various types of trade barriers against a
flood of cheap wheat from the United States. In competing export
countries, retaliatory actions probably would be directed against other
American exports, such as cotton, soybeans, lard, tobacco, fruits, veg-
etables, and industrial goods. This could result in a net reduction in
our exports of both wheat and other commodities.

Let's take the Canadian situation as an example of how countries
could react to a multiple-price program for United States wheat. It
is not necessary to outline here Canada's extreme displeasure with our
present temporary program of subsidizing wheat exports. Since the
Canadian farmer doesn't have a program that gives him a much higher
price for half his production, which the certificate plan would provide
for United States, he could be expected to regard such a program as
the most vicious, unfair type of subsidized competition imaginable.

Canada now buys 200,000 to 400,000 bales of cotton and millions of
dollars worth of other farm products annually. Can we hold this
market if we adopt a wheat-certificate plan? In view of our urgent
need for expanded agricultural exports, can we afford to antagonize
Canada and other trading nations whether they are exporters or
importers of wheat?

Producers of corn and other feed grains can be expected to oppose
any plan that allows wheat producers to dump hundreds of millions of
bushels of surplus wheat into the feed market.

It is argued that the amount of wheat that would be fed under the
certificate plan would be small in relation to the total feed-grain sup-
ply. But the amount of wheat that could be fed is neither small nor
insignificant. Our present wheat carryover of nearly a billion bushels
is the feed equivalent of nearly one-third of a normal corn crop.

Furthermore, we have a big oversupply of corn and feed grains,
with the carryover of corn this year totaling about 1.5 billion bushels,
or almost the equivalent of a half of a normal crop.

Many analysts minimize the impact of a feed-wheat program on
feed-grain producers. Even the USDA failed to consider this imnor-
tant matter in its recent study of the feed-grain situation.

Feed-grain producers may be affected in another way. If a large
volume of low-priced wheat is made available to foreign markets
as a result of a United States wheat-certificate plan, it is logical to
assume that important quantities will be used in the foreign feed
market. This would reduce the export demand for our feed grains.
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Feed-grain producers, no doubt, are perfectly willing, to compete
for the feed market provided the power of Government doesn't stack
the rules of the game against them. If the wheat farmers will accept
support prices on their entire crop, based on the feed value of their
product in relation to the support price on corn, and not just the
feed portion of it, corn farmers and producers of other feed grains
cannot complain that wheat is being fed on an unfair competitive
basis.

The proposed wheat-certificate plans not only would work an in-
justice on domestic producers of feed grains and foreign wheat pro-
ducers, but also would create inequities among domestic wheatgrowers.
Under the proposed plan, food wheat certificates would be distributed
to all wheat producers on the basis of past wheat production without
any reference to their participation in the domestic food market. This
means that the growers of Durum, Hard Red Spring, and other wheats
that are consumed largely in the domestic food market would in effect
be taxed to subsidize the dumping of surplus wheat of other types
into feed and export markets. Producers of high-quality milling
wheat would be taxed for the benefit of producers of feed wheat.

Presently proposed multiple-price plans for wheat would, no doubt,
increase rather than decrease wheat production. Growers would pro-
duce to maintain or increase base histories and their share of the
certificates. With uncontrolled production, the average or blend price
of wheat might, and probably would, drop to the level that would
prevail on a free market without any program, and farm incomes
from wheat production would not be raised one iota by the operation
of a program that subjects us to the grave risks of international ill
will and displeasure of feed-grain and livestock producers and other
commodity groups in this country.
Rice

This commodity has been cited as one for which a simple workable
multiple-price plan could be devised. The proponents say that price
in the domestic market has little or no bearing on consumption and
our surpluses have no force whatsoever in establishing a world mar-
ket. It is further argued that a multiple-price plan for rice could
be easily administered because the crop is small; rice uses are few;
and compliance could be easily checked as all rice must be passed
through driers.

Let us examine the validity of these observations.
While rice has no close substitutes in the United States market at

the present time, is it not logical to asume that the long-run mainte-
nance of high prices would induce shifts to other foods? Can rice
producers afford to take the chance of losing markets that may be
extraordinarily difficult to recoup after consumers have changed their
dietary habits? Food experts tell us that consumer food habits change
relatively slowly but once a commodity has lost favor, it is a difficult
task to recover lost markets.

United States exports of rice were relatively unimportant in world
trade prior to World War II but they have risen substantially since
then and have made up 10 to 18 percent of world shipments since
the end of the war. Any long-time permanent program of subsi-
dizing exports through supporting domestic prices at high levels
could lead to retaliation on the part of foreign countries and in the
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end reduce rice exports and the exports of many other American
products as -well.

WNrhile rice has relatively few industrial uses, it is used in the pro-
duction of beer. It is questionable if this commodity can bear a
processing tax and compete in the domestic beer and other industrial
use markets.

Some rice areas in the United States produce largely for export
while some have a much larger stake in the domestic market. A ques-
tion that is often raised, when multiple-price plans for rice are being
discussed, concerns the probable reaction of producers of rice for
domestic use when they are asked to finance exports of other pro-
ducing areas. We have seen no evidence to indicate that the growers,
who have domestic markets that have been developed through co-
operative and company brands, would be willing to pay a tax to fi-
nance payments to growers who produce largely for export.

Should Cuba be included in the domestic quota if a multiple-
price plan for rice is instituted? This poses a most difficult ques-
tion. Since this country is a heavy importer of our rice, there is
strong support to include it in the high price market. If this is done,
will it encourage an expansion of Cuban rice production and result
in an eventually smaller market for United States rice? Will Cuba
be tempted to purchase rice from other countries where it can be
bought at lower prices, or will the tax, which applies on milled rice
only, be evaded by shipping rough rice to a third country for milling
or for milling in Cuba? Can we charge Cuba more for her rice than
we do other countries and keep from violating the most-favored-na-
tion provisions of the General Agreement on Tariffs and Trade?
Moreover, United States has a tariff preference on rice in the Cuban
market. The proposed processing tax would greatly reduce or elim-
inate this advantage.

All plans that include Cuba in the higher priced market, either
directly or indirectly, involve what amounts to a tax. Since the
Constitution prohibits export taxes, it may be difficult or impossible
to develop a program that would enable us to charge Cuba a higher
price than we charge other countries.

If farmers are stimulated to increase production as a result of more
favorable prices, what measures exist to curtail production? What
assurances are there that rice farmers will not produce enough surplus
rice to bring the blend price down to the free-market level ?

Can it be positively demonstrated that a certificate plan for rice
will net producers more money in the long run than the present pro-
gram, a program of reduced supports and expanded acreage, or a free-
market price with no limits on acres planted?
Cotton

Cotton producers have many problems. Two big ones arise out of a
phenomenal expansion of synthetic-fiber production and a loss of
export markets. Will any two-price plan solve either of these prob-
lujni ̂ Les iook at the synthetic-nber picture tirst.

The United States production of synthetic fibers increased from
1,930,000 bales (cotton-equivalent basis) in 1940-44 to 5,349,000 bales
in 1956. During this same period, per capita consumption of cotton
in this country declined from 36.8 pounds in the 1940-44 period to
26.0 pounds last year.
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In 1955, cotton's share of the United States fiber-market slimmed
down to 66 percent. In 1950, the slice was 68.5 percent, and in 1940,
80.6 percent. Synthetics and other fibers took over the markets that
cotton lost. Price helped them do it.

High domestic cotton prices make it difficult, if not impossible. for
our cotton-textile manufacturers to produce cotton goods at a price
that will enable them to compete successfully for export markets.
Moreover, these same manufacturers have to compete with imported
cotton textiles fabricated from raw cotton which we made available to
foreign countries at cutrate prices.

Any plan that supports domestic cotton prices at a high level un-
questionably will aid in a further expansion of synthetic-fiber produc-
tion, hurt foreign sales of finished cotton goods, and contribute
measurably to a further curtailment of cotton consumption. A multi-
price plan for cotton would be suicidal insofar as the domestic market
is concerned.

It is doubtful if any two-price plan could be devised for cotton that
would solve the domestic consumption problem and at the same time
enlarge the export market for any extended period of time.

Dairy
The classified price plan for milk, which has been incorporated in

Federal milk-marketing orders, has been cited as a precedent for
establishing multiple-price plans for other agricultural commodities.

Let's examine the system of classified pricing which establishes dif-
ferent prices for milk for different uses to see if there actually is any
similarity between this method of milk payment and the many
multiple-price plans that are being widely discussed today.

Federal milk-marketing orders are confined to metropolitan milk
markets where milk is primarily produced for fluid consumption.
Multiple-price plans, on the other hand, generally are nationwide and
include all producers.

Dairymen can justify higher prices for fluid milk than for milk used
in manufacturing dairy products on the grounds that health regula-
tions increase production costs in metropolitan milksheds. This does
not hold for food wheat, food rice, and other commodities involved in
current multiple-price proposals.

Most multiple-price plans involve certificates, processing taxes, and
reduced prices for exportable surpluses. Some include quotas, support
prices, loans, and many other devices. None of these are a part of a
classified price plan for milk.

A number of multiprice stabilization plans for milk are being widely
discussed today. Space will not permit a detailed discussion of any
of these specific proposals. *While many of these plans have the very
laudable objectives of expanding exports, balancing production and
demand, substituting producer financing for Government support, and
increasing net farm incomes, it is difficult to see how the present
proposals can attain these goals.

In a further study of these many proposals, it may be advisable to
seek a clarification of a number of very perplexing questions.

The first question pertains to the method of operating the program.
A Federal Dairy Stabilization Board is proposed in most plans. This
would be a quasi-governmental agency of farmers or representatives
of farmer cooperatives empowered to establish support prices, set
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stabilization tax rates, buy and sell surplus dairy products (or set
policies relative to acquisition and disposal of these products), and
to do many other things necessary to effectuate the program.

This approach is a wide departure from presently established
methods of supporting prices of agricultural products.

Many are asking if it is in the national interest to give a commodity
group major authority in the pricing and operation of the market for
that commodity. Others question the legality of this procedure.

The effects of a higher domestic price on production and consump-
tion of dairy products need to be examined. Many proponents of
dairy stabilization plans have minimized the impact that increased
prices would have on production. Likewise, they have failed to ap-
preciate the amount of adverse influence that increased prices may
have on the consumption of milk and dairy products. Butter, in par-
tlicular, is in a very vulnerable position. Consumption fell from 17
pounds per capita in 1940 to 8.5 pounds in 1953. Modest gains in con-
sumption have been registered since this all-time low in butter con-
sumption was reached. Is the dairy industry prepared to run the risk
of a disastrous loss in butter demand by pushing butter prices to
unrealistic levels and encouraging substitutes to wreck the industry
by moving in and taking most of the market that is left ?

Many analysts expect losses in operating the program to offset gains.
'They are asking:

How long will it take farmers to produce enough so that losses from
surplus disposal balance gains from higher prices for milk sold in
regular channels? How long will it take for milk prices to reach the
level that would prevail if we had free-market prices?

High-level supports have been associated with heavy Government
purchase of dairy stocks. When dairy price supports were at 90 per-
cent of parity, CCC purchases were more than double purchases since
support prices moved lower. If this experience is repeated under a
dairy stabilization program of high supports, how long will it be
before costs of operating the program become prohibitive?

Some proposals would attempt to limit the production of surplus
milk. This effort would involve a national base-surplus plan, with
-a small stabilization fee assessed against the base quantity of milk,
and a much larger tax assessed against surplus production. Base-
surplus plans have been used in many markets in the past. They have
been fairly successful in reducing seasonality of deliveries of fluid
milk to plants but have usually resulted in greater annual production.
The seasonal swings have been minimized by filling in the lows with-
out any appreciable decrease in production during the peak months of
milk flow.

If bases under the base-surplus plan were not rigidly defined and
tightly administered-and provisions of the proposals appear to indi-
cate continual expansion rather than close control of bases-the plan
would not reduce total production.

Let us suppose a plan could be devised that would actually control
milk production. What then?

First, we can assume that a minimum volume of milk or a minimum
number of cows would be allowed, such as is provided in the burley
'tobacco program and others. This would jeopardize the milk pro-
duction control program but probably would be politically essential.
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Possibly a maximum base quantity would be allowed. This wouldpenalize larger producers and could have an adverse effect on theoverall efficiency of milk production.
In the end we would have more producers, fewer cows per farm,higher average production and marketing costs, a reversal of thetrend toward greater efficiency in milk production, and lower netfarm incomes from dairying. Some would be exempt from the pro-gram, according to some of the proposals.
What will be the major effects on costs of efficient producers, espe-cially if dairy farmers with a few cows are exempt from the program?How would this affect producers of manufactured milk if producersin fluid markets that have supply and demand in reasonable balanceare exempt?
If producers with a few cows are included, what are the adminis-trative problems in making collections from producer-distributors,sour-cream shippers, and others? If all fluid markets are included,will producers in these markets be willing to be taxed to support aprogram for producers of manufactured milk?
The question of exports should be raised again.
Although our exports of dairy products have been an insignificantpart of our total production in past years, we ought not to forecloseany opportunities that may exist to expand this outlet.Will any of these programs expand foreign markets for dairyproducts, or will we face retaliation as we subsidize cutrate foreignsales through a program of high domestic prices and find ourselveswith less outlets instead of more ?
And, finally, we need to appraise the prospects for higher netincomes for our dairymen if we adopt any of these plans. To date,we have seen no realistic projections that would indicate that favor-able results would be achieved.

Sugar and wool
The sugar and wool programs have been cited as examples of pro-grams that embody certain features of some of the currently discussedmultiple-price proposals. Actually, these are special programs foragricultural commodities in deficit supply in the United States andare comparable with the plans proposed for commodities with ex-portable surpluses in very few respects. One similarity exists in thatdomestic producers of sugar and wool get returns above world prices.In addition, sugar has a processing tax.
The processing tax on sugar has been cited as an example of howthe tax might Work on other commodities. This tax goes into theUnited States Treasury and is appropriated out to make paymentsto producers who comply with specific requirements relative to childlabor, wages, and other matters.
It might be observed in passing that these conditional paymentsare illustrative of how far Government may go with other commod-ities, as they have with sugar, in dictating wage levels, and manyother provisions, if -we involve producers in compulsory multiple-price programs that include certificates and payments. This appearsto be a long way around to reduce governmental interference in theindividual affairs of farmers.
Since a tax of 50 cents per hundredweight of sugar, raw value, isimposed on all sugar processed in the United States and all sugar
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imported for. direct consumption, and payments are made only to
domestic producers, collections usually exceed payments by 15 to 20
million dollars a year.

Quotas, imposed on importations of sugar, associated with domestic
farm allotments for sugar beets and sugarcane, set the level of supply
in this country and have a much greater impact on producer prices
and incomes than the small payments that are made to producers
for complying with certain requirements relative to wages, hours,
provisions, etc.

The wool program is financed from receipts derived from wool
tariffs. This is a direct payment plan designed to encourage an annual
production of 300 million pounds of wool.

We produce only one-third of apparel-wool needs and buy two-thirds
from other countries. This fact makes it possible for us to have a
domestic wool price above world price levels without causing the kind
of international concern over unfair price competition that arises
when we use a high domestic price for commodities with exportable
surpluses to subsidize cheap exports.

SUMMARY AND CONCLUSIONS

Multiple-price provisions have been used successfully in classified
pricing of fluid milk in metropolitan areas. Marketing agreements
for fruits and vegetables have been helpful in assisting producers in
limited production and marketing areas to improve quality of products
marketed and to divert lower grades into products that cannot be
reconstituted and sold as the original product. Diversion programs
have been used to divert surplus agricultural commodities into starches,
alcohols, and many other useful products.

Multiple pricing can be advantageous in accomplishing the limited
objective of programs outlined above but we fail to see any long-time
advantages to agriculture in adopting any of the currently proposed
multiple-price plans. Some of the plans may give us a momentary
lift but we should be ever mindful that it is necessary to distinguish
between short-time advantages and long-time consequences.

It is doubtful if any of the widely discussed programs of a multiple-
price nature will expand markets for any extended period of time. In
fact, there is real danger that our export markets will be curtailed.

If these plans would move us away from governmental interference
and domination of the agricultural industry, and allow market prices
to have more influence in guiding production and consumption, it
would be advisable to give the plans a trial. This would be especially
true if it could be demonstrated that there is a road back if these plans
fail. There is little evidence, however, that these plans could work
without a multiplicity of certificates, allotments, loan programs, and
elaborate machinery to enforce requirements of the law. Conceivably,
the Government would dictate wage rates, and other provisions as
a condition oi eiigibiiity for certificates as is now incorporated in the
sugar program. Moreover, the end result of this approach could be
a complete system of Government-administered prices and a collateral
Government control over every aspect of American agriculture.

It is also doubtful if any of these programs would increase farm
iiicomes for any appreciable period of time. Production would be
stimulated until the value of the certificates, or' the advantages of a
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higher support program as outlined for milk and dairy products,
would be entirely wiped out and prices would in effect be no higher
in the end than the free market would have brought without the
program.

Many will agree with the writer that we need something that will
work better than the farm programs that we have had in the past.
Fortunately, we are not faced with a choice between present plans and
the multiple-price approach. There are other plans that offer better
possibilities for dealing realistically with the perplexing problems
of agriculture. Plans that will build markets at home and abroad-
help balance production and demand-minimize the role of Govern-
ment-preserve and enlarge opportunity-and improve the net-income
position of farmers.



NEW USES AND NEW CROPS

Wheeler McMillen, Farm Journal, Inc., Philadelphia, Pa.

The concept of new uses for agricultural products looks in the
main toward industrial or nonfood forms of consumption. Likewise.
the desire for new crops aims principally at products for industrial
rather than food purposes. In neither instance, however, is the pos-
sibility of new food uses excluded. Food and fiber doubtless will
always be agriculture's primary business.

The idea for diverting a portion of farm production into industrial
rather than food chanlels came into being during the 1920's, more
than 30 years ago, when agriculture was producing surpluses and
numerous "farm relief" plans were being advanced.

At that time it was remarked that while the quality of domestic
consumer diet might be further improved, the quantity of consump-
tion per person could hardly be expanded. The observation was made
that the capacity of the human stomach was limited.

It was further noted that while the richest American consumed no
more than three meals daily, the consumption of nonfood goods had
no limits except purchasing power. After supplying needs for food,
no automatic limit appeared to restrain the satisfaction of wants for
housing, furnishings, apparel, or for the innumerable varieties of ob-
jects which consumers buy.

During this period the relatively new science of organic chemistry
was demonstrating its ability to turn hitherto useless substances of
nature into valuable commodities. Chemical needs for raw materials
were expanding. The newness of the organic chemical industry and
the prospect that it would grow gave urgency to new questions.

Farm crops were full of cellulose, proteins, starch, sugar, oils, and
other compounds, the very materials with which chemical manufac-
ture could work. It seemed appropriate to inquire, then, whether
industry could not use farm-grown raw materials.

The question was sharpened by the known fact that roughly half of
the total tonnage of farm products-straw, stalks, rinds. shells, feath-
ers, and many other parts-are inedible and for them farmers are gen-
erally paid little or nothing.

From these considerations rose the concept which came to be called
chemurgy-the idea of putting chemistry and related sciences to work
to accomplish larger industrial utilization of farm-grown materials.

Proposals were advanced that scientific research be activated to
examine the components of the crops farmers grow, and to seek indus-
trial markets for which some of these components could provide raw
materials. it was urged that the unmarKeLaDie hali of farm product
tonnage, the inedible farm residues, be explored fully as sources of
raw materials for industry.

Then the idea emerged that new kinds of crops might be discovered
which could be grown solely or principally for their value as raw ma-
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terials for industry. To whatever extent such c1ritcz could be grow
profitably by farmers the acres they occupied woutd serve to prevent
surpluses of the existing overproduced crops.

Through recent decades a considerable amount of progress has
been made toward developing both new uses and new crops. The
extent of this progress, however, has been far less than the apparent
potentials. The lack of adequate research has been a principal rea-
son why progress has not been greater; there are some other reasons
which will be touched upon later.

CROPS ARE ANTNUALLY RENEWABLE

Two considerations of high importance to the national future should
be inserted at this point.

Mineral resources are exhaustible. They cannot be re-created.
Once consumed, mineral substance is gone forever. Already Ameri-
can industry has found it necessary to bore far deeper into the earth
for oil, and to search beyond the national borders for iron ore and
other metals, both at increasing cost for the raw materials thus ob-
tai ned.

In contrast, the resources from the vegetable kingdom are ever-
renewable and relatively inexhaustible. The entire product of 1 year's
crop, less seed, may be consumed in 1 year and fully reproduced in
another season. So long as soil and water are adequate, more crops
can be grown. Only about 2 percent of the body of most plants is
actually extracted from the soil; the rest of the plant's constituents are
derived from moisture, atmosphere and sunshine. Fortunately the
minerals requisite for that 2 percent appear to exist in abundant sup-
ply for the indefinite future.

Therefore the utilization of crop materials for industry constitutes
conservation of the Nation's resources, a fact that far-sighted states-
manship will take into account.

CROPS FOR PAPER

For the successful establishment of a new use or a new crop an
existing or creatable need is essential, an adaptable plant species must
yield raw material which is suitable, manufacturing processes and
facilities are required, and those who will engage in the various parts
of the enterprise must be able to anticipate profits. A new crop will
usually require agronomic experimentation to determine the best
methods of culture, and frequently also will need genetic development
either to improve the economy of cultivation or to enhance the con-
tent of its desirable components. These points can be brought out
more clearly by citing some particulars.

Cellulose fiber has become a major organic raw material. Paper,
plastics, rayon, building requisites and many other items in daily use
call for cellulose. Paper alone is now consumed at the rate of 418
pounds per person per year, and has risen steadily in price for decades.
The major source of cellulose for paper and other products has been
woodpulp. Large quantities have to be imported.

A pl ospective new source of cellulose, and new crop for the United
States, is timber bamboo. Enough has been learned about it to in-
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dicate that it will yield 4 to 6 times as much cellulose per acre as does
the fast-growing southern pine, that it will attain full maturity about
twice as quickly, and that superior paper can be made from the pulp.
Once an acreage becomes established an annual harvest can be re-
moved. All cutting and handling can be done economically with
power machinery. Bamboo apparently will flourish in most areas
where cotton or peanuts, both now in surplus, are grown; it may be
adaptable to as many as 50 million southern acres. Aside from wood-
pulp is has structural and other uses.

The paper industry is also a major market for another new crop,
not yet fully established; this is guar, a legume whose seeds yield
a gum. This gum materially aids in certain papermaking processes,
and has other industrial uses. Under the encouragement of a private
milling industry some 70,000 acres were planted last year in Texas
and Oklahoma.

New crops, such as bamboo and guar, are not the only means by
which agriculture can contribute to paper industry needs. Crop
residues-millions of tons of straw, cornstalks, cotton stalks, and other
fibrous materials-are available when economic means for their col-
lection and transportation can be devised. Most of these are now
unmarketable and wasted.

New strains of corn. with an 80 percent or greater content of amy-
lose starch, are being bred. Amylose produces a long molecule, rather
than the small, round one of ordinary starch, and thus can be used
in paper not merely as a sizing but as an integral part of the fiber.
It can be made into transparent plastic sheets, and may eventually
appear as a transparent, edible wrapping for meat and other foods.

PRESENT INDtUSTRiAL NEEDS

In many other extensive and important areas needs exist for ma-
terials which the increased development of new crops and new uses
for crops can supply.

The United States now is compelled to import 85 percent of its
vegetable tannins, a condition which might well become troublous
in an emergency. Canaigre, which grows naturally in the South-
west, and can be cultivated mechanically as an annual crop, is a
proven satisfactory source of tanning materials. With some addi-
tional research it can be established as a crop to the benefit of the
producing areas and of the leather industry.

The Nation does not produce its requirements either of hard or soft
fibers. Kenaf, sansevieria, hemp, phornium, ramie, and many other
plant species offer potentials as new crops to fill these needs which,
incidentally, have strategic as well as industrial importance.

The pharmaceutical industries present numerous opportunities for
new crops, important though generally small. Dioscorea, the yam
from which cortisone is obtained, and Rauwolfia, a source of tran-
oniilizinfr dlrllfcm spre 4-vnnn1lP;:

Industry has need for additional domestic sources of waxes, anti-
oxidants and gums. Plant species which yield suitable ingredients
are known and can probably be developed as crops.

An interesting fact, whose potential with reference to possible new
crops is yet to be assessed, is that certain species of plants extract
from the soil and concentrate in their substance rare and valuable
minerals such as selenium and germanium.
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Some of the industrial needs and corresponding new crop -ppo;-

tunities just mentioned may seem to be and are minor so far as po-
tential acreage and consumption may be measured. In total they
may become impressive, and each acre thus occupied will be an acre
not competing with the surplus crops.

VEGETABLE OIL CROPS

The field of vegetable oils, however, comniands markets which are
not only large already but which continually expand. The vegetable
oils serve multitudes of uses, are turned into hundreds of different
derivatives, and are constantly demanded for new purposes. Al-
though for some purposes various vegetable oils are interchangeable,
numerous of their uses require specific components which only one
crop species can provide.

Among the new crops which have been successfully established in
recent times are durum wheat, the navel orange, avocados, dates,
lespedeza, ladino clover, crested wheat grass, oriental persimmons,
Acala cotton, Sudan grass, and various forages. The outstanding ex-
ample, however, is a vegetable oil crop, the soybean. This crop, newv
to the United States within recent decades, now occupies 20 million
acres and yields more than 400 million bushels in a year. Although
the output increases year after year soybeans have never been in
surplus. It may well be noted that had not the soybean appeared,
these 20 million and more acres would have continued to produce corn
and others of the old crops which overflow the Government ware-
houses.

The castor bean grows best in the Southwest, on lands which now
are largely in surplus cotton. Research has developed varieties which
lend themselves well to complete mechanical handling. The industry
which handles castor beans confidently asserts that within 20 years
it could be using the produce of a million acres. Castor is solely an
industrial oil with important strategic significance. Wartime neces-
sities for castor oil led to the payment of incentives which produced
more than 150,000 acres. The acreage this year was 15,000; imports
are considerable. Proper steps can make certain the establishment
of castor beans as an important crop which, where grown, will afford
an alternate for the production of surplus cotton.

The unusual qualities possessed by safflower oil have been recognized
by a demand which now takes the produce from around 100,000 north-
ern California and western Nebraska acres.

These are but a few examples, cited to indicate that industrial mar-
kets do exist for new crops and that plant species are being developed
which are capable of supplying these needs. Vigorous research and
development effort could result in their making substantial improve-
ments in the farm incomes of various areas. Many other examples
could be listed.

NEEDS YET UNREALIZED

The "old" crops common to agriculture are indeed old. They were
not selected with reference to modern conditions, but have been per-
petuated from the truly prehistoric past. Within the United States
about 1.50 species are cultivated commercially. The Department of
Agriculture lists 52 kinds as "principal" crops. Around the world
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some 250,000 species of higher plants are known to science. Rela-
tively few of these have ever so much as been examined with modern
laboratory equipment to inquire what useful compounds they may
contain. Inasmuch as within the area of continental United States
almost every combination of growing conditions exists-soil, temper-
ature, moisture, altitude, and other factors-almost any new species
not truly tropical may be domesticated.

The most important new crop that modern times have seen to
become established is rubber. Three-quarters of a century ago the
world was unaware of any great need for rubber except for rainwear
and a few other trivial purposes. Now civilization rides on rubber.
New plantations are being created to maintain the supply, even though
synthetic production is immense.

New needs for other plant materials will arise in the future. Until
cortisone was discovered no one was conscious of need for the plant
species which now supply the basic steroids. Until the merits of rau-
wolfia became known no demand for its roots existed. Both of these
instances have arisen within the past decade. These needs appeared
before the sources were adequate, and they are still inadequate.

American agriculture and the national economy both most certainly
could profit if a comprehensive study of the earth's entire wild flora,
the whole vegetable kingdom, were carried out with full use of effec-
tive modern scientific devices to determine the components and nature
of every plant kind. The cost would be far less than that of shooting
balls into barren space and the results probably far more beneficial
to humankind. Not only could new materials for present known uses
be disclosed, but materials discovered to meet needs yet unsatisfied
or even yet unknown. Not only could more new crops for our agri-
culture be expected, but new industries could follow to bring new
items into the standard of living.

Men search the ends of earth for mineral wealth which, when con-
sumed, is irrenewable; the green frontiers of the vegetable kingdom
will yield up wealth that is annually renewable.

LARGE SURPLLUS, HUGE POTENTIALS

The potentials for much-increased industrial utilization of present
and established crops invite vigorous exploration.

No farm product stands in greater or more continuous surplus than
starch, the major component of corn, grain sorghums, wheat, and
potatoes. None has greater industrial possibilities. Starch can be
modified and altered by chemical, microbial, and physical means, and
caused to assume a multitude of forms. As more becomes known about
starch, especially as basic research penetrates certain remaining mys-
teries of the starch molecule, its several hundred present industrial
uses undoubtedly can be extended in volume and multiplied in number.

Really vast industrial uses for starch are envisioned in research pro-
nno~s.1 whitch hnvve hoen g~lqrnpe1 hl-r h ennmr~pnf co an-i-ca Te
mention a few of these:

Starch derivatives to use in ore-flotation processes;
Starch for pelletizing iron ore;
Chemical combination of starch and cotton for such end results

as one-use throwaway garments;
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Starch to serve as a binding agent and in other ways with wood

for improved building-construction materials;
Starch materials to act as soil stabilizers in roadbeds and em-

bankments for highway construction;
Starch for chemical base in plastics, textiles, and structural

materials;
Starch for sewage and water treatment, silt prevention in lakes

and reservoirs, and in reclaiming brackish or sea water;
Starch for insecticide and defoliating formulations;
Starch for rubber synthetics by way of alcohol and butadiene;

and
Starch for detergents, antioxidants, and industrial acids.

These are large-volume fields. The ideas proposed are not idle
dreams, but objectives which scientists believe can be achieved. Any
few of them could consume hundreds of millions of bushels of grainswhich will otherwise continue to be in surplus.

OPPORTUNiTrEs ARE VARIED

Research to create new uses for nonagricultural materials has out-
stripped research to increase the markets for things which farmers
grow. Ten years ago 80 percent of inedible animal fats went into
soap; now the proportion has fallen below 30 percent, due to the rise
of synthetic detergents. Recent studies, however, have shown that
such fats themselves can be used to make detergents and have impor-
tant values in certain types of plastics. As lumber impregnants to
prevent moisture effects and for incorporation in cement and asphalt,
animal fats may find extensive new markets.

Another area where agriculture has been researched out of its nat-
ural market is in the uses of hides and skins. Whereas 9 out of 10
shoe soles were made of leather a few years back, now 7 out of 10 shoe
soles are synthetic. Other materials than leather have taken over
much of the luggage market. Improved tanning methods and exten-
-sive basic research are needed for leather, especially because hides are
normally an important item in the prices of livestock.

While fibers are not food products, they are large items in farm
production, and cotton is in surplus. Research techniques have been
-indicated which promise much larger industrial uses for cotton and
which can greatly improve its competitive position versus synthetic
fibers in the field of textiles for clothing and other domestic uses.
-Wool and mohair and their byproducts could be used in several

industrial fields extensively if more were known about how to adapt
them. As a single instance, wool felt has every desired quality but
one for use as a filter and oil wicking in diesel-train journal boxes.
It lacks in heat resistance. If wool could be made sufficiently resistant
to heat by chemical or other treatment, this one would be nearly large
enough to consume the present entire annual United States wool clip.

Sugar is a relatively cheap, pure compound whose chemical poten-
tials have been little explored. Detergents, films, surface coatings,
and plastics offer new outlets as research progresses.

The poultry industry turns out annually more than 100 million
pounds of inedible eggs and egg byproducts, 300 million pounds offeathers, and many thousand tons of inedible wastes.
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No attempts can be made here to mention all the industries, all the
farm-grown materials, nor all the products which can emerge as science
and technology devote to them increased attention. It is hoped that
these few illustrations, however, will convey the conviction that here
is a vast field for the improvement of farm income as well as for the
economic betterment of the Nation.

RECOMMENDED ACTION

What can be done to hasten the establishment of new crops and
the fullest development of industrial uses for farm products? The
greatest immediate need is for scientific research on a much larger
scale. This is a service to the Nation which will only be provided
amply through the resources of the Federal Government.

Industries undertake research in these fields only when urgent need
for otherwise unobtainable raw materials or the opportunity for
sufficient profit may afford reason to do so. Most of the products
and problems involved are too widely dispersed for any single State
to assume responsibility. Farmers are not sufficiently organized or
financed to do more than a little. Meanwhile, agriculture has had
a watch while competitive raw material producers, better organized
and financed, have invaded their natural markets not only as in soap
and leather, but in paints, fibers, and other items in universal con-
sumption.

Much of the research required is basic or fundamental in nature.
Very little is yet known about the actual chemical components of most
crop products. This type of research is particularly a Federal prov-
ince, because when undertaken little can be foreseen as to where the
eventual benefits will fall.

Congress in 1948 provided for the erection of four regional labora-
tories to study industrial uses. For nearly half of the time since then
the laboratories had to be diverted to war work. Nevertheless they
have produced such important results as the large-scale production
of penicillin, frozen concentrated fruit juices, and more than 125 other
processes which are now in commercial use. Some 300 other processes
have been developed and await favorable conditions for commercial
adoption, and many important studies are under way. However, the
funds so far made available each year have been inadequate to employ
sufficient force to yield quick and effective results.

The 84th Congress in Public Law 540 provided for the creation
of a Commission on Increased Industrial Use of Agricultural Prod-
ucts. The report of this Commission, which by law expired last June
15, has been published as Senate Document No. 45. I commend this
report to the attention of those who wish more detailed information
than this statement can include.

The Commission urgently recommended that the appropriations
now available for industrial uses and new crops research should be

I ~1.1-1-- - _1 _411~,-_ T+ ai 1 rr-fidt h~i-.
UPEprAll;lalely LPLULCU1, IUp UV , , :

such funds be used not only in Federal establishments but in the
land-grant institutions and for contract work by independent insti-
tutions and private industries. The Commission recommended a
total appropriation on the order of $100 million annually, in order to
provide training for additional scientific manpower which is urgently
needed, facilities, as well as to meet costs of large-scale trial com-
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mercializatiol), and to -providee incentive payments inorrder to bridge,
over what was called the awkward stage which frequently prevents or-
delays effective establishment of a new enterprise.

A PosrrIVE PROGRAM-

Farmers, as do other Americans, like to advance. Their urge to
progress has been manifested by their swift adoption of revolutionary
new techniques in mechanics and science. Their impulse to push ahead
has been shown by the skills with which they have nullified attempts
to restrict their output. They have increased production per acre
and per man. Prospects indicate that neither increasing population,
increased food consumption, nor expanded foreign markets can keep
pace with the advancing agricultural technology.

They will hail every new opportunity to diversify their effort, and
to produce crops that offer alternatives more profitable than those
which now only accumulate surpluses. They will welcome oppor-
tunities to pursue an affirmative program that will open up new
markets and new fields for agricultural and business endeavor. They
want to be part of the ever-expanding American economy.

Through a vigorously prosecuted program of research and develop-
ment to establish new uses and new crops, this can be brought about.



THE PLACE OF FOOD PROMOTION AND ADVERTIS-

ING IN EXPANDING DEMAND FOR FARM PRODUCTS

Herrell DeGraff, Cornell University

I would like to begin this discussion in an area quite removed from
the topic assigned. The reason is that I believe food advertising and
promotion, as effective means of building additional market for farm
products, are related to certain fundamental characteristics of our
farm economy and of our national economy. To some of these I
would like to make brief reference.

I

The first of these is our annual crop output and how we use it.
The United States turns out more total annual crop production

than any other country in the world-even including China or India-
Pakistan, with their very much larger populations. Our crop har-
vests, if used to supply an oriental type of diet, would furnish 3,000
calories of food per person per day for a population roughly 3 times
as large as we now have. It would be a diet based predominantly on
cereals, supplemented by potatoes, beans, and other plant products.
It would contain a very small fraction of animal products-only 4 or
5 percent, as is the case in the more densely populated areas of the
Orient.

But, of course, we do not use our crops in the oriental fashion. We
could not do so and ever achieve a balance between production and
consumption. Instead, we normally feed to livestock between 70 and
75 percent of our total tonnage of all harvested crops, in addition to
the forage produced on pasture and rangelands.

Cattle, sheep, hogs, and poultry, in the proportions in which they
are raised on American farms, concentrate about 7 pounds of dry
matter in feeds into 1 pound of highly nutritious animal-product
foods. Thus, enormous tonnages of crop products, which the Nation
cannot otherwise use as such or sell to advantage in world markets,
are converted and concentrated into much smaller quantities which
can reasonably well balance out with our domestic population.

This illustrates a fundamental principle of our food supplies-the
principle of food elasticity. The primary consideration is crop out-
put. The next question is how we use the crops. We could feed 500
millions on a wholly plant-produce diet. This would be stretching
our food supplies to their ultimate. Conversely, if we feed the total

uarv"sts t liv~stenk=, WtC could nirmnt n-nler AnP qAXTflnth1) 9.Rq many
people-about 70 million-on a wholly animal-product diet. All of
which puts the primary function of livestock in our agriculture and
our food supply into proper focus. The animals are the balancing
factor, without which we would at all times be buried so deeply under
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excess crop production (surplus) that we could never possibly bal-
ance what we produce with what we can consume.

At present approximately half of the total pounds of food in our
national average diet are animal products-red meats, poultry meat
eggs, milk, and milk products. On this basis we are a little short oy
having sufficient domestic and overseas market to balance production
at what generally is considered to be acceptable prices to farmers.

What farmers need is more market-and the fundamental question
we are all concerned with is how to get it.

II

The remarkable population growth we are now experiencing is pro-
viding some market expansion from year to year. On the other hand,
increasing yields per acre and per animal unit are apparently at least
an offset. Thus what is needed is a little bigger market per person.

This we quite certainly cannot get by selling more pounds of food
to most individual American consumers. For half a century our per
capita disappearance of food has varied only in a narrow range from
an annual figure of 1,550 pounds. And this figure seems somewhat
more likely to decline a little than to increase.

The only answer to more domestic food market per capita lies in
the livestock function in agriculture.

If the livestock fraction of the diet could be slightly increased, we
would be moving in the direction of more agricultural resources used
per person of the population-which, in efect, is an expansion of
market.

How much shift would be necessary? During the past 35 years
during which surpluses have been chronic, about 2 percent more live-
stock production annually would have used up all the surplus crops.
Moreover, a comparable 2 percent more livestock would go far toward
establishing the balance between production and consumption that
we abe now seeking. (This statement refers to current production,
and does not take into account the accumulated excess stocks.)

In recent years 81 percent of our total agricultural land resources
(converted to cropland equivalent) have been used for livestock feed,
15 percent for food crops, and 4 percent for industrial crops. As
mentioned above, the 81 percent produces half of the pounds of food
in our diet-the 15 percent produces the other half. Enough land
shifted to current feed production to increase livestock output by
2 percent would decrease acreage for food crops and industrial crops
by about 10 percent. Each person of our population would then
be eating the Product of a little more agricultural resources, some
market expansion would be accomplished, and a better production-
consumption balance would be achieved.

I am fully aware of the distortions now existing and the threat to
livestock producers resulting from the present excess stocks of feed
grains. Surely these cannot be dumped suddenly on the livestock
industry, nor can livestock be expected to function adequately as
the balancing factor in our agriculture and our food supply until
these stocks are worked down to something approximating normal
carryovers.
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Ever since the price decline following World War I national agri-
cultural policy has properly been directed toward relieving the eco-
nomic disadvantage of farmers. But solutions to the farm-income
problem have been sought in terms of the major crops-the so-called
basic crops-and have fallen a good bit short of being successful. The
balancing function of livestock has been overlooked or hampered.

I make this statement for clarification and not as a criticism.
Livestock, in our agriculture or in any other agriculture in the

world, are a means of marketing crop products. What they get is
the residual after higher priorities are filled. But with us that residual
is about three-quarters of the total.

Price supports for crops have, at times, put another bidder in the
picture between the higher priorities and the livestock-and our Gov-
ernment, in consequence, has been left holding such quantities of
price-supported crops as would not clear the market at the support
price. This is the origin of the surpluses that have built up to very
large size over a period of years out of relatively modest year-to-year
additions. Our potentials for surplus are fantastic when tonnage
is bid away from livestock, and when three-quarters of our total ton-
nage is normally feed.

In other words, crops have been the end point of our price policy,
whereas livestock is the end point of the major segment-and the
balance wheel-of our agriculture.

Alternative policy would be to foster the production of products
for which the elasticity of demand is higher, for which the market
is more expansible, which would use more farm resources and thus
provide more market per capita, which would assist in maintaining
-the balance between production and consumption.

But I do not conclude that the answer we are seeking is artificial
prices (price supports) for livestock, because I believe these would
lead to even more serious problems than price supports for crops.

It is these circumstances and this background that has led to my
interest in food advertising and promotion. Can these tools be used
to increase the demand for livestock products?

The goal is quite modest, in fact, encouragingly small. Can 2 or
3 percent more meat, poultry products, and dairy products per person
-be sold in our markets without producers taking lower prices? Can
the demand curve be shifted this much and by this means?

III

Basically what we are talking about is successful selling. Adver-
tising and promotion activities are salesman's tools. They are not
all of selling, but they are and can be very important.

We live in an economy that is much influenced and that has been
much modified by successful selling. In scarcely more than a genera-
tion we have been sold a vast array of new things most of us didn't

'wvarntcd au'tmcbilcs in endle.s nlew n o tl-

vision, Rube Goldbergs for the kitchen and hobby shop, air condi-
tioning, and numberless gadgets dreamed up by people who always
are sure they have something all of us need. Our society has come
to be characterized by the development and production of new goods
-and services designed to satisfy newly created wants.
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In such a society salesmanship rises to eminence. The farther any
society moves away from subsistence, the greater is its capacity (1)
to divert productive resources to new products and services and (2)
to indulge frivolous whims in consumption. Certainly if we look at
ourselves now with the conscience of a Calvinist we have to conclude
that a sizable part of our present American standard of living is purely
frivolous. That this is true is a tribute to salesmanship.

More than most of us would acknowledge we are molded by sales-
manship. We may pride ourselves on our capacity to sort out and
discount the self-serving appeals to our pocketbooks. But we still
fall for whoever piques our curiosity, stimulates our imagination, and
ends up creating a "want" in our minds where that "want" didn't
exist before.

I do not mean that I consider myself and my fellow citizens to
be economically irrational. The point is that human wants are in-
satiable-not for the essentials of life, but completely so for the
frivolous things.

In a market where consumer spending power is very limited-
where all the capacity to spend is absorbed by the barest essentials-
little gain is to be expected from aggressive selling behind any prod-
uct. But exactly the opposite is true in a society like our own, where
the capacity for discretionary spending-money that can go either
one way or another-is very large.

Over the years the essentials of living have required less and less
of our productive efforts. Some formerly frivolous things have
become "essentials" and new frivolities have taken their place.

In this kind of an environment, advertising and merchandising-
the sum of which is sales promotion-become an important part of
selling. Their purpose is first, through advertising, to tell what is
available, what are its characteristics and values, and why the pro-
spective purchaser would find satisfaction in the product. Second,
if it is good sales promotion, it includes the merchandising activities
carried on somewhat closer to the prospective purchaser, that follow
up on the advertising and convert a mere interest into an actual sale.

Advertising and merchandising have become notably successful
tools in a market as large and diverse as that existing in the United
States-because to reach such a vast mass market it is necessary to
use mass selling mediums. How else can more than 170 million people
be reached across more than 3 million square miles? And they are
effective tools because in a market like ours a very large part of total
consumer demand is highly subject to influence.

In such a market aggressive selling may function so well as actually
to affect the demand schedule of the public-in other words to move
more goods at a given price. Or, alternatively, to increase the elas-
ticity of demand-resulting in a greater sales response for a given
price change.

Through changing the characteristics of demand, it becomes pos-
sible that competition in the market does not need to concentrate
solely on price. Instead, at least in part, it can center on service
and convenience, or on emotional appeals-or, let's hope, on highly
ethical efforts to educate consumers and upgrade the understanding
of product values. All of these techniques-and more-have been
used in promotional efforts, because in one situation or another each
has successfully boosted sales. All will continue to be used, because
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in our highly competitive market no stone can be left unturned by
the producer who would successfully appeal for the consumer's dollar..

That the American people now have more capacity for discretionary
spending than any other people ever had is only half of the story.
Among sellers the competition for this spending is equally great. We
live with the kind of market where the producer who tells his story
most effectively, who follows through most forcefully with his sales
effort all the way to the consumer, is the one who gets the business.
It is pointless to argue that consumers are easily seduced and often
get less than maximum satisfaction for their money. Desires (wants)
are individual-more so as discretionary spending increases-and the
satisfaction of them stems largely from selling.

IV

I do not think that food-selling is, or can be, essentially different
from the successful competitive selling of other products.

Food is, of course, more necessary-far less frivolous and less
luxurious than many other consumption goods. But this is much more
true for the aggregate of all foods than it is of individual foods. In
our highly diverse diet there is a very large potential for the sub-
stitution of one 'food- product for another-and for this reason alone
there is an equal potential for successful aggressive selling.
- In'other words, our food market provides a setting in which the

producers and processors of any one food can expand their market
by effective promotion. At least, they can do so relative to other
foods.

Some persons, who see the problems and the opportunities differ-
ently than I do, frequently argue that the market for food is so
different from the market for many other products that aggressive
selling of food is self-defeating. The argument runs that the human
stomach can hold only so much, and that the food market is measured
by the size of the stomach multiplied by the national population.
Thus they argue that what one food may gain from aggressive selling
is offset by a corresponding loss in sales of one or more other foods.

It is my thinking that such an argument stems from a major error
in interpreting the character of our agriculture. The error is to
regard all of agriculture as though it were a single-unit business.

The people, it seems to me, who are most prone to fall into this
error, are economists, college professors, and legislators. These are
groups who characteristically look at agriculture as a whole. The
nature of their work and their responsibilities cause them to see farm
problems in a broad setting, and consequently tend to treat agricul-
ture as a single aggregate. The tendency is wholly understandable,
but the agricultural facts of life make it no less an error.

If American agriculture ever was properly treated as a single-unit
business, it no longer can be so regarded. It must more properly be
SIn= as.- 1 -n 11lnn ^eer^nlyr nnnaA - An efleo

words 1.5 to 2 million individual business units-producing many
different products. Increasingly these individual farms are special-
ized in the production of one, or a very few, commercial products
each.
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Many of these products are directly substifutable one for another,
and thus are directly competitive. In consequence the producers
(groups of producers) of each such product are directly competitive
one with another, as all strive to improve their own place in the
market, and to increase their own share of the consumer's food dollar.

The essential point here is that competition among different groups
of commodity producers has come to be no less aggressive than is
competition between food as a whole and the many nonfood items in
consumers' total spending.

This is a setting, then, in which the producers, or groups of pro-
ducers, who do a good job of competitive selling are the ones who
get business away from other producers who sell less aggressively.

If our diet were less diverse, and thus held less potential for substi-
tution, and also if farmers were less specialized, the intensity of com-
petition among, different food items would be significantly reduced.
But a high degree of substitutability in our diet and a high degreeof specialization in our agriculture are facts that cannot be over-
looked. Consequently, just as in the nonfood segments of the na-
tional economy, aggressive selling can serve the competitive interests
behind different food products. This fact rather thoroughly frac-
tures the untenable concept of unity in agriculture.

V

As the American economic society has moved ever farther beyond
a mere subsistence for our people, consumers have been able to buy
the necessities of life with a decreasing proportion of their income.
Their correspondingly increased capacity for discretionary spending
could go entirely for nonessentials, or it could go in part for upgrading
their purchasing of such essentials as food. This means more of the
preferred, higher-priced foods and more food services-and in fact,
this is exactly what the American people have done.

Before the war, food purchases absorbed 23 percent of per capita
disposable income. The same per capita quantity and kinds of food
could now be bought for 16 percent of disposable income. But the
American people, with their increased spending capacity, obviously
are not now satisfied with their prewar diet. They are actually
spending for food 25 percent rather than 16 percent of their income
after taxes. In other words, of present per capita expenditures,
two-thirds are going for the equivalent of the prewar diet and one-
third for increased amounts of the choicer foods and for additional
food services.

How much more "market" for farmers has been provided by im-
provement in American diet in the last 20 years?

From 1935-39 through 1956, per capita consumption of red meat
increased 30.5 percent; eggs, 23.3 percent; and poultry meat, 88.2
percent. An enormous quantity of additional feed-additional mar-
ket for United States crop production-is represented in the much-
expanded output of livestock products which has provided both for
the increase in population and these increases in per capita con-
sumption.
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In the 5 prewar years, 1935-39, the annual consumption of all
feeds utilized in the production of beef, pork, poultry meat, and
eggs was 213.5 billion pounds of corn equivalent. In 1956 the total
was 365.3 billion pounds-or an increase of 71 percent above prewar.

Of this increase, 30 of the 71 percentage points was absorbed by
increased population and 41 of the 71 by improvement in per capita
consumption.

This means that the market for American farmers is not measured
by the number of stomachs in our population. Instead, it is the
number of stomachs adjusted either plus or minus or what we put
in them. More persons-more stomachs-fed on plant products might

be a smaller market. More persons consuming an increased propor-
tion of livestock products inevitably means a much larger market.

American consumers have bought their improved diet-these sharp-
ly increased quantities of livestock products-without anything like
a corresponding decrease in the retail price of livestock-product
foods. What is the explanation? Is it nutrition education? Is it
increasing recognition of the satisfactions of good eating? Is it the
result of the food-promotion work done by such groups as the Na-
tional Live Stock and Meat Board, the Poultry and Egg National
Board, the American Meat Institute, the American Dairy Associa-
tion, and the National Dairy Council?

If anyone wants to concede effectiveness and give credit for gains
to promotional work such as these groups have done, then advertising
and promotion of the livestock-product foods already have proven
a success. If anyone wants to go to the other extreme and with-
hold any credit for such efforts, then at the very least consumers
have proven themselves ready to go along with promotion of live-
stock-product foods-as proven by their own purchases in the market.

VI

Fifty percent of the pounds of food in the average American diet
are now livestock products. But it isn't quite enough to give farmers
the market they need. Two percent more livestock products per
capita would result in reasonable balance between total current
farm production and total consumption. Three or four percent more
would give a significant lift to all farm prices.

To attain either goal requires a shifting of demand schedules for
livestock products so that larger quantities will be bought at a given
price.

Here, then, is the place to concentrate sales efforts that can really
serve the needs of American farmers. I think the goal of a con-
tinuing, expanding market for the full production potential of our
farms and ranches can be achieved only by aggressive educational
efforts and sales promotion, concentrated on the product for which
the market clearly is most expandable-the livestock-product food.

A __riety qp'5lR esn hn isied for the larder share of the home-
maker's dollar that we are trying to get. Health angles, the en-
joyment of good eating, and gracious living are potent appeals-
but not the only ones. It is a large and complex job that must be
done-because Mrs. Homemaker is not easily moved when price is.
not the basis of appeal.
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Yet the compnetitive. bidling for the consumer's dollar in the
American market is so intense that agriculture certainly cannot ig-
nore it amid all the appeals for enticing but frivolous things.

To me, it is absurdly fatalistic to gain sales only through price
reductions. The first lessons taught me by the first sales nmaiiager
I ever worked under was that anyone can give things aw.vty-but
that it takes work, and imagination, and aggressive promotion to
really sell. That lesson was learned in the early 1930's. It applies
equally to any competitive market today. And agriculture has the
most competitive market, in bidding for Mrs. Consumer's money,
that it has ever seen yet. The promise for the future is only that
it will be more competitive still-and how is agriculture going to
meet that challenge except by selling-and selling hard-those prod-
ucts which can expand its market?
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DIRECT PAYMENTS TO PRODUCERS; COMPREHENSIVE
VERSUS COMMODITY-BY-COMMODITY PROGRAMS

DIRECT GOVERNMENT PAYMENTS TO FARMERS

Lauren Soth, the Des Moines Register and Tribune

For nearly three decades-since 1929-the Federal Government has
been carrying on direct-action programs to increase the incomes of
farm people above the levels provided by the free market. A second-
ary purpose has been to stabilize the supplies and prices of farm prod-
ucts from year to year.

A variety of methods has been employed, including some straight
subsidies. But the major emphasis in this effort to increase farm
income has been to raise the level of prices received by farmers. The
Government has helped farmers cooperate in applying acreage con-
trols and marketing quotas in an attempt to reduce production of basic
farm crops. Also, prices have been supported directly in the mar-
kets by Government purchases and by Government loans on storable
commodities. Price supports have been backed up by import controls
and by export subsidies.

EXPERIENCE WITH PRICE SnI'I0o1TS

The results of these programs have been disappointing in some re-
spects. Acreage controls have proved to be a weak instrument for con-
trolling farm production. Controls have been applied only to a few
basic crops, and the producers of these crops have been able to offset
reductions in acreage quite readily by stepping up output per acre.
Acreage allotments Tl'ave diverted production into noncontrolled crops
and livestock to some extent. But on the whole, it is fair to say,
agricultural production has been restrained only slightly, if at all.

Price supports have benefited farmers producing a few basic crops,
but producers of livestock, livestock products, vegetables, fruits, and
most other foods have been helped scarcely at all by the acreage con-
trol and price support programs.

During World War II farmers were guaranteed minimum prices
for a long list of farm commodities, including livestock, livestock
products and other perishable commodities. However, market prices
were high enough during most of these years so that no action by the
Government was required to fulfill the guaranty to farmers.

One exception occurred in the winter of 1943-44. The Department
of Agriculture was faced with a. difficult task in trying to make good
on the Government guaranty of hog prices at 90 percent of parity.
An enormous pig crop in 1943 flooded the winter markets and sent
prices below the guaranty. The Department tried to buy enough
pork to hold the market up to 90 percent of parity but was unsuc-
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cessful. Experience with price supports on eggs, potatoes, and dairy
products after World War II also was unfavorable. In these cases
the Government was able to make good on price guaranties but
only by building up great supplies of perishable products in storage.
Some spoilage occurred, and part of the stocks had to be sold for
lower uses. Potatoes were used for alcohol, and dried eggs and milk
for livestock feed. The egg and potato "mess" was so widely de-
nounced that Congress abandoned any guaranties for these commod-
ities.

Even in the case of the "durable" commodities-wheat, corn, and
cotton-the buy-and-store method of maintaining a guaranteed price
level to farmers has not been an unmixed success. The Commodity
Credit Corporation has accumulated supplies considerably in excess.
of those needed for safe reserves against crop failure or war emer-
gency. Despite some reduction in price support levels in recent years,
and despite strenuous efforts by the Department of Agriculture to dis-
pose of surpluses overseas, the bulging bins and warehouses are still
bulging.

The supply of corn on hand at the start of the current feeding
year (1.45 billion bushels) was the largest on record. The stocks of
wheat on hand last summer prior to harvest time were more than 900
million bushels. This is only 100 million bushels less than the record
carryovers of the 2 previous years. Production has been so large
that even though the Department of Agriculture has stepped up ex-

ports substantially by sales for foreign currency, the surplus has been
barely reduced.

The accumulation of these huge reserves creates serious problems
of storage and rotating of stocks to minimize spoilage. It also leads
to export disposal programs which disrupt ordinary commercial trade
in these commodities and antagonize other exporting countries, such
as Canada and Australia.

Except for recent years, the price-support system for basic crops
worked fairly successfully, and reserves in storage did not grow be-
yond requirements for "an ever-normal granary." It may be too soon
to conclude that the established system of price support for these
commodities is unworkable, just because of 2 or 3 years of excess sup-
plies on hand. Nevertheless, recent experience does warn us that re-
serves can become burdensome, even of highly storable commodities
like corn, wheat, and cotton.

Protecting farmers' incomes by means of Government buying farm
commodities to support prices has these serious drawbacks:

1 Such price supports are practical only for a limited number of
storable commodities.

2. Such price supports, concentrated on a few commodities, tend
to distort the pattern of agricultural production. Despite acreage
controls, price, supports plainly have stimulated output of several of
the basic commodities in recent years. Allotments and quotas based
on farm history tend to hold crops in traditionai areas and inium die-
sirable changes which would otherwise come about through new tech-
nology, changing markets, and so on.

3. Supporting prices by buying the commodities leads to serious
problems of storage and disposal.

4. Price supports interfere with our national policy of establishing
freer trade in the world. When United States prices are fixed above
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world levels, import quotas and high tariffs are necessary to prevent
the American market from being flooded from abroad-and export
subsidies become inevitable as a means of disposing of our surpluses.

TIEE DIRECT PAY3CENT MIETIIOD

In light of the weaknesses and shortcomings of the acreage con-
trol, price-support methods of increasing farm income, more con-
sideration might well be given to the direct-payment method.

This would not be anything new, for the Federal Government has
been making substantial payments to farmers since 1933. In the early
stages of the agricultural adjustment program, benefit payments were
paid to farmers for complying with acreage allotments. Since then],
farmers have received substantial payments under the agricultural
conservation program for using lime and fertilizer, planting legumes,
building erosion-control structures and for drainage. During World
War II, subsidies were paid to livestock producers and to milk pro-
ducers in order to hold down prices of meat and milk to consumers.

The following table shows Government payments to farmers, as
reported by the Department of Agriculture:

Ttl Per person PrproYear ll",.(millions) living on Year Total inPer per.arms (millions) livingo

1933. $113 $3 1945 $ $659 $261934 397 12 1946 688 261935 -498 15 1947-277 101936 -242 S 1948 --------------- 227 91937 - 283 9 1949 -162 61938 -377 12 1950 -249 101939 ----------- 661 21 1951 ----------- 211 10
1940 ---------------- 626 21 1952 -240 101941 -472 16 193- 186 819425 63 19 1954 225 101943-563 21 1955 200 91944- 687 27 1956 -- ---- 4S4 22

The most recent application of the direct-payment method of sup-
porting farm income is in the soil-bank program. The only action
necessary to make this a real farm-income support program would be
to increase the rate of payments. If Congress were to step up the
soil-bank payments, it would be feasible to lower price supports still
further without lowering the incomes of farm people.

If the soil-bank payments were to be increased to replace price
supports as a means of supporting farm income, it would be advisable
to eliminate the "acreage reserve" part of the program, or to change
to a "conservation" instead of a "historical" base. Acreage-reserve
payments are made for reducing acreage of the basic crops below the
regular allotments for those crops. Thus this part of the soil-bank
program is really only an extension of the old allotment system, based
on crop history.

If general income-support payments were to be made, it would be
more sensible to relate such payments to conservation of the Nation's
soil resources. The general taxpaying public would then be paying
individual landowners for performing a task in the public interest-
keeping land out of use when it is not needed and preserving it for
future generations. In the "conservation reserve" part of the present
soil-bank program, farmers are paid relatively small amounts of
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money for putting land in permanent pasture, trees, or other long-

range uses to conserve soil and water. This is the part of the program

which could be readily expanded.

ADVANTAGES OF CONSERVATION PAYMENTS

General income payments to farmers have been proposed at various

times, in the form of special lower income-tax rates or higher exemp-

tions, checks from the Federal Treasury based on a percentage of the

gross farm income and other forms of open subsidies. Such direct

subsidies are paid to American shipping firms to permit them to

compete with the maritime services of other countries. Direct sub-

sidies to American farmers certainly are as justifiable as subsidies to

the merchant marine. They would be more acceptable, however, if

they were in the form of a payment for a public service performed-

conserving the Nation's soil and water resources.
Experience with the conservation-payments programs and with the

educational and technical assistance program of the Soil Conserva-

tion Service provides backing for this argument. Payments to farm-

ers for performing agricultural conservation practices have been

popular with both farmers and nonfarmers. Soil conservation, in

general. has been one phase of Government activity in agriculture

which has had general approval and practically no opposition.
Income-support payments based on performance of conservation

practices would not create surpluses. If the payments were attractive

for such practices as establishing timber tracts, permanent pasture,

and other nonintensive uses of land, the effect might be to lower total

farm output slightly.
It would be essential, however, that the payments be made for

genuine conservation. In the agricultural conservation-payments pro-

gram, the overall effect has been to stimulate output. Payments are

made for liming, for drainage, for fertilizer, even for irrigation. Thus

this program has been in direct conflict with the acreage-reduction
program and other attempts to reduce farm output.

In the kind of conservation-payments program suggested here, the

major objective would not be to reduce farm production but to raise

farm income. But the program should be devised and administered
so as not to stimulate output and intensify the overproduction problem.

ADJUSTABLE PAYMENTS

Direct subsidies to farmers for the performance of soil-conserva-
tion practices could be made adjustable according to some general

index of business activity or prices of farm products. That is, the

payments could be made to take up the slack in farm income from a

sag in the market. During World War II and during the Korean
war there was no justification for income subsidies to commercial agri-

culture. TTfowv7,o wBonn Pxport demand fell off and farm prices co]-

lapsed, there was nothing a farmer could do to maintain his income

against forces beyond his control driving it down.
Such compensatory income payments to farmers in time of indus-

trial recession or loss of foreign markets could be logically justified

as part of the Nation's general economic stabilizing machinery. A
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distinguished committee of the Farin Fouduation made a similar
recommendation in 1952. This committee said:

The prillmary objective of farm policy in times of depres-
sion threat is to see that large numbers of farmers are not
bankrupted in the process of price adjustment and their pro-
duction programs disorganized. Direct income payments are
the most effective means of accomplishing such an objective,
and they will provide the means for preventing the purchas-
ing power of farm people from falling to levels which
demoralize other lines of business as well as their own.

A Government payment program of this character would be
simpler, cheaper, and less disrupting to the individual enterprise and
competitive market system than the present program of price sup-
ports and acreage controls. It is true that direct subsidies would loom
larger in the Federal budget than price-support costs. But the total
cost (taxes and food costs) to the nonfarm public of maintaining
a given level of farm income probably would be less.

With a payments system, prices would be free to reflect changes in
demand and supply-except for a modest ever-normal granary price-
stabilizing program which ought to be maintained. The objective of
price supports in this kind of program would be to level out the swings
in prices from year to year, caused by changes in production due to
weather. The objective would not be to raise the long-run level of
prices. Farmers would be free to grow what they pleased and to sell
as they pleased. Incentives to produce efficiently and market effi-
ciently would remain as strong as ever.

Direct payments to support farm income also would be much less
of an interference with foreign trade than price supports when used
to boost income.

MIGRATION FROm FAR.is

Payments to farmers would have to meet the same objection as does
any other form of subsidy, direct or indirect, in that they would tend
to keep people in farming who are not needed there and who could
serve the total economy better in nonfarm work. On the basis of the
per capita income figures published by the Federal Government, how-
ever, agriculture could be paid a considerable subsidy and still not
enjoy such high incomes as to stop the movement of people to other
industries.

Nevertheless, a Federal payment program for farmers ought to be
coupled with a corresponding payment program to farm families who
want to leave agriculture and get established in urban occupations.
It would be foolish to make farming so attractive, by means of Gov-
ernment payments, that the normal, healthy movement off farms
ceased.

In the long run, the most effective action the Government can take
in behalf of agriculture is to expedite the transfer of farm people to
other occupations by means of education, employment services and
loans and grants-in-aid to encourage people to leave farming.
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PRICE AND PRODUCIJON STABILIZATION

In addition to providing income support for farmers, direct pay-
ments might be used as a technique of price and production stabiliza-
tion. The loan and purchase methods have proved to be successful
in stabilizing prices of the major storable or basic crops. However,
these methods obviously are impractical in the case of perishable live-
stock products, fruits and vegetables. It has been suggested, there-
fore, that farmers be given a compensatory payment in lieu of direct
price support on such commodities. That is, if the market price fell

below the guaranteed price, the farmer would be paid the difference
in cash.

This method is being used at present in the wool price-su port pro-
gram. In this case, the objective is to increase income from wool
production and stimulate more wool growing. There is no problem
of a surplus of wool. If the same technique were to be applied to
other livestock products, i. e., with a high level of support, some form
of production control would be necessary.

A flat guaranty of 90 percent of parity returns for hogs, for example,
undoubtedly would result in a big expansion in production, bringing
market prices down. Such a plan, without modifications discussed
later, would greatly increase the cost to the Government of the com-
pensatory payments.

As a method of income support, direct payments related to prices

of individual commodities would be a source of some of the same
troubles that we now have with price supports on basic crops. The

Government would be confronted with the administrative problem
of allocating quotas to farmers. Very likely, some historical base
would have to be used. This would tend to freeze production in the
areas and on the farms where it is now located. Very likely, these
quota rights would soon be capitalized in land values, as the acreage
allotments and marketing quotas have been capitalized into land
values in tobacco areas.

Despite these complexities, however, production payments to pro-
ducers of nonbasic crops would at least have the merit of benefiting a

larger proportion of the farm population than present supports do.
If production payments were used only as a means of stabilizing

prices to producers, then many of these difficulties might be avoided.
There is an obvious need for greater stability in agricultural markets,
particularly in the markets for livestock and livestock products.

Under the free-market system, farmers tend to overshoot the mark on
production both on the upswings and on the downswings, with the
result that we have large and wasteful price and production cycles
for most of these products.

Trends in the hog market in recent years provide a good example.
In response to rising prices of hogs in the Korean war, farmers raised
a huge crop of pigs in 1951. When these pigs were marketed, prices
;~fe slircvrpiy. m -as casd 

n ~rn g finn in 1l09 rind
1953, so prices rose again in 1954. In the winter of 1952-53, hog
prices at Chicago- averaged around $17 a hundred pounds. A year
later they were around $25. The $25 hogs in the winter of 1953-54
and the higher prices throughout 1954, induced farmers to raise more

pigs in 1955. Down went prices again in the last half of 1955 and
early 1956 to as low as $10. There was some reduction in production



POLICY FOR COMMERCIAL AGRICUULTURE 637

and a substantial rise in prices in 1957, but the handwriting is on the
wall for another slump in prices in 1958.

These huge variations in hog prices-from over $20 to $10 within
1 year-were a consequence of unstable production. Consumer de-
mand for pork was steady at a high level during till these years. The
supply and price of corn have been a stabilizing influence on hog pro-
duction at least up to the current year when corn price supports have
been drastically lowered. So the ups and downs in hog production
must have been caused almost entirely by farmers guessing wrong on
prices.

Sensible Government price policy might do much to even out the
flow of supplies and the movements of prices. A hog price guaranty
of around $18 or $19 announced in 1952 for the year 1953 probably
would have prevented such a sharp drop in pig production as occurred
in 1952. With a stop-loss guaranty, farmers would have been more
likely to maintain their usual production. Prices in 1953-54 would
not have risen to $25 and higher, so the incentive to expand pig pro-
duction in 1954-55 would not have been so great. And prices might
not have fallen to such depths in 1955-56.

Forward price guaranties of this type on dairy products, meat
animals, and perhaps some other commodities could help smooth the
price swings. The authority for adjusting these guaranties, within
wide limits, should be lodged in an independent price stabilization
board, with a status something like that of the Federal Reserve Board
in monetary policy. The Committee for Economic Development
recommended such a board in a study of agricultural policy published
in January 1956. The Secretary of Agriculture, as a political officer,
probably would have difficulty in setting prices for stabilization pur-
poses-especially when lower prices were called for. An independent,
nonpartisan board, with proper insulation, might be able to do so.

The direct payment technique might also be useful as a means of
guiding and directing farm production to better fit consumer demand.
For example, direct payments could be used to encourage produc-
tion of meat-type hogs. The American consumer increasingly is de-
manding a lean type of pork. The consumer wants less fat in his fresh
pork, in his ham and in his bacon. With a direct payment system for
stabilizing hog prices, it would be possible to pay premiums for the
best grade of meat-type hogs and thus stimulate production of that
kind of animal and discourage production of the old lard type of hog.
In Canada, all butcher hogs are sold on a rail grade or carcass grade
basis. Carcasses are graded by Government inspectors, and farmers
are paid on the basis of prices established each day and published by
the Dominion Livestock Marketing Board. The Government pays a
$2 premium for each carcass which meets grade-A standards for
weight, length, shoulder-back fat and loin-back fat. It pays a $1
premium for carcasses which grade B. This Government premium for
the desirable grades is paid in addition to the ordinary market price
differentials.

The objective in a price-compensation program such as described
here would be to improve on the ordinary free-market system, not to
replace it. The free market obviously does not work very well in
allocating production from year to year in the case of many of our
farm commodities. Neither does it work very well in reflecting con-
sumer demand for particular kinds and qualities of food products.
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Direct payments could help improve the functioning of the market in
these respects.

FARMNER ATTITUIDE ON PAYMENTS

One of the chief objections to direct payments for farmers,
either the income support variety or the price stabilizing variety, has
been that farmers don't want them. It is said that farmers want to
receive their income through the market place and not via a Govern-
ment check.

There is no evidence to indicate that more than a very small percent-
age of farmers have objected to the benefit payments in connection with
acreage-control programs, conservation programs, or the soil bank.
However, these payments have not been very large and they have not
been considered major elements of the farm-income support programs.

Whether farmers would object to receiving much larger payments,
as a replacement for market price supports, is uncertain. A number
of studies of farm opinion, however, indicate that most farmers are
not opposed to the direct payment method in connection with stabiliz-
ng prices of perishable commodities.

A study in Michigan by Dale E. Hathaway and Lawrence W. Witt,
of Michigan State University, indicated a high degree of favorable
opinion for the direct-payment method. About the same percentage
favored payments as favored purchase and diversion. In the case of
potato producers, who have had experience with the weaknesses of the
diversion method of supporting prices, 2 to 1 favored direct payments.

A series of polls of Iowa farmer opinion by Wallaces' Farmer and
Iowa Homestead, running from February 1953, to December 1956,
showed fairly high percentages in favor of direct payments, with
large majorities in favor of this method for hogs when hog prices were
low in late 1955.

Here are the percentages showing Iowa farmers' attitudes on produc-
tion payments versus Government buying to support hog and butter
prices in recent years:

(Percent]

Payments Buyand NO SUPPOrt
store IOr Undecided

February 193 -37 48 15
December 1953 (butter)--------------------------------------- 25 36 39
February 1954 -36 45 19
July 1984 -__ 47 38 15
May 1955 - ---------------------------------------- 52 38 10
August 5- -- - -- 52 35 13
December 1955 -66 13 21
December 1956 ---- ------------ 39 37 24

An opinion survey by the Des Moines Register and Tribune in
November 1952, when hog prices were still relatively high, indicated
about as many farmers in favor of direct payments as were in favor
of the Government buying pork products to support the hog market.

In short, there is no conclusive evidence to indicate that farmers are
strongly opposed to Government checks as a method of protecting
their prices and incomes.
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T)TREcT VERSUS INDIRECT SUBSIDIES

A number of prominent farm organization leaders oppose direct
paymnents to farmers for stabilizing prices or for supporting income.
One of their objections, perhaps the main one, is the fear that the cost
would be too high and that Congress would not pay the bill. Also,
these farm leaders fear that farmers would be dependent on Congress
for appropriations each year. They believe that farmers would get
less income help in the long run this way than through the production
control and price support programs.

In theory, production control decreases the Federal Government
outlay for a given level of income support by raising prices in the
market place. In practice, however, as we have seen, production
control does not work. So the Federal budget is not any lower over
the long run than it would be with a payments system. We are now
paying the cost, in the form of losses of the CCC in disposal pro-
grams overseas, for price support programs of several years back.

Perhaps this experience will make the general public more aware of
the fact that an indirect or invisible subsidy is no less a subsidy than
an open one.

The choice between the invisible subsidy of market price supports
and the invisible subsidy of direct payments is not an either/or
choice. We now have subsidies of both kinds. The choice is whether
to move farther toward the direct subsidy method and away from the
indirect subsidy method.

So far as method goes-without saying anything about the level of
income support-the economic arguments strongly favor the direct-
payment method.



DIRECT PAYAIENTS TO PRODUCERS

George K. Brinegar, University of Connecticut

I. INTRODUCTION

My comments on compensatory or direct payments are presented
in four parts. Initially, some general remarks will be made con-
cerning the uses of direct payments. Secondly, the costs of trans-
ferring income to agriculture are compared under price supports and
direct-payments programs. Third, the secondary effects of price sup-
ports and direct payments are contrasted. Fourth, I turn briefly to
an examination of past proposals for the use of direct payments.
Lastly, some concluding remarks are presented.

II. GENERAL REBMARIRS

The salient economic difference between direct payments and price
supports is both important and simple. Under price supports, a single
set of prices is used to pay farmers for their products and to dis-
tribute them to consumers; while under direct payments, two sets of
prices are used-one to pay farmers for the items they produce and
a second to distribute these commodities among users. Thus, the
direct-payments technique is a more powerful tool of program admin-
istration than is the price-support technique.

Direct payments provide an opportunity for implementing pro-
grams having a greater impact than do price supports. This im-
pact may be either desirable or undesirable. Direct payments in them-
selves are neither good nor bad; the program they are used to imple-
ment determines whether the results are good or bad.

Direct payments can be used to reach many possible objectives.
They can be used to transfer income to agriculture, to stabilize agri-
cultural income, to raise and/or stabilize agricultural prices to pro-
ducers, to lower food and fiber prices to consumers, to "solve" surplus-
disposal problems, to promote international trade, to improve nutri-
tion levels, to increase the level of employment, and to lower the
Consumer Price Index.

The potential usefulness of direct or compensatory payments is
high because they can be used along with almost all, and as a sub-
stitute for many, of the tools commonly used to implement agricul-
tural policy. Direct payments can be used with price supports,
credit programs, soil-conservation measures, soil banks, storage pro-
grams, surplus-disposal programs, consumer programs, export pro-
grams, acreage aiiotimenits, 11artL1Ul n vgeel-eitas ctL- ao,

fied pricing systems, etc. Additionally, direct payments can be used
to replace many of these devices. The administrative problem of
using direct payments in combination with other measures is not com-
plex. The administrative problem may well be eased by using several
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measures in combination, rather than by placing the entire burdenof program implementation on a single or small number of techniques.
At this point, to place the topic in perspective, note is taken thatthe choice to use a direct-payments technique or a price-supporttechnique is not determining with reference to many important prob-lems in agricultural policy. This choice does not necessarily govern(1) the average levels of prices farmers receive and pay, (2) the rela-tive prices among agricultural commodities, (3) the flow of resourcesinto agriculture, (4) the output of food and fiber, (5) the incomesof farmers, or (6) the changes in the efficiency of agriculture. Farmincomes can be high or low under either technique, food can be overor under produced under either technique, resources can be wastedor efficiently employed under either technique-and, perhaps mostimportant, the rate of economic progress can be speeded or retardedunder either technique.

The magnitudes of the problems associated with the use of pricesupports and direct payments appear to be similar, though the actualproblems differ. One major difference is that under price supports,surplus disposal becomes a major problem-or more accurately aperpetual series of problems, domestic and foreign, requiring solutionover and over again with results satisfying no one. Under directpayments this set of problems is avoided by placing all productionon the market. In this way all agricultural commodities are per-mitted. to enter domestic and foreign trade through regular channelsof commerce, and thus special Government dumping and barter dealsare eliminated. Elimination of special Government dumping andbarter deals would make a significant contribution to a freer flow ofinternational trade as well as to more nearly make our actions con-sistent with our expressed trade policies.
On the other hand, under direct payments, the added variabilitythat is introduced into the market prices, permitting all commoditiesto clear the market, generates secondary problems. The secondaryproblems that flow from this added price uncertainty affect both pro-ducers and consumers. One of the most difficult problems, common toboth techniques, and one that affects total agricultural output and itscomposition, is that of fixing minimum prices for farm commodities.For example, what will farmers receive for wheat? Under eithertechnique this price might be $1.50, $2, or $2.50 per bushel.
The major factors in determining the feasibility of employing thesetechniques, at the administration level, are largely dependent on theaverage level of minimum prices that are set or the amount of incomet6 be transferred to agriculture, the number of commodities includedunder a program, and the specific provisions of the program that arenot necessarily directly linked to the use of either price supports ordirect payments. If minimum prices are set low, or to put it a differentway, if. a small amount of funds are to be transferred to farmers, eithermethod can be administered with ease. Alternatively, if an attemptwere made to double agricultural income and to include every agri-cultuiral commodity in the program, neither plan would work well.In the past, the factors that seem to have determined the feasibilityof using direct payments, at the national policy level rather than at theprogram administration level, center on the facts that Treasury costsof transferring a dollar of income to farmers are much higher underdirect Paiments than under price supports; while, on the other side



PO2ICYLICY nQR CQMMERCIAL AGRICULTURE

of the coin, the domestic consumer is better off, per dollar of income
transferred to farmers and per dollar of total cost, under direct pay-

ments. In a real sense the decision to use price supports or direct

payments is in a large measure, though not exclusively, a question of

whether the gains to consumers, under direct payments, are of suffi-

cient magnitude to justify the increased Treasury payments required

by direct payments. Put in this context, the problem of determining

the extent to use direct payments depends on quantitative measures of

gains and losses rather than on ethical considerations.

We now turn to an examination of the differences that w ill be real-

ized when the choice is made between the use of direct payments and

price supports. In all cases this comparison will be made on the as-

sumption that the total amount of income to be transferred to farmers

is the same independent of the transfer method employed.' This con-

trast will be drawn, not between specific proposals, but in the abstract

in the effort to be meaningful in a broader context than would be the

case in a cmoparison among specific agricultural programs.

III. COSTS OF DIREcT PAYMIE ENTS PLAN

The total cost of a given program of farmer benefits-in terms of

Treasury outlays and consumer payments for food and other items-

would not be significantly different under direct payments and price

supports. The distribution of the cost per dollar of income trans-

ferred to agriculture would be different, however. as between the two

plans.
Under the direct payments plan households with low incomes would

likely gain the most. The real cost to the public would be lower under

direct payments than under price supports. Cost to the Treasury

would be about three times as much under a direct-payments scheme

as under a price-support technique.2 Lastly, private costs, exclusive

of taxes, are much higher under price supports than 'under direct

payments.
Total costs.-The total costs, Treasury plus private, of transferring

a specified amount of income to farmers is virtually the same regardless

of whether direct payments or price supports are used. The mechanics

by which markets would assure the equality are complex and the

secondary effects on the supplies and prices of various commodities,

as well as the incomes of individual persons, would be quite different

depending on the technique used.
tinder price supports a farmer receiving, let us suppose, $2 per

bushel for wheat would receive the entire amount from the market

with the wheat buyer, in effect, paying an excise tax on wheat directly

to the farmer in an amount equal to the difference in the market price

of wheat and what the price of wheat would have been in the absence

of price supports. Under direct payments the farmer would still get,

let us assume, $2 per bushel, but with part of it being obtained from

'This does not imply that all farmers would receive the same prices for each individual

commooity-tbis would be impossible if the total amount of income to be transferred is

I The differences in Treasury costs between the two plans would approach zero if outputs

were restricted to levels at which the price elasticities of demand for food and fiber at

the farm approached unity. Treasury cases could be reduced to nominal amounts if a

system of price discrimination, comparable to that possible to use in milk marketing,

were employed. The validity of the statement in the text rests on the assumption direct

payments are used for the commodities now given price supports in the United States and

to alter prices within the ranges usually considered.
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the buyer of wheat and the hbnbnep. from the Government as a direct
payment. Any difference in the total dollar cost of direct payments,
compared with price supports, would flow from differences in the
cost of administration.

The differences that would result from the choice to use price sup-
ports or direct payments would flow from pressures that would be
placed on the prices and supplies of other commodities, thus altering
the incidence of cost. Under direct payments, let us use wheat as
an example, the resulting low market price of wheat would tend to
decrease the price of animal feed and thus meats, while under price
supports the supply of meat would be low and the price high. Under
price supports, the exact ways in which surplus commodities were dis-
posed of would determine the places and times in which the supplies
and prices of other commodities were altered. These price differences,
while not changing the total cost, would shift the burden of cost
among various producer and consumer groups.

Distribution of total costs.-The distribution of the costs of a pro-
gram employing direct payments or price supports can be determined
by measuring the gains and losses to various groups flowing from the
differences that will be found in (1) food and fiber prices and quan-
tities used, (2) the prices and quantities of other commodities, and
(3) total taxes with account taken of tax incidence. Under direct
payments the effect of the decrease in food and fiber prices is to benefit
the buyers of these products. The groups gaining the most absolutely
are, likely, persons in the upper middle-income groups, while persons
in the lower middle-income groups would gain the most relative to
their incomes. After account is taken of the incidence of the addi-
tional taxes required to finance direct payments the groups likely
gaining most would be the lower middle-income ones, while, low
income groups would gain, as a percentage of their income, the most.

At best, these latter statements are informed guesses because net
gains and losses to various groups would in a large measure be deter-
mined by specific taxes employed to finance the program. If taxes
similar to the old AAA processing taxes or the existing sugar tax
were employed, the potential gains of low-income groups, from the
adoption of direct payments, would be largely lost. Alternatively,
low-income groups would gain most if a progressive income tax were
used to finance direct payments.

The incidence of the cost of transferring income to agriculture by
the price-support technique presents the same analytical problem as
when direct payments are examined, and it is necessary to determine
the gains and losses various groups realize from (1) the increased
market prices for the foods and fibers that are price supported, (2)
the changes in the prices of competing and substitute products, (3)
Treasury costs traced back to taxpayers, and (4) the gains and losses
flowing from the disposal of surplus commodities. Without present-
ing any analysis, it is clear that low-income groups will gain signifi-
cantly less under price supports than under direct payments.

Real costs.-Direct payments will likely result in lower real costs-
money costs adjusted for price changes-than would a price-support
method of transferring income to farmers. The gains of direct pay-
ments flow from the fact the wastes of storage and surplus-disposal
programs are largely eliminated. Under direct payments the stir-
plus. farm commodities would be used-in most cases eaten up-in
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their most useful form. Under price supports, food and fiber can be
wasted as was perhaps most vividly illustrated in potato fields a few
years ago. The additional expenses that must be offset against the
gains described above amounting to hundreds of millions a year, are
those of the real cost of the Treasury, with the secondary impact on
the economy, of obtaining the additional tax funds to operate the
direct-payments technique. To others, the quantification of this off-
setting cost is left.8

Treasury costs.-The difference in the money cost to the Treasury
of direct payments and price supports, assuming the same total bene-
fits to farmers, would depend on the commodities included in the
program along with their price elasticities, the funds received from
the sale of surplus commodities, and the minor differences in ad-
ministrative costs. Quantitatively, the difference in Treasury costs
between the two techniques would be most affected by the cotmmodi-
ties included in the program and their price elasticities, and least
affected by administrative costs.

If the price elasticity of demand for each commodity in the pro-
grains was -1.0, that is a 1 percent increase in price resulting in a
1 percent decrease in consumption, direct payments and price sup-
ports would require identical initial Treasury outlays. If the price
elasticities were -0.5, that is a 1 percent increase in price resulting
in a one-half percent decrease in consumption, initial Treasury out-
lays would be one-half as great under price supports as under direct
payments. Elasticities of --0.25 would make direct payments four
times as costly to the Treasury as price supports.

The net recovery value (sale price less costs of storage, etc.) of sur-
plus products, that would accumulate under price supports, would
reduce the Treasury cost by an amount approximately equal to these
receipts. 4

The difference in administrative costs between the two techniques
does not appear to be significant.

When these costs are added together it appears likely that the direct
payments would require United States Treasury expenditures of
abount three times the amount that would be required under price
supports. This estimate assumes price elasticities of demand for com-
modities covered by the program of a bit more than -0.25. The
major unknowns in this problem concern (1) the amount of funds
the Treasury would recover from surplus disposal, (2) the second-
ary effects of surplus disposal, which might be costly to the Treasury,
and (3) the number and price elasticities of the commodities included
in the program.,

Private costs.-Under price supports the costs paid by individuals,
exclusive of taxes, are much higher than under direct payments since
most of the cost of transferring income to agriculture is incorporated

This cost may be nominal as suggested by George F. Break, Income Taxes and Incen-
tilvp to Work: An EmDirical Study. American Economic Review, vol. XLVII, No. 5,
September 1957, pp. 529-539.

' The word "approximately" Is used because Treasury tax receipts would be affected by
the way in which surplus disposal was conducted, as well as the prices of other price-
supported commodities. No account is taken of the changes in the costs of foreign-ald pro-
grams, even though these costs are important.

G Secondary effects of surplus disposal to the Treasury might be high for a combination
of many reasons. For example, in the case of foreign dumping exports that otherwise
might have occurred may be lost. Dollar shortages may be made worse in other countries
exporting the same commodities. In the domestic market the donation of food to Tleeny
groups or institutions lowers the amounts of expenditures on food they otherwise would
have made.
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in the price (lie buyer pays for the commodity. If private. costs aret
defined to include indirect costs, that is taxes to support the programs,
then private costs and total costs become identities.

IV. SECONDARY Erri.cTrs OF DIRECT PAYBIENTS AND PRICE- SUPPORTS

Secondary effects not common to both direct payments and price
supports are largely attributable to the fact that under price supports
the same set of prices is used to pay farmers and to distribute agricul-
tural. commodities to users: thus, surpluses are accumulated, requir-
ing disposal programs, while under direct payments surpluses are not
permitted to accumulate-each year's production is placed on the
market at wahatever price it will bring. The secondary effects, flowing
from the choice to use price supports or direct payments, are examined
with reference to (1) incomes of various groups of farmers, (2) sup-
plies and prices of specific commodities (agricultural and nonagricul-
tural) not covered by a program, (3) levels of nutrition and waste,
and (4) the BLS Consumer Price Index. Primary attention is
directed toward an examination of these effects under direct payments,
since much experience exists with these effects under price supports.

Incones of various groups of farflners.-Under an all-inclusive
direct-paymenits plan, the problem of estimating the amount of income
individual farmers would receive is more complex than under price
supports. It is possible that the farmers receiving the highest in-
comes before Government payments would also on occasion receive
the highest Government payments, both relatively and absolutely.
These conclusions flow from the fact that market-clearing prices for
commodities included under a direct-payments program are subject
to wide variation. For example, the price the hog farmer must pay
for corn is more precisely known ahead of time if price supports are
used for corn than if direct payments are used. This variability in
the corn price would also tend to make the market prices of other
animal feeds subject to greater uncertainty. Thus, unexpectedly low
market-clearing prices on commodities covered by direct payments and
used to produce other commodities could result in large income gains
to the producers of the final products or, conversely, unexpectedly high
market-clearing prices could result in large income losses.

Thus, under direct payments, it is reasonable to expect the net in-
comes of farmers to be more variable, both among farmers and over a
period of time, than under price supports.6 In general, the other sec-
ondary effects of direct payments and price supports on the incomes
of various farmers are similar, though the specific farmers gaining
and losing would not be the same persons. (See next topic.)

Supplies and prices of specific comnmodities.-The supplies and
prices of agricultural and nonagricultural commodities will be altered,
and differently, under price supports than under direct payments. The
magnitudes of these effects, and in some cases the directions, will be
altered, depending on (1) the levels at which prices are guaranteed,
(2) the commodities selected for coverage in the program, and (3)

eAdministrative measures could be taken to dampen these potential sources of income
variability, though they would be complex. The Quantitative significance of the added
income variability would depend on the number and kinds of commodities and the prices
that were In effect under the direct-payments plan.

97226-57 2
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the restrictions, if any, placed on production. These differences will
be touched upon in general terms. .

Should the prices guaranteed to farmers under direct payments or
price supports be lower than market-clearing prices, neither technique
would have much effect; therefore, the more interesting case is ex-
amined where the prices guaranteed to farmers are above market-clear-
ing levels, coupled with the assumipton that no restrictions are placed
on production. An exclusive use of direct payments providing cover-
age for all commodities, compared with price supports on all com-
modities intended to transfer the same amount of income to farmers,
would bring about lower consumer food and fiber prices, lower feed
prices to farmers, and higher Federal taxes or borrowing than would
be the case if price supports were used. These effects would, in turn,
affect the Consumer Price Index, the prices farmers pay, wage rates,
and so forth, and the amount of food and fiber that would be used by
consumers.

If a plan were adopted covering only some agricultural commodities,
a more realistic assumption than the one above, the secondary effects
would be similar to the above case with one major exception. This
exception is that under price supports agricultural commodities not
covered would tend to be increased in price; while under direct pay-
ments, the prices of these commodities would be under downward
pressure, though these pressures would be greatly dampened by farm-
ers shifting production from excluded commodities to the production
of commodities with price floors.

If production controls were imposed, the prices of commodities
not protected would be Lunder downward pressure under both price
supports and direct payments. The magnitudes of the pressures
would depend on the effectiveness of the production restraints, and
the consequent shifts in production among commodities.

Nutrition and waste.-Use of direct payments, rather than price
supports, would decrease food and fiber wastage and increase the level
of nutrition within the United States.7 This result would flow from
the fact that under direct payments all the food and fiber produced
would move into consumption rather than into storage for later use,
or spoilage, or diverted into an uneconomic use.

Neither direct payments nor price supports are of much help in
getting at the basic problem that more resources are being used to
produce food and fiber than consumers are willing to buy at prices
that will provide adequate incomes to farmers. By the same token
they increase this waste of an excessive use of resources, largely
labor, by tending to bring about an even greater production of agri-
cultural commodities. The extent of this waste brought about by
price supports is subject to many question marks and cannot be esti-
mated accurately. The writer is of the opinion that this additional
waste is relatively small. More specifically, in the writer's judgment,
this cost is relatively much smaller than is the cost of unused steel,
automohilp- ind h -pftc;. 4C__-A -I-- ill r "

7 This statement Is probably true if taken for the world. However, if anl surpluses under
the price-support plan were efficiently moved into foreign consumption, this statement
need not be true for the world as a whole.
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(September 1957), when the level of business activity is generally
considered to be quite good. 8

The con=sumer price indxe.-Use of direct payments would tend to
decrease the BLS Consumer Price Index, rather than to increase it
as do price-support operations. Suppose that compensatory ptvments
were used in the dairy industry to make up the difference between
prices paid to producers for milk used in fluid form and in other
uses. During the past year (1956) a Treasury cost of a little more
than a billion dollars would have been required, and the consumer
would have been able to buy milk at about 4.4 cents less a quart. The
initial effect on the all-items index would be about 0.4 of a point.
When account is taken of secondary effects, the drop would be greater
unless the Treasury obtained the funds in inflationary ways to make
the compensatory payments.9

If compensatory payments were made on all or some large group of
agricultural commodities, the downward pressure on the uonsumer
Price Index would be greater. Since food items represent 28.7 percent
(December 1956) of the index and cash receipts from farm income
is running at a little less than a $30 billion a year rate, a billion dollars
a year in compensatory payments would, on the average, initially
reduce the Consumer Price Index by almost 0.4 of a point. The
impact on this index is important because of its use in determining
wage contracts, and so forth. Additionally, the Index of Wholesale
Prices would be similarly affected in terms 'of direction, which is also
used in pricing formulas.

V. PRorOSALS FOR USE OF CODn'ENSATORY OR DIRECT PAYRENTS

Proposals to use direct or compensatory payments in agricultural
programs have been many in number and type though not widely
used.' 0 Economists appear to take the position that the compensatory
payment tool would be more widely used with advantage though
no consensus is apparent as to the specific purposes for which it should
be adopted." At the present time wool and sugar producers receive
special varieties of compensatory payments while no other United
States groups receive comparable payments. During World War II
considerable experience was gained with direct payments to pro-
ducers. The largest of these programs was operated for dairy products
and cost about $1.5 billion.

The extent and combinations in which compensatory payments can
be employed are virtually limitless. At one limit a single commodity
could be covered while at the other limit all commodities could be
included. Additionally, compensatory payments can be used in com-

aThis cost has been estimated as low by many others. See Calvin B. Hoover, Funda-
mental Issues That Must Be Faced in Agricultural Price Programs, Journal of Farm
Economics, vol. XXXVI, December 1954. p. 761.

9 The secondary effects operate both within and outside of agriculture. Wage rates, as
well as the parity ratio, are affected by changes In the consumer price index.

fu Comparable schemes have been suggested for other sectors of the economy. For a
ful-blown scheme of recent origin see Richard Hazelett. Public Management of Employ-
ment Volume, and the comment written by Albert Gailord Hart in the American Economic
Review, vol. XLVII, No. 1, March 1957, pp. 136-152. In my opinion, schemes of this
type-general ones and/or partial ones-are requirements during some ph ases of the
business cycle If the twin objectives of full employment and a stable price level are to be
realized-but this is another subject.

William H. Nicholls and D. Gale Johnson. The Farm Price Policy Awards, 1945: A
Topical Digest of Winning Essays, Journal of Farm Economics, vol. XXVIII, 194U p. 267H.
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bination with virtually all other policy devices. The purposes econo-
mists have had in mind for urging the use of compensatory payments
have been diverse including such items, both separately and jointly,
as: (1) depression-control measures; (2) price-level control measures;
(3) aids to farmers; (4) aids to consumers; (5) aids to foreign trade
and international relations, etc.

Perhaps the most widely discussed specific proposal in which com-
pensatory payments were to play a major part was the Brannan plan.
Under this plan storable commodities were to be price supported
while compensator' paIyments were to be used on perishable commodi-
ties. This plan and similar ones were widely discussed and analyzed
by the USDA and others.1 The Brannan plan, while tentatively pro-
viding for high minimum prices to farmers and comparable restric-
tions on production. was moderate in the extent to which compensa-
tory payments were to be used, since only nonstorable commodities
were to be so covered. In the discussions of this plan and others, it
was often pointed out that the advantages of compensatory payments
are present, whether they are applied to storable or nonstorable com-
modities. In fact, the differences between storable and nonstorable
commodities are virtually meaningless in this context.

M Vany other proposals have been made which embodied the use of
direct or compensatory payments to farmers.' 3 This is perhaps best
illustrated by the fact that in 1945, of the 18 prize-winning awards on
agricultural policy, 16 recognized their usefulness and made provision
for at least some use of compensatory payments.' 4 During the past
few years numerous articles have been published in which a place
has been found for varying sorts of direct payments to farmers.'5

In citing the various policy proposals that include at least some place
for direct payments to producers, it is important to note that both
limitations and disadvantages are recognized. In general, direct pay-
ments are proposed as emergency measures or at least as a means of
moving to a situation where they and their substitutes will either not
be needed or, at least, needed to a smaller extent. No claims are made
that their use would involve as small or smaller Treasury outlays than
price supports except in special cases. Political objections are also
frequently raised to the use of direct payments-the most common
being that farmers do not like to get Government checks but would

12 Karl A. Fox, The Contributions of Farm Price Support Programs to General Economic
Stability, Policies To Combat Depression, a conference of the universities-National Bureau
Committee for Economic Research: Princeton University Press, 1956, p. 295 ff. George
Revren, Cor prative Costs of Agricultural Price Support in 1949, American Economic

Reviewvl. XT, May 1951, p. 717 if. John D. Black, Ibid.. p. 747 if. Willard W. Coch-
rane, ibid., p. 754 ff. W. E. Hendrix, The Brannan Plan and Farm Adjustment Opportu-
nities in the Cotton South, Journal of Farm Economics, vol. XXXI. August 1949, p. 487 ff.
Harold G. Halcrow and Roy E. Huffmann, Great Plains Agriculture and Brannan's Farm
Program, ibid.. p. 497 if. D Gale Johnson, High Level Support Prices and Corn Belt
Agriculture, ibid., p 509 f. Stewart Johnson and George K. Brinegar, What About the
Brennan Plan, Farm Policy Forum, vol. II,'October 1949.

3For a general discussion of direct payments see: R. J. Eggert, Advantages and Dis-
advantages of Direct Payments With Special Emphasis on Marketing Considerations, and

0. H Br~vnie, ome ffets o Copensatory Payments, Journal of Farm economics,
vol XXIX, February 1947, pp. 250-259.

*1 See Journal of Vi'n V-- --' X 54Z, pp. 74i auz ne is papers were
authored by William H. Nicholls, D. Gale Johnson, Frederick V. Waugh, George W. Barr,
Merrill K. Bennett, Gordon P: Boals, Karl Brandt, Willard W. Cochrane, R. J. Eggert, Paul
A. Eke,'Carl C. Farrington. Rudolph K. Froker. Charles D. Hyson. Adlowe L. Larson,
Ja k Maddox, Rainer Schickele, Geoffrey Shepherd, and Lawrence H. Simer.

1 Examples are: 3. K. Galbraith. Farm Policy: The Curreut Position, Journal of Farm
Economics, vol. XXXVII, May 1955, pp. 292 ff. G. E. Brandow, A Modified Compensatory
Price Program for Agriculture; Journal of Fn'rm Economics, vol. XXXVIi, November 1955.
pp. 710 if. George K. Brinegar and Stewart Johnson, On Letting Go of the Bear's Tail,
Jiournal of Farm Economics, vol. XXXVI, February 1954, pp. 30 ff.
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rather get the some amount of montey from the mnarket.' 6 This i
tion is put forth succinctly by L. H. Simerl."7 A different sort of ob-
jection is sometimes voiced to the effect that Congress and the admin-
istration will not provide as much money to directly pay farmers as
they will provide farmers by more roundabout, less obvious techniques.
To the extent these political objections have valid economic content the
cost of direct payments would be decreased compared with price
supports.

VI. CONCLUDING REMARKS

I wish to direct attention to and highlight the major economic ef-
fects that would be realized if direct payments were placed into more
extensive use than is the case at the present time. These effects would
materialize (1) if less use were made of price supports as direct
payments are more widely used, and (2) if no change was made in the
total amount of income or benefits being transferred to agriculture.

The administrative problem of disposing of agricultural surpluses is
simplified when extensive use is made of direct payments. This re-
sults from the fact that current production is currently distributed
through regular marketing channels. Thus, the surplus problem we
are now so familiar with, with its disrupting effects in both domestic
and foreign markets, is eliminated in its present form.

The real cost of the existing agricultural programs would be de-
creased if direct payments were more widely used in place of price
supports. The real cost, money cost adjusted for price changes, would
be decreased because less food and fiber would be wasted and thus
all income groups would gain. The decrease in wastage would also
cause the BLS Consumer Price Index and the Index of Wholesale
Prices to be lowered, thus checking some price increases.

Low-income groups would be better off, relatively, under a direct-
payments plan than under a price-support plan, unless special regres-
sive taxes were introduced to finance the direct-payments program.
Low-income groups as well as all others would gain absolutely in the
aggregate under direct payments.

Federal taxes would need to be higher to operate direct payments
than price supports.

la It has often been stated this reason Is more imaginary than real. This Is also sug-
gested by the Michigan State Experiment Station Technical Bull. 235, 1952, authored by
Dale E. Hathaway, E. E. Peterson, and Lawrence witt.

17 Farm Attitudes and Methods of supporting Prices, Journal of Farm Economics, vol.
Xxxix, February 1947, pp. 246-249.



THE COMMODITY-BY-COMMODITY APPROACH TO FARM
PROGRAM DEVELOPMENT

Gordon K. Zimmerman, The National Grange

As the Nation seeks a more satisfactory farm program, most of
the disagreement centers on the degree of Government involvement
in the program. Is it to be a thoroughgoing, active collaboration
in all aspects of agriculture, or some much milder form of participat-
ing partnership between farmers and government?

No longer does any major farm group support the prospect of a
completely competitive, completely unregulated farm economy. No
longer is a Government farm program regarded as a temporary or
an emergency measure, to be employed until the return of normal
times.

The increasing concentrations of economic power in labor and many
areas of business are now being widely recognized. These concentra-
tions have the appearance and probably the substance of permanence.
They are more likely to be intensified than dismantled.

One consequence of this aggregation of business and labor power
has been to rule out, in all likelihood, any substantial and continuing
support for a return to a completely free system of agriculture. In-
stead, more and more farm people see the necessity of restoring a
greater degree of balance in the Nation's economic triad of business-
labor-agriculture. In recent years, the agricultural leg has become
progressively weaker and less secure.

While recognizing the continuing need for Government interven-
tion in the affairs of agriculture, most farmers are still not prepared
to accept a type of collaboration which would provide permanently
for price fixing and state trading of the products of agriculture.
Except in time of war, most farmers want to work with, but not under,
the Government.

Short of price fixing and state trading, the most promising ap-
proach to an acceptable farmer-Government program partnership
lies in the further development of individual commodity programs.

Farm-produced commodities are the merchandise, the stock-in-
trade of agriculture. They are the central element of farming opera-
tions, from the initial production effort through the last unit sale.

Farm-produced commodities are still the principal source of farm
,income. As such, they constitute the best available medium for
achieving beneficial adjustments in supply, costs of production, price,
and many other of the critical ingredients of farm income.

FarnercS are aCLnto, nnAd fn f iTdrinkn in forvm nf e-ommndifie's Thpv

traditionally measure supply and estimate demand in terms of in-
dividual commodities. They have had experience in adjusting produc-
tion, commodity by commodity. They sell individual commodities,
not aggregate farm production.
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For good reason, farmers continue to recognize the existence of
the cash crop.

A cornprehensive approach to farm programing implies similarities
in agriculture that do not exist in fact. There is the common denomi-
nator, of course, of production. But even this cannot be carried
beyond its elemental concept-the transposition of the raw materials
of nature into a more finished or usable state. Most of the similarity
ends there.

A major part of the agricultural problem as it confronts us today
has been the prolonged, common oversimplification that all farmers
in all parts of the country are alike, have common problems, and
common aspirations. It simply isn't so. Farmers are not necessarily
alike and their problems are more often diverse than similar.

Neither is the farm problem a continental problem. If it can be
said that there is any single farm problem, it would have to be
reckoned as the aggregate of a multitude of separate problems. Dis-
similarity is the fact and the common characteristic of American
agriculture.

Indeed, the root of our farm problem is the consistent diversity
existing through out the American farming enterprise.

Experience during the past quarter century indicates too well that
the legislative and administrative actions designed to relieve the
troubles of farmers in one area, or State, or commodity, may very
well have the contrary effect on farmers in some other area, State,
or commodity.

The commodities themselves, and the circumstances surrounding
their production, marketing, and value, are the most diverse of all.
These dissimilarities underscore not the desirability, but the essen-
tiality, of a commodity-by-commodity approach to farm programing.

The differences between perishable and nonperishable crops have
been recognized, of course, for a long time. And there has been recog-
nition of the different program needs for deficit crops such as wool
and sugar, and commodities in almost chronic oversupply such as
cotton and wheat.

These, however, represent only the more obvious distinctions. There
is an almost endless range in the varying circumstances affecting the
production and marketing of agricultural commodities.

There are not only marked differences and peculiarities as between
the several commodities, there are in some instances clear-cut regional
and type differences within what we would ordinarily regard as a
single commodity.

Except in the broadest sense, for example, there is no indelible pat-
tern of common interest or problem between the wheatgrowers of the
spring wheat area, where ordinarily there is little overproduction:
the growers in the Palouse region of the Pacific Northwest and in the
hard winter wheat area, where heavy production has been customary:
and the increasing numbers of eastern and southern growers of wheat
for feed.

The factors of upland cotton production and marketing in the
Southeast are different from those in the delta. Both are different
from the high plains. And still other factors are involved in the
production and marketing of long staple cotton from the irrigated
lands of Arizona and California.
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These differing conditions exist. They are in being. Farm pro-
gram development that fails to recognize them, or undertakes to en-
compass and ignore them under the umbrella of a comprehensive
approach, fails to recognize the facts of economic, physical, social,
and political life.

Even a partial listing of some of the basic elements in production
and marketing will indicate how profound and widespread commod-
ity differences are-and why programs should be tailor made for each
commodity in full recognition of the unique and distinguishing fea-
tures of each.

Capital investment varies widely, for example, not only between
commodities but within commodities. The investment necessary for
operation of a dairy farm selling grade A milk to the Los Angeles,
Birmingham, or Washington, D. C., fluid milk markets could easily
be much larger than that of a manufacturing milk producer in Minne-
sota, a cottongrower in the Piedmont, or a wheat farmer in the Great
Plains.

Some commodities, such as wheat and cotton, have traditionally
depended on export markets to absorb a substantial share of annual
production. Other commodities, such as wool and sugar, face com-
petition in the domestic market from importations.

Still others are involved in no more than a minor way, if at all,
in export-import considerations.

Since World War I, when the United States changed from a debtor
to a creditor nation, the peacetime foreign market for American
farm products has been declining. Around the world, nationalistic
programs of self-sufficiency have been established and have spread.
Competition in the world market has become more intense. For
these and other reasons, our most aggravated surplus problems have
developed with our traditional export crops.

Adjustment of American agriculture to this new world market
situation is certainly one of the most difficult and essential problems
ahead. Experience indicates it can be met with larger chances of
success on an individual commodity basis rather than as part of a
comprehensive approach involving many commodities, some of which
may be only moderately influenced by export considerations.

Dissimilarities in labor needs and labor supply also argue for a
commodity-by-commodity approach to farm programing. Fruit and
some other commodities often require a considerable but seasonal
labor force. Large dairy farms may hire year-around help. The
cost of labor near industrial centers tends to be higher and the sup-
ply scarcer than in other areas. On the Pacific coast the pay scale
runs higher than it does in the Northeast and the Norheast pays more
than the Midwest.

Some commodities go to market; others are consumed on the farm.
While cotton and tobacco go to market and are processed, for exam-
nle, approximately two-thirds of the annual production of another

Marketing differences of this kind thwart effective operation of at-
tempted comprehensive programs.

Competition for consumer favor exists unevenly among the com-
modities. Wheat and potatoes, as starchy foods, compete with each
other more than with fruit and milk. Butter and oleomargarine
compete with each other more than with fruit.
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Cotton and wool, to a greater extent than other farm commodities,
face competition from nonfarm products-rayon, nylon, and other
manufactured fibres.

Tobacco, on the other hand, has no commodity rivals.
Geographic and climatic differences are aIso involved. A large

part of the Nation's wheat production and an increasing volume of
feed grain are grown in a region in an area of limited rainfall, high
drought hazard, and few alternative uses for the land. In many of
the rolling areas of New England, Wisconsin, and Minnesota there
are few profitable alternatives to a grassland agriculture centered
around dairying. Farmers in such areas cannot readily shift pro-
duction from one commodity to another in response to changing con-
ditions of supply and demand.

Because in ividual commodity programs can be more specific, they
should be able to recognize and deal more effectively than a com-
prehensive program with the problems of farmers in particular
regions.

The attitudes of farmers themselves serve to reinforce the desira-
bility of individual commodity programs and deny the wisdom of a
comprehensive approach. There is no uniformity at all in the pro-
ducer viewpoint toward Government intervention in agriculture. In
some areas and with some commodities it is much more favorably dis-
posed toward Government than in others.

As a generalized statement, it can be said that cotton and tobacco
farmers, for example, are accustomed to Government programs and
approve of the idea if not the detail. Cattlemen, on the other hand,
have never had a major, permanent-type program and traditionally
are most vocal in rejecting Government intervention in their affairs.

These varying viewpoints are undoubtedly conditioned by experi-
ence and the relative severity of the problems faced in the region or
the commodity. They account, too, for the range in Government inter-
vention, from combinations of acreage allotments and marketing
quotas, as in wheat, to marketing orders and agreements as in milk and
some fruits, to emergency buying of end products, as in meat.

Farmers have not expanded evenly their plant and production
capacity in all commodity fields. In the cotton areas of the South-
east, for example, farmers long ago developed a capacity to produce
more than could be sold at prices capable of supporting an acceptable
standard-of-living for many of the growers. At least in part, this
was the consequence of concentration on cotton-dependence on a
one-crop agriculture-and the healthy demand of foreign and domestic
markets for the fiber from the turn of the century through World
War I.

Overexpansion of productive capacity for wheat came later, largely
in response to Government urging for more and more of the bread
grain during World Wars I and II.

The buildup in productive capacity for soybeans and the feed grains
is of more recent origin, deriving its momentum in considerable meas-
ure from the acreage allotment and marketing quota programs still in
effect for basic crops. As everyone knows, farmers have understand-
ably sought an income-producing use for lands diverted from produc-
tion of the basics, and as a result the problems of surplus have been
extended over an ever wider range of commodities.
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The listing of differences could be extended, but the evidence seems
plain that no single, comprehensive farm program can be effective in
terms of commodities-or in serving the needs and aspirations of the
farmers who produce them. Each of the basic commodities is unique
in its production and marketing characteristics, its backgroumd and
future requirements. Dissimilarity, rather than similarity, is the
rule. And the same applies to most of the nonbasic crops.

To improve the position of producers of these commodities, then,
individual programs must be designed to recognize and deal with the
distinctive features of each of the commodities. The obvious outcome
of such a course would be variety and flexibility in farm programs
rather than unification and rigidity. Since no other pursuit of man is
subject to more variety in its parts than agriculture, and since all the
elements of nature and the economic system affecting agriculture are
completely unstable, from rainfall to the level of spendable income,
the case for variety and flexibility-for individual commodity pro-
grams-is a case founded first and foremost on reality.

Within the commodity-by-commodity approach to farm programing
there is ample latitude for programs representing every degree of
Government intervention, from much to little or none, as the indi-
vidual commodity situation may warrant. Marketing quotas, direct
payments, and self-help might be utilized, for instance, as well as such
devices as grade labeling, domestic market allotments, loan and pur-
chase operations, and acreage allotments.

It may also be noted that the individual-commodity approach has
certain legislative and administrative advantages. Necessary modi-
fications in a program affecting a single commodity can be accom-
plished with greater facility and farmer-public acceptance than
changes involving a wide complex of commodities.

The conditions affecting individual commodities are altered in dif-
ferent ways and at different rates. The upland cotton program most
serviceable in 1958 might be inadequate or excessive by 1962. On the
other hand, a dairy or potato program put into service next year
might have a useful life of 15 or 20 years without need for major
modification.

There is no reason to rebuild a whole house because the windows
stick in the kitchen or the light switch doesn't work in a bedroom.

If Congress finds that agriculture as a whole is receiving an in-
equitably small share of total national income, and determines as a
matter of policy that steps should be taken to increase that share,
selective actions commodity by commodity are most likely to bring the
desired results. Only with such specialized programs is there prac-
tical opportunity to enhance efficiency and allocate incentives where
and when they will do the most good. The alternative to selectivity
is at least risky if not assuredly dangerous. Th is would be a broad-
scale or comprehensive attempt at income priming, which would
surely serve to perpetuate the inefficiencies of agriculture and com-
poutmit rauvler Chan aileviate tLme problems oi overexpansion-uniess
the income priming were accompanied by a degree of Government
regulation heretofore regarded as excessive and unacceptable.

Congress could, with good reason, determine that parts of the agri-
cultural plant are overexpanded, and that adjustments in human and
physical resources would in time help bring farmers returns on
capital, labor, risk, and management more nearly comparable to those
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lreceived elsewhere inl tle economy. in that case, selectivity along in-
dividual commodity lines would provide the greater assurance of
social justice and lasting economic benefit. In any cutback, agri-
culture would fare better under the scalpel than the steamroller.

To emphasize the advantages of a commodity-by-commodity ap-
proach to farm programing, however, is not to deny the relationship
of commodities to each other or, more specifically, the influence so
frequently exerted by gains or losses in connection with one com-
modity on the prospects of other commodities. In operation, individ-
ual commodity programs cannot be successfully isolated from each
other.

This relationshi) should not be regarded as an inevitable source of
friction nor an adamant barrier to the successful functioning of in-
dividual commodity programs. Where programs tend to impinge on
each other, modifications are clearly in order. Carefully undertaken,
they should provide for harmonious coexistence-even mutually sup-
porting benefits.

By any analysis, American agriculture is an aggregate. It has no
entity or unity separate from the commodities which are its ingre-
dients and the bloodstream of its existence. Any effective program
for agriculture, therefore, should properly be the sum and blending
of component, commodity programs. Only in this way can the
myriad problems and conditions of farming be realistically encom-
passed.

To begin with the overriding positions inherent in a comprehensive
approach is to incorporate in some degree an element of trouble-
making artificiality. Farmers are being disadvantaged today because
their present farm programs were rooted largely in two of the most
abnormal periods in American history-war and the depression of
the 1930's. Certainly no good purpose will be served by perpetuating
either the artificial or the abnormal.

The case for a commodity-by-conmodity approach is not doctri-
naire. Its roots are in the fields, pastures, and markets of actual farm
experience. We already have in operation some elements of a coin-
modity-by-commodity farm program. Our present task is to take the
most useful features of what we have, devise such new adaptations as
promise to serve individual commodities best, and anticipate future
requirements rather than repatch past mistakes.



OBSERVATIONS ON DIRECT PAYIMENTS AND THE COM-
MODITY-BY-COMMOTDITY APPROACH TO THE FARM
PROBLEM

John D. Black, Harvard University

Most of this statement will be devoted to the second subject of this
panel, the possibilities and difficulties of a commodity-by-commodity
solution of the farm problem. As preparation for this, however, I do
need to analyze somewhat the direct-payment approach to the prob-
lem, since this may well be the procedure best fitted to some of the
individual commodities, and it could easily be used in such a way as to
have important effects on the prices and incomes from other farm
production.

I. THE DTRECT-PAYMENT APPROACH

First of all, we need to make sure that we all understand a direct-
payment plan to mean the same thing. The direct-payment plan here
analyzed is one that allows all the output, except some diverted to
special outlets or to Government stockpiling, to be sold for what it
will bring in the market place, and makes up the difference between
this market price and some support level of price by direct payments
to the producers. These direct payments will be referred to here-
after as "deficiency payments."

A reasonably conceived direct-payment plan has much to be said
in its favor. First of all, it would be simple to administer. Second,
it would call for less direct interference with the trade than most
plans. Third, it would help much to stabilize farm incomes and out-
put. Fourth, it would reduce the amounts of products in storage to
reasonable proportions.

But to realize most of these advantages, a direct-payment plan will
need to be much better conceived than, so far as I know them, is any
one that has thus far been offered-certainly than the Brannan direct-
payment plan.

A. The first requirement of a reasonable and workable direct-pay-
ment plan is that the level of prices used in calculating the deficiency
payments must vary with the size of the crop or volume of production.
Otherwise after getting a good price for a large crop or volume of out-
put, and hence a large income from it, farmers will grow another large
crop, weather permitting, or continue producing a large output of
milk, eggs, beef, pork, and so forth. The surpluses will therefore get
larger year after year. What greater inducement can a farmer have to
expand his production than for the Government to say to him in effect:

kX> artead and grow another big crop. We guarantee you the same
good return from it that we got for you this year." This was good
strategy in the war years with demand growing year after year, but
surely not after 1948.

At what rate should the total return per pound, bushel, and so forth
(market price plus deficiency payment) fall off with the increase in
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volume of output? Strictly speaking, this should vary by products,
depending upon several factors, including:

(a) the rate at which the producers of the product increase
their output with a rise in price and decrease it with a fall in
price.

(b) related to (a), the additional or marginal out-of-pocket
costs of output additional to what the market will absorb at 'free"
market prices, as a result of planting more acres or increasing
the size of herds, and also increasing yields per acre or per animal
unit. Some of the costs are fixed, that is, do not increase with
output and decrease per unit with larger output. Others are
variable and increase with output.

(c) the rate at which technology is increasing yields, bring-
ing more land into cultivation or pasture, and so forth.

(d) the rate at which per capita consumption increases with
a decline in price, and decreases with a rise in price.

(e) changes in consumption in prospect due to growth of popu-
lation and income per capita, and trends in per capita rates of
consumption by products.

(f) exports and imports of the product and trends in the same.
(g) the quantity of the product which the Government plans

to dispose of outside the usual channels of domestic and foreign
trade.

In general, the total return per unit (market price plus deficiency
payment) for any product should be such that a larger output yields
very little larger net return to the farm and farm business, after
deducting out-of-pocket costs, than would an output that just meets
domestic needs with normal storage stocks plus the export-import
balance. This means that the farmer and his family will receive very
little return for any extra labor which they devote to producing the
larger output. This limitation is in general necessary if surpluses
are not to increase from year to year.

The last paragraph is only an "in general" statement. For any
particular product in any particular crop year or period, the total
returns per unit may need to be somewhat higher or lower than de-
termined by any one or any combination of factors (a) to (f). A
rapid advance in technology of some product that lowers costs may,
for example, call for somewhat lower total returns per unit, and a
relatively slow advance the opposite. Similarly for a marked rela-
tive decline or upturn in demand. The total returns schedule that
is determined at the outset will, of course, be a tentative one to be
tried out in actual operation and adapted as needed.

Some one may fail to see how farmers. will benefit with such a
schedule of total returns. The answer is that they will benefit a
good deal. First of all, there will not be the big drops in total in-
come that occur in the free market in years or periods of large sup-
ply. Producers will instead get an assured stable income in all the
years -with average or larger supply, and the. same higher incomes
as now in years of short supply. Given this stability of income,
they will be able to plan their production programs much more ef-
fectively.

Second, the large drops in total returns that have come in the past
in periods of business recession and stagnation will be much reduced.
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How much they will be reduced depends, of course, -upon how much
aid the Nation decides to give agriculture at such times; also how
much aid to the urban unemployed in the form of more food and other
farm products than they can afford to buy at the lower prices that
will come to prevail.

B. Now as to the second requirement of a reasonable and workable
direct-payment plan. The foregoing still leaves open the matter
of the general level of the total returns support. The requirement is
that the level for any product must not be set so high that it induces
overexpansion of its output beyond what can be disposed of with-
out excessive stockpiling and/or surplus disposal at heavy losses.
The Brannan plan, of course, set too high a support. Even with mar-
keting quotas applied where feasible and considerably effective, it
would have cost the Government around $2 billion in 1949, and $o
billion annually within a few years, according to estimates made on
the basis of analysis by Prof. George Mehren and reported at the
December 1950 meeting of the American Economic Association.'
Without marketing quotas, these estimates would be raised to 5 or
6 billion dollars a year. *What was more serious, in spite of such re-
sults as these marketing. quotas might have achieved, such high levels
of support would have served to retard needed production adjust-
ments.

The usual form in which the support level is expressed by pro-
ponents of direct-payment plans is a percentage of the parity price,
or of parity income occasionally. Parity as a standard has already
been analyzed by panel G. Only two things will be said here. The
first is that to base the relative level of supports for different products
on a uniform percentage of the parity standards in force before 1948
will give a structure of total returns supports that is clearly unwork-
able because it will set some of the supports so low as to reduce output
below market needs, and others so high as to pile up still larger sur-
pluses or dump heaps; and to meet this situation by varying the per-
centages of parity for different products means that parity is used
only as a way of expressing the support level chosen; there is still
needed some basis for the variations in percentages. Moreover, if this
procedure is followed, there needs to be a much more consistent basis
for the percentage variations than at present.

Accepted as real in all the foregoing is the relationship that the
output of individual farmnproducts does respond to price changes, in
general more rapidly to price increases than to price decreases, but in
fact to both. This relationship is frequently disputed these days.
I once heard Secretary Brannan do so in an address in the Department
of Agriculture auditorium. All that needs to be said in refutation is
that if this relationship were not true, there would be no production
cycles for any farm product-even the hog-corn cycle would vanish
utterly. There must be a down response as well as an up response to
produce such cycles.

The nrineinnl wv.v in which thp,-P. r ..nnn~er occur iq hv chifts amomr
different lines of production, from wheat to feed gr'ain and back,
from beef cattle to hogs and back, from butter to cheese, etc. Accord-
ingly, if all lines of production were under effective production and
marketing control, there would be much less of this shifting and

'Discussion, by John D. Black, American Economic Review, May 1951.
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thee fore less response to price chances. But getting a suffeieint dfvre P.
of such control to prevent such responses and shifts clear across the
board would prove so difficult, and so repulsive to farmers generally,
that it is useless to undertake it. The most that can be expected is a
helpful degree of it in some special cases.

Also it needs to be pointed out that in recent decades, more and more
of the response to price rises has taken the form of using more ii-
proved technology, and this is more difficult to reverse with lower
prices. This is the main reason that surpluses have persisted in recent
years.

The foregoing is in terms of responses product by product. I-ow
about aggregate farm output? Agricultural output rose around 20
percent from 1940 to 1947-48, while farm prices deflated by the par-
ity index were rising around 39 percent. But how about the other
way? Constant-dollar farmn prices fell 27 percent from 1947-48 to
19.56, and agricultural output rose 14 percent.

This recent situation, however, is a very special one. At the onset
of World War II, there was a large backlog of unused technology.
The high demand and prices of the war and early postwar years drew
on this technology and set in motion a surge in output growth that
has been difficult to check. Farm prices really continued relatively
high clear to 19.52. They were still 110 percent of parity in 19.51.
Thus there really have been only 5 years for any response to lower
prices to show.

The principal reason that the break to around 892 percent of parity
since 1951 has not reduced output more is that the farmers really using
the improved technologies are still doing pretty well at current prices,
and they are producing more than half of the output. They are doing
thus well in large measure because of a doubling of the output per
person mainly employed in agriculture since 1940, and a decrease since
then of more than one-third in the farm labor force (census series).

It is interesting in this connection to divide the net income from
agriculture by the labor force in agriculture (census series of persons
mainly employed in agriculture) and note the changes since 1940. The
gain has been 60 percent in constant dollars in spite of the sharp break
since 1952.

Related to the foregoing is the growing evidence that production is
now proving increasingly difficult to control by means of quotas.
This is especially true of acreage quotas. The nearest possible excep-
tion to this is in the case of tobacco. It has been considered almost
useless from the start to attempt to use such controls with livestock
production. It appears to be almost as difficult with feed crops.
With crops, the yields per acre soon increase enough to offset the
reductions in acreage quotas, and this is as true for feed crops as for
wheat and cotton.

II. THE COMNIMODITY-BY-COMM3ODITY APPROACH

It is familiar to all concerned that the farm programs since 1920 at
least have differentiated somewhat by commodities. Differentiation
in rates of tariff duties of course goes back to the beginnings of pro-
tective duties on farm products. The Emergency Tariff Act of 1921
and the Fordney-McCumber Act of 1922 differentiated drastically
among farm products. Insofar as any policy or principle of action
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was involved in this, it was in the case of wheat, corn, meats, and
dairy products simply to set the rates high enough to exclude all
imports whatever. (In the case of sugar and wool, this would have
been going much too far because of our large dependence on foreign
supplies.) The form of statement in which this principle had been
spelled out in the Payne-Aldrich Tariff Act of 1909 was to base the
tariff duty on the difference between the costs of production at home
and in countries selling to us. Of course if this were really done,
there would be no imports at all. Nevertheless, definite provision
was made in the 1922 Tariff Act for revising the tariff duty on any
product on this basis whenever an investigation made in response to
a request of interested parties showed a difference in costs between the
United States and the principal exporting country. The McNary-
Haugen bills of the later 1920's were designed to add the tariff duties
thus or otherwise determined to the domestically used part of the
supply of any product that was being in some part exported. The
Hawley-Smoot Tariff Act of 1930 set up a higher and more differ-
entiated schedule of rates than any previous act.

The Federal Farm Board's activities were virtually all directed to
particular commodities by organizing national cooperatives to mar-
ket them, and stabilization corporations in the case of cotton, wheat,
and wool, and making loans to existing commodity cooperatives.
One common principle underlay all these commodity activities,
namely, orderly marketing or withholding from the market till prices
improve, even though the implementation differed somewhat.

The program of the Agricultural Adjustment Administration dif-
fered much more widely by commodities than the foregoing even from
the start and more so as time went on. This was in part made pos-
sibly by the very wide and diverse set of powers that were granted
the administration, including voluntary agreements with producers
supported by direct payments for participation, excise taxes on proc-
essors and distributors, agreements with processors and distributors
and compulsory licensing, and removal of supplies from the market.
These were fitted to programs adapted to the needs of each commod-
ity or group of commodities. Special additional powers were
granted for cotton and tobacco in the Bankhead and Kerr-Smith Acts
in 1934. The production control powers applied to the basic com-
modities, 7 in the first act, but 15 by 1935. The adverse Schechter
court decision in the spring of 1935 caused a termination of Bankhead
and Kerr-Smith controls and a narrowing of the list of commodities
under marketing control. The Hoosac Mills decision of January
1936 caused a large revision of the production control provisions and
a classification of crops as soil-conserving, soil-maintaining. and soil-
depleting, with conservation payments to match. A special Sugar
Act was enacted in 1937. The Commodity Credit Corporation had
been first set up in 1933, and the scope of its activities was broadened
thereafter. The Agricultural Adjustment Act of 1938 provided for

> >,t ^ eas..;'^.^;; sbvv~ilv ,l to V0 jJiZiC11tU VI patlb-y.

Later of course, a limit of 90 percent of parity was set in the Steagall
amendment, and continued in the Agricultural Act of 1949.

But more determinative of individual commodity programs than
the provisions of congressional acts was the administrative discre-
tion left to the AAA administrators. This was very large in tbe
early acts, but was narrowed considerably as time went on. Usually



POLICY FOR COMMERCIAL AGRICULTURE

it was eommodity group pressure that caused the enacting of special
provisions. But sometimes it was the desire of congressional leaders
and others to make the program more workable or save it from de-
structive attack. This way well have been the case when the. sup-
port limit on potatoes was lowered to 60 percent of parity in 1949.

A clear example of the discretion left to the administrators was
the level of the processing taxes in the original 1933 act. They were
not to be set so high that they would raise consumer prices to a point
that would decrease consumption importantly and thus add to sur-
pluses. The economists of the Department made hurried analyses of
these relationships for the different basic commodities. There was
similar discretion as to the level of the benefit payments and acreage
allotments, and later of nonrecourse loans, which presently largely
determined the price-support levels. With the onset of the war, how-
ever, Congress set more and more minimum limits on loan rates, max-
imums on acreage cuts, and the like, and has continued with these
since.

Examples of clearly differentiated commodity programs in the
early years are that for sugar in the Jones-Costigan Act, that for
corn-lhogs, that for beef in the Jones-Connally Act and that for milk
and dairy products. These have mostly continued on a clearly differ-
entiated basis ever since.

Another major differentiation occurred during the war years under
the Steagall acts. To the 7 commodities in the basic group were
added by January 1946, a total of 13 other commodities, the prices for
all of which were to be supported at 90 percent of parity for 2 years
after the war was officially declared ended. These have been referred
to since as the Steagall commodities. The list included: hogs, eggs,
chickens, turkeys, milk and butterfat, dry peas, dry edible beans,
soy beans for oil, peanuts for oil, flaxseed for oil, American-Egyptian
cotton, sweetpotatoes, and Irish potatoes. The basis for these guaran-
ties was that producers would not expand their output of them as
needed in the war years if the price was in danger of dropping imme-
diately when the war ended. The support levels for the different prod-
ucts was in general what was deemed necessary to call forth the needed
production.

The classification of commodities receiving price support accord-
ing to a support basis in 1957 and for which support prices are cur-
rently announced as percentages of parity, is as follows:

fA. Mandatory: The 6 basic commodities-wheat, corn, cotton
(upland and extra long staple), rice, tobacco, peanuts.

B. Mandatory: The 6 nonbasic-butterfat, manufacturing of
milk, wool, mohair, honey, tung nuts.

C. N'omnandatory: Nonbasic-barley, grain sorghum, oats,
rye, cottonseed, flaxseed, soybeans, dry edible beans, crude pine
gum.

But this list does not include sugar, and all the commodities tinder
marketing orders and agreements, including fluid milk in 67 milk-
sheds, citrus and other fruit in 6 -different producing areas, other
fruits in 11 different producing areas, tree nuts in 2 producing areas,
potatoes in 5 producing areas, and vegetables in 4 producing areas.
Even one special type of tobacco comes under this head in one area.

07226-57-43
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Full details as to the programs for all of these are given in the set
of official publications listed following. All that will be done here is
to point out the more important differences among them. So coin-
plex are the arrangements that one mind can scarcely embrace the de-
tails of all of them. Hence there may be some inaccuracies in what
follows:

Price Programs, Agricultural Information Bulletin No. 135.
Price Support Handbook, issued by the CSS in August 1955,

and November 1956.
Acreage Allotment and Marketing Quota Summaries, issued!by

CSS in September 1955.
Agricultural Handbook No. 113, containing a compilation of

the relevant statutes.
First as to the level of price supports of the A, B, and C lists of

commodities above. For the mandatory basic or A list, the range in
1957 was from 75 percent for extra long staple cotton and 77 percent of
parity for corn to 90 for tobacco. The 90 percent for tobacco is fixed:
if marketing quotas are voted. For the others, a schedule of minimum
supports is spelled out in the act of 1949, as amended, the level depend-
ing upon the supply percentage of normal at the beginning of the
marketing year. For corn, wheat, and rice (and tobacco if quotas
are not voted), this schedule runs from 90 percent with a supply not
more than 102 percent of normal to 75 percent with supply of more
than 130 percent. Normal supply is the domestic consumption of
the year just ended, plus expected exports, plus an allowance for
carryover. For cotton and peanuts, the range in percentage of normal
supply is from 108 to 130 percent of normal. Transitional parity is
in operation for wheat, peanuts, and corn. The support level has
declined since 1955-for wheat, from 82.5 to 80; for corn, from 87 to
77; for upland cotton, from 90 to 78; for peanuts, from 90 to 81;
for rice, from 86 to 82. It would appear that some were set above the
minimum in 1955, at least. These levels of support drop to 50 percent
if marketing quotas are voted down, and to 0 in the case of tobacco.
For wheat and corn outside the commercial areas, the support level
generally is three-fourths of that inside.

For the B list of mandatory nonbasic (including 4 called desig-
nated nonbasic), the range of supports in 1957 was from 70 percent
of parity for honey to 106 for wool. It has changed since 1955-for
butterfat, from 76 to 80 percent of parity; from 80 to 83 for manu-
facturing milk; from 106 to 101 for wool; from 91 to 86 for mohair
and no change for honey. The range provided for in the applicable
legislation is from 90 to 60 percent for honey and tung nuts, from
90 to 75 percent for milk and butterfat and products thereof. The
criterion is an "adequate" supply. The range of supports allowed
for wool (Wool Act of 1954) is from 60 to 110 percent of parity
depending on what is necessary to step production up to 360 million
pounds of shorn wool.

ECU irA 1'4 e n,-m9 - n.Tr nnnhto eo -mmrditi the 1
in 1957 is from 65 for cottonseed and flaxseed to 90 for pine gum.
The rest are at 70 percent. All of these are storable commodities.
The legislation permits the Secretary to support prices between 0
and 90 percent of parity after.considering 8 factors, including sup-
ply in relation to demand. It is apparent that the Secretary has
considered well these reasons.
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The sugar program is not ordinarily considered a price-support pro-
gram. The domestic quotas, offshore quotas, and import quotas, how-
ever, are in fact set at amounts that will cause domestic prices to
equal closely the world market price for sugar laid down in our Ports
plus the import duties. The taxes of 50 cents per hundredweight of
sugar processed in this country or imported more than cover the direct
payments to the producers.

Wheat also is a very special case because of the part that the Inter-
national Wheat Agreemnent and our way of operating under it plays
in setting the level of prices.

The prices set under the 67 milkshed orders come closer in most
of the markets to what free-market prices would be than is achieved
in most of the competitive markets for farm products in the United
States. The exceptions are those markets in which regulations have
the effect of excluding some cheaper outside milk.

The marketing agreements and orders for fruits, vegetables, and
other products function much more nearly to stabilize marketings
from year to year than to raise prices. But they do raise them above
what they otherwise would be in some years and in some periods
during marketing seasons. The way in which they do this is to regu-
late the amount w~hich moves to market at any time. They may do
this by grading out the poorer grades and keeping these from being
marketed, often diverting them to other uses; perhaps to lower order
uses. Or they put the surplus of some period into a reserve pool.
Or using section 32 funds to distribute them outside the usual clhan-
nels of trade may be resorted to. The general effect of such oper-
ating is surely to raise the average level of prices somewhat over a
series of years.

Now let us differentiate more systematically the means by which
the prices for these different classes of products are supported. For
the basic commodities, the principal resort is to acreage or marketing
quotas or both. Marketing quotas are specifically authorized only
for basic commodities other than corn. Acreage allotments may be
used with all the basic products. They can be used with nonbasics, but
have been so used only to limited extent. Marketing quotas must be
approved by two-thirds of the producers voting in a referendum. For
wheat, the law specifies a minimum below which the acreage allotment
cannot be set-55 million acres. A minimum marketing quota of the
smaller of 10 million bales or 1 million bales less than prospective
domestic consumption plus exports is provided for cotton. Peanuts
have a minimum marketing quota expressed in terms of a minimum
acreage allotment into which it is translatable. Allotments and quotas
are additionally restrained by temporary minima applicable to 1957
and 1958. Wheat growers can grow 15 acres without coming under
control; farmers not collaborating receive no price support loans or
purchases. Minimum allotments to individual farmers are in use
for other basic commodities.

Mention must be made at this point also of the provisions under
the acreage reserve part of the soil-bank program. For all except
peanuts of the basic crops, producers can receive payments per acre
for specified percentages of their acreage quotas which they do not
harvest or feed to livestock, which since the first year means do not
plant to these crops. They cannot feed to livestock any substitute
crop, such as grass or hay, except with permission under emergency
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conditions.- The conservation reserve part of the soil-bank program
applies to any cultivated crop or tame hay. The land must be di-
verted to particular conservation uses and not pastured.

Integrated with the acreage and marketing quotas are two other
procedures, loans without recourse and purchase agreements. The
first of these, as explained earlier, was first used to promote orderly
marketing by taking some of big crops or peak deliveries off the mar-
ket for a time. Delivery to the Government usually occurred, how-
ever, if the loan level was higher than market prices at the end of the
loan period, and as the loan level was raised eventually to 90 and 92½2
percent of parity for the war years and 2 years following. Under
these circumstances, the loans became largely indirect purchases.
With the discretion now left to the Secretary on the C lists of prod-
ucts, this is less likely to be true. Thus with oats, barley, grain sor-
ghum, and rye, the loan level is now 70 percent of parity. Purchase
agreements supplement the loan programs; they obligate the Gov-
ernment to accept delivery of the commodity at a later date. Direct
purchases are used considerably for less storable, notably dairy,

-products.
Whether the operation is a loan or purchase, the CCC is faced

-with the need for disposing of the stocks that it acquires. It uses

imnany different operations, including cash sales for export and do-

mestic use, barter, relief donations and foreign currency sales. There
may be involved a sizable carrying charge while waiting to find some
such outlet.

The procedures for disposal of stocks on hand, and lower-grade
products under marketing agreements, also vary considerably. With

the basic commodities, the Government's CCC handles this except
that in the case of peanuts, tobacco, and naval stores the CCC uses
facilities of marketing cooperatives. Under the marketing-agree-
ment arrangement, the Secretary has to approve the agreement or
order, but a committee of growers or handlers or both, nominated by

them but appointed by the Secretary, is given power to administer
the order under the rules and standards set forth in the order-
except in the case of milk markets, for which a Federal administrator

is appointed. These committees analyze marketing conditions, for-
mulate policies, keep records, determine quotas of growers, and collect
assessments to cover costs of operation.

Also not mentioned in the foregoing are the section 32 purchase or

donation programs to schools, hospitals, orphanages, prisons, needy

persons, and welfare agencies; also diversions to new uses to help

develop new outlets. These can be used with any commodity in

surplus. They help to support prices. They have been used with

naeats and other products not included in any of the other programs.
Surely it is clear from all the foregoing that the present farm

price-support and related programs are very much differentiated by

commodities. Also one must agree that the differentiation by com-

modities are in general suited to the differences in the comflilnodities

and the conditions under which they are grown and marketed.
Why then the present demand for separately administered com-

modity programs V The reasons are in general as follows:
1 Producer groups for individual products have not been satisfied

-,veith the provisions made for their products in the congressional leg-

islation. There may- be sound justification for some of this dissatis-



POLICY FOR COMMERCIAL AGRICULTURE

faction. With so many special provisions in the 1gildation for dif-
ferent products or groups of them, it can well be that particular
pressure groups with, special interests had too much influence in the
writing of the legislation, and have had too much in keeping it in
force. This could well be the case with tung nuts, for example, or
even corn-only one-fifth of the corn production is under loan this
year.

2. Such producer groups may not be satisfied with decisions made
by the Government agencies in cases where administrative judgment
is allowed. There is less likely to be a sound basis for dissatisfaction
in such cases, but still situations arise in which certain public adminis-
trators have too strong leanings in one direction. The public utter-
ances of the present Secretary of Agriculture may well have inspired a
demand that less direction be left to him and his successors. This
could be true even though his actual decision was wise in the case of
the commodity in question.

3. Some groups of producers see no reason why their products
should not Tiave 90 percent of parity support the same as tobacco,
at least for the part of it that is consumed domestically. They, there-
fore, think that they are not being treated fairly.

4. A growing opinion among some groups of farmers, or more
particularly among those seeking to be popular leaders of these groups,
that the producers of any farm product should be helped to organize
in such a way as to exercise a considerable measure of control over
the selling prices and disposal of their products and related matters
such as output.

Some considerations that may weigh in the other direction in the.
final decisions of Congress and the public are the following:

1. The groups that are proposing and working toward separately
administered commodity programs may not really represent the rank
and file of the producers of farm products. It would be easy, for
example, for groups of cotton producers in the irrigated areas of the
Far West, or in the high plains of Texas, or the Delta, who do not
represent the rest of the South; and vice versa; similarly for dairy
producers in the Northeast, South, Midwest, and the Far West. Or
even a group of leaders in these different regions could get together
and work out a compromise program that would not be what the
rank-and-file producers need or want.

2. Some program that might be acceptable at the time to the rank
and file of the producers would not really be what they want and
need. There must be careful analysis of a commodity situation and
full discussion before a producer group can decide what program will
be best for it.

3. There are important intereffects of individual commodity pro-
grams-for example, of pork and beef, of grain sorghum and cotton
and wheat, of corn and other food grains-that must be taken ac-
count of even in the best interests of each commodity group as well
as the national interest. One cannot entrust individual commodity
groups to do this as it needs to be done.

4. Neither can one rely on individual commodity groups to weigh
as need be the larger national interest-the consumer, international
trade relations, national security, et cetera.

5. To set up in this country at this time a set of commodity organ-
izations that may go so far as to establish the price at which each
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farm product is sold, and regulate the amount produced or put on
the market, or perhaps instead establish a level of market prices plus
deficiency payments, goes beyond anything that has generally been
achieved in business or labor in this country. It is true that some
important industries and services do have a pretty rigid structure
of prices as a result of price leadership and other practices. But
still there is vigorous competition in sales and in other ways and there
are no output quotas of any kind. The labor unions must bargain
for their wage increases. Still, it is increasingly true that a combi-
nation of such bargaining with price leadership is able to pass on to
the buyers the wage increases obtained by bargaining, so they are in
effect passed on to the public. But the concern of the great rank and
file of the people of this country is to restrict such actions rather than
to extend them. This was the intent of the last important national
labor legislation, the Taft-Hartley Act. It is much to be doubted if
our people will favor granting such power of action to farm commod-
ity groups. It is not stated here that the commodity programs that
will be proposed will ask for such extreme grants of power. Still some
of them may.

What would be desirable next would be to analyze a set of pro-
posed commodity programs from the foregoing points of view. Un-
fortunately, none are really available in final form as of the date of
this writing (October 10, 1957). All that one can do is judge from
some newspaper statements, one discussion in the Congressional Rec-
ord (Senator Carlson, August 1957), and one near-final draft of the
dairy product proposal. Let us review the dairy product proposal
first. Its principal features are as follows. 2

1. Producers will each have quotas equal to their share of the esti-
mated domestic commercial demand, their shares being based on their
last year's production.

2. Ninety percent of parity for this quota.
3. A Federal Dairy Stabilization Board, comprised of 15 producers,

nominated by the producers but finally appointed by the President,
1 from each "dairy district." This Board will develop a plan of
operation for the year, determine the total domestic quota, and submit
this to a Dairy Advisory Committee representing the public, the proc-
essors, and other groups. If this Committee and the Secretary ap-
prove the Board's plan the Board will run the program, using the
CCC, however, to carry out under its orders the actual disposal opera-
tions for all milk and dairy products in excess of domestic commercial
consumption.

4. The producers will receive the full 90 percent on all quota milk
delivered, less 15 cents per hundredweight to cover costs of operation,
less the difference between this 90 percent and actual average receipts
per hundredweight on all the excess milk and dairy products disposed
of, applied to the individual producer's excess over his quota, except

* Th' ir-ff abtement --z- b t a wi~ry program auvisory com-
mittee as of June 1957 contains several confusing statements. Thus in one place it says
that the program would "withdraw price support for that part of milk production for
which there is no estimated commercial, domestic demand"; but in sec. 33 It specifies that
milk in excess of such demand must be purchased by CCC at "price levels which the Board
determines will reflect to producers * * * the prevailing stabilization levels." I am as-
suming that the tax on milk in excess of the quotas is not collected on the milk disposed of
in the 5 or more uses listed under 4 following, because of statements elsewhere that CCC
must absorb the losses on this out of its usual funds, but I am not sure about this.
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that disposed of "for use by military personnel, the school-lunch pro-
gram, veterans institutions, relief, foreign aid, et cetera."

5. Thus, this plan will cost the Government only the losses on dis-
posal under the 5 or more uses listed under 4. It is called a self-
help plan, but it doesn't help on these five or more uses.

6. If the Secretary, however, refuses to accept the Board's proposed
plan for the year, he will present an alternative plan along with the
Board's to a special committee of Congress, and this committee will
determine the plan to be followed for the year. If it is the Secretary's
plan, the self-help financing will not be provided.

7. Other features of the proposal provide for stepping up the indi-
vidual producer's quotas gradually as they expand production, and
the same for new producers. Quotas, however, will be transferred
with farms or with herds.

8. Also, provision is made that any marketing area is excluded
from this program if 90 percent or more of its production is sold as
fluid milk or cream. This excludes all the New England States except
Vermont, and all the Middle and South Atlantic States except New
York, Pennsylvania, and West Virginia.

9. There is also provision for the usual referendum of producers,
except that only 50 percent of those voting must favor it. A major
question with respect to this proposal is the effect the higher prices
will have on production and consumption. How much the surplus
will be increased depends of course on the rate of response of produc-
tion upward, and of consumption downward, to higher prices. Anal-
ysis to determine such rates does not give altogether certain results
because of the varied factors that affect the results. The time period
allowed for the response is highly important, especially for produc-
tion response.

One analysis that has been made in the USDA is that 90 percent of
parity will decrease consumption and increase production enough so
that presently the surplus over domestic commercial consumption will
be more than doubled-up to 8 billion pounds of milk. A projection
made by Dr. Dorris Brown, of the Mutual Federation of Independent
Cooperatives of New York State, on the basis of a very conservative
set of supply and consumption elasticities, is that at the 90-percent-of-
parity prices to producers, and retail prices of milk, cream, and manu-
factured dairy products to match, production in the second year will
have risen and consumption declined to the point that 9 percent of
total marketings, or 10.5 billion pounds of milk, will be in surplus.
A less conservative set of elasticities raises the 9 percent to 11 and
the 10.5 billions to 12.8.

To find outlets for any more surplus seems very difficult. There
will have to be more dumping abroad or more diversion to lower value
uses in the United States, except possibly as the Government increases
its giveaway in the 5 or more uses listed under 4. It is easily con-
ceivable that the losses on this surplus will increase per unit of milk
as well as with volume, and to a point where the 90 percent of parity,
less the taxes on surplus, will yield very little additional net return
to the producers, and further expansion of output will slacken a good
deal. Given this outcome, the situation will be simply one in which
the dairy industry and the consumers are subsidizing cheap milk out-
side of the regular marketing channels but getting no more net per
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hundredweight for milk than now. Of course, regular consumers will
also be contributing to this subsidy in the form of higher retail prices.

Pertinent in this connection are analyses made both in the USDA
and by Dorris Brown that a price at 75 percent of parity would
bring production and consumption into balance within a few years,
so that no taxes would need to be collected, and the producers would
get the full support price on all they produced. Worth considering
along with this is a program during the transition of very modest
direct payments.

Two changes in the proposed dairy program are now being con-
sidered. One is to limit the program to years in which the surplus
is more than 3, 4, or 5 percent. These years, however, would never
come under a 90 percent of parity program, except because of war or
a prolonged drought.

Another proposal is to exclude the smaller dairy farms-say faith
milking herds of less than 10 to 15 cows. This will simply bring
to pass sooner the point of no larger net return, and to the larger
producers only. And it will be they alone who are subsidizing the
cheap milk for outsiders.

The primary object of this analysis of this particular proposal is
to show how necessary it is to make a careful analysis of any proposal
for a separate commodity program before it is written into law.
There is great danger that the proponents of it will see mainly the
superficial aspects of it and fail to see how it will really work out. In
this case, the higher support price for milk, plus "more effective
influence by the producers on the level of milk and dairy product
prices," to quote from the Grange committee's statement, is what has
activated the thinking of the proponents, and they have not looked
much beneath the surface.

The proposed wheat program is called a "domestic parity" pro-
gram. It proposes to require purchasers of wheat for domestic use
to buy marketing certificates that will make up the difference between
the free market price for the rest of the wheat and the parity price
set by the Secretary of Agriculture. In fact, it is nothing more than
the domestic allotment plan first presented under this name in chap-
ter X of a book which I published in 1929 under the title "Agriculture
Reform in the United States." It was not my idea. I merely worked
out some of the details of it and gave it a name. It was first presented
to Congress in 1929, and was embodied in the Hope-Norbeck bill of
1932. Processing taxes were substituted for the marketing certifi-
cates in the Agricultural Adjustment Act of 1933, but these were
declared unconstitutional in 1936. The act which Congress passed
followving was called "The Soil Conservation and Domestic Allotment
Act," but it did not really provide for the domestic allotment plan of
the Hope-Norbeck bill. Under such a plan, each producer receives
an allotment and marketing certificates equal to his share of domes-
tic consumption.

There are several a (1vntiofP of this Plan (ne is fl-'f aI - s
in excess of domestic consumption as food can be sold in the export
market at free-world prices. Another is that it costs the Government
nothing except administration. The average price the producer grets
for his wheat is somewhere between parity and the world price de-
pending upon his excess of production over his allotment.
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i Hte pv iscipal siiortconiiIgs of the plainl in the present situation are
three. First, the average price so determined is likely to be still so
highl as to induce an expansion of production and cause, a larger
volume of export in a world market already swamped with wheat.
Second, foreign countries will still be able to say that production for
export is being subsidized. The higher parity prices on the domestic
quota will pay most of the overhead or fixed costs of producing the
export wvheatland, buildings, equipment-so that the additional out-
lays involved in keeping more of the land in wheat and getting higher
yields will be clearly less than the export price of wheat, and wheat-
growers can increase their net incomes by producing more for export.
Third, the extra price paid growers on their domestic quotas will be
added to the price of flour, bread, and bakery goods. No more than
20 cents added to the price of the domestic quota will cost consumers
around $100 million.

In spite of these shortcomings, this plan could be better than the
present program for wheat, if one major change is made in it, namely,
if the support level for the domestic quota is set of some percentage of
parity that is not too far above the export market level-say, not over
10 percent above. This also assumes that overall marketing quotas
will be continued for the time being as now and made as effective as
possible. These two specifications, however, probably would not fit
the ends that the proponents of this plan have in view.

Speaking in general, however, the domestic allotment plan should
be given consideration for any commodity which this country produces
significantly for export. But it needs careful adaptation to the con-
ditions under which the commodity is produced and may not fit
some of them.

A similar general statement has been made in part I for the direct
payment procedure. It can be used to advantage, if properly ad-
justed to conditions and needs, as explained in part I, more widely
than at present.

We are now ready for some general statements about price-support
and related procedures. Few if any of the procedures described as
now used with the different commodities do not have a useful contri-
bution to make to the orderly production, marketing and consumption
of some farm product, and along with this a better structure of prices
and income. But as now used with the different commodities, they
fall far short of making their best contribution. The general conse-
quence of this is our present combination of surpluses and inadequate
incomes.

The big question before us is how to get a better adaptation of pro-
cedures to commodities and commodity situations. It is not my task,
however, to answer this broad question. It is instead to indicate
whether a commodity by commodity approach can be made to furnish
the answer.

My general answer is that it frequently will not do so because (1) it
will not recognize sufficiently the interdependencies and interrela-
tionships of different commodities upon each other; (2) it will not
recognize sufficiently the national interests involved; (3) in conse-
quence of the foregoing, the decisions will be based on too narrow
considerations; (4) they will also tend to be too superficial and
shortsighted.
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The proposal suggested by the dairy group for a special advisory
committee for each commodity that will review the program proposed
by the producer board for that commodity and suggest alternatives
if needed for the reasons just named, and final reference to a specially
created committee of Congress, is not well conceived because it will
tend to bring to the fore sharp cleavages between narrow and short-
sighted producer group proposals, and what is in the broader national
interest, and then to make political issues of these cleavages.

Consideration should be given instead to combining the producer
board and advisory commirttee in one board; also to setting up in
the Department of Agriculture one general advisory board, appointed
by the President, for all commodities, this to replace the present CCC
advisory committee, and to have a broader function, production as well
as marketing adjustment, and a staff continuously at work. It is
also suggested that instead of having a set of separate commodity
boards making day-to-day decisions as to implementing programs
agreed upon by the commodity boards and the general advisory com-
mittee, the implementation of the programs be handled by the existing
action agencies of the USDA including the CCC, but subject to review
and redirection by the general advisory committee working with the
special commodity boards. This is necessary if the needed unity of
action is to be achieved.

As for the proposed self-help feature of commodity programs, this
should be authorized by Congress, but left to be worked out and
agreed to commodity by commodity with the proposed general USDA
advisory board.

As for final reference to Congress in case no agreement can be
reached in the manner indicated, it is suggested that there should be
one general committee of Congress for this purpose, and that its
membership should be broad enough so that other interests than those
of agricultural producers receive due consideration.

It is also suggested that such a program be developed somewhat
gradually, for a few commodities at the start so as to learn by ex-
perience how to organize and operate such programs before setting
up more commodity programs.

Finally, if Congress enacts any legislation along these lines, it
should follow the pattern established in setting up commissions like
the ICC, FTC, etc., and spell out carefully the general principles
that are to be followed in decisions to be made by the boards or
committees that it authorizes. This will be highly important in this
case, for at present a very mixed set of principles is written into the
different acts. The application of these principles must be worked
out, however, to fit each commodity and situation-just as are the rail-
road rates set by the ICC. The commodity situations that must be
taken account of are analyzed in a special report now being prepared
by Prof. James Bonnen and myself, for publication by the National
Planning Association. Professor Bonnen may have reviewed these
±±i±,lo lclts X.ie .ca~tn~eilentu.



DIRECT PAYMENTS TO FARMERS ARE NOT THlE
ANSWER

W. E. Hamilton, American Farm Bureau Federation

Practically everyone agrees that there are some serious disad-
vantages to the loan purchase, and production control programs which
the United States Government has been operating in recent years in
an effort to support farm prices and income. Under such programs:

Production has been encouraged at home and abroad.
The use of synthetic and other substitute products has been ex-

panded.
Important markets have been lost.
Supplies of some commodities have accumulated to burdensome

levels.
The right of the producer to plan his own farming operations

has been restricted by acreage allotments and marketing quotas.
The value of allotments representing the right to produce cer-
taini crops for guaranteed prices has been capitalized in higher
land prices.

Other production inputs have been substituted for much of the
land taken out of the production of specific crops.

Acreage taken out of controlled crops has been shifted to the
production of other commodities, including livestock.

Surplus disposal programs have reduced the markets for cur-
rent production at home and have created ill will among foreign
producers of competitive products.

Farm income has declined in a period of general prosperity.
Accumulated costs have been sufficient to be of concern to all

who sincerely believe in governmental economy.
In the face of the difficulties that have been encountered under exist-

ing programs, it is not surprising that many people have been search-
ing for a workable alternative.

Certain groups have long believed that the answer is to be found in
direct payments to farmers. In general two types of payment pro-
gram have been proposed. Under both appoaches, direct Govern-
ment price support measures, such as loans and purchases, would be
eliminated and farm prices would be allowed to seek their level in the
market place. Under one approach, farmers would be given pay-
ments based on the difference between market prices of individual
commodities and governmentally established support levels, such as
parity prices, or a percentage thereof. Under the other approach,
payments would be made in such a way as to raise total agricultural
income or the income of individual farmers to some governmentally
determined "fair" level.

Payments have been held out as a means of channeling money into
agriculture without impairing the operation of the market place,
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without regimenting farmers, without creating burdensome surpluses,
and without disrupting foreign markets. If, as has sometimes been
suggested, all of this could be accomplished at a moderate cost, and
without leveling per farm income, we would, indeed, have a greatly
improved Government farm program.

In the opinion of the writer, the idea that the payment approach
constitutes a simple cure-all for our present agricultural difficulties
is a delusion for two reasons:

(1) Many of the proponents of payments have ignored or
minimized the economic consequences of the payment approach;
and

(2) The proponents generally have ignored the political im-
plications, which can be expected to prevent realization of the
alleged economic advantages of going the payment route;

Direct payments to farmers are not new. This device was.first used
in a British wheat-subsidy scheme during the 1920's.1 Benefit pay-
ments, financed by processing taxes, were made under the Agricultural
Adjustment Act of 1933. "Parity" payments were made for, a num-
ber of years under the Agricultural Adjustment Act of 1938. Pay-
ments under the 1933 act were terminated when the processing taxes
were declared unconstitutional. Parity payments were abandoned
when prices rose above parity during World War II. Incidentally,
the original 1938 authorization for parity payments is still on the
statute books although it has not been used for many years.

Public controversy over the use of the direct-payment approach is
largely a post-World War II development. Legislation enacted dur-
ing the war required the Government to support prices of a long list
of commodities at 90 percent of parity or a comparable price for the
duration of hostilities and 2 years thereafter. It is generally assumed
that this legislation was enacted to stimulate production for war pur-
poses; however, a war-engendered willingness to engage in Govern-
ment price fixing appears to have been a factor. As the end of the war
approached, many people began to develop recommendations for post-
war agricultural policy.

ECONoMiSTS RECOMMENDED LIMITED USE OF PAYMENTS

Economists recognized that continuation of wartime incentive level
farm-price supports into the postwar period would lead to serious
difficulties. Consequently, they set to work to develop programs to
ease the transition from war to peace.

In October 1944 the committee on postwar agricultural policy of
the Association of Land-Grant Colleges and Universities suggested
the possible use of direct payments in the early postwar period and
in case of "a long and severe depression." Pertinent parts of the com-
mittee's report are quoted below:

A second alternative would be to make equivalent payments
to farmers instead ot supporting marliet prices directly.
These payments would be based upon the difference between
the current market price and the legally designated price.
Under this program, the farmer would market his product

1 Brandt, Karl, Farm Price Supports-Rigid or Flexible? American Enterprise Asso-
ciation, Inc., 1954, p. 12.
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bhrough regular market channels at the going price. But for
'each unit sold, he would receive a payment from the Govern-
ment which would represent the difference between the price
at'which he had sold and the price level which is now author-
ized as a standard. IL the second and third postwar years,
the standard level would be less than in the preceding year.

* ' **v

A third alternative is like the second in that payments
would be made to farmers and the determination of actual

' prices would be left to the market. In this case, however, the
authorized price would remain the same for 3 years. The
farmer would be paid each year for the difference between

* current market prices and the price levels now authorized;
but the payment would apply to a decreasing proportion of
his output. In the second and third years, for example, the
payment would be made on only 80 percent and 60 percent
of the amount which he sold on the market.

Whichever method is employed, it is doubtful if the pro-
graili should extend more thalin 3 years beyond the cessation
of hostilities in Europe * * ..

** * in the case of a long and severe depression, certain
income payments to farmers as well as other groups may be
advisable * * *.

* * * A sound method of making supplemental income
payments to farmers will need to be adapted to varying farm
conditions by taking account of family living expenses and
cash outlays for maintaining production capacity. Also,
there should be a maximum. limit to the amount that any one
producer might be paid. Some comparable system of pay-
ments to nonfarm enterprises would aid in restoring produc-
tion and employment in other lines and in maintaining mar-
kets generally. 2

In February 1946 the parity concepts committee of the American
Farm Economic Association suggested the use of payments as follows:

3.* * * in some cases payments to farmers may be neces-
sary in order to cushion the shock of making needed produc-
tion adjustments and of bringing them about more quickly
than would otherwise occur.

4. In order to give the farmer the orientation and incentive
to make shifts in the proper direction and to assure him
against drastic declines in the return from specific coinmodi-
ties, the Government should announce in advance a support
schedule of prices for each agricultural commodity. The
support schedule for any year should be fixed within a rangye
of 70 to 90 percent of the average price of the commodity for

.the previous 3 to 5 years, adjusted for changes in the Index
of Prices Paid by Farmers for Articles IUsed in Living and
Production. The lowver part of the range is.intenided to applv

. to.c6inmodities which are in surplus, the upper part to com-
modities which are in short supply relative to demand.

'PosiWgr Agricultural Policy, report of the committee on _postvar agricultural policyof the AssOclation of Land-Grant Colleges and Univesitles, October 1944, pp. 23-28.
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5. The Congress should authorize a flexible program to
carry out the support commitments. Main reliance should
be placed on direct payments to farmers of the difference
between the announced support schedule and the market
price. * * *84

It will be noted that both of the above recommendations were
directed toward the problem of cushioning anticipated postwar agri-
cultural adjustments and that both contemplated a gradual reduc-
tion in Government-support payments. The land-grant-college group
specifically recommended a program of decreasing payments. The
American Farm Economic Association Committee, in effect, recom-
mended that the standard for price support be based on average market
prices for the previous 3 to 5 years and that the support level be 70
to 90 percent of this moving standard. Under such a formula, sup-
port prices would tend to decline whenever average market prices for
the preceding 3 to 5 years showed a downtrend.

Since these early reports were issued, many economists have advo-
cated the use of payments to inject income into agriculture in periods
of depression when consumer buying power is being reduced by unem-
ployment. With relatively few exceptions, economists who have advo-
cated the use of payments to make up deficiencies in the prices received
for individual commodities have been talking about the use of pay-
ments to implement low-level or highly flexible support programs.

In 1952 the Farm Foundation published a report by a group of 13
outstanding economists which proposed the use of direct payments in
periods of general depression, as follows:

To safeguard the national economy in its agricultural sec-
tor in times of depression, supplementary income payments
to farmers will be most effective and economical. Such pay-
ments in times of emergency growing out of general depres-
sion would make for stabilization. A program of curtailing
production or marketings when farm-product surpluses accu-
mulate because the industrial and consumer market has been
contracted by business depression introduces an unstabiliz-
ing factor. * * *

* * * We have reached the conclusion that free market-
clearing prices are likely to do a better job of pulling the econ-
omy out of business depression than a program of Govern-
ment price supports and the production limitations which
they call for.

* * * The income-supplement program we are recommend-
ing is proposed only for times of general and severe depres-
sion.

* * * * *

If deep depression develops, we should be prepared, if
necessary, to provide income supports in substantial amounts

3One member of the committee indicated that he would "restrict Government price
supports for agricultural products generally to periods of severe business depressions."
This Individual and one other member of the committee also said that they would "give
precedence to programs to improve the diets of undernourished groups" and that they
believed "'that in many cases direct payments would be a more expensive and less effective
way of supporting prices than Government purchases or loans."

4 Committee on Parity Concepts, Outline of a Price Policy for American Agriculture for
the Postwar Period, Journal of Farm Economics, February 1946, pp. 395-396.
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for a short time in order to prevent demoralization of our
$30-billion agricultural industry.

* **

It is inherent in our analysis of the problem that no pro-
gram of supplemental-income payments should be undertaken
in the midst of inflation, or even under conditions of moder-
ate prosperity. It is only when major "economic indicators"
show substantial decline and when the prospect is for further
general contraction that direct income payments to farmers
should come into the picture.'

Some economists have proposed the use of payments to implement a
program which they have called "forward pricing." The following
excerpts from a statement by D. Gale Johnson of the University of
Chicago illustrate this approach:

One of the major difficulties with the present price-support
pro-rams has been the inflexibility of the methods used for
establishing support prices. While modernized parity is
decidely superior to the old parity, the modernized parity still
does not allow much adjustment from year to year. Some
agricultural economists believe that most of the disadvantage
of the present price-support program would be overcome by
a system of forward prices, as first proposed by Theodore
Schultz about 15 years ago.

During periods of full employment, such a price policy
would not be designed to influence the level of farm prices.
The objective would be to present farmers with as accurate
forecasts as possible of anticipated prices prior to the time
most production decisions are made. Except when the esti-
mates of anticipated prices were in error, no price-supporting
operations would occur * * *.

There are two main ways of handling the price variability
that would result from yield variations. For the storable
crops (corn, wheat, cotton, tobacco, rice, and many feed
grains) the Government could adopt a storage program that
would reduce market offerings from large crops and increase
market supplies when crops are small. If the objective of
the storage policy were to stabilize use of the products rather
than to stabilize prices, the storage program would not be
inconsistent with relatively free trade in the major exported
and imported farm products.

For the crops which cannot be stored except at high cost, the
forward prices should be not a single price, but a schedule of
prices that would approximately stabilize total revenue. The
forward price would be an estimate of prices if yields were
average; the schedule would translate the expected total rev-
enue from an average crop into a series of prices for relevant
yields.

* * * Major reliance should be placed upon direct pay-
ments to producers if the forward price were higher than
actual market price * * *.

"Turning the Searchlight on Farm Pollcy, The Farm Foundation, 1952, pp. 69-73.
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During a depression, if one should occur, it would be ad-
visable to establish forward prices at a level above that which
would be an estimate of market prices.6

The above quotations make it clear that many of the economists who
have advocated the payment approach have been thinking about a
limited use of this device to implement low-level supports, or inject
income into agriculture in periods of general depression. They have
assumed that it is to be public policy to transfer income from other
groups to agriculture, at least in periods of adjustment or depression.
Recoonizing that it is the function of market prices to balance supply
and Demand in the market place, economists generally have felt that
the interference of payments with normal economic processes would
be less than that of Government loan and purchase programs. In
effect, economists apparently have attempted to treat payments as a
method of extending aid to agriculture and to separate the method
from the important questions of how much aid is to be extended and
who is to get it. As a practical matter, however, it is impossible to
maintain such a separation in the public mind so long as both the
method of extending aid to agriculture and the amount of such aid
must be determined by political processes.

THE BRANTNAN PLAN COMBINED PAYMUENTS WVITH HIGH SUPPORTS

Although the early recommendations of economists for the use
of payments in postwar farm programs aroused some opposition, the
real controversy over the payment approach began on April 7, 1949.
On that date the then Secretary of Agriculture, Mr. Charles Bran-
nan, proposed what has since been known as the "Brannan plan."
Prior to that time, there had been considerable controversy relative to
the level at which farm prices were to be supported in the postwar
period. The Department of Agriculture, the American Farm Bureau
Federation, and numerous other groups had recommended that a sys-
tem of flexible price supports be substituted for the fixed 90-percent-
of-parity supports which had been in effect during the war. Con-
gress had approved the principle of greater flexibility in price supports
by enacting the Agricultural Act of 194S, but had directed that most
support prices be kept at wartime levels during 1949.

Mr. Brannan's proposal included the following principal features:
(1) An extension of price supports to additional commodities;
(2) A new method of determining support levels, which in a

number of cases would have resulted in support prices iii excess
of the 90 percent of parity level then in effect;

(3) The use of production payments as the principal method
of support for perishables and as a supplementary method for
storable commodities; and

(4) A limitation on the amount of payments that could be
made to any one producer.

By ouilbiniiig a proposal for direct payments with proposals to
raise support levels and extend the ssupport program to additional
commodities, Mr. Brannan took payments out of the context in
which they previously had been advocated by economists. The Bran-

6
Johnson,. D. Gale, The Role of Farm .Prices In Agricultural Production; a paper pub-

lished in United States Agriculture: Perspectives and Prospects, The American Assembly,
Graduate School of Business, Columbia University, 1955, pp. 51-52.



POLICY FOR COMMERCIAL AGRICULTURE 677

nan plan was not a proposal to provide temporary aid to agriculture
during the postwar readjustment, or periods of general depression-
it was a plan which would have msade farmers completely dependent
on Government in good times and bad. The apparent objective was.
to forge a farmer-labor political alliance by promising high supports
to farmers and cheap food to labor.

The payment issue has been considered by the Congress on a
number of occasions since the Brannan plan was first proposed. On
all such occasions payments have been considered as a device for
implementing 90 or 100 percent of parity supports. The Congress
has never given serious consideration to the use of payments in the
context in which this approach has been advocated by the economists.
quoted above. Thus, payments often have been advocated by those
who favor a maximum of Government planning and the maintenance
of rigid, high-level farm price supports, while they generally have
been opposed by those who believe that price supports should be set
at moderate or low levels as a means of providing farmers a measure
of protection without substituting Govermnent regulation for the
natural operation of economic forces.

In a way, it is rather ironical that the payment approach, which
has been advocated bv economists as a means of reducing interference
with natural economic forces, should be accepted by those who are
most willing to support Government intervention in economic matters
and rejected by those who believe that such intervention should be
held to a minimum. This perverse development is a direct result of
the political implications of the payment approach. Notwithstand-
ing the fact that Members of Congress have consistently associated
the payment approach with fixed supports at 90 to 100 percent of
parity, many economists have continued to insist that the level at
which prices are to be supported is a question apart from the method
that is to be used to make the support program effective.

PAY31ENTS CAN HAVE SERIOUS CONSEQUENCES

The economic effects of any program to support farm prices or
farm income will vary with the level of prices or income that is sup-
ported. This is true whether the program is implemented by loans,
purchases, production controls, market controls, or payments. This
fact is often obscured in public debate over the payment approach.
Many economists have tended to minimize the economic consequences
of payments because they favor the use of payments in conjunction
with moderate, or low level supports. People who have advocated
payments in conjunction with high level price supports have mini-
mized the economic consequences of this approach by emphasizing
statements made by the economists in defense of payments as a means.
of implementing low level supports, and by disregarding the relation-
ship of the support level to the economic consequences of any sup-
port program.

Since legislative proposals for the use of payments have generally
contemplated high support levels, let us look at the economic and
political consequences of a program under which direct payments
would be used to make up the difference between market prices and
90 or 100 percent of parity.

97226-57-44
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GUARANTEED RETURNS STIMULATE PRODUCTION

In the case of most farm commodities a guaranty of 90 to 100 per-
cent of parity would insure an operating profit for many producers
and materially reduce the risk of loss for all.

A guaranteed profit per unit provides a strong incentive for pro-
ducers to increase the number of units produced. Such a guaranty
also makes it easy for producers to finance the production aids (such
as improved livestock, better seed, lime, fertilizer, insecticides, ma-
chinery, and supplemental irrigation), which have been playing a
major part in the expansion of agricultural production. A Govern-
ment support program can be a powerful stimulus to production even
though it falls short of guaranteeing the producer a profit, provided
it materially reduces the risk of loss and leaves the producer free to
benefit from such possibilities as increased yield, improved demand,
or a short crop in other areas. Experience with the basic crops has
clearly demonstrated that 90-percent-of-parity supports are an in-
centive to increased production. The incentive effect of 90- or 100-
percent supports would not be reduced materially if at all, by shifting
Prom Government loans or purchases to direct payments. As a mat-
ter of fact, the incentive to increased production probably would be
more universal with a payment program since there are certain
qualifications relative to quality and storage that restrict the availa-
bility of Government loans and purchases.

The proponents of payments argue that this does not constitute
a problem, because the payment approach would permit market prices
to drop sufficiently to clear the market; however, the effect on program
costs must be considered. It is generally contended by economists
that the demand for most farm products is inelastic-at least in the
short run. This means that, other things being equal, a given increase
in the supply of many farm products will cause a more than pro-
portionate decline in the market prices of such products. Thus, in
the absence of production or marketing controls, a payment program
which promised producers a profit, or materially reduced their risk
of loss, could be expected to stimulate production to the point where
market prices would be forced far below the levels that would prevail
in the absence of any program. If, as appears to be true, the farmer's
capacity to increase production is greater in the long run than in
the short run, the cost of the payments necessary to maintain a fixed
level of support could be expected to rise almost continuously.

PAYMENTS Do NOT PERMIT PRICES TO FUNCTION

Contrary to the argument that has been made by some of its pro-
ponents, the payment approach does not permit market prices to
perform their normal functions. In a free market, prices not only
function to clear the market after goods have been produced; but also
heir to g'' dZ the azdIGcatiol t i- LO Ihe production of the things
that the market wants. While a payment program would permit
prices to function to clear the market, it would seriously impair their
capacity to allocate resources. Additional resources would be drawn
into agriculture-an industry which already is suffering from over-
capacity. Some people-particularly low-income marginal farmers,
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who otherwise would move into nonrfarn vwork Lo supplemnent or im-
prove their income-would be encouraged to remain in agriculture.
Thus, in time there would be more people to share total agricultural
income; so per capita farm income could fall despite the program
unless support levels were raised and-additional funds made available
for payments.

Payments based on a flat percentage of parity for all commodities
would tend to unbalance the production of various commodities. The
present parity formula is based on past conditions. Nd mathematical
formula yet devised can provide a reliable guide to the relative quan-
tities of the various farm products that are needed in any current
period. In time the Government would find it desirable to discourage
the production of some commodities through reduced payments or
quota restrictions and to encourage the production of others. Thus,
an ever-increasing amount of Government planning and regulation
would become necessary to make a payment program work.

PATMENTS WouiL BE CAPITALIZED

One of the disadvantages of Government loan and purchase pro-
grams is the fact that the value of such programs tends to be capital-
ized into land values. This is fairly easy to see in cases where the
support program has been accompanied by restrictions on the acreage
that may be used to produce for the guaranteed price. For example,
a 1-acre tobacco allotment is said to add from $1,000 to $2,000 to the
market value of a farm. Although the effect of price supports on
land values is less clear in the case of other crops, there is every reason
to believe that some capitalization has taken place even in cases where
commodities have been supported without acreage controls.

There is no reason to believe that the value of a payment program
would not likewise be capitalized into land values if the payments in
any way guaranteed a return from specific crops or a specific acreage.
Even if there should be no quotas or allotments, an individual would
have to acquire control of a farm to qualify for payments, and land
values would soon reflect this fact.

The capitalization of farm program benefits creates a windfall for
the people who own farmland when the capitalization takes place.
In the long run it increases the capital costs of producing farm prod-
ucts, cancels out much of the benefits of Government assistance, and
puts the farmer in a position where a substantial part of his capital
can be wiped out by a change in the rules governing the program.

PAYMENTS WouLD SuBsmIzE EXPORTS

It has often been said that payments are preferable to direct sup-
port through loans and purchases because payments would not dis-
rupt foreign trade. This may be true in the short run. In the long
run it can only be true if we assume that other countries would stand
by without taking countermeasures while we subsidized production
for export on a continuing basis. In the case of export crops, a pay-
ment program which assured United States producers of a return
substantially above the world market would be considered unfair com-
petition by foreign producers, because it would induce United States
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producers to increase the supplies available for export without re-
gard to the trend of world prices. Regardless of the method used,
exports are subsidized whenever a commodity is exported at a price
less than that which the producer received for it. The fact that we
have some rather substantial export subsidies now does not mitigate
the fact that subsidies are an interference with foreign trade and un-
desirable from a long-run standpoint.

SUPPORT WouTD BE EXTENDED TO ADDITIONAL COMMODITIES

One early political consequence of going the payment route would
be the broadening of Government support programs to cover all of
agriculture. In 1956 commodities receiving mandatory price sup-
port accounted for only about 39 percent of cash receipts from farm
marketings; commodities receiving price support at the discretion of
the Secretary of Agriculture accounted for another 7 percent of farm
income, while unsupported commodities-including hogs, cattle,
sheep, poultry, fruits, and vegetables-accounted for 54 percent of
farm marketing receipts. Despite some bad years, unsupported com-
modities Generally have fared as well or better than price-supported
commodities in the postwar period. For example, in the 10 years,
1947-56, unsupported livestock prices averaged 110 percent of parity
for beef cattle, 99 percent for hogs, and 112 percent for lambs; while
corn averaged 89 percent, wheat 89 percent, and cotton 101 percent
of parity with price supports.

At the present time price-support operations are largely confined to
commodities that are readily storable. Adoption of the payment ap-
proach would erase the need for distinguishing between storables and
nonstorables. Producers of every commodity would feel justified in
demanding payments. Every commodity group would be tempted to
join in the competition for the largest possible share of the payment
total. Efforts to reduce payments on commodities that -were being
overproduced or were losing consumer favor would be fiercely re-
sisted. As long as its products were clearing the market, any group
could argue that it ought not to be discouraged from continuing full
production. As a consequence of extending supports to all com-
modities, Government regulation and planning eventually would have
to be extended to all farm products and all farmers. As the cost of
the payment program mounted regulation undoubtedly would be ex-
tended to processors and distributors in an effort to squeeze margins.
With the Government paying a substantial share of the farmer's re-
turn, processing and distribution costs would really loom large rela-
tive to market prices. In the case of highly processed products it
might be difficult for consumers to see the effect of the payment pro-
gram on retail prices. But, if the Government is going to pay large
sums directly to farmers, the Government may well find itself under
pressure to see that retail prices are reduced.

RISING COSTS WoruD BRING LIMIITATIONS

Unless we are to-assume thmat the general public, through its repre-
sentatives in Congress, is willing to support unlimited expenditures
for agriculture, we must assume that an upward trend in the cost of
a payment program eventually wvould result in the adoption of meas-
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ures to limit the Goverilileiit's liabilities under thc program. Three
types of limitations come to mind-a limit on the total amount that
may be paid to any one producer; a limit on the total amount that
may be paid out, with a consequent scaledown in the payments made
to at least some classes of producers; and quota limits on the produc-
tion eligible for payments.

As a practical matter, any of these approaches could be expected
to inlu de some sort of a ceiling on the payments made to all except
the smallest producers. As a matter of fact, the idea of including a
limit on the payments that may be made to any one operator comes
up almost immediately in any serious discussion of the direct-payment
approach.

As early as 1944, the Land-Grant College Committee on Postwar
Agricultural Policy said "; * * there should be a maximum limit
to the amount that any one producer might be paid." 7

The Brannan plan proposed to limit eligibility for support through
a unit approach which was designed to provide support for gross sales
of about $25,000.

More recent proposals have included limitations of varying size on
the amount that might be paid to any one producer. One fairly recent
proposal would have limited payments to $2,000 per farmer per year.

Some people have assumed that a limitation on the amount that
might be paid to an individual producer would be of small conse-
'quence, because most of the limitations thus far proposed have been
high enough to include most producers. A few proposals have even
omitted payment limitations.

The history of other Government programs, however, suggests that
limitations on payments to individual producers are inevitable in a
payment program and that any initial limitation would be progres-
sively reduced to the point where a substantial proportion-and prob-
ably a majority of the producers-would be affected. The politics of
numbers is on the side of a low limitation on payments to individual
farm operators. After all, farmers are only 13 percent of our total
population, and many of the people who are classed as farmers pro-
Auce very little. The 1954 census of agriculture reported that only
43.9 percent of all farms had gross annual sales of $2,500 or more,
and that only 27 percent had sales of 5,000 or more in 1954.

The initial limitation of $10,000 on payments under the Soil Con-
servation and Domestic Allotment Act was gradually reduced to
$1,500.8 When the soil bank was under consideration in 1956, Con-
gress considered proposed payment limitations of $25,000 and up. All
such limitations were rejected on the grounds that the purpose of the
soil bank was to reduce the production of surpluses and that the
cooperation of the larger producers was needed. Yet, 1 year later
the Congress limited acreage reserve payments to $3,000 per farm,
which is only a fraction of the lowest limitation seriously considered
when the Soil Bank Act was being developed.

A good case can always be made against unlimited Government
handouts to individuals; consequently, there is an inevitable tend-

Postwar Agricultural Policy, report of the committee on postwar agricultural policy of
the Association of Land-Grant Colleges and Universities, October 1944, p. 28.

E This limitation has been raised to $2.500 for 1958, in order to bring It more nearly
In line with the initial limitation of $3,000 on the payments that may be made on any
one farm under the acreage reserve program.
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ency to restrict such handouts to some legislatively determined con-
cept of need. After all, why should the Government take tax money,
some of which has been collected from people with relatively low
incomes, and give unlimited amounts to individuals who already have
above average incomes? Despite the fact that agricultural income
currently is at an unsatisfactory level, there are many people engaged
in agriculture who do have above average incomes. For example,
there are part-time and hobby farmers, who are not dependent on
agriculture, as well as some highly successful farmers.

There is every reason to believe that restrictions on payments would
be progressively tightened as the desirability of making such pay-
ments to various groups was brought into public question by the in-
evitable newspaper stories on the operation of the program. Even-
tually, the program could be expected to degenerate into a "one share-
one vote" proposition, or a dole restricted to those operators who could
prove their poverty by passing a means test-although this might take
some years.

The more efficient farm operators-that is, those with a high pro-
duction per unit of input-would be squeezed between low market
prices, resulting from heavy production induced by guaranteed re-
turns for qualifying producers, and limitations on the amount that
might be paid to any one individual. The production induced by a
payment program at 90 to 100 percent of parity would force market
prices of some commodities so low that no producer could afford to,
produce more than the amount eligible for payments. Thus, pay-
ment limitations would lead to a leveling of per farm production and
income. This would place a ceiling on opportunity in agriculture,
impair efficiency, and eventually increase the real cost of farm prod-
ucts although a part of this cost would be paid through taxes.

Farms would be subdivided and efforts made to conceal their true
ownership in an effort to avoid payment limitations. If rigorously
enforced, each reduction in such limitations would reduce the number
of farmers who could stand on their own feet in a free economy and
increase the number needing Government subidies. This would de-
stroy the independence and self-reliance which have caused many
people to regard agriculture as a foundation stone of responsible self-
government.

PAYMENTS WOIULD MAKE FARMERS DEPENDENT ON APPROPRIATIONS

The payment approach would make farmers dependent on con-
gressional appropriations for their net income and possibly for a part
of their costs. In effect it would put farmers on the Government pay-
roll without civil-service status. Thus, farm income would become
highly vulnerable to changing political tides. Congress might be
willing to provide the funds required for a payment program for a
period of years, but economy waves do develop from time to time.

The____ -~n1^-et I e--A*-1- -Zen ,- --- Asa UI s - - -,; --L

tial cost of payments to implement price supports at 90 percent of
parity-the level of support currently being advocated in Congress
in conjunction with a payment proposal on cotton. The Depart-
ment's study was focused on 1962 to allow time for the effects of the
payment program ot manifest themselves. This study indicates that
payments to implement 90 percent of parity supports on all farm
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commodities would cost $10.7 billion annually by 1962 if made on un-
restricted production and $7.3 billion if restricted to quantities equal
to 1952-56 average disappearance.9 Net farm income was only $12.1
billion in 1956.

Incidentally, the Department ignored the question of limitations oln
payments to individuals and the effect such limitations, politically
determined, would have on per family net farm income. This is a
very important consideration to the individual farm family.

It may well be that Congress would never take the drastic step of
terminating a payment program without providing for a transition
period. But it is entirely possible that appropriations would fall
short of the amounts needed to meet announced program goals. The
record shows that the Congress was never willing to appropriate the
full amounts authorized for parity payments under the Agricultural
Adjustment Act of 1938.

The recent vote in the House to deny funds for the 1958 acreage
reserve program and the eventual restoration of two-thirds of the
funds authorized for this prooram illustrate what could happen.

Since a payment program which promised producers a profit would
induce a high level of production and thereby depress market prices,
any congressional cut in the funds needed for payments would sub-
ject farmers to a real squeeze.

UNIONS ARE ITERESTED IN "CHiEAP FOOD"

The reason that appropriations for a payment program are more
likely to be restricted than eliminated is to be found in the fact that a
payment program would attract powerful political support from non-
farm groups. Some businessmen apparently believe that a payment
program would enable them to sell more goods to farmers. Others
tend to favor this approach in the belief that it would reduce Govern-
ment interference with the functions of the marketing system. Some
large labor groups have long supported the use of payments in con-
junction with support goals which would assure a high level of pro-
duction. From their standpoint this means cheap food. Heavy pro-
duction would depress market prices and a part of the cost of produc-
ing food would be transferred to the taxpayers. It is true that most
laboring people pay taxes, but income taxes are progressive, and the
unions that favor payments also favor proposals which would greatly
reduce the taxes paid by their members.

Once a payment program were in effect we could expect to have
great political campaigns fought over the issue of lower payments
to farmers and reduced taxes versus an increase in the workers' cost of
living.

A payment program would teach the average consumer to expect to
buy farm products at less than their true value. This would create
real consumer resistance to the increase in farm prices that would be
needed if the payment program should be terminated or reduced in
scope.

The seriousness of the consequences of the payment approach could
be reduced by setting payment goals at low, stop-loss levels, or by set-
ting up a system where small supplemental income payments would be

a U. S. Department of Agriculture, Estimates of the Cost of Programs for Price Support
by Direct Payments, Washington. W. C., October 10, 1957.
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made only to those groups of farmers experiencing the greatest diffi-
culty, in a particular year. The political history of the controversy
over payments provides little basis for believing that either approach
is likely to be adopted.

Since farmers-including the part-time, residential, and subsistence
groups that produce little for the market-are only about 13 percent of
our total population, farm programs need nonfarm support to endure.
Labor constitutes the largest nonlf arm group favoring the payment
approach. Unions favoring payments have recommended support
levels that would induce a high level of production. Unions that take
this position apparently are interested in getting cheaper food by
shifting a part of the cost to the taxpayer. They probably would like
to encourage a maximum number of farmers to remain in agriculture-
and out of the industrial labor market. It may also be that they
would like to destroy the traditional independence of farmers by
making them dependent on the Government for their net income. If
farmers were dependent on Government payments, and continuation
of the payments were dependent on union support. the political
power of the unions obviously would be enhanced. The farm groups
that favor payments generally favor high, fixed support goals. The
recommendations of economists for the use of payments attracted little
public support until former Secretary of Agriculture Brannan pro-
posed that payments be used to implement high supports rather than
the low supports proposed by many of the economists in connection
with their recommendations for payments. Payment proposals intro-
duced in Congress during the last several years almost universally
have proposed 90 to 100 percent of parity supports.

THE TVVOOL AND SUGAR PROGRAMS ARE NOT PRECEDENTS

No discussion of the payment approach would be complete without
-reference to the present wool and sugar programs, which sometimes
are cited as evidence that payments will work. Both wool and sugar
are deficit commodities that must be imported in substantial quanti-
ties to meet domestic needs. The implications of making payments on
a commodity that farmers historically have been unwilling to produce
in adequate supply are decidedly different from the implications of
taking this approach with commodities where production normally has
equaled or exceeded domestic demand. Aside from this it should be
noted that the sugar program does not use payments to bridge the
gap between market prices and a support price.

The Sugar Act supports sugar prices through a quota system which
limits the amount of sugar that domestic and foreign producers can
market in the United States. Payments are made to producers at
fixed rates to facilitate administration of restrictive features of the
program and to redistribute income within the sugar industry. Re-
gardless of the merits or demerits of these payments, they are de-
e.i(1pclv diffpn-n…S frn fe" -

would pay farmers the difference between the market price and a
support price.

The wool program was adopted by Congress for the announced pur-
pose of encouraging the production of 300 million pounds per year
as a national defense measure. There is, as yet, little basis for con-
sidering this program a success. Costs greatly exceeded expectations
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during the first 2 years that it was in ope:ation. Annual- ayments are
still running ahead of the funds which Congress earmarted from the
tariff receipts on wool to pay programn costs. There are few, if any,
other farm commodities where a payment program could be financed
out of tariff receipts on imports of the commodity. In the 1956-57
marketing year producers received $40 from the Government for
every $100 they received from the sale of shorn wool. Thus 29 per-
cent of gross income from shorn wool came from Governmeent pay-
ments. On the basis of 1956 cash receipts from farm marketings, a
comparable program for all agricultural commodities would cost
$8.8 billion which happens to be approximately 73 percent of 1956
net farm income. Agriculture would indeed be a political pawn if
any such percentage of net farm income were dependent on Gov-
ernment payments.

SUMMARY

In summary it should be clear that direct p)ayments are not a cure-
all for the difficulties that have been encountered under existing agri-
cultural programs. The economic consequences of rigid, high level
supports are not entirely dependent upon the method that is used to
make supports effective. If we are going to guarantee producers of
any conimodity a profitable return, we nmust be prepared for serious
economic consequences regardless of the method used. The undesir-
able economic consequences of any support program can be reduced by
decreasing the support level.

Programs that would add materially to the stability of farm prices
and income can be carried out without using direct payments to sup-
plement farm prices or income. On the basis of the record there is
little reason to believe that payments are likely to be used for any
purpose other than to implement rigid, high level supports. By the
lime experience had proved that such a program is unworkable and
intolerable, it might be very difficult to turn back. As a matter of
fact, the nature of the payment approach and the political support it
vould attract from nonfarm groups make it likely that the reguinenta-
tion and disruption of our agricultural economy would proceed fur-
ther and faster under the payment approach than it has under present
programs.

The committee on parity concepts of the American Farm Economic
Association concluded in 1946 that:

2. Tn allocating productive resources and people, the only
alternative to relative prices that we have available is the
direct order of the Government. Political command cannot
fail to result eventually in decrees as to who can farm, and
where, and how, and who must leave the farm.10

In the opinion of the writer this basic conclusion is just as true of a
payment program as it is of loan or purchase programs designed to
provide the same degree of support to farm income.

The payment approach cannot be justified by pointing out the un-
deniable fact that existing farm programs have had serious economic
consequences. We are not forced to choose between present programs
and the payment approach. We still have the opportunity to review

Outline of a Price Policy for American Agriculture for the Postwar Period, Reportof the committee on Parity Concepts, Journal of Farm Economics, February 1946, p. 391.
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the whole agricultural situation, to decide what can and what cannot
be done, and to develop programs that will meet the legitimate needs
of agriculture without creating more problems than they solve.

As a first step toward the development of a sound farm program, we
need to recognize that prices have a function in guiding both produc-
tion and consumption. Then, we need to recognize that dependence
on Government guarantees is not the road to a sound and prosperous
agriculture and that this basic fact cannot be changed by substituting
direct payments for loans and purchases. When we have done this,
we will have created a basis for developing a sound farm program
out of the things that will work to improve the opportunity for
farmers to earn and get a high per family income.
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ADJUSTING PRODUCTION THROUGH
ADMINISTRATIVE CONTROLS

AGRICULTURAL PRODUCTION CONTROL

0. C. Stine, Shepherdstown, W. Va.

QUESTIONS AND ANSWERS IN BRIEF

1. Allotments and marketing quotas-where have they succeeded?
And where failed? And why?
* (1) Allotments without marketing quotas have been effective when

accompanied by substantial payment incentives or the privilege of
obtaining nonrecourse loans substantially above market prices.

The first test of the use of allotments was in the substantial rental
and benefit payments on an individual voluntary contract basis in
the emergency programs of 1933-35. Allotments were accepted by
most of the growers of the crops to which they were applied and com-
pliance generally met requirements.

Low prices in 1932 and 1933 undoubtedly contributed to the general
acceptance and compliance with allotments. The Bankhead Cotton
Control and the Kerr-Smith Tobacco Control Acts introduced supple-
mentary pressure in 1934 on the growers of those two crops, adding
somewhat to the effectiveness of the voluntary contracts upon adjust-
ing the total production in line with national goals.

The conservation allotments with payments offered in 1936 and
subsequently as inducements to reduce or divert acreage from the basic
soil-depleting crops to soil-conserving and improvement crops failed
to hold in check or to reduce production to any significant extent. The
most significant result of the soil-conservation programs has been to
increase yields and thus to maintain production on acreage otherwise
reduced.

Effectiveness of adjustment allotments without marketing quotas
under the act of 1938 depends primarily upon the level of price sup-
ports in relation to market prices. Some wheat growers comply in
seasons when no quotas are in effect to qualify for loans when they are
at or expected to be above current market prices, but as a rule except
in response to low prices wheat adjustment allotments are ineffective
without marketing quotas. Many cash corn growers in the Corn Belt
comply with allotments to qualify for loans when market prices are
low in relation to price-support levels. But such compliance usually
has little effect upon the total corn crop. Most of the corn is grown
for feed on the farms where grown.

(2) Marketing quotas with penalties for noncompliance are gen-
era]ly effective in obtaining compliance with acreage allotments.
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They fail to control production, however, on account of variations
in seasonal weather conditions and the ability of the grower to increase
the yields per acre.

The effectiveness of market control over production is also limited
by the extent to which a crop may be grown for home use as food or
feed. It is practically impossible to administer the controls except
through market channels. It is on this account that marketing quotas
have not been extended to feed crops.

2. What are the possibilities of retiring or diverting land from inten-
sive firioductibn throughh GoviritiWnt'payments? This was in effect
tried through the soil conservation and adjustment payments with-
out any marked success.

The experience with the soil bank to date indicates that significant
results may be obtained through substantially higher payments.

3. Is it feasible to adjust production by compulsory controls not
involving Government payment? It is possible as demonstrated by
the emergency control acts applied to cotton and some types of to-
bacco. Some degree of control can be obtained through the privilege
of nonrecourse loans. Continuous production control probably would
not be accepted unless there is an apparent advantage to the growers
in terms of higher prices and incomes.

4. Will farmers accept stringent production controls? Sonie have
and others doubtless would accept stringent controls for the prospect,
of substantial gains.

The need of export subsidies would depend upon the position of
the crop in the market and whether or not an export position was
to be maintained.

The need of protection to consumers would depend upon the extent
to which restrictions in production were to be undertaken. In the
past consumer protection devised has been ineffective and not really
required.

5. What impediments to efficient production may controls create?
Control imposed on the basis of past records tend to prevent or slow
up adjustments in the direction of more efficient production. They
may retard or prevent shifts in acreage to more productive land and
the application of more efficient methods of production requiring more
land or a shift in areas. These impediments have been overcome
to a considerable extent in the past in connection with several crops
by interruptions in controls for a few years permitting the readjust-
ments necessary for increasing efficiency in the use of resources. The
war and postwar break in the controls upon the production of cotton
and wheat permitted and really stimulated significant readjustments.

6. What has experience shown about the feasibility of allotments
and payments to large numbers of producers? There is ample evi-
dence that the administrative machinery of the Government is ade-
quate for the job. The real problem is to make efficient use of funds
and programs to obtain the desired results.

7. Are there important changes that would make such proarams
more effective? Yes.

(1) Production control could be made more effective by placing
all marketing quotas on a quantity basis. The shift to this basis
would initial y require some change in the administration relating
to production in excess of quotas but it could be managed so as to
increase significantly the degree of control.
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(2.) Marketing quotas should be transferable to permit readiust-
ments in production among growers. This would reduce one of the
significant criticisms of the use of controls. It would add to the
problems of administration but once established the significance of the
gains in efficiency would more than offset any additional cost of op-
erations.

(3) Legislative and administrative provisions with reference to
controls, price supports, and soil conservation should be revised to
coordinate the several programs more closely toward common ob-
jectives. For example, legal minimum allotments and marketing
quotas should be eliminated. Conservation and control programs
should be developed for each farm so as to be in harmony with na-
tional objectives.

(4) Control programs designed for a major crop should be ex-
tended to or adjusted in relation to other crops closeIy related in use.
For example, a control program for corn should include or take into
account the position of other feed grains.

EXPERIENCE WITH CONTROLS

Briefly summniarized, the use of acceptable allotments and marketing
quotas has been only partially successful in holding production in
line with goals. Controls imposed under emergency conditions with
prices very low have been effective to a significant extent in reducing
the production of the crops upon which they have been imposed. But
with prices advancing or at relatively high levels the effectiveness of
controls has diminished. The conclusion is that the effectiveness of
controls depends to a considerable extent upon marketing conditions
for the specific crops and for alternative products. Profitable price
levels provide incentives for producers to find ways and means to offset
allotment restrictions.
Why Government aid in controls?

Before proceeding with a review of experience with controls it
seems desirable to consider briefly the basic reasons for undertaking
national production control programs in agriculture. Outside of agri-
culture final production waits upon order. This condition keeps pro-
duction fairly well in line with consumer requirements. In agricul-
ture on the other hand the producers with few exceptions do not receive
direct orders for their goods and in many cases the weatherman inter-
venes to a significant extent to limit the farmers' control over pro-
duction. Furthermore, the national economy outside of agriculture
is largely controlled by large business organizations, laborers, and
consumers and with some aid from the Government these controls are
effective. Private cooperative efforts to control farm production have
failed.

Production control was introduced by the Agricultural Adjustment
Act of 1933 because of the failure of a program designed to stabilize
prices and farm income through Government aid to cooperatives with-
out any control over production. At this time the controls were
provided for use in checking continued surplus production and adjust-
ing the use of agricultural resources more nearly in line with the
prospective demands for farm products. The primary concern in
1933 was to raise prices and incomes to farmers from the great
depression.
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The emergency expe'rience, 1933-35
The most significant experience in production controls under the

Adjustment Act of 1933 was that with cotton and some types of tobacco.
The national adjustment programs were offered to farmers on a vol-
untary basis. Farmers were invited to participate under contracts
in which they agreed to reduce plantings or production in return for
rental or benefit payments and the prospect of higher prices for their
products.

Cotton.-The most successful reduction program in 1933 was that
applied to cotton. A high percentage of farmers voluntarily signed
contracts in 1933 to plow up or to plant less cotton. In 1934 legislation
was added in the form of the Bankhead Cotton Control Act to prevent
nonsigners from gaining the benefits of reduction in production with-
out reducing acreage. This act provided for taxing cotton at the
gin but with exemption certificates representing marketing quotas
for noncontract as well as contract producers. The act resulted in
an increase in the number of cotton producers entering into contracts
and in effect tightened the production controls to a considerable extent.
Growers accepted it and approved its extension for 1935 and 1936
crops but the act was repealed after the Supreme Court decision inval-
idated some features of the Adjustment Act.

The cotton-control program operated through the years 1933-35
reduced cotton acreage and production by about one-fourth. This
reduction was sufficient to have a significant effect upon the accumu-
lated stockpile of cotton. The Government had on hand a consid-,
erable stock acquired by the Federal Farm Board and nearly all of
this had been moved into the market by 1936.

A significantly unique feature of the Bamikhead Control Act was
the provision for the sale or transfer of exemption certificates in case
a producer received certificates for a larger volume than he ginned.
He could offer surplus certificates to a grower who had production
in excess of his allotment assigned to the Secretary of Agriculture.
or carry them over for use the following season.

Tobacco.-The emergency adjustment programs for some types of
tobacco were also effective in reducing production. Tobacco-reduc-
tion programs in 1933 were limited to some cigar types which were
substantially reduced. Growers harvested record crops of the prin-
cipal cigarette tobaccos, the flue-cured and burley types, in 1933.
Prices in the early flue-cured auctions fell to such low levels that
all auctions were closed pending negotiations with buyers and the
signing up of growers in contracts for reductions in production in
1934. The 1933 market was strengthened significantly by the pros-
pect for the reductions in 1934. Most of the flue-cured and burley
growers signed contracts and the production of these types of tobacco
wvere reduced substantially in 1934.

Contracts with growers of some other types including fire-cured
were used primarily to prevent increases in plantings resulting from
ii'li-pi-VtVe;-li-l-t11 1 it d flll tu AVnflU11u l alv.. UtiCe 1-1 IaAcouA i 01 -LG VUL -

tions already made by producers and the general improvement in
market conditions.

A supplementary control measure, the Kerr-Smith Tobacco Control
Act, also was enacted in 1934 to make the voluntary tobacco programs
miore effective. This supplementary control measure provided for
taxing the sale of tobacco with marketing-quota-exemption certificates
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for both contracting and noncontracting growers. They were not
transferable.

Grain crops.-Surplus production of corn, wheat, and rice had con-
tributed to depressing the prices of those grains to low levels in the
great depression.

Corn and hogs were linked together in a program to reduce the
production of corn and hogs in 1934. The signers of corn contracts
were to be required to reduce acreage by at least 20 percent from
their bases. Droughty conditions, however, reduced the acreage har-
vested and yields, thus greatly reducing production. The drought
was much more significant than the adjustment program in reducing
production. Contract signers for 1935 were requested to reduce acre-
age but adverse weather conditions forced many growers to plant
less than they had intended and unfavorable conditions in the growing
period in some areas again resulted in a crop below the average level
of production.

The program for reducing the number of hogs on farms was carried
through. However, the reduction of the 1934 and 1935 corn crops
on account of weather conditions also contributed significantly to
adjustments in number of hogs.

*Weather conditions also affected significantly the production of
wheat by reducing acreages harvested and yields. In 1935 contract
terms were relaxed and in effect winter wheat growers were allowed
to harvest whatever remained for harvest of the wheat they had sown
and spring wheat growers were free to sow as much as they chose.
Under these conditions wheat production was reduced to a sign ifi-
cant extent and the accumulated stocks were used up. The adjust-
ment was effected primarily by unfavorable weather conditions.

Rice production had been reduced in 1933 significantly below the
average of the previous 5 years. The rice control programs were
designed in part to prevent rice acreage from increasing from the
level of these years and they were successful in preventing any very
significant expansion of acreage and production in the years 1934
and 1935.

Thus, the experience of the 1933-35 programs indicates that when
farm prices and incomes are very low, most growers of crops for mar-
xet will voluntarily participate in programs for reducing acreage and
production in view of prospects that such a program will result in
higher prices and incomes. In this period incentives in the form of
rental and benefit payments were added inducements for accepting
allotments. The supplementary acts relating to cotton and tobacco
were designed to increase compliance but probably had little effect.
It seems unlikely that a voluntary program without specific payments
as inducements to compliance or penalties for noncompliance would
hold long beyond the first stages of recovery from a depression.
Soil conservation and control

The first step in the direction of developing a continuing soil con-
servation service was taken in 1935 in an act to provide for the protec-
tion of land resources against soil erosion. This was amended early
in 1936 to broaden the scope of considerations to include economic
conditions affecting soil use and to provide for control of use by the
allotment of crops to be grown. Payments were offered to growers
for compliance with allotments and associated conservation practices.

97226-57-45



694 POLICY FOR COMMERCIAL AGRICULTURE

Participation was entirely voluntary. Any grower could obtain an
allotment by presenting an acceptable crop plan for the season. He
was subject to no penalty for noncompliance except the denial of the
payments available for compliance.

The conservation programs for 1936 and 1937 offered payments for
diverting land from soil-depleting crops, including wheat, corn, cot-
ton, tobacco, peanuts, and rice to soil-conserving and soil-building
crops, including pasture, hay, and cover crops. Many farmers par-
ticipated in these programs for which they received substantial pay-
ments. But these programs were not effective against expanding
production in response to the advance in prices from the low level of
the depression.

The conservation program of 1937 covered about 65 percent of all
cropland and the participating farmers reduced soil-depleting acre-
age about 13 percent. However, the total acreage of these crops was
increased. The amount of fertilizer and lime used increased and a
favorable season contributed to the production of large crops.

Cottongrowers freed from the effective controls of 1935 and encour-
aged by the support of prices at relatively high levels increased the
area in cultivation from 28 to 34 million acres in 1937. Record yields
produced a record crop which provided surplus stock to be carried
through many years. There were corresponding developments in the
production of the most important types of tobacco. Large crops har-
vested in 1937 and 1938 resulted in the beginning of an accumulation
of surplus stocks and low prices. The failure of the voluntary con-
servation allotment programs to hold production in line with require-
ments and the decline in prices stimulated action to provide for more
effective controls.
The Agricultural Adjustment Act of 19.38 and control programs

The large crops of 1937 resulting in low prices and the prospect of
again beginning the accumulation of surplus stocks stimulated legisla-
tive action to provide for control programs that would be more effec-
tive than the soil conservation and allotment programs. The act
passed early in 1938 provided for allotments and marketing quotas for
the basic crops-tobacco, cotton, wheat, corn, and rice. This legisla-
tion provided for an ever normal granary of adequate reserve stocks
and soil resources and methods of control intended to guard against
wasting resources in accumulating surplus stocks.

Tobacco.-The two most important types of tobacco, burley and
flue-cured, have been subject to control under the act of 1938 every
year excepting 1939. The fire-cured and dark air-cured types also
have been under control in most years. The experience with burley,
flue-cured, and the fire-cured types is presented briefly as examples of
effective control under significantly different conditions.

The demand for burley and flue-cured types has been increasing
with the increase in demand for cigarettes until recently. The de-
mand for fire-cured types used in other tobacco products has been
decreasing, on the other hand. The control problem in the case or

tobacco grown for cigarette use has been to prevent expansions in
production in response to satisfactory prices at a rate more rapid than
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required for consumption. The problem in the case of the fire-cured,
on the other hand, has been to cut back production in the face of accu-
mulating stock and adjust to reductions in domestic consumption and
exports.

Marketing quotas were first applied to these 3 types of tobacco in
1938. In 1939 growers rejected quotas and were freed to plant as
much as they chose. Conservation allotments remained in eifect, but
without any penalty for noncompliance with the allotments. The
growers of flue-cured responded by increasing acreage by about one-
third, while burley growers held acreage about in line with the allot-
ments and marketing quotas. The acreage of burley and flue-cured
types of tobacco were held quite stable through the war and postwar
years until 1953. Production increased through increasing yields to
supply the increased requirements for those tobaccos used in cigarettes.
Yields per acre about doubled. Under these conditions it was neces-
sary to hold the acreage stable to avoid increasing production at a
more rapid rate than requirements.

With the demand for fire-cured tobacco declining and yields in-
creasing, it was necessary to cut back acreage allotments. The al-
lotted acreage of fire-cured was reduced by two-thirds, from 160,000 in
1940 to 51,000 in 1955. The continual reduction of the size of acreage
allotments consequently reduced the volumes that growers could mar-
ket. With limits in the reduction in the size of allotments the bur-
den of adjustments has fallen heavily upon those who have had the
larger allotments.

The growers of burley and flue-cured tobaccos are now faced with
the prospect of no growth and possibly a declining demand for their
tobaccos, with yields continuing to increase. A reasonable balance
between supply and consumption for flue-cured tobacco was main-
tained through the 1953 crop, with annual allotments exceeding a mil-
lion acres. Increases in yields together with some decline in domestic
consumption beginning in 1953 have resulted in an increase in the
quantities of those tobaccos being placed under loan and in increas-
ing stocks. The use of the filter tips and significant changes in the
character of demand for cigarette tobacco seems to be reducing the
demand for the lighter milder grades, resulting in a reduction in the
volume of these types of tobacco used in cigarettes. The demand
for burley tobacco is being affected in the same manmer as that for
flue-cured.

In the case of tobacco as in the case of cotton the allotments to grow-
ers on an acreage basis are contributing continual pressure to increas-
ing yields and when the demand is not increasing this becomes pressure
for reducing allotments. It is believed by some that changing allot-
ment from acreage to poundage would be beneficial by relieving the
pressure to increase yields per acre and also would result in a shift in
production to lighter tobaccos, more in line with the quality pre-
ferred in the production of cigarettes.

Cotton.-Upland cotton has been subject to control under allotments
and marketing quotas during 15 of the last 20 marketing seasons be-
ginning with 1938.
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The first application of marketing quotas with allotments in 1938
reduced the area harvested from 34 to 24 million acres and produc-
tion from 19 to 12 million bales. The acreage harvested was sub-
stantially below the national allotment and continued below allotments
until they were discontinued in 1943. The increasing war demands for
other crops grown in the Cotton Belt and relatively low prices for
cotton contributed to holding production below allotments and quotas.

The second test of upland cotton control was in checking postwar
expansion in response to high prices. The average farm price ad-
vanced from around 20 cents in the 1944-45 season to over 30 cents
per pound for the 1947 crop. Prices continued at about that level
through three marketing seasons. The area harvested increased from
17 to over 27 million acres from 1945 to 1949. Production increased
from 9 to 16 million bales and stocks began to accumulate. The ap-
plication of a cutback in acreage and production to about the level
from which the increase started in 1945 again proved the effective-
ness of the control machinery.

Conditions associated with the Korean war increased the demand
for cotton and control was discontinued until in 1954. The area
harvested returned promptly to near the high level of 1949 and then
declined nearly one-third without control. Increased yields, how-
ever, maintained production and surplus stocks began to accumulate.
The return to controls in 1954 reduced the area harvested to less than
the national allotment but production continued to exceed require-
ments.

With an effective instrument of control in use why did production
continue to exceed requirements after the end of the Korean war until
stocks increased to 14.5 million August 1, 1956? The answer is to be
found in legislative limitations on controls and administrative prac-
tices. The basic legislative limitation on control, that the national
marketing quota shall not be less than the smaller of 10 million bales
or 1 million less than the estimated quantity consumed domestically
and exported, may not appear to be a significant limitation. Produc-
tion was cut to the minimum allotment level of 10 million bales in
1938 and 1950. But in the more recent seasons of control, production
has not been pressed to the minimum level. A significant factor in
holding production above the minimum level has been the increasing
vields which have not been fully reflected in determining acreage al-
lotments.

Finally, the act of 1956 pegged the minimum acreage allotment at
17.4 million acres which at current high yields would continue to pro-
duce surpluses.

The methods prescribed for converting national allotments and
marketing quotas into State and farm quotas encourage growers to try
to increase yields and the increasing yields hold production above
the national allotments and quotas. This is effected by the use of 5-
year average yields per acre in tranststinc Ollotments to States and

iarms and by the provision that the farmer may market whatever
quantity is produced on the acreage allotment.
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The soil reserve program has pulled the acreage below the minimum
allotments provided for the 1956 and 1957 crops but production con-
tinues above the minimum national marketing allotment. Produc-
tion has been reduced to about the level required for domestic consump-
tion and unassisted exports. If stocks were reduced to a normal
level, effective production control would still be required to hold pro-
dluction in line with requirements at an acceptable price level.'

Wheat.-The Adjustment Act of 1938 provided for acreage allot-
ments and for marketing quotas on wheat. The conservation allot-
iment program was continued through the 1943 season but probably had
but little influence upon wheat acreage. National adjustment allot-
ments were announced first for the 1939 and 1940 seasons without mar-
keting quotas. Since compliance with these allotments was required
to obtain loans, they became somewhat more effective than the con-
servation allotments alone, the area seeded was reduced from 79 to
63 million acres between the 1938 and 1939 seasons. Marketing quotas
were added for the 1941 crop with the national allotment remaining
the same as for the previous crop. The area seeded was reduced 1
million acres but the area harvested was greater, the yield was higher
and a larger crop was harvested. Acreage allotments and marketing
quotas at the minimum acreage level were announced for the 1942 and
1943 crops but were suspended by the Secretary. Growers were re-
ducing seedings below the legal minimum of 55 million acres, this in
response to the relatively low prices for wheat.

All provisions for the control of wheat were suspended on account
of the war and postwar conditions until the 1950 season. A series
of large crops and the beginning of an accumulation of stocks signaled
danger ahead for that crop. A national allotment was announced.
This with prices declining from the very high level of the 1948 season
induced growers to cut plantings from a total of 84 million to 71 mil-
lion acres, somewhat below the national allotment. The outbreak of
the war in Korea produced another emergency justification for termi-
nating allotments for the next season.

Marketing quotas were invoked in 1954 and the national allotment
was reduced to the legal minimum of 55 million acres in 1955. While
seedings exceeded this the total acreage harvested was reduced below
the minimum level.

Wheat stocks reached a record level in 1955 as a result of main-
taining a high level of production, with domestic consumption and
exports declining. A seeded area of only 19 million acres would be
required to produce the wheat needed from the 1955 crop. This indi-
cates the extent to which the 55-million-acre minimum fixed in 1958
is obsolete. It also points to the importance of the soil-reserve pro-
gram as an instrument for pulling acreage below the legal minimum
allotment.

The soil-reserve program has contributed to reducing the wheat
area seeded to 49.7 million acres. Record yields, however. continue
to produce a crop in excess of current requirements and maintain
a high level of surplus stocks. More pull or force will be required
to bring wheat production to a level that will provide an opportunity
for clearing the surplus accumulation. After that is done, control

' See U. S. Department of Agriculture. Various Methods of Supporting the Price of
Cotton, 85th Cong., S. Doc. No. 12, January 17, 1957.



POLICY FOR COMME'RCIAL AGRICULTURE 699

without this obsolete legal minimum will be required to hold pro-
duction in line with current requirements and the maintenance of
adequate stock reserves.

Rice.-The rice crops were subject to acreage allotments in 1938-43
and in 1950 without marketing quotas. A marketing quota program
became effective in 1955. The allotments may have had some effect
but the areas harvested exceeded allotments in all years until 1955.
A reduction below allotment was effected by the acreage-reserve pro-
gram. About 243,000 acres were placed in the reserve program in
1957. The area seeded was reduced to 1,375,000, 14 percent below 1956
and 29 percent below the average.

Corn.-For corn the Adjustment Act of 1938 provided marketing
quotas and acreage allotments in commercial producing areas. Mar-
keting quotas were never offered to growers, the several secretaries
using the discretion provided in the act to avoid a test of their use
in controlling the marketing of corn. The provision for quotas was
repealed in 1954.

Allotments were in effect for the crops of 1938-42, 1950, and 1954-55.
Compliance with the allotments was required for obtaining full sup-
port of nonrecourse loans.

The Soil Bank Act of 1956 provided for base acreages instead of
the allotments for the crop of that year. This was done to raise the
level of the corn acreage for the soil-reserve program above the allot-
ment level. Growers failed to approve the change by the required
two-thirds vote and the allotment base was restored for the 1957
crop.

The effectiveness of corn-acreage allotments is very difficult to de-
termine. The areas included in the commercial corn area change and
the relation of the production outside of this to that subject to con-
trol changes. When allotments are reduced, some growers in the area
comply and reduce while others ignore the allotments and may in-
crease plantings. In all the years in which allotments have been
in effect the actual plantings in the commercial areas have exceeded
the acreage allotted.

The ineffectiveness of corn-acreage allotments is indicated by
changes from 1953 to 1955. Corn allotments were reduced by 9 per-
cent. The total harvested acreage was reduced only 1 percent and
increased yields offset this reduction.

The commercial area produces more than two-thirds of the total
crops but many of the growers in that area are producing primarily
for feed and are governed by livestock and product prices more than
by corn prices.

It might be expected that if the corn allotments actually reduced
acreage to a significant extent in the commercial areas concentrated
in the Corn Belt the effect would have been reflected in an expansion
of acreage outside the Corn Belt and possibly also in the expansion
of feed crops in the Corn Belt itself that were not subject to allot-
ments. The record, however, indicates no significant shifts that can
be related to the corn-control program. The eastern Corn Belt has
maintained acreage and production while acreage has been reduced
to some extent in the southern and the western Corn Belts. The feed-
grain acreage excepting that of sorghums has remained remarkably
stable. Expansion of sorghum grain acreage in recent years is ob-
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viously related to the reduction of acreage in wheat and cotton rather
than to the corn acreage allotment program.

The allotment programs do not appear to have had any significant
effect upon corn yields. Average yields have increased more than
50 percent since the beginning of the use of allotments. It is to be
noted, however, that yields outside of the areas in which allotments
were applied have increased along with the yields of the area under
allotment. Obviously, the great increase in corn vields is attributable
primarily to the effect of the extension of hybrid seed, extending the
use of fertilizers, soil-conservation practices, and other technological
improvements in corn cultivation.

In the beginning of the agricultural adjustment programs it was
thought that the adjustment and stabilization of corn production
would be effective in adjusting and stabilizing livestock reduction to
market requirements. While the allotment programs together with
the loan programs have been effective to some extent, they have not
been adequate to accomplish the desired results since the programs
have been optional and have been applied to only about one-fourth
the corn production. A more extensive and effective use of the pro-
grams would be required to accomplish the desired results. Further-
more, since corn is becoming a smaller proportion of the total feed
supply, effective control of feed supplies would require the extension
of controls to the other feed crops including barley, oats, and grain
sorghums. A recent report of the Department of Agriculture sug-
gested this as one approach to a more effective stabilization and ad-
justment of feed and livestock production.2

2 U. S. Department of Agriculture, Possible Methods of Improving the Feed-Grain Pro-
gram, 85th Cong., S. Doc. No. 55, 1957.



THE SOIL BANK AS A SOLUTION TO THE FARM PRICE
AND INCOME PROBLEM

J. Carroll Bottum, Purdue University

A soil-bank program can be set up which will reduce farm output
and increase farm income if the people of this country, Congress, and
the administration desire it, and if Congress will pass and the adminis-
tration will administer a program that meets certain fundamental
requirements. The 1956 and 1957 soil-bank programs did not meet
these requirements.

TmH PROBLEM

Ever since the beginning of the 1920's, with the exception of the pe-
riod dominated by World War II, farm surpluses have characterized
the American agricultural scene. During much of this period, agricul-
tural supplies have been at levels that would not permit movement
in the free market at prices generally acceptable to the people of this
country, a dilemma expressed many times in actions taken by Congress.

Since 1952 the United States agricultural plant has been geared to
produce 4 to 6 percent more total agricultural products than the
market would take at generally acceptable prices.' Without effec-
tively adjusting the aggregate supply or increasing the aggregate
market, we attempted to maintain more acceptable prices than would
have prevailed in the free market during this period. The result was
large storage holdings by the Commodity Credit Corporation despite
the heavily subsidized disposal programs.

Most studies indicate that when total agricultural production is
varied 1 percent, farm prices change at least 2 to 4 percent in the
opposite direction.2 Thus, a small change in the aggregate or total
output has a large influence on price and income. This accounts for
farm prices being severely depressed currently with rather moderate
increases in supply.

ALTERNATIVE SOLUTIONS

Some have proposed bringing about the adjustment by expanding
markets; others have proposed adjusting output. Expanding the
market takes the form of (1) increased exports, (2) increased use of
agricultural products by industry, or (3) increased human consump-
tion at home. These are all worthy goals and should be pursued.
However, in the main they are long-run propositions. It is difficult
to get quick short-run changes. In the export area, the problem of
disrupting established markets is encountered even in giving food
away, except where there is a crop disaster in some country.

2 John D. Black and James T. Bonnen, A Balanced United States Agriculture in 1965,
Special Rept. No. 42, National Planning Association, Washington D. C., April 1956.

2 Schultz, T. W., ch. 5, The Economic Organization of Agricuature, McGraw-Hill co.,
1953.
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Reducing marketing margins falls into the same category. Oppor-
tunities for gain are here, but they are long-run gains when we con-
sider the total agricultural income.

Thus, the real drive from the short-run standpoint has been aimed
at adjusting production. Three alternatives here take the spotlight:
(1) Let lower prices shrink production, (2) use some form of produc-
tion or marketing controls across the board, or (3) draw land out of
crops by making payments either for nonuse or a lower economic use-
commonly referred to as soil-bank approach.

Some might wish to add transfer payments to agriculture or price
supports as a panacea. While these may ease the income situation
for agriculture, they are like aspirin: they ease the pain but are not a
cure.

Low prices will adjust agricultural production in the long run,
but the process is slow. We know that when a supply of one com-
modity is large and the price is low relative to others, the farmer will
adjust more quickly than when he has to adjust total production.
This is the problem of shifting resources within agriculture.

However, if all commodities are in oversupply and there is no com-
modity to shift to, there is a problem of shifting resources out of agri-
culture. This is a much more difficult shift and takes longer. Some
marginal land and some farms must shift out of crops as a result
of unprofitable returns. This shift requires several years. The ques-
tion is, Does agriculture and society want to go through the price and
income hardships of this course of action unaided as compared to the
other alternatives?

If the control route is taken and it proves effective, then controls
must limit production or marketing of all major commodities or at
least of all major harvested crops. We have had enough experience
with controls to know the problem of setting up individual crop limi-
tations. Too much substitution is possible in agriculture to solve
the overall supply problem by reducing only certain crops. The total
problem must be treated.

The third alternative involves drawing certain acres of harvested
crops out of production and shifting them into grass, fallow, or trees
through rental or acreage reserve payments. In most cases, the land
will go to grass. The grass may or may not be used, depending upon
the plan. A fixed percentage of land taken out on each farm would
adjust production, but like any other control program it would not
correct the long-time production problem unless the acreage were
held out of production indefinitely.

Nearly any rational approach to decreasing or slowing down the
rate of increase in agricultural output means some decrease both in
manpower and harvested crop acreages. This same situation is in-
volved whether output is controlled in some form or free prices are
allowed to operate. Therefore, if we are to have a farm program, it
makes economic sense to develop one which eases this adjustment of
putting cropland to other uses and aiding the transfer of more farm
youth into areas of greater opportunity. Thus, it appears to me that
this is how the soil bank fits into the present situation. An immediate
program more like the present acreage reserve may be justified, but
the longer run program should take on more of the features of the
conservation reserve. A companion program would be one which
aided farm youth in shifting into areas of greater opportunity.
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A more appropriate name might be a "Federal land reserve pro-
gram." Land might be shifted in and out of the reserve to keep the
agricultural economy in balance in somewlihat the same manner that
the Federal Reserve System operates to stabilize our general economy
today.

REQUIREMENTS OF AN EmcTivF, Som BANK

To make a voluntary soil bank work, payments must be large enough
and administered so that they will shift some 30 to 50 million acres
from grain crops, cotton, and tobacco to grasses, legumes, fallow, and
trees. It cannot be made to work by programs which simply bring
about shifts from one grain crop to another. Neither can it adjust
production if it is used primarily as a crop disaster relief program.
It must meet certain fundamental requirements.

Requirement No. 1.-The United States has a total land area of
1,904 million acres. Of this, we have approximately 450 million acres
in plowland.3 Approximately 150 million acres of this plowland have
been in hay, pasture crops, and fallow. The remaining 300 million
acres of plowland have been in other crops, idle and failure. If a 4-
to 6-percent adjustment in supply is desired, this involves a shifting
of 30 to 50 million acres out of the 300 million acres now in grain,
cotton and tobacco, into grass, fallow, idle or trees. This would mean
a 10- to 17-percent shift in the 300 million acres now cultivated in
grain crops. For a soil-bank program to be effective, this is the kind
of an adjustment involved. The question might be raised: Why is
a 10- to 17-percent adjustment required to obtain a 4- to 6-percent
adjustment in supply?

First, grass, legumes, and fallow a-re, to a certain extent, comple-
mentary in crop production. Some increase in the acreage devoted
to these uses on many farms will increase the total quantity of grain
produced if the land is rotated. Preliminary research studies at Pur-
due indicate that increasing these acreages of grass and fallow by
10 percent (15 million acres) would not reduce total production if the
roughages produced on the grass acreages were used by livestock.4 If
they are not used, it would appear that something like a 10-million-
acre adjustment would still be required before any reduction would
show up if the land were rotated.

Second, we can expect new farm know-how will continue to be
applied in agriculture with or without a soil-bank program. There-
fore, if agricultural production is reduced, some 5 million additional
acres of harvested crops will have to be shifted to the soil bank each
year to equal the additions coming from new technology in an average
year.

Third, the lower than average producing acres of land will be shifted
into the soil bank, and since there is always some slack in establishing
bases and compliances, another 5- to 10-million acres will have to be
shifted before we realize any reduction.

Thus, we might have a soil bank of 25 to 30 million acres and still
not see any noticeable effect on aggregate production, but a further
shift of 10 to 15 million acres out of the nonroughage crops might
provide a significant adjustment in total agricultural output. To try

United States census of agriculture. 1954.
'Dunbar. J. O., An Appraisal of National Forage and Livestock Incentive Programs

for Adding Stability to Farm Incomes, unpublished doctor of philosophy degree thesis,
Purdue University, January 1954.
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to bring about an adjustment by taking out 15 to 20 million acres when
a soil bank requires 30 to 50 million is like pushing a modern auto-
mobile to get it started at 15 or 20 miles an hour when it takes 30 to
do the job. The effort is wasted until you get up to a speed that is
effective in turning over the motor. A soil bank does not make much
adjustment in production until you get up to a certain level; then
above a certain level it does reduce production.

Requirement No. B.-Payments must be large enough to obtain the
necessary farmer participation. An interregional study made in the
corn, cotton, wheat, and tobacco areas this year indicated that the rate
of payment would need to be about 25 percent higher than the 1957
rates if we were to get from two-thirds to three-fourths of the pro-
ducers to participates This was on the basis of starting payments
at the farmer's normal level of production and not from a reduced
base. If the rates of payment are too low, only the producers operat-
ing under unusual situations will participate and the bulk of the pro-
ducers will consider the program a failure. If, on the other hand, the
rate is set high enough to obtain general participation, the program
will tend to be considered successful by the producers.

Requirement No. 3.-Either a total harvested grain, cotton, and
tobacco crop base or a total plowland base must be established for
each farm. Which base is necessary depends upon the type of soil-
bank program selected. This requirement is necessary to avoid shift-
ing other land into production as certain croplands are shifted out.

Requsirement No. 4.-Any soil-bank program must be announced
in su cient time so that an educational program can be carried on
'with the producers before they make their planting plans. They
must be informed of the program before they have completed their
cropping plans and made commitments for feed, fertilizer, and other
items of production. This is an essential requirement of any program.

METHODS OF MAKING PAYMENT

Most proposals for making soil-bank payments can be summed up
under four general headings:

1. Payments on the basis of the gross value of the particular
crop reduced such as was the case under the acreage-reserve
program this year.

2. Payments for renting a certain percentage of the plowland
acres.

3. Payments for shifting a given percentage of grain and cul-
tivated cropland into grass with no utilization of grass.

4. Payments for shifting total grain and cultivated cropland
into grass with the grassland used.

GIR Project 881, unpublished data, agricultural experiment station, Purdue University.
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In the interregional study each of these proposals was tested in
1957 in the corn, cotton, wheat, and tobacco regions of the United
States. In this study each producer was asked at what price he would
shift 5, 15, and 25 percent of his acreage under each of these 4 pro-
posals. The rate asked for shifting 25 percent was slightly higher
than for shifting 15 percent. The explanation given for asking more
was that 25 percent was so large it cut into their farm operations so
that they felt they would need a higher rate. They asked slightly
less for a 5-percent shift than for the 15-percent shift.

The rates asked at the 15-percent level for each of these programs
are shown in figure 1 for a group of small grain farms in Indiana.
Similar charts have been prepared for small and large farms in corn,
cotton, wheat, and tobacco-growing areas. There was a wide varia-
tion in the rate at which various individuals were willing to put 15
percent of their land in the soil bank. To obtain 100-percent co-
operation would require a rate that was impractical. However, a
rate about 25 percent higher than that paid in 1957 would obtain
from 67- to 75-percent participation in near]y all of the areas studied.
These rates were indicated by producers on the basis of the prevailing
prices in the early part of 1957, and on the basis that the 15-percent
level would be a shift from their normal grain and cultivated crop
acreage or from their normal plowland acreage.
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FIGURE 1-Indicated farmer participation with various rates of payment on
different programs for 25 central Indiana small grain farms, 1957. (Assumes
shifting 15 percent of total grain cropland to indicated use, except that the
rental program is based on 15 percent of total plowland.)

Project IR 881 would indicate that farmers would shift their land,
where the grass was used, at a sufficiently lower rate of payment
in most areas to almost offset the reduced production that would
be obtained where the grass was not used. In other words, if pro-
ducers were allowed to use the grass, more acres would have to be
shifted to get the same reduction, but they could be shifted at a suf-
ficiently lower rate to get about the same reduction for the same
dollars expended.

.
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If the payment is made on the basis of the first proposal, the ad-
justments will be relatively uniform throughout the country. They
will tend to be uniform between the most productive and the least
productive areas. The amount of money required for a given shift
in national production will be highest under this plan. However,
it will distribute the adjustments and the payments uniformly
throughout the country. When payments are withdrawn, the land
in the most productive areas will be that most quickly shifted back
to corn, cotton, wheat. and tobacco. Therefore, from the standpoint
of attaining longtime adjustments in land use, the first proposal will
likely be least effective.

The second proposal would also likely bring about somewhat uni-
form adjustments, if payments were made from area to area on a
productivity basis. If, however, they were relatively higher in the
high-cost crop area, the adjustments could be shifted more heavily
in these areas. No historical base would be involved in this plan.
This plan is easiest to explain to farmers. The lower producing land
and lower value crops would be the land and crops taken out and
probably more acres would have to be involved than in plan 1. But
the cost would not be much different, the study would indicate.

Proposal 3 would be similar to proposal 1, except it would allow
the farmer more flexibility in his cropping. It would avoid his hav-
ing to split fields and allow him to plan his crop program within the
overall limitations of his grain and cultivated crop base. Both pro-
posals 3 and 4 might be modified so that payments were made on
the basis of the use to which the land was being shifted, rather than
on the basis of the present use of the land. A proposal along these
lines was set forth by the Purdue Agricultural Experiment Sta-
tion.'

Under proposal 4, when the payments are withdrawn or reduced,
much of this land would probably stay in grass, once the grass was
reestablished. It would be the best economic use for the land with
peacetime prices. The land-use adjustments brought about would
be most nearly in line with the kind of shift that would occur if
free prices were allowed to bring about the adjustment. More of
the money would tend to flow to the marginal grain areas and more
adjustment would take place there. The high producing and low
cost corn, cotton, wheat, and tobacco areas would make some adjust-
ment, but they would continue to grow more nearly the normal acre-
ages. They would receive their return in higher prices if the pro-
gram were effective.

Economic analysis shows that to get a farmer to shift 1 acre of
50-bushel corniand into grass, fallow, or trees costs more than to
get a farmer to shift 2 acres of 25-bushel corniland into grass, whether
the grass is used or not. With 50-bushel cornland, the margin of
return above operating costs tends to be more than on the 2 acres
of high-cost land. This is equally true for other crops.

Proposal No. 4 would be similar to proposal No. 3, except that the
grass would be used and more acres would have to be shifted in order
to get the same reduction in total agricultural output. Studies in
the Corn Belt indicate that if cornland is shifted to grass and the

c Dunbar, John 0., J. Carroll Bottum, Agricultural Economics, Economic and Marketing
Information, June 24, 1954, Purdue University.
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grass is pastured, about two-thirds to three-fourths as much reduc-
tion can be obtained by pasturing the shifted land as by keeping it
idle. Studies in the Great Plains area also show about two-thirds
as much reduction if acreage is shifted from grain crops to grass or
pasture. As indicated previously, the interregional soil bank study
indicates that the cost of a program where grass is used would be
nearly the same as the cost of a program where the grass is not used.
Obviously, more acres would have to be shifted to grass to obtain the
adjustment, but farmers indicated their willingness to shift into grass
at a substantially lower figure if they could use the grass. The ma-
jority of farmers favored this proposal.

If the grass in the soil bank were used, dairy and sheep production
would increase slightly, but the increase would go mostly into beef
production. Beef supplies might increase perhaps by 10 percent, if
the program were successful and carried on over a period of time.
Such a program, howvever, would decrease total meat supplies; there-
fore, beef producers would benefit from the reduced supplies of com-
peting pork and poultry products. Poultry and pork producers
would lose some of their market to beef producers and beef prices
would gain less than pork and poultry prices.

Retiring entire units.-If, in certain areas, whole farms could be
put into the soil bank, the cost of the soil-bank program could be
reduced and more effective adjustments would be attained. Manv
farmers expressed a desire to place their entire acreage in the soil
bank. The placing of the entire acreage in the soil bank enables the
farmer to shift not only his land resources, but also his other re-
sources. The reduction of variable costs due to partial shifting of
the land resources is only a small part of a farmer's total cost. He
could shift for considerable less payment under a program which
would allow him to put in his whole farm.

COST OF PROGRAM

To obtain the necessary adjustment under the various proposals
applied uniformly to all areas and all farms, would require from
$1.5 to $2 billion annually. If proposals 2, 3, and 4 were geared mar-
ginally toward the individual farms in areas of highest crop cost or
to the marginal crop areas, the total requirements might be reduced
to $1.25 to $1.75 billion annually. It is impossible to set forth the
exact costs without setting up specific programs. Payments under
the acreage reserve phase of the soil-bank program in 1957 averaged
$28.75 per acre. Payments of $36 or one-fourth higher would re-
quire $1.8 billion to shift 50 million acres. This represents about the
increase that farmers indicated would be necessary under present
conditions to bring about a uniform shift.

AN APPRAISAL OF TIhE CURRENT SOIL-BAN:K PROGRAM

The soil-bank program did not become available until late in the
1956 planting season. The first year of operation resulted in 12.3
million acres being put in the acreage reserve program. This par-
ticipation included corn, 5,450,000 acres; wheat, 5,654,000 acres; cot-
ton, 1,113,000 acres; peanuts, 43,645 acres; rice, 28,003 acres; and
tobacco, 31,671 acres. In addition 1.3 million acres were put in the
conservation reserve.
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Much of this land that went into the soil bank in 1956 was land in
the drought sections of the country. Thus, the reduction from the
program was only minor as compared to what it would have been
without a program. Total farm output was actually one index point
higher in 1956 than in 1955.

In 1957 approximately 20 million acres were put into the acreage
reserve. This consisted of 12.8 million acres of wheat; 4.5 million
acres of corn; 3 million acres of cotton; 204,000 acres of rice; and 80,-
000 acres of tobacco. In addition, nearly 7 million acres were put in
the conservation reserve, making a total of 27 million acres taken
out of crops. However, the July 1, 1957, crop production reports
show the 5 basic crops reduced only 16 million acres below 1955, while
the acres of other cultivated and grain crops were up 4.5 million acres,
This was then a reduction of only 12.5 million acres in all cotton,
tobacco and grain crops: less than half of the 27 million acres put
into the soil bank.

The acreage reserve program did not set up a total cotton, tobacco,
and grain crop base for the farm, which resulted in each farmer sub-
stituting his next most profitable crop for the crop reduced and then
taking his idle acres from the least profitable land on the farm. In
the areas, for example, where summer fallow is practiced, the soil-
bank acres were taken out on summer fallow and in many cases barley,
grain sorghums, or some other crop was substituted for wheat; to re-
duce the total grain crops in these areas was thus unnecessary. In
the Corn Belt soybeans were substituted for corn and in the hard
winter wheat areas it was sorghums.

The wheat, cotton, rice, and tobacco producers were already at their
allotment levels because of the mandatory features of the control and
support programs for these crops. Therefore, the producers of these
crops already being at allotment levels were eligible for acreage re-
serve payments for any further adjustment. A low percentage of the
corn producers planned to stay within their allotments with the corn
acreage allotment and support program optional. Therefore, corn
producers who wished to go into the acreage reserve program had to
make a substantial adjustment in order to get within their allotment
and be eligible for any acreage reserve payments. Data from an in-
terregional 7 soil-bank study in the grain and livestock areas of cen-
ural Indiana indicated that they would have had to reduce their corn
acreages by 36 percent from their normal or planned acreage in order
to stay within their allotments in 1957. Since much of the corn is
grown on livestock farms where it is fed, the producer, by making the
first adjustment to his allotment, was at a disadvantage.

In summary it must be said that the 1956 and 1951 acreage reserve
programs have not been effective in materially reducing the agricul-
tural output. Neither has the program been fully effective in dis-
tributing the funds appropriated for this purpose. It would appear
that both the acreage and conservation reserves in 1957 have reduced
the 1955 levels of cultivated and grain crops by about 12.5 million
acres. This reduction should have some modest effect upon produc-
tion. However, when we recognize that this reduction has been made
on the lower producing acres and that some of it must be credited to

I IR Project 881, unpublished data, Agricultural Experiment Station, Purdue University.
97226-57---46
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the conservation reserve, it is evident that the acreage reserve will not
make a substantial reduction to our surplus probiem. A program
with the level of payments a little higher and coupled with the soil
base acreage for the cultivated and grain crops covering the entire
farm as was used with the conservation reserve, would have been more
effective. In the Corn Belt the reduction of the allotment in the coin-
mercial corn areas to the 27-million acre level likewise decreased
*participation substantially.

OTHER CONSIDERAmTIONS

A question often posed in connection with making the soil bank
effective is, Wouldn't farmers under an acreage reserve program apply
more capital and labor in the form of fertilizer and other ways and
-offset the adjustment resulting from the reduced acres in grain crops?
This may be true over the longer run if farm incomes are kept high
or if grain prices are kept high by the program, but in the very short
run it appears that this may be overemphasized. In the central grain
and livestock area of Indiana, the fertilizer use on 68 farms in the
.acreage reserve program in 1957 was compared with the fertilizer use
*on 68 matched farms not in the acreage reserve." Statistical analysis
shows no difference in the amount of fertilizer used on a per acre
basis in the two groups of farms. A study made in Indiana in 1955
comparing fertilizer use on farms in the corn control program and
those not in the program gave similar results. Paulsen, Arnold,
Heady, and Baumann 9 at Iowa State College, on the other hand,
found that those farmers who complied with their corn acreage allot-
ments increased fertilizer use more than those who did not comply
with acreage allotments. This may vary some between areas. How-
ever, this point is overemphasized for any given year or two within
the limits with which prices might be changed. Improved technology
will continue with or without a program. At any given moment each
farmer always tries to maximize his income within the framework of
-his resources and knowledge.

The question may be raised, If agriculture were to be brought into
balance by an acreage-reserve program, where would it end? Will
technology make it necessary to have an ever-enlarging acreage-reserve
program with a growing cost to the Federal Government? Or will
demand catch up with supplies and make it possible to release the
acreage-reserve acres back into production?

The balance of evidence indicates that the withdrawal problem is
likely to be a serious one if land is taken out uniformly on all farms.
For this reason, making the payments to areas which can most eco-
nomically shift to grass might be the most economically sound. Even-
tually, the grass might be used and eventually the payments might be
reduced or withdrawn without too much of the land shifting back to
grain crops at peacetime prices.

Some have proposed that about 10 percent of the soil-bank pay-
ment each year be considered as a lien against the land if it is brought
back into crop production without Government approval in following
years. This might be particularly effective and desirable if entire

IR Project 881, unpublished.data, Agricultural Experiment Station, Purdue University.
Paulsen, Arnold, Earl 0. Heady, and R. V. Baumann, What Can Corn Allotments and

:Soil Bank Do, Iowa Farm Science, vol. 12, No. 2.
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units or large tracts are retired. Of course, in times of emergency,
the Secretary would have the power to revoke these liens.

The soil-bank approach leaves the agricultural economy relatively
free except for the adjustments brought about by soil-bank payments.
Carried on within reasonable limits, it avoids the complications in
international trade that arise from production controls and high sup-
ported prices.

The soil bank will require tax dollars and if effective will raise food
prices slightly. However, this is the very purpose of the soil bank
to adjust output so that farmers may receive returns for their re-
sources more in line with those received by the rest of our society.

The soil-bank approach moves agricultural production patterns in
the direction of more soil conservation. It does not preclude pro-
grams for increasing the market for agricultural products. In gen-
eral, if we are to have a program which adjusts supply, it appears to
be more in line with our accepted American goals and values than
does a direct production or marketing limitation program. It does
require the appropriation of Federal funds or the granting to some
governmental organization, in order to raise funds, the right to tax
marketed, agricultural products.

SUMMARY

If a market cannot be found for our expanding supplies of farm
products and the free economic forces are allowed to work, some of
our high-cost grain crop producing areas will shift to other uses.
The movement of human resources out of agriculture alone is not
enough to bring supply and demand into balance. An intelligent and
properly administered soil-bank program can ease this shift. Even-
tually, it should be directed toward shifting the marginal cropland
to other uses. In the early stages more emphasis may be given to
uniform shifts throughout the country to obtain more immediate, but
temporary, adjustments. In developing farm programs in our dy-
namic economy, the adjustments that the normal economic forces are
bringing about should be recognized and farm programs should be
developed to facilitate these adjustments rather than to retard them
or maintain the status quo, if we accept economic progress as one
of our goals.
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THE CASE FOR PRODUCTION CONTROL RESTATED ' 2

Willard W. Cochrane, University of Minnesota

The case for production control in American agriculture rests, not
upon the wishful thinking of farmers, the socialistic dreams of college
professors, or the nefarious schemes of politicians; it rests upon the
economic organization of American society. It rests upon what I have
described as the agricultural treadmill. The average farmer, the rep-
resentative farmer, is running on a treadmill; the faster he runs in the
quest for increased returns the faster goes the treadmill, turning out
more farm products for consumers. On this treadmill the average
farmer, the representative farmer, is not gaining incomewise; if any-
thing, he is losing. He has become the instrument through which cost-
reducing, output-increasing technologies are passed for the benefit of
consumers generally. He has become the principal instrumentality of
a low food-price policy.

THE GENERAL THEORY OF THE AGRICULTURAL TREAD2ILL

The average farmer is running on a treadmill because his capacity
to command good and stable prices, and good and stable incomes in
the market, is weak-because his power position in the market is weak.
And this weak market position grows out of three related circum-
stances: First, the high value that society generally in the United
States places on technological development and application; second,.
the market organization within which farmers operate; and, third,.
the extreme inelasticity of the aggregate demand for food.

Point 1.-The American people have not singled out agriculture to
carry the burden of technological advance; American prize techno-
logical advance highly, expect it, and demand it in all segments of the
economy. And, valuing technological advance highly, Americans
have been willing to support research and development efforts all
along the line-in manufacturing, in marketing and distribution, and
in agriculture.

With few exceptions, businessmen believe that it is good business
to develop new products and better products, and to this end they
spend vast sums in research and development. In fact, competition
in the nonfarm sectors commonly takes the form of product competi-
tion; in this common situation firms do not compete through price;
they compete through product differentiation-by an improved prod-
uct or a different product. And, as we all know, society, acting
through the National and State Legislatures, has been generous, if

I The case was first presented by the author In the little article, The Case for Production
Control, the Metropolitan Milk Producers' News, Syracuse, New York, December 1954.

2 The case presented hbre is adapted from the forthcoming book by Willard W. Cochrane,
Farm Prices-Myth and Reallty, University of Minnesota Press. The estimates and the
analysis upon which many of the conclusions of this paper rest are to be found in this
forthcoming volume.
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not lavish, in financing research and development work in agricul-
ture. Our society has paid for and has experienced a rapid rate of
technological advance in most lines of endeavor, including agriculture.

Point B.-The farmer operates in a sea of competitive behavior;
each farmer is a tiny speck on this competitive sea; and the output
of each farmer is a tiny drop in this sea. With rare exceptions, each
farmer operates in a market so large, that he, the single farmer, can
have no perceptible influence on the market. In this situation, known
to economists as a perfect market, the farmer must take as given the
prices generated in the market.

Confronted with this situation, the farmer reasons "I can't influence
price, but I can influence my own costs. I can get my costs down."
So the typical farmer is always looking for some way to get his costs
down. And bv definition a new technology is cost reducing (i. e., it
increases output per unit of input). Thus, the farmer is on the look-
out for new, cost-reducing technologies. Built into the market organ-
ization of agriculture is, then, a powerful incentive for adopting new
technologies-the incentive of reducing costs on the individual farm.

Point 3.-If the demand for food were highly elastic all would be
sweetness and light in agriculture. If the aggregate demand for food
were elastic, the bountiful and expanding supplies of farm food prod-
ucts that farmers want to produce would sell in the market at only
slightly reduced prices, and gross incomes to farmers, in the aggregate
and individually, would increase. But the aggregate demand for food
is not elastic; it is inelastic and extremely so. Hence, a little too much
in the way of total output drives the farm price level down in a
dramatic fashion, and reduces the gross incomes of farmers in a
similar fashion. And the persistent pressure on each farmer, hence all
farmers, to adopt new technologies and thereby reduce unit costs has
the effect of continuously putting a little to much output on the mar-
ket. The peacetime tendency for aggregate supply to outrace aggre-
gate demand keeps farm prices relatively low.

To summarize this part of the argument: the high value that society
places on technological advance guarantees a continuous outpouring
of new technologies. The incentive to reduce costs on the many, many
small farms across the country guarantees a rapid adoption of the
new technologies. Widespread and rapid technological advance
drives the aggregate supply relation ahead of the expanding aggre-
gate demand relation in peacetime; and given the highly inelastic
demand for food, farm prices fall to low levels and stay there for long
periods.

THE HARD POLICY CHOICES

Too much production in each peacetime year since 1948, the capacity
to produce too much currently, and the promise of too much in the
foreseeable future have made a shambles of agricultural price and
income policy in the United States. Secretary of Agriculture Benson
in a recent letter to Senator Ellender describes the situation in forlorn
terms; he writes: 3 "A technological explosion is occurring on Ameri-
can farms. Production per farm worker has doubled in the last 15
years. This creates a new dimension in farm policy and makes it
virtually impossible to curtail agricultural output with the type of

3 Wasbington, May 2, 1957. USDA 1377-57.
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controls acceptable in our society." In short. farm technological ad-
vance has become a monster on the loose, which politicians and admin-
istrators despair of taming.

The key to the problem is perhaps to be found in one phase of the
above quotation from Secretary Benson-a new dimension in farm
policy. Perhaps a new way of looking at agriculture, involving a new
conception of the place of agriculture in an industrial economy with
new institutions of management and control, is called for. At least
this is the thesis of this paper; the technological explosion, the
technological monster, in American agriculture requires a new dimen-
sion in agricultural policy. But, if this is the case, some hard choices
confront society in general, and farm people in particular.

The first choice.-The first choice is not for farmers to make; it is
a choice that all of society must make. It growNs out of the circum-
stances that since 1933 the money costs of supporting farm prices and.
incomes have been met by all of society, and since 1951 the out-of-
Treasury costs of these supporting actions in agriculture have in-
creased greatly. And it is concerned with the question, Should all
of society continue to underwrite the money costs of price and income'
support in agriculture, or should all of society bring this policy to an
end? The issue can no longer be avoided; the magnitude of income
transfers into agriculture from the Federal Treasury (i. e., from all
of us) in the middle 1950's forces the choice.

The net Treasury costs of the 1957 program of price and income
,support in agriculture (the program beginiing July 1, 1957) are
estimated in the President's budget request to Congress to amount to
$3.8 billion: $2.5 billion for price supporting and surplus disposal
operations, and $1.3 billion for the soil bank. (Gross Treasury ex-
penditures are estimated to be considerably larger-running up to
$5 billion). The decision to transfer funds of this magnitude, and
lesser but still large amounts in past years, into agriculture has been
a tacit one-a tacit one based upon the hocus-pocus that those funds
were not lost, but were recoverable from the sale of Government-
owned stocks of agricultural commodities at sonie indefinable timne
and place. And two wars made this hocus-pocus come true.

But the decision by society to cover the Treasury costs of price
and income support in agriculture can no longer remain tacit. First.
because wars have gotten out of hand; war is more likely to extermi-
nate all life than to raise the level of farm prices. Second, because
of the rapid rate of aggregate output expansion, powered by farm
technological advance, has made even moderate levels of price and
income support in agriculture terribly expensive. An annual net
expenditure of $3.8 billion, which is more likely to increase than to
decrease in future years, has forced out into the open the debate, and
the decision, as to whether society should continue to cover these
costs of price and income support in agriculture.

Now it is possible that society actiiig through its political repre-
sentatives will decide that it should continue to meet the costs of price
and income support in agriculture. The rationale might run as fol-
lows: (1) We want a rapid rate of technological advance in agricul-
ture to insure abundant food supplies at relatively low prices; but
(2) we recognize that the farmer, operating in the competitive market
in which he finds himself, is in a weak bargaining position (that is,
is running on a treadmill) ; hence (3) we should in the interest of
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fairness pursue a course of action designed to yieki him a rea.sonably
good and stable income. This is a possibility; it is what we are doing
in 1957. and we may pursue this policy into the indefinite future. But
the decision to pursue such a course of action can no longer be a tacit
one -be hid under the hocus-pocus of recoverable costs-the annual
expenditures are too great.

If society chooses to defray indefinitely the money costs of price
and income support in agriculture, one approach and a reasonable one
is the income paymlenits, or compensatory payments, approach .4 Many
agricultural economists and leaders have advocated this approach, 5
but George E. Brandow has perhaps presented the general idea in its
most modern and appealing form. Brandow outlines the main fea-
tures of a modified income, or compensatory, payments program as
follows: 6

The program described here calls for assigning market-
ing allotments on historical bases to producers. With cer-
tain exceptions, the total producer allotments for each com-
modity is to be about 75 percent of total marketings in a base
period. Market prices are not to be supported nor produc-
tion controlled. If market prices fall below intended prices,
direct, compensatory payments are made on marketings not
in excess of each producer's allotment. Quantities in excess
of allotments may be marketed but return only the market
price to the producer. The total marketing allotment for each
commodity is fixed, but the total is distributed among pro-
ducers according to sales over a 3- or 4-year period; conse-
quently, allotments can shift slowly among producers.

Thus, the attempt to use price for both income and resource
allocation objectives is made by dividing each producer's out-
put of each designated commodity into a major portion receiv-
ing income support and a residual portion on which the
market value of marginal production is realized. The pro-
gram is to include as many commodities as economic and
administrative considerations permit. Twenty products are
suggested for inclusion initially. The proposal is inherently
an industrywide program, and the allotments, unlike current
marketing quotas, are not voted "in" or "out" by producers of
individual commodities.

With regard to the level of intended (or fair) prices and cost and
returns under the program as of 1954, Brandow has this to say:

Income considerations are of particular importance in
establishing the average level of intended prices. The amount
of money that Congress and the public are willing to see spent

'Where society underwrites the money costs of price and income support In agriculture.there are, of course, other alternatives. The 1957 farm program is one, although a nottoo attractive one. Domestic demand expansion among the 60 million low Income peoplein the United States is another. But there are real human value and supply response prob-lems in this approach. In short, there are more blind alley approaches to the price-incomeproblems of commercial agriculture than most folks appreciate.
6Perhaps the two men with whom the Idea is most commonly linked are T. W. Schultzand Charles F. Brannan. For the Schultz version see Agriculture in an Unstable Economy,McGraw-Hill Book Co., 1945, pp. 221-235; for the Brannan version see statement by Secre-tary Charles F. Brannan at a joint hearing of the House Committee on Agriculture and theSenate Committee on Agriculture and Forestry, April 7, 1949.X A Modified Compensatory Price Program for Agriculture, Journal of Farm EconomicsNovember 1955. pp. 717-718.
7 Ibid., pp. 729-730.
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on farm income support imposes some upper limit on how
ambitious the program can be, and indirect efforts on resource
allocation will also be of some importance. It would seem
reasonable to try to keep the purchasing power of net income
of farm operators from falling much below the 1954 position.
As data presented later suggest, setting intended prices at
90 percent of modernized parity might have approximately
this result * * *.

Total income from marketings might be expected to decline
from $30 billion in 1954 to $26.4 billion under the program.
Direct payments [of $3 billion], however, would pull cash
income up to within $0.5 billion of the 1954 position; and
reduced expenditures for feed because of lower prices might
equal this amount. Income from meat animals and eggs
would increase; income from food grains, cotton, and tobacco
would decline materially. The nonfarm public would pay to
farmers via the market and direct payments about the same
amount as farmers received under price support in 1954,
and in return consumers would obtain a larger volume and
more desired combination of farm products.

This is the rational approach to income protection for agriculture.
The need for income protection in agriculture is openly recognized,
income payments are distributed in an effective and equitable manner,
and the advantageous aspects of a free market pricing system are
retained.

In the setting of the 1950's the approach does, however, have one
important weakness. Guaranteed prices at 90 percent of parity for
75 percent of each farmer's production would trigger a rapid expan-
sion in aggregate farm output. At the reasonably good, and guar-
anteed, incomes that such prices would generate, farmers would have
a strong incentive to adopt new technologies as they become available,
and they could finance them too, with the result that aggregate out-
put would surge ahead of aggregate demand. And, as aggregate
output outraced aggregate demand, the farm-price level would fall
and the money costs to the Government of the compensatory payments
would increase. A program involving payments to farmers of $3
billion, as of 1954, might well increase to $6 billion within a few
years.

But what has been said above with respect to the workability and
limitations of the modified compensatory payments approach has
assumed that all of society was willing to underwrite the continuing
Treasury costs of price and income support in agriculture. It has
assumed that all of society acting through the Federal Government
was willing to transfer into agriculture some amount, ranging from
$3 billion to $6 billion, year after year into the indefinite future. This
is a large assumption indeed.

In the judgment of this writer, it is something that society will not
choose to do. The strength of Secretary Benson's policy position in
recent years derives, in large measure, out of the unhappiness, the
tiredness, of society with the continuing and costly aspects of price
and income programs for agriculture. Society wants to get out of
the continuing and costly business of supporting farm prices and
incomes; this is abundantly clear.
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The second choice.-If the national society is unwilling to under-
write the Treasury costs of price and income support for commercial
agriculture, thein all farmers comprising commercial agriculture are
confronted with a decision of the most basic kind. The decision is
concerned with the following question: What course of action shall
commercial agriculture pursue where it receives little or no income
support from the rest of the economy ? How is commercial agriculture
to organize itself to live and prosper in an economic world in which
it receives little or no income support from the rest of the economy?

Basically the alterinatives are two. The first policy alternative is:
Return to the free market (or a drastic version of the flexible price-
Support approach, which is really a free market with price steps in
it). Mtore precisely, pursue a policy in which each individual farmer
is free to plant, produce, and sell what he wants, and each individual
farmer accepts the prices and incomes generated in such a market.
The second alernative is: Control production. More precisely, re-
strict entry into agricultural production and adjust supplies to de-
mand, commodity by commodity, year after year, to yield reasonably
good and stable prices and incomes. These are the alternatives which
agriculture must choose between: Where agriculture "goes it alone"
there are no others. This is the hard choice confronting commercial
farmers.

After reaching the conclusion that nothing that the Democrats or
the Republicans have developed in the way of a price and income
policy for agriculture has "worked," Secretary of Agriculture Benson
in the previously mentioned letter to Senator Ellender issued agricul-
ture an invitation to return to the free market (or a flexible price-sup-
port program where prices would flex downward until those prices
cleared the market, which again is no different from a free market
except that the price slide has steps in it). Secretary Benson argues
as follows: 8

We are in the midst of great scientific changes. Agricul-
ture is able to produce abundantly, and appears amply capa-
ble of meeting our needs for food, feed, and fiber as far into
the future as we can see with confidence. No production con-
trols acceptable to American farmers appear capable of chok-
ing off this abundant flow.

Since we apparently cannot legislate scarcity, we must
learn how to live with abundance.

If any product is abundant, it cannot long be priced as if it
were scarce.

If farm products are abundant, the need and the challenge
is to build markets so that this abundance can be used. We
cannot build markets by pricing ourselves out of them.

Secretary Benson obviously finds the restrictions to individual deci-
sion making that must be a part of effective production and market
controls more distasteful than the low farm incomes that a free market
would generate. Or stated positively, he values, he prizes, freedom
of individual decision making in farming above good and stable in-
comes from farming. And in appraising the value systems of farmers,
he finds that farmers generally share his system of values. Perhaps
M12r. Benson is right in this; perhaps farmers generally do value inde-

8 Op. cit., Washington, May 2, 1957, USDA 1377-57, pp. 6 and 7.
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pendence of decision making in their farm operations above good and
stable incomes from those operations. But if this is the case, farmers
generally must be prepared to follow the Benson logic and accept
a free-market policy. Farmers cannot have the best of two different
economic worlds, unless the rest of society is willing to pay for this
luxury.

But this writer is inclined to doubt that farmers generally value
independence of decision making in their farm operations more than
they value good and stable incomes from those operations. This writer
is inclined to believe that farmers generally would be willing to re-
strict the management decision area to realize higher and more stable
incomes for that management function.

Sugar producers in the United States, for example, operate within
the framework of a controlled industry, and they don't seem to be
terribly unhappy, or restive, under the burden of those controls. In
fact, sugar producers give every evidence of liking their program of
supply control. Fluid-milk producers, too, who have lived through
the chaos of free-market pricing for fluid milk, seem to like the par-
tially controlled markets in which they typically operate (i. e., the
Federal and State order markets). And although all is not perfection
in the tobacco industry, tobacco farmers have given no indication in
recent years that they would like to give up a rather rigid quota sys-
tem. In sum, whenever and wherever farmers have become convinced
that reasonably good and stable incomes were absolutely dependent
upon production controls, they have come to approve and accept those
controls.

The policy problem in agriculture in the 1950's is that farmers, gen-
erally, and urban people as well, don't know what to believe or who
to believe with respect to the economic position of agriculture. They
are thoroughly confused with respect to the facts and the relation-
ships of the agricultural situation, and are even more confused with
respect to the price-income-quantity consequences of alternative
courses of action.

Farmers have lived so long under the myth of a self-adjusting or
easily adjusted agriculture, whereas in fact agriculture is always out
of adjustment, that they are unable to rationalize theory and fact,
myth and reality. Political leaders of both parties, most farm leaders,
and most white-collar farm experts have told farmers so many times
that agriculture is basically sound, but only a little out of adjustment
(which a little tinkering with the price mechanism, or the imposition
of some temporary controls would correct), that farmers generally do
not know what kind of a fix they are really in. Farmers generally do
not know that they are running on the agricultural treadmill, hence
they do not appreciate the desperate nature of their situation.

Certainly few economists have tried to explain to farmers the rea-
sons for the feast-and-famine aspects of their industry, and only very
recently have farm leaders come to appreciate the output expanding
force of farm technological advance. Thus, farmers have not been
convinced that adjusting supplies to demand, commodity by com-
modity, year after year, was essential to good and stable prices and
incomes. Farmers generally have followed the lead of their spokes-
men and tolerated temporary controls, while such cures as advertising,
increased efficiency in marketing, and a modest flexing of price sup-
ports were going to restore the health of a basically sound agriculture.
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But this much is clear-if farmers, generally, clio-se the supply con-
trol route, they must do more than tolerate production and marketing

-controls. They must come to accept production and marketing controls
in the same way that they do driving on the right-hand side of the road,
paying their taxes, and sending their children to school. For the sup-
ply control approach to the price-income problems of commercial agri-
culture cannot succeed unless the overwhelming majority of commer-
cial farmers approve and accept it.

Now it is a distinct possibility that farmers generally would come
to accept production and market controls, comparable, say, to those in
the sugar industry if (1) they recognized clearly the price-income im-
plications of a free-market course of action, hence were convinced that
good and stable prices and incomes were dependent upon conscious
and continuous collective action designed to adjust supplies to demand,
and (2) farm leaders would exercise some leadership and show farm
people different ways that supplies might be adjusted to demand,
and the implications to farmers of those different ways.

In other -words, it is contended here that once the fog of the au-
tomatic myth is lifted, and farmers are able to realistically appraise
the price-income-quantity consequences of this increasing. y produc-
tive machine of which they are a part, they may want to place some
effective production and marketing controls over that machine. They
may want to control it, by regulating themselves, and thereby con-
vert low incomes into high ones.

SOME IDEAS ON PRODUCTION AND MARKETING CONTROLS

Although most farmers in the United States have in the past viewed,
and continue to view, production and marketing controls as a nui-
sance, three producer groups have come to accept controls over sup-
ply as a regular and continuing way of doing business. They are
fluid-milk producers, tobacco producers, and sugar producers. The
supply-control programs of fluid-milk producers and tobacco produc-
ers will not be discussed here, because in the typical case each lacks the
first and basic requirement of a successful control program, namely,
the annual determination of the quantity of a commodity that a given
market will take at a price defined as fair to producers and consum-
ers alike.9 This determination of the quantity that the market will
take at some defined fair price is the indispensable first step in a
control program, a step which if not taken usually leads to failure,
and a step which by accident, or design, the sugar program contains.

In 1933 sugar was in trouble along with most other farm com-
modities. But it had troubles peculiar to itself. It -was then, and
probably is today, a commodity that could not be produced in the
United States without some protection.10 And in those far-off days

9 Economists like to joke about a fair price, because, they, in their finite wisdom, cannot
define a fair price. But the Idea of a fair price, or a fair return. is terribly important and
terribly real in the body politic. where the police power of government is invoked to assure
fair pricrs and fair returns. Thus the determination of a fair price is generally reserved
to the legislative branch of government, and is arrived at through compromise and concilia-
tion among legislators. For a discussion of this most important concept see the article
by the author. An Appraisal of Recent Changes in Agricultural Programs in the United
States, Journal of Farm Economics, May 1957.

'° The question as to whether sugar should be raised in the United States, and how much,
Is not germane to this discussion. Assuming that the collective decision has been made to
prodnee sugar in the United States, and in a specific amount, we are discussing the control
programs under which it is produced.
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of the 1930's pressure developed to remove the tariff protection on
sugar as a means of expanding world trade and expediting economic
recovery. But mounting world sugar supplies in the 1930's would
have engulfed domestic producers if all protection to domestic pro-
ducers had been removed. Thus, a special program was developed
under the Jones-Costigan Act to reserve a part of the domestic mar-
ket for domestic producers, and to share the rest of the market with
foreign producers duty free. The principal instruments for dealing
with the sugar problem under this act were: "I

* * * * (1) the determination each year of the quantity of
sugar needed to supply the Nation's requirements at prices
reasonable to consumers and fair to producers; (2) the divi-
sion of the Unied States sugar market among the domestic
and foreign supplying areas by the use of quotas; (3) the al-
lotment of these quotas among the various processors in each
area; (4) the adjustment of production in each area to the
established quotas; (5) the levying of a tax on the processing
of sugarcane and sugar beets, the proceeds of which to be
used to make payments to producers to compensate them for
adjusting their production to marketing quotas and to aug-
ment their income; and (6) the equitable division of sugar
returns among beet and cane processors, growers, and farm
workers.

In 1936 the Supreme Court ruled that the tax on processors of
agricultural commodities was unconstitutional when used as a device
to control production. Thus, provision 5 above was supplemented by
an authorization to the Secretary of Agriculture to make payments
out of the Federal Treasury from funds appropriated for that pur-
pose. But aside from that change, and the to-be-expected continuous
quota revisions, the sugar-control program of the 1950's is the pro-
gram of the 1930's.

Now it may be argued that domestic sugar producers accept these
industrywide controls because they know that they would perish
without them. And this is probably true. The interesting point to be
made here, however, is not that a producer group accepts controls
rather than extinction, but that the position of farmers generally is.
similar to that of sugar producers.

Sugar producers and farmers generally are in the same fix-avail-
able and potential supplies would collapse prices and incomes in a free-
market situation. In a free market many producers in both groups-
would perish. But there is one difference: sugar producers know
this-farmers generally don't. The price-income structure of the
farm sector of the economy has been supported so long by the nonfarm
sector that farmers and their spokesmen have little comprehension of
the income consequences of a free market for agricultural commodi-
ties in the 1950's and 1960's. Some first-hand experience with a free
market might, however, convince a majority of farmers in a hurry that
effective production and marketing controls were not such bad things.

Since sugar is atypical in American agriculture in that about one-
half of it is imported, and further since the complex system of quotas in

The United States Sugar Program, Agricultural Information Bulletin No. 111, USDA,
Xuly 1953, p. 8.
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the sugar program might prove unmanageable vhen applied to all of
agriculture (i e., it would prove difficult to integrate these commodity
quota systems where every important commodity was controlled), let
us look at a supply control approach that may be better adapted to
the American scene in that it provides more flexibility at the farm
level. Basic to this approach is the idea that agriculture be viewed as a
public utility-a giant public utility composed of many, many small
producing units acting in concert with the aid and consent of Govern-
ment to produce the quantities of food and fiber required by consumers,
at a fair return to the producers involved.

In this view, Government establishes the institutional machinery for,
and grants the power to, agriculture to enable the many, many pro-
ducers involved to produce those quantities of farm products demanded
by consumers at a fair price. For this grant of market power, Gov-
ernment reserves to itself, as in the case of any enfranchised public
utility (e. g., the railroads, telephone companies, and gas and electric
companies), the right to determine and fix rates and prices, hence the
right to determine fair returns to the producers involved.

Vhere competition has led to ruinously low prices and returns, or
poor service, or injury to certain persons or groups, Government has
historically intervened to regularize that competition, to equalize the
bargaining power among contending parties, and to redress inequities
(Government was performing in this role when it brought the rail-

roads under the control of the nterstate Commerce Commission, when
it gave unions the right to bargain collectively, and as it has tried to
provide commercial agriculture with price and income support). And
where the continuous and uninterrupted provision of a product, or
*service, was deemed essential to the well-being of the community,
Government has traditionally granted certain firms the exclusive right
to supply the needs of consumers with that product, or service, under
the supervision of Government with respect to such things as rates,
:safety, quality, and so on (i. e., created public utilities). Now it is
-proposed here that the Government adopt this general policy with
-respect to agriculture to insure producers of reasonably good and stable
-prices and incomes in the first instance, and perhaps in some later
period, when circumnstances require it, to insure consumers of an ade-
.quate food supply at reasonable prices.

The main outlines of this monopolistic approach to agriculture
-along the lines of a public utility were sketched by the author at a
joint meeting of the American Farm Economic Association and the
American Economic Association in December 1956. They are: 12

1. It would be the responsibility of Congress to determine
and set forth fair, or parity, prices for agriculture, as it
does now. But in this scheme of things the role of parity
prices has changed. No longer would parity prices serve as
pegs on which to support farm market prices; rather they
would serve as guides in the setting of national sales quotas.
Thus, in the determination of parity prices for agriculture,
the Congress would in fact be determining fair prices for
both consumers and producers, and the needs and interests
of both groups would have to be considered.

"2 See the artidle An Appraisal of Recent Changes in Agricultural Programs in the United
States, Journal-of Farm Economics. May 1957.
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2. The United States Department of Agriculture would
set national sales quotas for each principal agricultural com-
modity in amounts which the USDA had estimated would
clear the market at the predetermined fair, or parity, prices.
In practice this might mean the establishment of national
quotas on each principal farm commodity moving into the
marketing channel destined for human consumption (say 15
to 25 commodities). And these national sales quotas would,
of course, vary from year to year as demand conditions
changed, or as Congress redefined parity prices. To avoid,
or to minimize, the difficult problem of integrating produc-
tion controls vertically, national sales quotas would not be
established for commodities typically consumed on farms,
sold among farms, or sold to farms (e. g., feed grains, feeder
cattle, baby chicks).

3. Each farmer at the inception of the program would
receive a market share, his pro rata share, of the national
sales quota for each commodity, based probably on his his-
torical record of production. The farmer's share might be
received in small denominational units, to which, for pur-
poses of exposition, we give the name, marketing certificates.
And once the program was in operation it would be illegal for
a farmer to market any commodity having a national quota
except insofar as he had marketing certificates to cover the
quantities involved. The number of marketing certificates
would not be increased, or decreased, from year to year with
changes in the national sales quota for a particular com-
modity. Rather each farmer could market an announced per-
centage of the face value of each of his certificates-a per-
centage in accordance with the national sales quota for the
year. By this device the awkward problem of issuing and
confiscating marketing certificates would be avoided for the
bulk of agricultural production.

4. Each marketing certificate would be negotiable. Each
farmer would be free to buy or sell marketing certificates
as he saw fit. By this device freedom of entry and exit
would be maintained within a controlled agriculture; by this
device the individual farm operator would be free to expand
production, or contract it, in light of local conditions, as total
output was adjusted to demand at a defined fair price. The
value of operating in a stabilized agriculture where product
prices and returns were relatively certain and relatively good,
and where long-range production plans could be formulated
with reasonable assurance of materializing would, of course,
get capitalized into these marketing certificates. The price
of these certificates would become the cost of doing business
in a stabilized agriculture.

Many side programs could, and possibly should, be linked to the
above skeletonized proposal. To illustrate, the United States might
for a variety of reasons (e. g., human welfare, international collective
security) wish to subsidize food exports to needy nations to help:
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fluimnce their long-term programs of economic development. Thus,
the national sales quota for any one year would equal domestic de-
mand, plus any commercial exports plus subsidized exports. And if
the decision were made to establish and maintain a strategic food
reserve, the requirements of such a reserve would need to be taken
into account each year in the determination of national sales quotas.

In another direction, it might prove beneficial to both producers
and consumers for the United States Department of Agriculture to
operate a purchase, storage, and disposal program in connection with
the general control program, where in years of below average yields
Government-held stocks were put on the market to hold prices at the
defined parity prices, and in years of above average yields marketing
quotas were increased by a few percentage points and the excess sup-
ply was purchased and placed in storage. This type of bona fide
storage program would serve to stabilize marketable supplies, and
ease the production problems of farmers arising out of weather un-
certainty.

The question may be asked: Would this supply control approach
provide farmers with good or satisfactory returns? Obviously an
unqualified answer to this question cannot be given. But we do know
this: (1) Congress sympathizes with the plight of the farmer; (2)
enlightened monopolistic action of this public utility type is in the
American tradition; and (3) the demand for most farm products is
highly inelastic. Thus, it seems likely that the Congress, reflecting
the views of the national society, would be willing to grant farmers
the kind of monopoly powers outlined here, and permit them to
use those powers to restrict supply; hence, enable farmers to drive
prices upward and gain returns above those obtainable in a free
market.

But it also seems likely that Congress would be unwilling to grant
farmers complete, unregulated monopoly powers; food is a necessity
and the interests of consumers must be protected as well as those of
farmers. In the last analysis what we are talking about here is giving
the many small producers in agriculture the necessary bargaining
power to live in a world where bargaining power counts, but not giv-
ing them the power to starve the rest of us into submission.

Lastly, the question may be asked, Under the supplv control ap-
proach are not the costs of providing farm people with good and
stable incomes simply transferred from the Public Treasury to the
market place? And the answer is, of course, "Yes." But the further
question must then be asked, Are not the good and stable incomes
received by management, workers, and investors in the steel industry,
the automobile industry, the chemical industry, the medical profes-
sion, and many, many others realized through the market place where
supplies are consciously and continuously adjusted to demand to yield
good and stable prices? And again the answer is, of course, "Yes."
So there is really nothing strange about society covering the costs
of good and stable incomes to various industries through supply-
controlled markets. It just seems strange to some people that farm
people should want, and should realize, good and stable incomes
through supply-controlled markets.
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TnE INESCAPABLE CHOICE

Intriguing as program mechanics may be, it would be misleading to
end this discussion on the mechanics of supply control. In the first
place, farmers generally may not choose the supply control route. In
the second place, if they do, controls may develop along different
lines than those suggested here. And, in the third place, the par-
ticulars of production and marketing control must vary with the
physical and institutional characteristics surrounding each com-
modity.

The key ideas of this paper are to be found in the general theory
of the agricultural treadmill. The constituent parts of that theory-
the high value that society places on technological development and
adoption, the incentive to farmers to adopt new technologies and re-
duce costs in a competitive market, and the inelasticity of the aggre-
gate demand for food-related in a causal sequence explain the down-
ward pressure on farm prices and incomes in the 1950's and the fore-
seeable future. The propensity for aggregate supply to outrace
aggregate demand, and the dire price and income consequences of that
persistent peacetime development, find an explanation in the general
theory of the agricultural treadmill.

Given the general situation in agriculture described by the theory
of the treadmill, and the decision by all of society to discontinue, or
reduce materially, the Treasury costs of price and income support in
agriculture, commercial farmers then are confronted with an in-
escapable choice: The choice of either choking off the rate of aggre-
gate output expansion through widespread losses and business failure
under the free market approach, or bridling the rate of aggregate
output expansion through the widespread use and acceptance of pro-
duction and marketing controls. These are the alternatives; this is
the hard policy choice confronting American farmers.
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ADJUSTING PRODUCTION THROUGH ADMEINISTRATIVE
CONTROLS

By L. H. Simerl, University of Illinois

The general topic assigned to this panel is, it seems to me,
too broad and too vague to indicate the real problem that the com-
mittee has in mind. I would, therefore, like to restate the subject
in more specific terms. I believe that the real topic under considera-
tion might better be stated as follows:

RAISING FARMERS' INCOMES BY PRODUCTION CONTROLS

I commend the Congress, and especially this committee, for at-
tempting to obtain basic facts about production controls for agricul-
tural products. Congress, at the urging of many farmers, put such
controls into operation nearly 25 years ago. The results have been
unsatisfactory to farmers, to Congress, and the public, even though
the production control programs have been revised many times since
the original act of 1933.

Farmers, Congress, and the public want to know why production
controls have not been more effective in raising farmers' incomes.
They want to know how such programs are likely to work in the future.
To get answers to these questions we need to consider our problem from
several different angles.

First, we need to X-ray our problem. We need to analyze the com-
petitive position of our agriculture as a whole. We need to consider
the competitive position of individual farm families.

Second, we need to analyze our beliefs or assumptions about the
working of production controls, and to examine their validity.

Third, we need to consider the methods or procedures of produc-
tion controls, and to appraise their effectiveness.

Fourth, we ought to consider the results of production control upon
United States agriculture as a whole in both the short run and in the
long run.

Finally, and most importantly, we should analyze the effects of pro-
duction controls upon the individual farm families, in both the short
run and in the long run.

Admittedly this is a large undertaking. Certainly it is too great
to be treated adequately in this small space. But we must do the best
that we can with the time and space available.

COMPETrrIVE POSITION OF UNITED STATES AGRICULTURE

Basically American agriculture as a whole is in a very strong
-competitive position. Congress has seen to this. Congress has pro-
vided funds for research to find highly efficient methods of produc-
tion. It has provided educational programs to help farmers to learn
_about and adopt these efficient production methods. Congress has
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helped our farmers to produce abundantly for our own national needs
and for large exports to help raise living standards in other countries.

The efficiency of American agriculture is the envy of every other
nation. The living standards of our farmers are envied in every
other country. Other countries know and respect the tremendous
competitive power of our agriculture. If American agriculture is
allowed to produce efficiently and to price its products competitively
it cannot be pushed out of either domestic or foreign markets.

The competitive position of individual farm families is more difficult
to analyze and describe.

Farming is now a highly competitive business. It was not always
so. There was little competition among farmers when farming -was
a way of life, and when every farmer followed exactly the same prac-
tices as his neighbor, and when each generation followed exactly the
same practices as the previous one.

In those days land was not freely bought and sold, but was passed
along from one generation to the next. The privilege of farming a
piece of land also was often inherited.

The settlement of America coincided with a great advance in the
sciences and industry. Many of these new developments forced work-
ers, businessmen, and farmers to change occupations. If they strongly
resisted changing, they often had to accept a lower income than they
could have made.

MAcGRNEs SAVE LABOR

The development of new farm machinery forced many farm laborers
to seek other employment. It is reported that such laborers burned
some of the first mechanical reapers. Laborers in industry reacted
similarly to new laborsaving devices. Even today some labor groups
oppose the use of improved machinery. Some farmers also resist
making the changes that are required if our people are to gain the
advantages of hard-won scientific advances.

As recently as a generation ago 80 acres of tillable land operated
as a general farm provided 1 man with a full-time year-round, job.
A 160-acre farm was a 2-man business.

Today 1 man can easily handle 240 acres or more with modern
machinery in our Corn Belt and general farming areas. Unfortu-
nately, however, a great many of our farms are little or no larger
than they were 30 years ago.

Probably around half of our real farms-the so-called commercial
farms-are too small to provide a modern income for a family.

Many of our younger farmers are beginning to realize that the farm
that they have is too small to provide profitable full-time employment
for even one man. They realize that they have only a part-time farm
job, and that it can provide only a part-time income.

Miany other farmers are in similar positions, but dlo not understand
their problem so clearly.

UNKIND To HOLD Our FALSE HOPI

It seems to me to be an unkindness to these families to lead them
to believe that Congress can and will provide them with a modern
income while they are working at much less than a full-time business.

This is, in my opinion, the major farm problem today. It cannot
be solved satisfactorily by production controls, by high- or low-price
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supports, or by flexible or rigid supports. Neither can it be solved
by 2-price systems, 3-price systems, direct payments, or any of the
many similar schemes under discussion yesterday, today, or tomorrow.

The only satisfactory way to solve this basic farm problem of todav
is to help these families to obtain part-time or full-time employment
of the farm, or to obtain enough land so that they can have a farm
that will, with good management, provide an incorrue that is com-
petitive with that provided on more efficient farms and with that
provided in successful industrial and commercial employment.

FALSE SUPPOSITION AND THiEORY or PRODUCTION CONTROL

Most of those who advocate production control for a farm product
base their advocacy upon the supposition that a small cut in supply
winl bring a big rise in price. Economists describe such a market
condition by saying that the demand for the product is inelastic.

Many economists who advocate production controls for a farm prod-
uct cite figures, use elaborate statistical procedures, and present im-
pressive charts to prove that the demand for the product is inelastic.

I believe that these economists are mistaken. They have been misled
by their own statistical creations. They have, I believe, misled many
farmers and farm leaders. They have misled many members of past
and present Congresses on both sides of the aisle.

The basic fallacy of production-control thinking is the belief that
a short-run condition will persist relatively unchanged over several
years. We have tried to build a long-term program upon a short-term
situation. We have tried to erect a house of stone upon a base of
sand. f

We need to examine the theory of production control, to determine
why it has failed, and to what extent it might succeed. We need to
find out what is true and what is false about the theory that "a small
cut in production makes a big rise in price."

Casual observation leads many people to believe that this statement
is true, at least under certain conditions. They have observed that
a small change in the production of eggs, for example, from one year
'to the next often is accompanied by a big change in price.

Prices of other farm products often appear to respond similarly to
changes in supplies.

Some research, using scientific statistical procedures, seems to verify
our common observation that a small decrease in supplies will bring
a large increase in price.

But this is only in the short run, as from one year to the next. In
the long run-as over a period of 5 to 10 years or more-the theory
of production control is invalid. The facts are that in the long run
a large change in our production makes only a small change in price.
And a production-control program is usually a long-run program, not
a 1-year deal.

One of our agricultural industries clearly illustrates that in the
long run large changes in supply make little change in prices. For
manyyears prior to 1947 the supply of lamb and mutton averaged
nearly 7 pounds per person per year. This year there will be only
slightly more than 4 pounds per person. The per capita supply has
been reduced nearly 40 percent in 10 years. Yet the price of lambs
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is only slightly more favorable than the price of cattle, and less favor-
able than the price of hogs.

Business sates managers recognize this principle, and always strive
to gain customers rather than to lose them. All manufacturers know
that in the long run-and not very long at that-reducing the supply
of their product will soon be followed by a reduction in the demand
for it.

Another classic example in agriculture is butter. Before World
War II the average consumption of butter was about 17 pounds per
capita. During the war butter production was greatly reduced. Now
only half as much can be sold, even though the price is relatively lower
than it was before the war.

From these and other facts I have been forced to the conclusion that
the basic theory, or premise, upon which production-control programs
are based is invalid and erroneous.

We now move to an examination of the methods of technique of
production control.

THE METHODS, OR TECHNIQUE, OF PRODUCTION CONTROL

So far as I know, no actual control of agricultural production has
ever been attempted in this, or any other, country.

What we call production control is in fact only an incomplete
rationing of one of the resources of production.

To ration means to allot. During the war the Government rationed
or allotted sugar, meat, gasoline, steel, building materials, and almost
all other consumer and producer goods.

In our so-called agricultural production-control programs the
Government rations land, or the privilege of using acres for the pro-
duction of certain crops. Note first that the rationing system is not
tight. Anyone can grow up to 15 acres of wheat. There is no pen-
alty, except the loss of the privilege of obtaining price-support loans,
for overplanting corn allotments. Rationing of acres for growing
the smaller acreage crops-cotton, tobacco, rice, and peanuts-is
tighter but still not absolute.

While the privilege of using acres, or land, for the production of
certain crops is loosely rationed, no attempt is made to ration or limit
the use of other productive resources such as fertilizer, seed, ma-
chinery, labor, or chemicals for the control of insects, weeds, and
plant diseases. Neither is there any attempt to ration water for
irrigation. On the contrary, we have public projects to increase the
use of water for irrigation.

Land, or rather the privilege of using it for the production of
controlled crops, is rationed partly on the basis of historic precedent
and partly on political advantage. At first much attention is given
to historic precedent, or crop history. A farmer who had been grow-
ing 100 acres of wheat got about twice as large an allotment as his
neighbor who had been growving only 50 acres. However, there is

usually some minimum ration or allotment, and no farmer's allotment
is reduced below this minimum. This is done for political, not eco-
nomic, reasons. The minimum acreage allotment for burley tobacco,
for example, is one-half acre. About 60 percent of the growers have
this half-acre allotment.
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Some provision is usually made for new producers. Here again,this is a matter of political expediency. There may be no need fornew producers, but they must be allowed, or the control programwould become too unpopular to be sustained. Allotments for new
producers are taken from the farmers who have been growing the crop.

Finally, when acreage limitations really begin to pinch, producers
go to Congress, demand and usually get, a minimum national acreage
allotment. The total of the allotments distributed among farmers
then cannot be reduced below this figure, regardless of how big thesurplus gets, or how low market prices fall. In this way, there isnow a minimum acreage allotment of 1,610,000 acres for peanuts, and55 million acres for wheat.

RESULTS OF PRODUCTION CONTROL UPON AGRICULTURE As A WHOLE

Rationing of the privilege of using land for growing crops hasbrought little reduction in the production of crops. It has, very
likely, restricted the rate of increase in the production of the cropswhose control was attempted. Before the war, when price supports
were low, acreage restrictions and cash inducements did, I believe,
restrict or reduce the normal rate of increase in agricultural produc-tion. Since the war, the stimulus of higher price supports probably
has offset any restriction on overall production. Let's look at some
of our experiences with production controls.

In the 1920's, before acreage controls, we planted 40 to 45 million
acres of cotton, and harvested about 14 million bales of cotton. Thisyear we planted two-thirds less cotton, and still got over 12 million
bales.

Before controls we planted 100 million acres of corn and our aver-age production -was 21/2 billion bushels. This year we harvested 25
percent fewer acres of corn and 35 percent more bushels.

Our average production of wheat has increased from about 850
million bushels to 1 billion bushels.

Production control has not proved to have the price-stabilizing or
price-lifting force that it was expected to have. Production control
and price support for corn rwere promised to lift and stabilize hog
prices. However, the past 3 years has brought the most violent hog
price fluctuations on record. In December 1955 hog prices were
lower on the parity ladder than any other listed farm product-
except grapefruit!

LOSES E XPORT MARKETS

Production control, and price supports together, caused American
farmers to lose most of their greatest export market. Before con-
trols we exported about 8 million bales of cotton annually. Without
large export subsidies, our exports in the 1955 crop year were only
about 2 million bales. Our exports declined three-fourths while totalworld exports about doubled. Henry A. Wallace, when he was Sec-
retary of Agriculture, warned that this would happen if high price
supports were established. The cottongrowers of that day paid noheed to Henry. Intelligent cottongrowers of today know that Henry
was right.
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In the Yearbook of Agriculture, 1935, Wallace wrote on pages 40
and 41 as follows:

Ordinarilv we sell more than half our crop abroad. Loss
of this foreign market would force cottongrowers to cut their
acreage to less than half its normal size ***. More than
50 foreign countries grow cotton, and their producers react to
price changes just as ours do * * *. There are possibilities
for substantial cotton-acreage expansion in India, Africa,
Russia, China, and South America, and the extent of the
expansion which occurs will depend to a considerable extent
upon prices.

Restricting the supply of cotton also encouraged the production
and use of many substitutes for cotton. These include rayon, nylon,
and other synthetic fibers, plastics, sponge rubber, Fiberglas, and many
others.

By restricting the acreages of corn, and supporting its price, we
have encouraged the production and use of other feeds. In the past
10 years sorghum grain production has increased from 100 million
bushels to over 500 million.

In the past 4 years we reduced wheat acreage 24 million, cut cotton
10 million, and trimmed 8 million from the corn acreage. While
cutting these crops we increased soybeans 8 million acres; sorghum
grain 12 million; barley 6 million; and flax, hay. and oats 3 million
acres. This loft only 13 million acres of diverted land, and most of
it was pastured, or was low in productivity.

Today the agricultural industries that have had the most help are
the most dependent upon Congress-meaning the taxpayers. They
have become weak, not strong, as a result of Government aid.

Often the tobacco industry is cited as an example of what good can
come from a control program. Two observations may be made:

1. The great increase in the number of women smoking has been the
greatest factor in the apparent success of the tobacco program.

2. Never have I heard of the tobacco grower being envied for his
high income.

Our tobacco is losing out in foreign markets just as our cotton did.
Now our domestic tobacco industry is developing substitutes for
traditional tobacco leaf.

RESULTS OF PRODUCTION CONTROL UPON COMnPETITION WITHIN AN
INDUSTRY

Production controls change the rules under which producers must
compete, but they do not materially reduce competition. There is
some evidence that acreage limitations have actually speeded the
pressure upon farmers to leave the f arms for cities.

Limited acreages of wheat have enabled one farmer to farm what
formerly was two or more farms. Some of the smaller wheat farmers
have told me that the allotment program encouraged big operators to
seek out landlords and offer premium rents. The landlord sees a good
deal because he is relieved of the expense of maintaining a set of build-
inegs.

Something of this same nature apparently has happened in some
areas of the old cotton South.
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In tobacco, nnaintenaneep of small ne.leaire nllothnants is anpparenfly
just enough inducement to keep many young people on the farm
growing tobacco who would be much better off if they went into in-

dutry.
Whenever a privilege has value, that privilege develops a price.

The privilege of legally growing tobacco apparently is a valuable one.
In many cases the entire value of a farm in the tobacco areas is de-
termined by the size of the tobacco allotment on the farm. Some al-
lotments are reported to be worth about $2,000 an acre. On numerous
occasions a farmer buys one or more additional tracts just to obtain
the tobacco allotment. This, of course, tends to reduce the number
of tobacco growers.

SUMMARY

1. The basic premise upon which production control is based is
fallacious. Prices of United States farm products cannot be sub-
stantially raised over any extended period of time by production
control.

2. The usual method of production control, acreage restriction, is
not an effective method of control, especially when accompanied by
price supports as in recent years.

3. Production control puts United States farm industries at a dis-
advantage with their competitors. Their competitors are agricul-
tural producers in other countries and industrial producers in our own
country.

4. Production control does not eliminate, nor even materially re-
duce competition within United States agriculture.

5. The major farm problem in the United States today is that many
hundreds of thousands of families are trying to earn a living on farms
that are too small to provide enough profitable work for one man and
thus are too small to provide a modern income. The problems of these
families cannot be solved by any overall approach such as production
control, price supports, or direct payments. They can be solved only
by a program that will help these families to make more profitable
use of their labor and other resources.
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THE PLACE OF PRODUCTION AND MARKETING
CONTROLS IN UNITED STATES FARM POLICY

Robert K. Buck, Waukee, Iowa

In view of the growing confusion about our national agricultural
policy, it is encouraging to note that this joint committee of Con-
gress is taking a "new look" at the farm situation.

There is general agreement that agricultural production, unless
checked, will continue to expand faster than demand for the next
several years. This can only mean downward pressure on farm in-
come. If this excess production-runs into a softening demand for
farm products, then farmers are in for serious trouble.

Those of us in the Midwest are especially concerned with the dark
prospects for the feed grain-livestock situation. The new high-yield-
ing hybrids will take over the grain sorghums in a year or two. There
is no end in sight to the improved crop varieties, the increased use of
fertilizers (especially nitrogen), the expanding use of chemicals to
control insects and pests, and now the rush to irrigation.

The total feed supply for the year beginning October 1957 will be
up 6 percent from last year and nearly one-third larger than 1952.
This is literally an "explosion" in production. Even with a substan-
tial increase in hog numbers as now appears certain, a further in-
crease in grain carryover October 1, 1958, is in prospect. This out-
pouring of feed grains, if forced through the market, may very- well
wreck a lot of livestock producers. By the winter of 1958, we may be
selling hogs locally for 10 cents per pound.

Though becoming more acute in recent years this problem is a
chronic one. Year after year we produce more than the market will
take at prices that are satisfactory to farmers. The margin of ex-
cess is small-only 5 or 6 percent of our total production. But, with
the relatively inelastic demand for farm products, this 5 or 6 percent
excess production cuts a far greater percentage off farmers' net in-
come. The discouraging aspect is that farm income declined in re-
cent years in spite of vigorous efforts to expand exports and in spite of
diversion of large supplies to CCC stocks under the price support
programs.

Some people talk as if our major problem is the stock of accumulated
surplus farm products now in Commodity Credit Corporation storage.
If these Government-held stocks were suddenly to vanish, the heart of
the problem would remain-farm production expanding every year
faster than our markets are gowing.

This situation causes farmers to face the future with a great deal of
apprehension. They are hearing a wide variety of suggestions as to
what direction our farm policy should take. I should like to discuss
briefly a few of the approaches that are being considered. But first
let's take a look at some of the things we have learned in our relatively
brief experience with production controls.

732



POLICY FOR COMMERCIAL AGRICULTURE 733

A look baoG'kwa'i.-Autually we hlave had only a relatively short ex
perience-roughly 25 years-with attempts to hold farm production
in line with demand. This experience was complicated by a "quick
shifting of gears" during two wars.

Our overall record of accomplishmenrt, especially with corn, wheat,
and cotton, has been disappointing. This should not be surprising
because we have worked much harder (individually as producers and
in our National and State programs and policies) expanding pro-
duction than we have worked at holding it in line with demand.

I would suggest these lessons from our experience with control
programs:

1. Acreage allotments are almost useless as a method of pro-
duction control. This is especially true for cotton, wheat, and
corn. Really serious efforts to control production must be related
to volume of products (in pounds, bushels, bales, et cetera) not
in acres harvested.

2. To be effective, a control program must have a high per-
centage of farmer participation; as a rough figure I would sug-
gest two-thirds to three-fourths. Incentives must be placed high
enough to obtain this participation.

3. The program must have enthusiastic and determined leader-
ship at all levels. Farmers can administer a program. One of
the important results of the pioneering efforts in this area has been
the development of the farmer committee system and methods of
operation consistent with our democratic traditions.

4. There must be an intensive educational effort carried on with
farmers in connection with the program. The most soundly con-
ceived program will fail if farmers are not fully informed on
the objectives, procedures, and requirements.

It is generally agreed that farm production has outrun markets in
spite of the control program in operation because of the technical
revolution that took place in American agriculture in the past 15 years.
In the face of a continuation of rapid introduction of new technology,
what should we do? Should farmers try to adjust to this new situa-
tion individually and forget about group action? Or does the tech-
nical revolution make it more necessary than ever for farmers to
develop effective production and marketing controls?

No programe: Control by the free competitive market .- Some argue
for "letting nature take its course," abandoning farm programs and
letting prices fall in the market place to a level that will bring about
the necessary adjustments. It is argued that free competitive market
prices would eventually bring a balance between supply and demand
and those farmers who survived the adjustments would earn a good
income.

I know of no evidence indicating that if the number of commercial
farmers were reduced to 2 million the cost-price squeeze would not still
be severe. There is no reason to suppose that such a reduction in
number of farms would lead to any appreciable reduction in the
amount of land used in farming, or in the amount of machinery, equip-
ment, and fertilizer used, or in the use of new production-increasing
technology.

In view of the high fixed-cost overhead in modern farming, I believe
that such a policy of "let nature take its course in the free, competi-
tive market" would be disastrous to American farmers. Those who
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press this argument do not, in my opinion, consider sufficiently the
consequences of such a policy. I wonder if they consider what would
happen to farm prices and farm income if the $2 billion to $3 billion
worth of farm commodities now being taken over each year by the
Commodity Credit Corporation were forced through the free market.

In a recent paper before the annual meeting of the American Farm
Economic Association, Dr. WTalter WAT. Wilcox stated that net farm
income, in the next year or two, will decline another 20 to 25 percent
if price supports are lowered to levels that will permit all current
production to move through commercial markets.

There is a great deal of talk about keeping farmers "free." In my
opinion such activity only clouds the basic issues. I do not know any
farmers who are not basically rugged individualists. I don't. know
one who likes controls or farm programs as such any more than he
likes to stop at every red light on the highway in order to stay alive.
The farmers I know are practical folk. Over the years they have
made complex choices, giving up freedom of action at one point in
order to obtain greater freedom at another point.

Farmers are not about to give up their basic freedoms. They
always have been and always will be one of the bulwarks of freedom
in this country. But I am confident farmers will continue their long-
time efforts to develop effective production and marketing controls.
At the same time, they will hold on to their basic values.

An immnediate step-revision of the soil bank.-Our recent experi-
ence with this method for controlling production is too short to per-
mit much of an appraisal. One of its strong points is that it takes
land completely out of production avoiding the problem of cross-
compliance. One of its weaknesses is that it takes out of produc-
tion only one resource-land. Fertilizer is a fine substitute for land
and we have great forces at work, both public and private, to get
farmers to increase their use of fertilizer. This will make it neces-
sary to "bank" a substantial acreage of land in order to make a rather
modest decrease in production.

Better programs may emerge in the years ahead, but we need one
right now. The soil bank is on the books. It is a useful tool and it
can be made more effective. I would suggest these revisions:

1. Drop acreage allotments entirely, substituting a soil-con-
serving base for each farm as a percentage of total cropland.
Based on good land use, this SC base should include fallow land
or land in sod or close growing grass and legume crops. For the
United States, this SC base might need to be as high as 35 per-
cent of the cropland.

2. Set price support loans at moderate levels. Corn should be
included as one of the feed grains. Eligibility to receive price
support loans should require maintenance of the required base
acres in soil-conserving crops.

3. Reduce annual production of surplus crops by much greater
use of the soil bank program. Increase incentive payments to
farmers for retiring additional cropland to soil-conserving
crops-over and above their regular SC base.

A substantial acreage of cropland could thus be taken out of pro-
duction. Incentives should be made more attractive for farmers to
leave the land in the bank several years and for whole farms to be put
in the bank. In the latter, rights of tenants should be protected.
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For the Tn'id- Itates ve shoulcd ain, retiring an additional 40 to
50 million acres of cropland to the soil bank over and above the SC
base acreage mentioled earlier . Allowing for more intensive cultiva-
tion of remaining acres and for poorer land being placed in the bank,
such a shift should result in as much as 5 to 8 percent reduction in
feed grain production.

There is widespread agreement that feed-grain production must be
kept within reasonable bounds. This is in the interest of both the
grain and livestock farmer. As suggested here, the support level on
grain would be kept at a moderate level so as not to offer an induce-
ment for excessive grain production and to avoid large supplies going
into Government storage already filled to overflowing. The key to the
success of such an approach would depend on the effectiveness of the
soil-bank program. Lowering the levels of price supports alone, if
not accompanied by substantial soil-bank payments and actual reduc-
tion in feed-grain production, would, in my opinion, lower farm in-
come sharply and cause it to fluctuate more widely from year to year.

This would be an expanded but simplified soil-bank program. It
should be more effective because participation would be much higher.
It would not be a cure-all, but it would be a step in the right direction.
The shift in incentive payments to a positive basis to increase soil-
conserving crops would have appeal to nonfarm people. There would
not be the problem of cross-compliance because every area would-be
putting some cropland in the soil bank. On the remainder of the
cropland every farm and every region would grow the crops best-
adapted to that farm or area.

For the soil-bank program to be effective, funds for its support
must be increased greatly. Some who have studied the problem say
that $2 billion would be required. Some funds now used for other
purposes could be shifted to the soil-bank program. If we make the.
soil bank work, then its cost would be more than offset by savings to
the Government in taking over and disposing of surpluses.

What of the livestock farmer? There would be an increase in sup-
ply of forage and pasture crops, with some tendency to increase rough-
age-consuming livestock on that account. This would be more than,
offset by the reduction in grains. Total feed units should be less.
However, we should begin now to consider what action could be, taken
to prevent a collapse of livestock prices if feed supplies continue to
increase.

Take a hard look at programs that intenmify the surplus prob-
lern.-Among the major reasons for our disappointing record in hold-
ing farm production in line during recent years are the numerous
Government policies and programs which have the direct effect, if not
the basic objective, of expanding farm production. These production-
increasing efforts have much mort than offset our meager and some-
times half-hearted efforts to adjust production downward.

Following are two examples of programs which I would urge the
Congress to reappraise in view of the crisis facing American farmers
in their chronic overproduction.

1. Agricultural conservation program. Millions of dollars of ACP
funds have been and are still being spent on practices which increase
farm production substantially. Among them are liming, land level-
ing, drainage with tile or surface ditches, land reclamation, farm-pond
construction, and so forth. Consider also the fact that under the cost-
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sharing or matching requirement these ACP funds result in large
amounts of private funds being invested in these production-increas-
ing practices. Under the present circumstances, much of these ACP
funds are doing more harm than good, and should, in my opinion, be
shifted to an expanded and revised soil-bank program to hold land
out of production.

2. Government programs of reclamation and irrigation. These.
large Government investments intensify and enlarge die income and
price problems of American farmers. Does it make sense at this time
for the Government to create new farms in one region with huge in-
vestments in reclamation and irrigation and thereby add to income
depressing surpluses-and, worse still, force farmers off the land in
another region. I should like to see the Congress reexamine all Gov-
ernment projects for reclamation and large scale hydroelectric dams.
Where possible, the irrigation and new farm development aspects
should be postponed until a time in the future when such added pro-
duction will be needed.

For the longer pull.-A few of the issues of farm policy, such as
strengthening the soil-bank program or dropping acreage allotments,
may be settled fairly soon. However, some of the approaches being,
considered will be under analvsis and appraisal for quite a period.

Some farmers and farm leaders argue for very tight production con-
trol programs with mandatory participation. I am sure that the
farmers in my area would not accept such a program now. But, if
we fail to make effective use of voluntary programs such as to the
soil bank, if production continues to outrun markets, and if farm in-*
come gets considerably lower, then I wouldn't be so sure.

Consider the impact on farm production (1) when all fertilizer
plants, now building and planned, get into full production of nitrogen
and other fertilizers, (2) if large amounts of outside capital are
pumped into agriculture through the route of vertical integration as it
developed in the broiler industry, (3) when grain sorghum is shifted
entirely to hybrid seed, (4) if research now underway in livestock
breeding, nutrition, and health greatly increases livestock production
efficiency, or (5) suppose our national foreign policy requires a reduc-
tion in the disposal of our excess farm production in foreign markets.'

I'm not pessimistic about these possibilities, but I do think we ought
to be thinking now on what kind of programs would make sense if
production gets clear out of hand and if farmers face economic
strangulation on their overabundant production.

In my opinion the vital issue for the long pull is this: What kind
of production and marketing controls must commercial farmers have
in order to earn wages for their labor and returns on their capital
comparable with that earned in the rest of our economy? Our pri-
mary problem is how to acquire and maintain essential bargaining
power in the sale of our products-bargaining power similar to that
achieved by corporate business when the basic corporate legislation
was passed many years ago.

I urge examination of possibilities for a basic enabling act author-
izing producer groups to apply production, quality, and marketing
controls as feasible; to raise funds for administrative expenses by
such means as checkoff or processing tax; to set sharply lower prices
for that part of production which is in excess of market outlets at
stable prices; and to develop foreign markets for their products. Such
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a basic enabling act should set limits and safeguard the interests of
other producers and the public. Insofar as possible the framework
should be set so it is a producer program, not a Government program.

It is needless to say that this chronic problem of commercial agri-
culture-the expansion of productive capacity at a faster rate than
markets-is one of our great unsolved national problems. It is a
challenge to farmers, to farm leaders, to politicians, and to social
scientists. The suggestions I make are offered in considerable humil-
ity because I am not sure that I have the answers.

What we need most are careful analyses of problems and evaluation
of alternative solutions to these problems. Those who present the a]-
ternatives as "either-or," or who deal in emotionally charred symbols
such as "creeping socialism," or "rationed opportunity are doing
more harm than good.

Our scientists and educators must give greater attention to the
critical problems of American agriculture. In this connection we
are proud in Iowa that our own land-grant college at Ames has es-
tablished an Agricultural Adjustment Center and is expanding re-
search and educational efforts in this field.



FARM MARKET PRORATION-ESSENTIAL SEGMENT

OF COMPREHENSIVE FARM INCOME PROGRAI

Glenn J. Talbott, North Dakota Farmers Union

The problem of falling farm income is a complex one. Oie's
views respecting one segment of the problem and its solution, such as
market proration or supply adjustment, can adequately be considered
only within the broad framework of all segments of a comprehensive
program.

So that my views on the essential role of farm market proration or
supply adjustment in the needed comprehensive family farm income
improvement program can be considered in the proper perspective, I
shall present briefly my understanding of the total farm income prob-
lem and my opinions concerning the comprehensive many-phased
system of commodity programs and supplemental activities required
to strengthen farmers' bargaining power in the commodity and money
markets of the Nation and the world and thereby to enable farmers
to earn a parity of income.

Briefly, a farm market proration or supply adjustment program can
efectively perform either or both of two essential economic functions
in a workale system of farm commodity programs and valid farm
income improvement measures:

1. Preferably, farm market proration or supply adjustment
can be utilized to reduce the Federal Treasury costs of fully
adequate commodity income improvement programs to zero or
practically so, and

2. In the absence of otherwise adequate demand expansion and
price protection programs, market proration can be utilized by
farmers directly to strengthen their bargaining position and
improve their price and income situation.

I would hope that whatever expanded authorization and assistance
may be made available to farmers might be accompanied by the other
essential segments of a comprehensive system of farm commodity pro-
gramis and other elements of a full parity farm income program for
all family farmers. However, even in the absence of the other ele-
ments, I .would hope and urge that authorization would be given to
farmers to use the techniques of market proration or supply adjust-
ment to keep market supply of all farm commodities as a whole, and
of individual commodities severally, in reasonable balance with effec-
tive demand at prices that will enable farmers to earn a parity of
income with people in other walks of life.

The following summary outline of Federal legislative phases of the
full parity family farm income improvement program that should be
inaugurated for all farm commodities -with the program carefully
tailored to the specific characteristics of the different individual comn-
modities will indicate my judgment concerning the role of market
supply adjustment. The different segments of the total program
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would not be applied uniformly to all commodities, but these are the
general principles or outline within which I feel a completely ade-
quutte policy wXill be fo0Und for application to the different commodi-
ties in workable combinations of the several segments.

SEGMENTS OF FULL PARITY FAMILY FARM INCOME IMPROVEMENT
PROGRAM

I. Income protection for farm families:
A. Expansion of existing Federal farm price support and related

legislation into a comprehensive system of specially tailored commod-
ity programs that will provide mandatory 100 percent of parity in-
come protection for family farm production of all farm commodities
by means of workable combinations of parity income supplement pay-
ments and price support loans, purchase agreements, and purchases.

B. Revitalize and expand Federal crop insurance program.
C. Continued improvement of social security, old-age and survivors

insurance program for farmers.
D. Supplemental programs for low-income farm families in de-

pressed rural areas.
E. Nationwide program of REA-type loans and service assistance

to farmers to build or acquire food and fiber processing, storage, and
marketing facilities.

II. Maintain national security reserve of food, fiber, and oils.
III. Expand human use and demand for farm commodities:
A. Expand domestic consumption:

1. Expanding full employment economy and reversal of tight
money policy.

2. National food allotment stamp plan.
3. Expand school-lunch program to all schools.
4. Federal financing of free milk for all schoolchildren.
5. Credit prograim to encourage improvements of terminal mar-

kets for perishable farm commodities.
6. Better terminal market inspection of perishables.
7. Provide more nearly adequate nutrition standards for public

institutions.
8. Increased emphasis on expanding industrial uses of farm

commodities.
9. Elimination of poverty in depressed industrial and rural

areas.
B. Expand exports:

1. Establish international commodity agreements for all farm
commodities that enter importantly into international trade, and
improvement and renewal of International Wheat and Sugar
Agreements.

2. International food and raw materials reserve bank.
3. Expand and extend Agricultural Trade Development and

Assistance Act.
4. Expand and extend Point 4 program of assisting free world

economic growth and development.
5. Continue and use Reciprocal Trade Agreements Act and

further customs simplification.
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6. Trade adjustment aids to United States industries, com-
munities, workers and farmers injured by tariff and import quota
reductions.

IV. Keep market supply in balance with augmented demand:
A. Establish workable all-commodity farm marketing goals and

conservation acreage reserve program.
B. Revise and extend marketing agreements and orders and pro-

vide other legislation to protect farmers in bargaining with buyers of
all farm commodities whose producers wish and are able to utilize these
approaches.

C. Extend to producers of all individual farm commodities the op-
portunity to utilize individual-commodity marketing goals programs.
: D. Revitalize and expand Farmers' Home Administration into an
-effective "yardstick" family farm loan agency .

VI. Operation of program by Federal Farm Income Stabilization
Board and State, county, and local farmer-elected committees.

INCOME PROTECTION FOR FARM PEOPLE

Almost all family farms today are commercial, farms. They must
buy an increasingly large part of the services, machinery, and supplies
used for farm operation and for modern family living. They sell a
very large part of what they produce, averaging over 89 percent. The
terms they are able to trade on make a big difference in the standard
of living the family can earn.

The prices of things that farmers buy, both production and family
living items, are retail prices, like the prices all consumers pay.

These retail prices, and the wholesale prices behind them, are admin-
istered prices-prices set by manufacturers, money-market bankers,
railroad companies, and others, on the basis of their ability to with-
hold the supply of goods and services to maintain the set price.

This is because manufacturers and the others protected by tariffs,
corporation laws, Government commissions, and many other private
and public actions provided through or permitted by State and Fed-
eral Governments can hold down production and maintain price
partly because of the relatively small number of firms or persons in
each industry. They can do so profitably because overhead fixed costs
are a small proportion of total costs. Thus, they can make large cuts
in costs by reducing production or withholding services.

On the farmers' side of the commodity market bargaining process
there are about 31/2 million full-time farmers selling farm commodities
and buying farm-production supplies in competition with each other
and buying family living items in competition with more than 45 mil-
lion other consumer units.

No one farm family controls a significantly large enough share of
the total market to raise prices received by withholding supplies from
the market. Nor have they so far been able successfully to band to-
gether without the assistance of Government to do so. Moreover,
.unlike the industrialist, a farmer's fixed costs are a very high propor-
tion of total costs. He cannot reduce total costs much by curtailing
production, and may actually increase average per unit costs.

Operating alone, the only out for the individual farmer is to produce
more as long as he can to raise gross income by increasing volume of
sales. In fact, farmers in 1957 continue to compete against each other;
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for example, to get additional land to increase output. As a. conse-

quence, farmland values continue to rise, in the face of the drastic
drop in farm income.

The increased supply resulting from 3 million farmers each doing
this causes a very large drop in prices and income received by farmers.
The nature of demand for food and clothing is such that a small per-
centage increase in supply or decrease in demand for all farm com-
modities taken together will cause a 5 to 10 times greater percentage
drop in prices received by farmers.
-Coupled with these chronically adverse terms of trade for farmhers,
which are associated with the industrial structure sanctioned by Gov-
ernment, is the tendency for improving farm technology to cause farm
production to increase faster than population and improving diets
even if special governmental consumnption-expanding measures are
put into effect.
* The net result of farmers' adverse terms of trade is chronic farm
economic depression when farm income is not specifically protected
from the forces of the so-called free market.

Farm family income will continue to drop in an unprotected market
until such time as farm families exhaust a substantial portion of their
assets and net worth, until thev are living in utter poverty and have
worn out their capital equipment and exhausted their soil and water
resources.

Farm income improvement programs either for farm commodities
as a whole and for individual farm commodities taken one at a time
are largely meaningless in the absence of specific mandatory price or
income goals. The specific goal should be the attainment of that
combination of market prices and supplemental income deficiency
payments that will enable farmers to earn a full parity of income.

Parity for any farm commodity should be figured as the return per
unit of the commodity that would give farm families who produce it
an opportunity to earn the equivalent income and purchasing power
that can be earned by people in other occupations in an expanding
full employment economy.

Faanily farmn volume protected.-Any individual farm operating
family should be eligible for protection on their actual sales up to the
maximum volume of output of a fully adequate and efficient family
f arm.

Methods of income protection.-Price-supporting Government pur-
chases of commodities would be used only where required to relieve
temporary seasonal market gluts and where either the commodity or
its products can be economically stored from year to year or where
noncommercial outlets are in sight for the commodities purchased.
Price-supporting purchase agreements and nonrecourse price-support
loans would be used to maintain orderly marketing and market sta-
bility for storable commodities.

Government purchases without reference to need for price support,
would also be used where needed to develop and maintain the Nation's
safety reserve, strategic stockpile, or ever-normal storehouse of food
and fiber commodities.

But primary reliance for farm income protection for commodities
marketed wvould be placed upon use of parity income supplement
payments direct to farmers to make up the margin by which market

.)722G-57-4S
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prices received by producers of that commodity were below the parity
level for that commodity. ks will be seen later in my discussion,
such payments would be necessary only in years of less than full
employment or when a forecasting error is made in connection with
farm market proration planming and as a part of the needed supple-
mental income program for extremely low-income farm families.

CROP AND LIVESTOCK IN-SSURANCE

Farm commodity price and income protection programs are effec-
tive against unfair economic hazards resulting from farmers' weak
bargaining power in the market. They do not protect farm income
when the farmer has nothing to sell if his crop or livestock is a failure
because of drought, flood, insects, or other natural disaster.

To fill the latter need, I strongly recommend the revitalization and
rapid expansion of the Federal crop-insurance program and its expan-
sion to cover farm livestock in workable ways.

SOCIAL SECURITY, OLD AGE AND SURVIVORS' INSURANCE FOR FARMERS

Farm people share the same needs for social security against old age
or disability and death of income earner as people in other walks of
life.

Existing law now extends to farmers the protection of the Federal
social-security insurance public-assistance system against the economic
hazards of death, disability, and old age. These programs should be
further improved.

SUPPLEMENTAL FAMILY FARM DEVELOPMENT PROGRAMS

In addition to the general comprehensive farmi income improve-
ment programs required in the interests of all family farmers, special
supplemental programs of credit, technical advisory assistance, and
other services are required to meet the problems of family farm
development of low-income farm families in widespread disadvan-
taged rural areas of chronic underemployment.

COMMODITY MARKETING LOANS

I suggest the need for establishment of an agency in the United
States Department of Agriculture to extend REA-type loans and
services to farmers to enable them to build or acquire facilities to as-
semble, process, store, and distribute farm commodities and products
thereof. Such loans would be extended at an interest rate equal to the
average long-term cost of funds to the Federal Government. This
would enable farmers to establish privately owned farmer-controlled
yardstick "middleman" businesses to keep the profits from such op-
erations in the hands of farmers. This would also help control and
dampen down the widening spread between the price received by the
farmer and that paid by the consumer.
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iEXPA N DING FULL EMPLOYMIENT E(;ON (JIIY

The domestic market demand for farm products resulting from in-

creasing farm productivity can be maintained only in an expanding
full-employment economy. The economic history of the Nation shows
that over the 45 years for which statistical data are available farm
family incomes fall in any year When the total national economy grows
by less than 10 percent above the previous year. Except in years when
total national economic growth is 10 percent or more per year, the
terms of trade are against farmers for the reasons I have discussed
previously.

Economic growth as rapid as 10 percent a year might in most years
bring legitimate inflation in the prices of industrial products. Yet a

slower growth rate means falling farm income. Consequently I favor
adoption of all needed governmental policies including reversal of the
tight money policy required for maintenance of a national economic
growth rate of at least 6 percent per year, recognizing, however, that

such policies alone will not overcome the adverse market position of
farmers.

EXPANDINGT DOMESTIC CoN-sUMP1YrIoN AND MARKET DEMAND

Effective advertising and merchandising of farm-produced com-

modities are of some value in expanding domestic markets for farm

products. But they cannot be exclusively relied uponI to bring about
any very large expansion in the total United States demand either for

individual far m commodities or for all food and fiber taken as a whole.
The Nation's leading economists are agreed that the only way very

greatly to increase domestic consumer demand for food and fiber is

through increased purchasing power of groups of consumers that do

not now have sufficient buying power to buy the food and clothing they
need and want. Increased emphasis upon increasing industrial uses

of farm commodities may also help gradually to expand domestic de-
mand in future years.

Adequately financed, the programs listed under this heading in the
previous outline would add considerably to consumer demand for

farm commodities in the United States. As poverty in depressed
areas is gradually eliminated the special low-income consumer subsidy
could be reduced in scope.

EXPANDING FORF.IGN- CONSUMPrTION AND M ARKr DEMAND FOR

UNITED STATES FARMS COAITODurrnEs

An important part of United States produced farm commodities, up
to 10 percent of total production, must in normal years find a market
outside our national boundaries. This market can and should be ex-
panded.

Additional agricultural attach6s and improved advertising and mer-

chandising will help some. But just as in the case of domestic market,
the really big increase in market demand for United States produced
farm commodities can come only from increased purchasing power in
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foreign countries, or from United States Government financing or
subsidization of exports.
- I am convinced that total farm exports could and should be raised
immediately to at least $4.5 billion annually by the combined and
coordinated use by our Nation of the export-expanding policies and
programs listed earlier in this paper.

KEEPING FARM MARKETINGS IN BALANCE WITH AUGMENTED DEMAND

Vastly increased domestic consumer and export demand for United
States farm commodities could and should be brought about by adop-
tion of the programs I have discussed earlier. However, such in-
creased demand would not in any particular year be evenly spread over
*different commodities. Nor is it likely that increased or decreased
production due to technological development and weather conditions
would be spread evenly over all commodities. With output of any
farm commodity or farm commodities as a whole expanding faster
than augmented demand in any particular year or over a period of
years, this is a constantly depressing force upon prices received by
farmers and upon farm family incomes.

Parity income deficiency payments and price-supporting loans and
purchases must be available for use at all times to keep farmers' re-
turns at the parity level. These are very effective for short periods
of time; but will soon become worn out, economically and politically,
if used too constantly.

To remove the strain of constant heavy use from the parity pay-
ment and price-support program is, in my opinion, the appropriate
and essential note of realistic workable programs that farmers can
use to keep the market supply of farm commodities in reasonable
balance with export and domestic consumer demand as augmented in
the ways I have discussed.

Both total national farm production and the production of individ-
ual commodities have a constant tendency to exceed effective market
(money) demand. Each 1 percent in the absence of a price protection
program, by which total farm production exceeds demand at 100 per-
.cent of parity income equivalent price brings a drop in prices received
by farmers of 5 to 10 percent. Each such 1 percent of market supply
above market demand reduces farm family income by at least 12
percent below full income parity.

In my opinion, farmers can use this economic fact as an effective
pry-pole with great leverage to raise their incomes to a parity level.
Or in the absence of adequate bargaining power this economic fact has
and will continue to beat family farmers down to their economic knees.

If a 100 percent supply will sell as it will at 100-percent prices and
return 100 percent of parity gross and net incomes to farm people,
it is not reasonable to produce a 103-percent supply, sell it at 79-
percent prices for an 81-percent gross and 84-percent of parity net
family income. Yet under existing laws and policies that is almost
universally and exactly what farmers are required to do.

It is here that I find the appropriate and effective role for farm
commodity market proration or supply adjustment.

Such programs fulfill these major functions:
(a) prevent wasteful use of farm labor, capital, and natural

resources;
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(b) assist farmers to keep market supplies of farm commodities
in reasonable balance with market demand and thereby:

(1) reduce the Government cost of the income protection
and price support program, and,

(2) where needed, can be used directly to raise prices
received by farmers above free market levels.

SUMMARY OF FAR3M MARKET PRORATION

I shall now discuss the farm market proration or supply adjust-
ment programs I feel could be effectively used to solve the total prob-
lem in ways tailored to the specific needs of the producers of individual
commodities. These include:

1. A workable national all-commodity farm marketing goal and
conservation acreage reserve:

2. Extension in workable ways to producers of all farm commodi-
dities who wish and are able to use them of the protection and right
to utilize private collective bargaining techniques under marketing
agreements and orders or similar protective Federal and State legis-
lation;

3. Extension in workable ways to producers of all farm commodi-
ties of the privilege of using improved single-commodity marketing
goal programs; and

4. Marketing premium payments for sale of hogs and cattle at de-
sirable weights and types.

EcoNoMIrcs OF MARKET PRORATION AND SUPPLY ADJUSTMENT

The desirable results of these adjustment programs would be de-
rived from two facts.

First, no one seriously believes that farmers should waste their time
and use up their resources to produce commodities that will not be
used but whose presence on the market will reduce farm prices and
incomes to the bankruptcy level.

Second, the inelasticity of the demand for farm commodities as a
whole and for many individual farm commodities is so severe that in-
creased -quantities can be sold only at greatly lowered prices. Or
conversely, for all farm food commodities as a group, a 1-percent cut in
supply will have a 6 percent, 7,.or even 10 percent raising effect on farm
prices and an 8 to 12 percent raising effect on farm net income.

For example, a 2-percent cut in total production of farm food com-
modities at present levels would reduce the Government cost of an
adequate income protection and price-support program by more than
$2 billion per year, or in the absence of such a program, would raise
gross and net farm income by more than $2 billion per year.

In any particularly year expansion of the national economy and of
farm exports and the scope of the special demand-expanding pro-
grams may not, and in the foreseeable future probably will not, be
sufficient to provide the expanded effective demand required to keep
prices received by farmers at a level that will enable farm people to
-earn parity incomes or a tolerable percentage thereof. Moreover,
while the level of general demand for all farm commodities may be
satisfactory one or more individual commodities may at antv time. n
into speci6c difficulty.
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To protect farm income and to improve it in such circumstances re-
quires the use of a comprehensive system of specific protection pro-
grams tailored to the needs of different commodities for the faiinly
farm production of all farm commodities through workable combina-
tions of parity supplement payments and price supporting loans and
purchases.

However, such programs quickly become subject to political attack
if they must be used in large magnitude continuously.

If annual production increases too fast and exceeds the rate of
expansion of augmented annual demand for domestic consumption
and exports, stocks pile up, and Government ownership and Govern-
ment costs for parity supplement payments would mount rapidly.
Either or both occurrences soon lead to a political clamor to "lower
the high rigid" support level.

To forestall these developments and to attain the advantages of an
adequate system of commodity protection programs, I firmly believe
that farmers generally will not only accept but affirmatively welcome
the opportunity to use such federally sanctioned farm market pro-
ration or supply adjustment programs as are required to keep market
supplies of farm commodities in reasonable balance with augmented
demand.

NATIONAL 'WELFARE PRO31 OTED

Considerations of national welfare demand continuous concern in
re the income status of farm people.

In the first place, in a democracy within a republic the income sit-
uation of any segment of population, particularly one as large as the
22 million-plus people who live on farms cannot and should not be
disregarded.

In the second place, the immediate and longer run future welfare
of the entire population is directly and intimately involved. By 1975
the population of the United States will be at least 228 million, 35.
percent or 59 million more than at the end of 1956. For national
safety, the Nation must develop by 1975 a farm productive plant
capable of producing approximately one-third more food, fiber, oil,
and timber than in 1956.

Third, continuation of national prosperity with full emplovynent,
full production, and relatively full consumption is seriously endan-
gered when any large segment of the economy such as farming con-
tinues in a depressed economic condition. It is abundantly clear in
American history that major national depressions are farm led and
farm fed.

Moreover, continued and deepening farm depression acts as a pow-
erful stimulant to the increase of industrialized agriculture, corporate
farming, and an increasing prevalence of tenancy. Such trends as
these are inimical to the preservation and strengthening of the family
farm pattern of American agricultural production which is one of
the Nation's major bulwarks of political and social stability and is
one of the Nation's best examples of hope and inspiration to the 2 bil-
lion of the world's people who live by farming but have not yet made
the ultimate choice between democracy and some form of Fascist or
Communist totalitarianism.

In terms of general national interest (and that of farm people) in
maintaining family farm income, production and marketing adjust-
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nienit rather t! an thrm ough reducing support levels is the, mnost intolli-
gent action to reduce the pressure of supply on the farm income pro-
tection and improveinent, program.

If a 4-percent "oversupply" is adjusted by lowering support levels,
farm family income drops drastically, because the support level must
be dropped by 25 percent. If the adjustment is made by reducing the
volume of marketings, farm family income falls but slightly.

The arithmetic is as follows:
104 percent (supply) multiplied by 75 percent (prices) =78 percent gross income
78 percent gross income minus 52 l)ercent (costs) =26 percent net income
100 percent (supply) multiplied by 100 percent (prices) =100 percent gross income
100 percent gross income minus 56 percent (costs) =44 percent net income
Net income index by cutting production…--------------------------------- 44
Net income index by cutting price--------------------------------------- 26

Difference (69 percent)…-- -- -- -- --- -- -- -- --- -- -- ----- -- 18
Net farm family income would be nearly 70 percent higher by cut-

ting the volume marketed by 4 percent than by allowing prices to drop
the 25 percent required to get the so-called free market to absorb the
additional output.

NATIONAL WAVELFARE PROTECTED

Farm commodity supply adjustments should be viewed as supple-
mental to farm income protection programs and not as income-im-
proving devices in themselves for several impelling national welfare
reasons.

First, if such devices are designed to tailor each year's production
to what the market will take at prices that will enable farmers to earn
full parity incomes, there is an ever-present danger that adverse crop
conditions may result in low yields and therefore lead to severe short-
ag es. Moreover, in periods of recession and depression the cutting of
the production of farm commodities to the volume that the depressed
market will take at fair prices to farmers would so severely reduce
supply that starvation and food riots would result.

This is, of course, exactly the principle upon which big industry, big
business, private profit utilities, and organized labor operate to main-
tain prices, wages rates, and profits while cutting production.

In 1932 steel production for the year was cut to only 20 percent of
capacity. If farmers had cut their production by a similar propor-
tion, more than 4 out of 5 persons in the towns and cities of the United
States would have starved to death. Obviously the Nation as a whole
cannot allow farmers to use market proration or supply adjustment
as a means of income protection to anything like the same extent that
it allows steel producers to use it. But it is patently unfair to sanc-
tion and condone enforced scarcity as an economic tool of steel pro-
ducers, the prices of whose products make up a large share of farm
production expenses, and completely deny the use of the same tool to
farmers.

In 1954 the steel industry operated at only 71 percent of capacity,
average for the year. Total industrial production dropped by 9 per-
cent from 1953 to 1954 although industrial prices were raised. In-
dustrial employment was cut by 7 percent but hourly wages rose 2
percent.
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In my opinion, the following limits on the use of federally sanc-
tioned and administered farm commodity market supply adjustments
by farmers should be incorporated in the program and compensations
to farmers made to adjust for them:

1. Farm marketing adjustments should not be used to reduce the
size of already existing carryover of commodities. These should be
insulated from the market, and such of them as are not needed for the
national security reserve should be disposed of in nonwasteful non-
commercial channels.

2. Market supply adjustments should not be utilized to reduce total
annual production of any commodity below the volume that the market
will buy at prices which will return parity farm income in view of that
year's augmented domestic and export demand in a full employment
economy.

To reduce production below these levels would be a great deal more
serious in the case of food and fiber than in the case, for example, of
steel and automobiles.

CONTINUED INCREASE IN FARM PRoDUCTIVITY

Since World War II, there have been 7 years when prices received
by farmers averaged 100 percent of price parity or more. During these
years, farm output per man-hour increased on an average of 3 percent
per year (table I). No one knows, of course, whether such increases
in farm productivity will continue in future years. But we do know
that farm technological improvements already tested, but not yet
adopted on most farms, are more than sufficient to maintain the above
rate of increasing efficiency for the next 10 or 15 years, if farm income
is maintained anywhere at all above the 50 percent of income parity
level.

In contrast, population is increasing only 1.7 percent per year and
per person consumption is expanding at a rate not faster than three-
tenths percent per year. This makes a total growth of demand for
farm commodities of approximately 2 percent per year, leaving a 1
percent per year drop or net drag. No one, of course, can predict
future demand for farm commodities with exact accuracy.

However, if an adequate 100 percent of parity farm income protection
program is to be operated in what appears to be the future situation
some means must be used to hold down advancing farm productivity.
In the short run this cannot be done by reducing price-support levels
as experience of the sliding-scale program was dramatically demon-
strated.

In the longer run such a policy can, of course, be effective in halting
the increase of farm production, but only by driving down farm prices
and income further and further until farm families mortgage their
assets to the hilt, lose their net worth, use up their available credit, and
wear out their soil, water, and other capital assets and several genera-
tions on our farms have gone through the wringer of bankruptcy.

If the preceding estimate of an approximate 1-percent drag per year
is correct, and complete reliance is placed in the so-called free market,
this mounting excess of farm commodity supply over effective demand
would push down prices received by farmers and gross farm incomes
by about 6 to 10 percent per year. With relatively fixed costs of pro-
duction equal to two-thirds of gross income, net farm income would
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tend to drop by about 10 to 15 percent per year. If such farm income
drop were long continued, farm production increases would, of Course,
ultimately be stopped. But at what a cost to farmers and the general
welfare.
TABLE I.-Parity price ratio and increasing farm efficiency and productivity,

191,6-55

Index of farm Percent Index of farm Percent
Farm output per Increase in Farm output per increase in

Year price man-hour in farm pro- Year price man-hour in farm pro-
parity following ducti vity parity following ductivity
ratio year above pre- ratio year above pre-

ceding year ceding year

1046 0 113 92 1 1951 107 120 6e
1947 115 104 13 1952. 100 123 2
1948 110 104 0 1953 92 1126 3
1949 100 112 8 1954 89 130
1950- 101 113 1 1955 .- 4

' Average for 7 years.

PROPOSED FARME MARKET PRORATION SUPPLY ADJUSTMENT PROGRAM

To accomplish this objective effectively, it seems to me that we need
a complete set of devices to enable farmers to increase their bargain-
ing power in the Nation's commodity markets by adjusting market
supply to augmented effective demand. In summary the complete
set of devices I suggest, which are described in greater detail in
appendix B (p. 834 ff.), are:

(1) A nationwide REA-type loan and technical-assistance pro-
gram to assist farmer-owned and controlled business enterprise
to acquire, build, and operate facilities to assemble, process, mar-
ket, and store farm commodities and their products;

(2) A workable national all-commodity farm marketing goal
and voluntary conservation acreage-reserve program to keep total
market supply of all farm commodities as a whole in balance with
increasing total domestic and export demand for all food and
fiber;

(3) Marketing premium payments on hogs and cattle mar-
keted at desirable weights;

(4) Extension to producers of all farm commodities who wish
to use them, of the protection of cooperative bargaining as pro-
vided by marketing orders and marketing order legislation;

(5) Improved marketing quotas for '"basic" commodities and
new national single-commodity farm marketing goal programs
for all farm commodities, when needed.

(6) Proposed system to be operated by a Federal Farm Income
Improvement Board composed of 11 members, 6 officials of the
United States Department of Agriculture, appointed by the Pres-
ident, by and with the advice and consent of the Senate, and 5
members elected from their own number of the farmer-elected
members of the State farmer committees; 5-member State farmer
committees, 2 including the chairman, appointed by the Secre-
tary and 3 elected from their own number by the county farmer
committeemen; and county and local farmer committees elected
by farmers.
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In my opinion, the situation and need calls for a complete logical
set of tools to enable farmers to put their bargaining power in the
market on a par with the buyers of farm commodities. This can be
done with a combination of tools, each specifically designed for its
particular purpose and for specific commodities to work together as a
whole in connection with domestic consumption and export expanding
programs to make a 100 percent of parity farm-income protection
program economically workable, administratively feasible, and polit-
ically acceptable.

The REA-type storage and processing loans to farmer-owned and
controlled business enterprises would enable farmers to set up their
own yardstick operations to measure land regulate the ever-increasing
marketing margin or spread between the prices received by farmers
and those paid by consumers. Even if such operations did not reduce
the spread, at least a part of middleman profits from such operations
would go to the farmer-owners of the enterprises.

The basic principle of the proposal is that the farmers will be en-
abled to tailor the supply of farm commodities that is put on the
market to equal the volume that the market will take, with such
domestic and export demand-expanding programs as are in operation,
at approximately parity-income equivalent prices, assuming that the
total national economy is operating at relatively full employment level
of prosperity.

The basic principle could be carried out by means of a series of
tailored and matched programs as follows:

A. The all-commodity farm marketing goal and conservation acre-
age reserve program to set up a nationwide all-commodity market
supply adjustment program.

Each year, on November 15, the Secretary of Agriculture, on advice
-and recommendation of the Federal Farm Income Improvement
Board, would determine:

(1) The total volume of farm commodities that will move at
parity income prices in the next calendar year, based upon the
assumption that not more than 3 percent of the civilian labor force
will be unemployed. He would then value this full employment
volume of farm supply at parity income prices and proclaim the
total figure as the following year's national all-commodity farm
marketing goal.

(2) Simultaneously with determining and proclaiming the all-
commodity marketing goal, the Secretary, with advice and upon
recommendation of the Federal Farm Income Improvement
Board, would determine and proclaim the national conservation
acreage reserve. To determine the national conservation acreage
reserve, a calculation will be made as to the number of acres avail-
able for commercial production of farm commodities, including
hay, pasture and grazing lands. From this total will be sub-
tracted the number of acres expected to be required to produce
the national farm marketing goal volume of farm commodities.
The resulting figure-the number of acres of farmland not needed
in the year ahead for commercial production-will be proclaimed
as the national conservation acreage reserve for that year.

(3) The Secretary would offer to make rental payments to
farmers on annual contracts to keep their conservation acreage
reserve out of commercial production and to make payments re-
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quired to cover the cost of putting the land into the ptMimum
conservation condition for that year.

(4) Both the national all-commodity farm marketing goal and
the national conservation acreage reserve would be apportioned
by the Federal Farm Income Improvement Board, according to
standards established in the law, to States; from States to coun-
ties, and from counties to farms. By this process each farm
family would be awarded an all-commodity farm marketing goal
(evidenced by a farm marketing goal certificate) and a conserva-
tion acreage reserve eligibility figure.

The all-commodity farm marketing goal certificate would show
in terms of dollar value at parity-income equivalent prices the
volume of sales for which the family could obtain goal certificate
of sales free of charge from the county farmer committee. If the
family wished to sell a larger volume than is covered by the all-
commodity farm marketing goal certificate, it could do so by pur-
chasing over-goal certificates of sales from the county farmer
committee by paying a farm income stabilization fee equal to 75
percent of the parity income equivalent price of the commodities
covered. The Secretary of Agriculture would be directed to con-
fiscate any farm commodity or product thereof found to be un-
accompanied by a goal certificate of sale or an over-goal certificate
of sale in the ownership of anyone except the farm family that
produced it.

(5) The family would be eligible to place any acres it desired
in the conservation acreage reserve, except if there was not enough
to go around, no family could put in more than its pro rata share.

B. With total farm output and market supply as a whole kept in
reasonable balance with total domestic and export market demand
by means of the all-commodity farm marketing goal and conservation
acreage reserve, we must then provide for a series of individual farm
commodity market production or supply adjustment programs.

First, the producers of all farm commodities are made eligible,
where they so desire, to make use of the marketing order device now
used by city fluid milk producers and for some fruits, vegetables, and
nuts. As a protection to consumers such producers should not be
allowed to use marketing orders, or similar devices, to raise the prices
of their commodities above the parity-income equivalent price.

C. For each farm commodity not already protected by a marketing
order program a special single-commodity farm-marketing goal pro-
gram would be established. On advice and recommendation of the
Farm Income Stabilization Board, the Secretary of Agriculture
would determine for each such commodity whether in the marketing
year ahead the expected total supply of the commodity will exceed the
"normal supply." The normal supply would be defined as the volume
of the commodity that will sell at parity-income equivalent prices in
a full-employment economy. If total supply is expected to exceed
normal supply, the Secretary would be required to proclaim a na-
tional single-commodity marketing goal for that commodity, appor-
tion it out to States, counties, and farm families, and then hold a
referendum. If two-thirds or more of the producers voting in the
referendum approve the marketing goals expressed in baleage and
poundage terms, a producer could obtain single-commodity goal cer-
tificates of sale for up to his goal volume of sales and could buy over-
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goal single-commodity certificates of sale for any volume of the com-
modity he wished to sell in excess of his goal. He would be able to
purchase the overgoal certificates of sale by paying a farm income
stabilization fee equal to 75 percent of the parity income equivalent
price of the commodity. The Secretary of Agriculture would be re-
quired to confiscate any such commodity moving in channels of trade
if unaccompanied by an all-commodity certificate sale and individual
commodity certificate of sale.

SUMMARY

In the preceding statement I have gone into considerable detail
concerning specific application of farm market proration or supply
adjustment programs. I have done so to demonstrate that a fully
workable market proration system can be developed for all farm
commodities. I am firmly convinced the farmers would not only
accept but would welcome the opportunity, right and authorization
to utilize such a system.

The important point in what I have said is not the merits of the
specific details I have outlined-rather, the important points are
these:

1. Farmers suffer from a chronically low disparity of income and
income-earning opportunities;

2. The fundamental factor in farmers' lack of parity income is their
weak bargaining positions;

3. Farmers' bargaining power cannot be strengthened in a com-
pletely competitive farm-market operation in an otherwise admin-
istered production and administered price economy.

4. To overcome farmers' weak bargaining position requires the
adoption and operation of a comprehensive full parity family farm
income-improvement program of many phases and segments.

5. An essential part of such a program is a comprehensive system
of farm commodity programs that will be adequate to meet the total
problems and tailored to the specific needs and unique characteristics
of individual commodities.

6. The needed comprehensive farm commodity protection program
should consist of:

(a) National security reserve;
b) Mandatory income protection at full income parity for

the family farm production of all farm commodities;
(c) Farm market proration or supply adjustment programs

required:
(1) To dampen down total farm sales (I have suggested the

all-commodity farm marketing goal and conservation acre-
age reserve program for this purpose), and

(2) Individual commodity programs to enable producers
to keep supplies in line with augmented market demand at
parity income equivalent prices in a full employment
economy.
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I. Collective bargaining through marketing agree:
and orders and similar devices.

II. Individual-commodity marketing goals and
III. Incentive marketing premiums for sales of live-

stock at desirable weights.
These are the principles. Their specific detailed application and

the terminology used to describe them can, of course, be varied from
these that I have used. The degree or extent of application of the
different phases would vary with the situation of each individual
commodity. However, the basic fundamental proposition I have
stated is that farmers' bargaining power should be strengthened to
the extent that farmers are allowed and enabled to place on the mar-
ket only that volume of each and all farm commodities that will en-
able them to earn a parity of income under whatever circumstances
may exist from year to year.

(Additional details on the proposals are given in appendix B, p. 834 if.)
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APPENDIX A

FARM SIZE AND THE FAMILY FARM'

Several papers in this volume described technological changes in
agriculture and their impact upon the size and organization of farms.
The changing character of agriculture persistently prompts the ques-
tion, what is happening to the family farm? Is large-scale, corpora-
tion farming taking over? This appendix assembles and comments
upon some statistics that bear upon these questions. While the sta-
tistics are instructive, they often do not provide answers upoll which
everyone can agree.

Usually "family farm" means a farm where the operator does or-
dinary farm work (often aided by other members of the family),
makes the managerial decisions, and is not primarily a foreman or em-
ployer of hired labor. Sometimes, also, there is a feeling that the
family farm is one using traditional production methods and pro-
ducing only incidentally for the market. On the other hand, many
persons think that the family farm should be large enough to provide
the family with a decent living in today's terms. There is no way of
capturing these vague and divergent ideas in a single definition for
the purpose of measuring the status of the family farm. Accordingly,
no rigid criteria for the family farm are adopted here. Most of the
statistics center on farm size. Emphasis is given to the size of the
labor force and its division between family and hired labor because
this particular measure probably is especially relevant to most per-
sons' concept of the family farm.

THE CURRENT SIZE oF FAR-M

The Census economic classification of farms applies the term "com-
mercial" to any noninstitutional farm selling more than $1,200 worth
of farm products and to farms having sales in the range $250 to $1,199
if the operator worked off the farm fewer than 100 days and if sales
of farm products exceeded the family's nonfarm income. The "com-
mercial" farms are subdivided into six classes, by value of products
sold. Most farms in classes V and VI are distinctly inadequate pro-
duction units on which underemployment of family labor is a serious
limitation on income. The first 4 classes (I-IV) made up only
44 percent of all farms but sold about 91 percent of all farm products
put on the market in 1954 (table A-1). The first four classes com-
prise, approximately, "commercial agriculture" as the term is used
in the studly with which this volume deals.

X Prepared by the subcommittee staff Discussions of farm size and the family farm in
major geographic regions of the country are Included in the papers of cb. 3 of this volume.

97226-57-49 757
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TABLE A-1.-Economic classification of farms, United States, 1954

Number of Percentage Percentage
Economic class Sales per farm farms of all of value of

(thousands) farms products sold

Commercial" farms
Class I ---------------- $25,000 and over . .134 2.8 31.3
Class 11 --- $10,000 to $24,999 449 9.4 26.9
Class III-- $5,000 to $9,999 .. 707 14.8 20. 5
Class IV -- $2,500 to $4,999 - 812 17.0 12.1

Subtotal -. ..... 2,102 44.0 90. 8

Class V - $1,200 to $2,499 763 16.0 5. 7
Class VI -....----... $250 to $1,199 1 '- 462 9.7 1.4

Subtotal _------------- -1, 225 25.7 7 1

All"commer --al.- - 3,327 69.7 97.9

Part-time-$250 to $1,199 ' -575 12.0 1.4
Residential -U Under $250 878 18.4
Abnormal ' -- - 3 .1 .3

Subtotal - _ 1, 455 30.4 2.0

All farms - _ 4, 782 100. 0 100.0

' Farms with sales of from $250 to $1,199 were classified as part-time if the operator worked off the farm 100
days or more or if the family's nonfarm income exceeded the value of farm products sold.

2 Public and private institutional farms, etc.

Source: 1954 census of agriculture.

More work is done by family labor than by hired labor on most
class II farms and on some class I farms. A classification of farms by
labor expenditures in 1954 suggests the relative importance of farms
on which hired labor exceeds family labor (table A-2). Probably
an annual expenditure of $2,000 for labor roughly separates the f arms
on which family labor is most important from those on which hired
labor does most of the work. This tends to be borne out by the labot
on farms at the time the 1954 census was taken, although employment
of seasonal labor was high on that date. Apparently, unpaid family
labor did half or more of the farmnwork on about 95 percent of ail
farms, and these farms contained 82 percent of the harvested cropland
and 63 percent of all pastureland in 1954.

TABLE A-2-Classifications of farms by labor expessditnses, 1954

Workers per farm, enumeration date
2

Percentage Percentage
Labor expenditures during Percentage of all, of all

year of asl cropland pasture
farms Family 3 Hired, Hired, harvested land

regular 4 seasonal 4

None - 53.0 1.4 --- 31.4 28.4
$1 to $1. 999- 41.3 1.65 0.1 0.6 50.9 35.1

Subgroup 94.9 1.4 .05 .3 82.3 63. 5
$2,000 to $4,999 --- -- 3. 4 1.4 1.0 1.8 10.1 16. 6
$5,000 to $9,999 -- ---- 1.0 1.2 2.1 3.9 3.9 8.9
$10,000 or more------ . 7 1.0 7.0 12.0 3.7 11. 0

All farms -100.0 1.44 .14 .43 . 10(). 0 100. 0

' From a special tabulation of the Bureau of the Census (press release of Oct. 10, 1957,.No. 4, series AC.4-3)
based on a sample of 5 percent of the larger farms and I percent of the other farms 'indluded in the 1954 tell-
sus of agriculture. Sampling error is rather large, and some averages are slightly influenced by ronund-
ing-off inaccuracies.

2 Sept. 20-Oct. 2 (33 States) and Oct. 24-30 (15 States).
3 Operators working I or more hours and other unpaid family members working 15 hours or more in the

specified week
4 Regular workers hired for 150 or more days of the year; seasonal workers employed less than 1.50 days.
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Approximately 3 percent of all farms spent between $2,000 and
$4,999 for labor in 1954. Often much of this was for temporary
workers to meet seasonal labor requirements and was in this sense
supplemental to the family labor force. Opinion differs as to whether
the labor criterion permits these farms to be considered family farms.
They contained one-tenth of the harvested cropland and one-sixth of
all pastureland. Two percent of all farms, containing about 8 percent
of the cropland and 20 percent of the pastureland, employed consid-
erably more hired than family labor (labor expenditures exceeded
$5,000). Much of the pastureland on farms spending $2,000 or more
for labor was rangeland of low carrying capicity in the West. But
much of the cropland oln large farms was fruit, vegetable, and irrigated
cotton land on which the value of production per acre was high. The
larger farms' share of total crop production probably was substan-
tially higher than their proportion of harvested cropland.

The relative importance of larger-than-family farms in different
types of farming is suggested by table A-3. The most important type
of farm is "livestock farms (other than dairy and poultry)." On this
kind. of farm, 37.8 pqrcent of all sales in classes I to VI were made
by class I farms in 1954. The average hired labor force on1 class I
farms was 2.12 man-equivalents. Further breakdown of this group
would show that the hired labor force on class I cattle and sheep
ranches of the Rocky Mountain and desert regions probably averaged
about 5 or 6 man-equivalents while the hired labor on class I live-
stock farms in the Corn Belt averaged only 1.1 man-equivalents.3

'I 954 census of agriculture, vol. III, pt. 9. ch. VI, pp. 14-10.
D Ibid.. ch. VII, p. 35.
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TABLE A-3.-Value of sales and composition of thte labor force, by type and
economic class of farfl, 1954 '

Economic class of far
Type of farm and descriptive Itemn 2 _

I II III IV

All types (100.0):
Percentage of sales in classes I-VI -32.0 27. 5 20.9 12. 4
Sales per farm (thousands of dollars)- 58. 0 14. 9 7. 2 3.7
Family labor 3 per farm (man-equivalent) 1. 13 1.21 1. 21 1. 16
Hired labor per farm (man-equivalent) 4. 29 .60 22 .11

Cash-grain farms (18.5):
Percentage of sales in classes I-VI -22.3 36.4 26. 1 11.1
Sales per farm (thousands of dollars) -45. 6 14.8 7. 3 3.8
Family labor 3 per farm (masn-equivalent) --- 1.16 1.18 1.11 .94
Hired labor per farm (man-equivalent)- 1. 91 .33 .12 07

Cotton farms (10.7):
Percentage of sales in classes I-VI -40. 8 15. 1 12. 2 15. 2
Sales per farm (thousands of dollars) -69. 7 15.4 6. 8 3.4
Family labor I per farm (man-equivalent)- 1. 06 1. 12 1.44 1. 53
Hired labor per farm (man-equivalent)- 670 1.39 49 .15

Other field-crop farms 4 (6.5):
Percentage of sales in classes I-VI -20. 8 14.4 20 7 26 6
Sales per farm (thousands of dollars)- 59. 6 14.9 6.9 3. 7
Family labor s per farm (man-equivalent)- 1.15 128 1.46 1.37
Hired labor per farm (man-equivalent)- 7. 44 1.14 33 .13

Vegetable farms (2.2):
Perccstage of sales in classes f-VI-72.6 13.2 6.9 4.3
Sales per farm (thousands of dollars) -1. 3 15. 5 7.0 3. 6
Family labor 3 per farm (man-equivalent) ---- 1. 11 1. 24 1. 15 1.08
Hired labor per farm (man-equivalent)- 16.71 2.35 55 .36

Fruit-and-nut farms (4.9):
Percentage of sales in classes I-IV -. _ , 9.3 20. 8 10.8 5.9
Sqles per Nhrm (thousands of dollars) -- 6-1--------- N. 7 . 8 4 1
F uTily labor 3 per farm (man equivalent) .98 .96 87 71
Hired labor per farm (man-equivalent) - 8.04 1. 67 74 36

Dairy farms (14.8):
Percentage of sales in classes I-VT -16.4 30. 1 31. 0 16.1
Sales per farm (thousands of dollars) -50. 1 14. 2 7. 1 3.7
Family labor 3 per farm (man-equivalent) -- 1- 1.18 1.30 1. 28 1.19
Hired labor per farm (man-equivalent)- 4. 17 67 19 07

Poultry farms (.1):
Percentage of sales in classes I-VI -43. 7 30. 2 14. 2 7.0
Sales per farm (thousands of dollars)- 49.4 15.7 7.4 3.8
Family labor 

3
per farm (man-equivalent)- 1.19 .15 1. 03 .89

Hired labor per farm (man-equivalent) 1. 52 1.27 .10 .05
Livestock farms (other than dairy and poultry) (25.3):

Percentage of sales in classes I-VI - -- - 37.8 30. 2 18. 1 S. 7
Sales per farm (thousands of dollars) ---- - 58. 1 15. 2 7. 3 3. 7
Family labor 3 per farm (tian-equivalent)- 1.1 1. 19 1 14 1. 00
Hired labor per farm (man-equivalent) 2 12 42 .19 .12

General farms, primarily crop (2.4):
Percentage of sales in classes I-VI -42. 0 22. 8 16. 1 11 7
Sales per farm (thousands of dollars)- 6 4 13 6 0i 6 3.4
Famitily labor 3 per farm (man-equivalent)- 1.10 1.16 I 17 1.10
Hired labor per farm (man-equivalent) - 6.82 90 31 .15

General farms, primarily livestock (1.4):
Pe centage of sales in classes I-V f 6.8 29.7 34. 1 20. 2
Sales per farm (thousands of dollars) -39.7 14.3 7.1 3.7
Family labor 3 per farm (man-equivalent)- - 1.31 1. 37 1. 32 1. 21
Hired labor per farm (mats-equivalent) -- - 2. 48 .31 .10 .05

General crop and livestock farms (1.2):
Percentage of sales in classes I-VI- 12. 3 31. 7 31. 8 17. 1
Sales per farm (thousands of dollars) - 47. 14 1 7. 2 3.7
Family labor 

3
per farm (man-equivalent) 1. 27 1. 32 28 1. 19

Hired labor per farm (man-equivalent) 3. 06 42 14 07
Miscellanteous farms & (2.0):

Percentage of sales in classes I-VI -61. 1 18 0 7. -7 3 2
Sales per farm (thousands of dollars) ,1.0 1. 1 6.8 3 5
Family labor 

3
per farttt (man-equivalent) -- 1 02 1.04 1.00 .8

Hired labor per farm (man-equivalent) - 11. 26 1.76 66 .30

Vrm

V iVI

1.8
1.9
1.04
.05

3. 5
1.9
.79
.04

12. 7
1.8
1. 3

.05

14.1
1.9
1.15
.06

2.2
1.7

.93

.11

.:2.7
2.d

67
.18

52,4
1.9
1.02
.03

3. 7
1.9

75
02

4. 1
1.8

81
07

6.1
1.7

93
.07

7.6
1.9
1. 02
.03

6. 5
1.9
1.02

04

:. 1
1.8

12

.1.4
.8

1. 02
.02

6

.91
..02

4.0
.8

1. 19
.02

3. 4
.8

1. 05
.02

.8

1'04
.05

.10

.'1.0
.8
:98

.01

1.2
.7
.79
.01

1.1

91
*03

1.3
.7
94

.02

1. 6
.8
91

.01

1.0
.8

1. 02
02

.9

.91

.04

I Compiled from Farmers and Farm Production in the United States 1954 Cemisuts of Agrictltitre, vol.
111, pt. 9, ch. IX, a cooperative report of the U. S. Department of Commerce and the U. S. Department of
Agriculture, 1956.

Figure in parentheses after type of farm is the value of sales of products by farms of that type as a per-
centage of the value of sales by all class I-Vt farms of all types.

r Operator and unpaid family labor. Hired labor may include paid family labor.
4 Tobacco, peanut, sugar, and other farms.
S Forest-proditet and horse farms, nurseries, greenhouses, etc.
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On cash-grain farms, the second most important type, of farii, c'ass
1 farms accounted for 22.3 percent of all class I-VI sales and had an
average hired labor force of 1.91 man-equivalents. Class I wheat
farms in most subregions averaged less than 2.0 man-equivalents of
hired labor per farm;4 class I cash-grain farms in the Corn Belt
averaged 1.2 man-equivalents of hired-labor.5

Class I farms in the dairy group, the third most important class of
farm, accounted for only 16.4 percent of all sales by class I-VI farms,
but the average amount of hired labor on class I farms was 4.17 man-
equivalents. On poultry farms, where sales per man are high because
so many inputs, especially feed, are purchased, class I farms made up
43.7 percent of all class I-VI sales but had an average hired labor force
of only 1.52 man-equivalents.

The size situation on cotton farms is complex. Among cotton farms
in the three major subregions east of the delta class I farms produced
less than 8 percent of the cotton in 1954.6 dropper units, classified
as separate farms, made up from 27 to 36 percent of all class I-VI
cotton farms. In the delta area, class I farms produced 26.7 percent
of all cotton grown on class I-VI cotton farms in 1954. The impor-
tance of large farms would have been increased if farms had been
defined as ownership units rather than as cropper units, which made
up 48.3 percent of all class I-VI cotton farms in the delta. In south
and west Texas, class I farms produced about 60 percent of the cotton:
grown Onl class I-VI cotton farms, and in the California-Arizona-New
Mexico region, the percentage was 86.6. As table A-3 indicates, hired
labor was more important than family labor even on class II cotton
farms.
* "Other field-crop" farms are unusual in that class IV farms account
for a larger proportion of sales than any other. Class IV farms grew
43.9 percent of all flue-cured tobacco and 31.6 percent of all burley
tobacco produced on class I-VI tobacco farms in 1954.7 Classes III
and IV were the most important production groups among peanut
farms in 1954.7

Larger-than-family farms are most important in vegetable and
fruit farming. Class I vegetable farms had average sales of $101,300
in 1954, marketed 72.6 percent of all products sold by class I-VI
vegetable farms, and hired an average of 16.71 man-equivalents of
labor. Class II vegetable farms employed more hired than family
labor and accounted for 13.2 percent of all class I-VI sales. Class I
farms hiring considerable labor were also very important in fruit and
tree-nut farming. Harvesting requires large amounts of seasonal
labor on both vegetable and fruit farms.

Larger-than-family farms are especially important in the areas of
the country where fruit and vegetable farms, livestock ranches, and
large cotton farms are located: California, Texas, Florida, and parts
of the range States. If the multiple-unit operations of the South are
counted as single farms, the Mississippi Delta becomes another area
of large farms.

4 Ibid., ch. l, pp. 11-26.
6 Ibid., ch. VII, p. 35.
e Details on cotton are from Ibid.. ch. II.
I Ibid., ch. III, pp. 21 and 46.
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CHANGES IN SIZE OF FARM%

The size of farm as measured by acreage has been rising (table
A-4). Since 1940, the number of farms of less than 260 acres has
decreased and the number larger than 260 acres has increased. The
average size of all census farms rose from 157 to 242 acres between
1930 and 1954.

TABLE A4.-Number of farms by size of acreage group, United State',, specified
year8, 1930-54'

Item 1930 1940 1945 1950 1954

Number of farms (thousands):
Under 19 acres - - 359 506 595 485 484
1l to 49 acres- - - - - 2,000 1, 780 1,654 1,478 1,213
s0 to 99 acres - 1,374 1,291 1,157 1,048 864

*0 lOto l79 acres-------------- 21,388 1,279 1,200 1,103 953
180 to 259 acres ---------- 476 517 493 487 464
260 to 499 acres -- - ----- ----- . 451 459 473 478 482
500 to 999 acres - -160 164 174 182 192
1,000 acres and over - 81 101 113 121 130

All census farms ------------- .6, 289 6,097 5,859 5, 382 4, 782
Average size of farm (acres):

All census farms------------- 157 174 195 215 242
Commercial farms '- () 220 255 300 336

' Taken from MeElveen, Jackson V., Family Farms in a Changing Economy, AgricultniteInformation
Bulletin No. 171, Agricultural Research Service, U. S. Department of Agriculture, March 1957, p. 26
(based on Bureau of Census data).

3 Corrected for comparability with more recent census data.
' Census class I-VI farms, except that farms on which operator did 100 days or more of off-farm work or

on which family nonfarm income exceeded farm sales were excluded from class V as well as class VI.
Also includes abnormal farms.

' Not available.

An increase in volume of sales per farm has also occurred. By
adjusting sales of farm products for changes in prices, Jackson V.
McElveen, in a USDA study, set up economic classes of farms that
represented approxiniately the same physical volume of marketings
in various census years. His data show a strong tendency for class I
and II farms, as so defined, to increase in number and for class V
and VI farms to decrease.

Farms have been growing larger in terms of acres and sales -volume
chiefly because rising labor efficiency has created a strong incentive
in that direction. output per man-hour in farming increa'ed 94
percent between 1940 and 1956 (Appendix table C-11). In terms
of labor force per farm, the size of farm has slowly decreased. Hired
labor has not been displacing family labor. The division of the total
labor force between family and hired workers has been one of the
stable characteristics of our rapidly changing agriculture:

Farm workers per farm 1. - - 2.12 2.06 1.1 1.73 1.65 1.59
1Family workers as a percentage of all farm 2.

workers -75.1 74.8 74.5 75.6 77.6 2 76.5

l The number of farms used for this computation is the USDA series used in preparing farm income
estimates.

2 Among class I-IV farms, which marketed 91 percent of all farm products sold, the average labor force
was 1.70 man-equivalents in 1954. Of this labor, 70 percent aas operator and unpaid family labor.
(Computed from 1954 census of agriculture, vol. III, pt. 9, ch. IX.)

eMcElveen, Jackson V., Family Farms In a Changing Economy, Agriculture Information
Bulletin 171, Agricultural Research Service, U. S. Department of Agriculture, March 1957,
p. 19.
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MeElveeut adjusted the economic classificationi of farmsa 6o tiht eauh
class represented approximately the same labor requirements in vari-
OtiS CenSus years (table A-5). Though small changes may not be
meaningful, the data indicate that the relative importance of large,
medium, and small farms, as measured by labor requirements, has been
fairly constant since 1930.

TABI LE A-5.-LNunbcr and percentage of census "commercial" farms in major
ss.ze categories equivalent to constant levels of farmn output per man-hour of
labor, United States, specified -years, 1930-.54'

Scale of operation in 1954 terms'2 1930 1940 1945 1950 1954

Number of class I-VI farms (thousands):
Class I farms ------------------- 205 195 175 155 134
Class II-IV farms----------------- 3,1518 2,680O 2, 516 2,180 1.968
Class V and VI farms 3 -------------- 1, 400 1,390 1, 250 1, 130 998

Total----------------------- 4, 723 4, 265 3. 941 3, 465 3, 100

Percentage of class I-VI total:
Class Ifarms ------------------- 4.3 4.6 4.4 4.5 4.3
Class II-IV farms----------------- 66. 0 62.8 63.9 62. 9 63. 5
Class V and VI farms 3-------------- 29.7 32.6 31.7 32.6 32.2

Total---------------------- 160.0 160.0 160.0 100.0 100.0

I McEl~een, op. cit., p. 50.
2'Value-of-sales class -limits were established us each year by adjusting 1954 limits to reflect changes in

prices received by farmers and changes hin farm output pier man-hour of labor. In the original table, class I
farms are called large-Scale farms, class II-IV' farms are called family-scale family farms, and class V and VI
farms are called small-scale family farms.

S Does not include farms where the operator worked off the farm 160 days or more or where family nonfarm
income exceeded the value of farm products sold.

OWNERSHIP AND MANAGEMNJENT OF FARMS

Tenancy, operation of farmis by hired managers, and ownership of
farms by corporations often are considered inlconsistent with family
farming. Statistics are available to show trends in some but not
all aspects of farm ownership and management.

The nmuber of f arms and farmners decreased about one-fifth be-
tween 1940 and 1954, but shifts in f armn tenure were largely in the
direction of the family farm ideal (table A-6). The category "full
owners" includesnmaniy part-time and residential farmers, as is sug-
gested by the fast that full owners were 57.4 percent of all f armers
in 1954 but operated only 33.92 percent of the harvested cropland.
Full owners were a. somewhat larger percentage of all f armers in
1954 than in 1940, but their share of cropland declined slightly.'- One
reason fo0r the latter was the sharp increase in importance of part
owners. Many farmers have responded to economic incentives to
increase farm size by renting additional land. Full and part owners'
comnbised share of the harvested cropland rose froms 58.0 percent ill
1939 to 70.4 percent in 1954.
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TABLE A-6.-Number of farms and cropland harvested, by tenure of operator,
United States, selected census years

Number of farms Cropland harvested
Tenure of operator ._ _ _ _-_ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _-_ _ _ _

1940 1950 1954 1939 1949 1954

Thou- Thou- Thou- Millions Millions Millons
Reported numbers and acreages: sands sands sands of acres of acres of acres

Full owner -3,084 3, 090 2, 745 115.4 121.4 110.8
Part owner- 615 825 868 71.0 113.6 124. 2
Manager- 36 24 21 6.4 7.1 6.1
Tenant - ------------------- 2,301 1, 444 1,149 128.4 102.2 93.1

Sharecropper I 541 347 268 12.8 8.3 6. I

Total, all farms -6,097 5,382 4, 783 321. 2 344.4 334. 2

Percentages of total:
Full owner- 50.6 57.4 57.4 35.9 35.2 33.2
Part owner -10.1 15.3 18.2 22.1 33.0 37. 2
Manager -.--- 0 6 .4 .4 2.0 2.1 1.8
Tenant - ---------------- 38. 7 26. 8 24.0 40.0 29. 7 27. 9

Sharecropper 
-

8.9 6.4 5.6 4.0 2.4 1.8

Total, all farms -100.0 100.0 100.0 100.0 100.0 100.0

I South only. Included in total for tenants.

Source: 1954 census of agriculture.

Farms operated by managers are relatively unimportant in the
country's agriculture as a whole and, except in the range States and
in other special cases, have not been increasing in significance. The
acres of cropland harvested by manager-operated farms were 6.9
million in 1929, declined to 6.0 million in 1934, rose to a peak of 8.3
million in 1944, and have since fallen to 6.1 million in 1954. Tenancy
decreased sharply in both absolute and relative terms between 1940
and 19.54. The reduction in cropla.nd farmed by sharecroppers in
the South has been especially marked.

The agricultural census contains information only for the South
on the extent to which more than one farm is owned by a single person
or firm. Statistics on multiple farm operations in the South have not
been assembled on a strictly comparable basis in each census year.
Data from the latest two censuses indicate that the importance of
multiple farms in the agriculture of the South was about the same
in 1954 as in 1949. The relative importance of cropper units in mul-
tiple farms declined, however.

Vertical integration of farming operations with those of firms proc-
essing farm products or selling farm supplies has developed rapidly
in poultry farming in recent years. A variety of contractual rela-
tionships between farmers and business firms is involved, ranging
from situations in which a supplier merely has a financial interest in
a batch of broilers to other situations where the farmer supplies labor
and buildings on a piece-rate basis under close supervision. Trade
opinion is that about nine-tenths of all chicken broilers and three-
fourths of all turkeys are being marketed under some such an arrange-
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ment in 1957. Similar developments have begun more recently in egg
production but have not gone nearly so far. Some contract farming
is done in livestock production and is a 1bug-establislied practice in
the canning crop industry. For agriculture as a whvole, howvever, verti-
cal integration is of interest mainly as a potential development.,

Currently available statistics on corporations in agriculture do not
satisfactorily show how much farm production is accounted for by
corporate farms. Income tax returns for corporations classified by
the Internal Revenue Service in the "farms and agricultural services"
category are useful, however, in showing the maximum importance 0

that can be attached to corporation farming and in revealing any
trends that may exist (table A-7). The extent to which firms engaged
in supplying services are included in the two series of table A-7 is not
known. Receipts apparently originating from sale of services were
22 percent as large as gross income from sales of goods in 1954. Other
receipts were small. Gross income from sales rather than total gross
income is given in series No. 2 in order to minimize the influence of
corporations not wholly engaged in farming, but their influence can-
not be removed from the net profit figures.

I See also the paper in this volume by John H. Davis, Vertical Integration of Production
and Marketing Functions In Agriculture, p. 307.

'2 The category "farms and agricultural services" clearly contains firms not engaged
wholly in conventional farming, and they Inflate the apparent importance of corporation
farming. On the other hand, some processing corporations producing farm products may
he Included In such categories as "manufacturing: food and kindred products" rather
than in "farms and agricultural services." It is believed that the first factor outweighs
the second.
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TABLE A-7.-Number and income of agricultural and related service corporations
submitting Federal income tax returns, 1926-54

Gross in-
Number of Gross in- come or

Year' returns, come or Net profit sales as
active cor- sales 2 or loss' percentage
porations of total farm

marketings 4

Millions of Millions of
Series No. 1: 

5
dollars dollars Percent

1926- () 709 10.4 6.7
1927 -7,708 681 10.7 6.3
1928 - 8, 093 6S5 25.3 6.2
1929- 8,283 715 16.7 6.3
1930- 8,777 551 -39.8 6.1
1931- 8, 735 417 -72.4 6. 5
1932 -. - 8,685 329 -73.4 6.9
1933 -8,193 341 -36.6 7 6.2
1934 - 8,165 479 -13.7 7 7.0
1935 -7,865 517 11.6 7 6.7
1936 -7,737 627 33.5 ' 7.2
1937--------------7-------------,--- 7539 674 26.3 7 7.3

Series No. 2:a
1938 - - -8.227 422 -0.6 5.5
1939 - - - 7,834 424 14.4 5.4
1940 -- - 7,540 484 22.9 5.8
1941 - - - 7,098 538 63.5 4. 8
1942 --- 6,639 603 78.1 3.9
1943 - - - 6,259 671 108.4 3.4
1944 -- - - 5,830 739 116. 3 3. 6
1945 - - - 5,637 744 129. 6 3.4
1946 - - -- 6,041 927 174.7 3. 7
1947 - - - 6, 660 1,266 206.3 4.3
1948 - ---------- 7,021 1 398 209.4 4.6
1949- - - 7,336 1t436 172.6 5.2
1950 - - - 7, 561 1,507 283.8 5.3
19 - - - -8,028 1,793 249.5 5.4
1952 8,155 1,909 129.4 5.9
1963 . - - ---- 8,693 1,846 105.0 .9
1954 8----- 7, 971 1, 713 114.6 5. 7

'Tax year ending in 12-month period beginning July 1 of the given year.
2 Gross income for series No. 1, 1926-37;. gross sales for series No. 2, 1938-54. Gross

sales were 76 percent of gross income for the 8,227 reporting corporations In 1938.
O "Net income" for series No. 1, 1926-37, refers to taxable net income ; definition not the

same for all years. Data for series No. 2, 1938-54, refers to "compiled net profit or net
loss" as reported by the Internal Revenue Service.

The two series are not comparable; see footnote 2.
Series No. 1 relates to "farming-cotton, grain, stock, horticulture, and all other farm-

ing; lessors." Series No. 2 is now described as "farms and agricultural services." The
two classifications are not entirely comparable nor is one a subdivision of the other.

6 Not available, but total number of returns in 1926 exceeded total number In 1927.
7 Gross income as percentage of farmers' cash receipts from marketings and Government

payments.
o Data from preliminary report for 1954.
Source : Statistics for corporations obtained from Statistics of Income for 1953, pt. 2,

and preceding annual publications of the Internal Revenue Service, U. S. Treasury Depart-
ment. Revisions of published data were supplied by IRS.

About 8,000 corporations were classified in the "farms and agricul-
tural services" category in 1954. If each of these had been a cor-
poration farm, the number of corporation farms would have been
0.2 percent of all farms and 0.4 percent of all class I-IV farms. Ap-
parently the number of corporations engaged in agriculture declined
from the end of the 1920's until 1945 and subsequently increased ap-
proximately to the earlier level.

The gross sales income of farm and agricultural service corpora-
tions amounted to 5.7 percent of farmers' cash receipts from mar-
ketings in 1954. When differences between the two series of table
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A-7 are taken into account, it appears that the relative importance
of corporations in terms of share of farm products marketed did
not change greatly from the middle of the 1920's to the beginning
of World War II, declined during the war, and recovered to about
the former level by the 1950's. Net profits were low or negative un-
til World War II and were highest in the period 1947-51.

About 5 percent of all land in farms in 1954 was owned by cori
porations." A breakdown of the national figure by 9 geographic
divisions shows that the proportion ranged between 1 and 2 percent
in the northeast and north-central divisions, between 2 and 6 per-
cent in the southern divisions, and from 10 to 12 percent in the
mountain and Pacific divisions. A considerable part of the corporate-
owned land in the West was grazing land.

SUM3hARY

One who reviews the past and present agricultural situation to
determine the status of the family farm finds some sharply different
circumstances that may or may not fit into his conception of the
family farm. Oversimplified somewhat, the situation in 1954 was
about like this:

Thirty percent of all census farms were residential or part-time
units where the family depended mainly on nonfarm income. Another
one-fourth of all farms were small units without sufficient production
capacity to employ family labor effectively, and incomes on them were
low. The 2 groups together accounted for only 9 percent of all farm
products sold. The great bulk, 91 percent, of all products put on
the market came from 44L percent of the farms. Most of these used
considerable machinery and technically advanced production meth-
ods, but only about 5 percent of all farms employed more hired than
family labor. On perhaps 2 percent of all farms, hired labor was
clearly dominant rather than supplemental to the family labor force.
Farms employing more hired than family labor may have accounted
for (very roughly) one-third of the farm products sold. Corporation
farms were perhaps 0.2 percent of all farms and may have marketed
about 5 percent of all farm products.

Looking at the past, one sees that farms have become increasingly
commercial in character: they have larger acreages, buy more supplies
and sell more products, use much larger amounts of machinery,
require a higher degree of technical and managerial skill on the part
of the operator, and are more dependent on cost-price relationships.
But farms have not grown in terms of labor force per farm, nor has
hired labor replaced family labor. The relative importance of large
farms-large in terms of labor requirements-has changed very little.
Tenuicy has declined, owner operation of farms has risen, and the
relative importance of corporation farming apparently is about where

1 1ndividuals Own Seventh-eighths of Farmland in United States, U. S. Department ofCommerce press release, February 13, 1957.
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it was in 1929. We have fewer farms and farmers, and farming is
more commercial; but family labor and family control are as impor-
tant as they were a generation ago.

Looking ahead, one sees that the existing gap between actual and
optimum size of farm will exert strong pressure for further con-
solidation and enlargement of units, and the optimum size is itself
likely to increase. How family operation and control of farms will
fare cannot be foreseen with certainty. Integration of farm with
nonfarm operations may upset existing conceptions of farms as inde-
pendent units. Rising capital requirements, the present success of
large-scale farms in some types of agriculture, and certain other con-
siderations suggest that larger-than-family farms may become more
nearly dominant. On the other hand, cost-size relationships do not
now seem to favor large-scale farms in many important types of
agriculture. The family business unit, by adapting its operations
greatly, has maintained its relative position in a rapidly changing
agriculture in the past. It may be able to do the same in the future.



APPENDIX B

MARKETING COORDINATION AND BUYERS'
REQUIREMENTS

[Appendix tables for the paper under this title by George L. Mehren, p. 282 ff.)

TABLE IV-1.-The flow through the distribution system, United State8, 1869-1948

1969 1879 1889 1899 1909 1919 1929 1929 1939 1948

1 2 3 4 5 6 7 8 9 . 10

Value (in billions of dollars):
1. Output in producer's prices,

relevant commodities - $3.6 $4.1 $5. $7.4 $13.3 $33. 8 $39.4
2. Of which, amount sold through

retail stores -2.6 3.1 4.6 5.9 10.7 27.7 31.8
3. Freight charges, producer to

initial distributor- .2 .3 .3 .4 .6 1.4 2.6
4. Input Into the distribution

system [line 2+11ne 3] 2.8 3.4 4.9 6.4 11.3 29.1 34.4 $29.4 $25. 5 $78. 9
5. Via wholesalers -- 1.9 2.4 3.5 4.3 7.4 18.3 20.5 17.3 14.5 45.4
6. Direct to retailers-. .9 1.0 1. 5 2.0 3. 9 10.8 13.9 12.2 11.0 33.6
7. Vasle added by wholesalers- .4 .5 .7 .9 1.6 3.9 4.4 3.7 3.1 9.7
8. Retailers' purchases [line 5 +

line 6 + line 7] -3.2 3.9 5.7 7.3 12.9 33.0 38.8 33.1 28.6 88. 6
9. Value added by retailers - 1.0 1. 2 1.9 2. 6 4.9 12.9 15. 8 13. 3 12. 1 37.4

10. Retailers' sales [line 8 + line 9]. 4.1 5. 1 7.6 9.8 17.8 45.9 54. 7. 46. 4 40.0 126.0
Percentages:

11. Sold through retail stores [line
2 . line 1]- 71.0 77.0 78.0 80.0 80.0 82.0 81. 0.

12. Via wholesalers [line 5 . line 4] 69.0 70.0 70.0 68. 0 66.0 63.0 60.0. 59.0 57.0 57.0
13. Wholesale markup [line 7 .

line 5] -20.5 20.8 20.9 21.0 21.4 21.4 21.6 21.4 21.3 21.3
14. Retail markup [ine 9- line8] 30. 3 31.8 33.5 35. 5 38.1 38.9 40.7 40.1 42.2 42,3
15. Combined markup [(line 7 +

line 91 * line 4] -48.- 6-----48.6 50. 9 53.1 54.8 57. 5 57.5 58.8 57.6 59. 5 59.7

Source: Cols. 1-7: Barger, Harold, Distribution's Place in the American Economy Since 1869; Princeton,
published for the National Bureau of Economic Research, New York, by Princeton University Press, 1955;
222 pp. (National Bureau of Economic Researeb, General series, No. 58); p. 70. table 20.

Cols. 8-10: ibid., p. 77,-table 23. (Note: This table obtained by different method from that used in table
20, so 2 levels shown for 1920 in source tables are repeated here.) I
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TABLE IV-2.-Number of establishments and sales of retail foodstores, -by legal form of organization by kind of business, United States, 1954

Number of establishments by legal form of organization Annual sales by legal form of organization

Kind of business
Individual Partner-. Corpora- Coopera- Other legIndivdual Partyfer- C orpora- Coopera- Other legal

Total proprietor- ships tions tives forms Total p roprietor- ships tlions lives forms
ship ship

Number Thousands of dollars

All food stores ' .-. 384,616 300,091 51,402 32,281 562 280 39,762,213 15,282,820 6,338,669 17, 988,821 111,689 40,214

Grocery - -279,440 219, 659 35, 684 23,425 475 197 34,420,764 12,207, 076 5,153,801 16, 922, 651 104,006 33,226
Meat, fish - -27, 354 20, 729 4,895 1, 699 11 20 2, 128,117 1,222,878 528, 882 371, 544 1, 309 3,604
Fruits, vegetables - - 13,136 10,850 1,961 310 10 1 484, 103 307, 370 133, 689 42, 586 297 561
Candy, nut, confectionery 20, 807 16,214 2,202 2,077 3 11 567,955 333,484 83, 605 150, 292 (') (')
Bakery products -- 19, 034 13,327 3,139 2,130 7 31 862,290 456, 612 171, 738 232,212 294 1,434

Percent

All food stores ' 10060 100.0 100.0 100. 0 100.0 100.0 100.0 100. 0 100.0 . 100.0 100. 0 100.0

Grocery - - 72.7 73.2 69.4 72.6 84.5 70.4 86.6 79.9 81.3 94.1 93.1 82.6
Meat, fish - -7.1 6.9 9.6 5.3 2.0 7.1 1.4 8.0 8.3 2.1 1.2 8.7
Fruits, vegetables - 3. 4 3.6 3.8 1.0 1.8 1.8 1.2 2.0 2.1 .2 .3 1. 4
Candy, nut, confectionery. 5.3 5.4 4.S 6.4 .6 3.9 1.4 2.2 1.3 .8 -.----- l -------
Bakeryproducts - - 4.9 4.4 6.1 7.8 1.2 11.1 2.2 3.0 2.7 1.3 .3 3.6

X It was not possible to classify all food stores according to kind of business, so figures Source: U. S. Bureau of the Census, 1914 census of business, Bul. R-2-5, Retail trade,
do not always add to totals. legal form of organization; table 5-A.
' Withheld to avoid disclosure.
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TABLE IV-3.-ANunber of grocery (and combination) stores and their annual sales, by type of store, United States, 1962-56

1956 1055 1954 1953 1952
Type of store I_ __ -_

Number Percent Number Percent Number Percent Number Percent Number - Percent

All grocery stores.--------------

All supermarkets-------------

Chain stares-
Independents-

All superettes-

Chain stores .
Independents.

All small stores -------.----

Chain stores .
Independents.-----------------

All grocery stores .

All supermarkets --. -.

Chain stores .
Ilndepenldents-

All superettes .

Chain stores .
Independents

All small stores

Chaia stores
Independents .

310,000 100.0 1 343,300 100.0 1 354,640 100.0 1 362,600 100.0 1 377,000 100.0

27,100 8.7 24, 700 7.2 21,440 6.0 18. 940 5.2 16, 540 4.4

13, 500 4.3 12,400 3.6 11, 140 3.1 10, 340 2.9 9, 540 2.5
13, 600 4. 4 . 12,300 3.6 10, 300 2. 9 8, 600 2. 3 7,000 1.9

70, 000 22. 6 66,100 19.3 67,400 19.0 70, 660 19. 5 75, 560 20.0

4,100 1.3 5,900 1.8 7, 200 2.0 8, 660 2. 4 10,610 2.
65,900 21.3 60 200 17. 600 200 17.0 62,000 17.1 64, 900 17.2

212,900 68. 7 252,500 73. 5 265,800 75.0 273,000 75. 3 284,900 75.6

400 .2 500 .1 700 .2 1,000 .3 1,800 .5
212, 100 68. 5 252,000 73.4 265, 100 74.8 272,000 75.0 283,100 75.2

Annual sales

Afimtions Percent Zittjons Percent Millions Percent Aillions Percent Millions Percent
$42. 500 100.0 .839. 415 100.0 836,860 100.0 734, 715 100.0 $32, 920 100.0

26,550 62.5 23,535 59.7 19,735 53.6 16,760 48.3 14,435 43.3

13 800 32.5 12,181 31.9 11,385 30.9 10,060 29.0 9,200 27.9
12,750 30.0 10,950 27.8 8,350 22.7 6,700 19.3 5,235 15. i

11,725 27.6 10,410 26.4 10,665 28. 9 11,100 32.0 11,415 34.7

1,675 4.0 1, 640 4.2 1,950 5.3 2,345 6.8 2,300 7.0
10,010 23.6 8, 770 22.2 8,715 23.6 8,755 25. 2 9,115 27.7

4,225 9.9 5,470 13.9 6,460 17.5 0,855 19.7 7,070 21.5

25 1 (2)
4, 200 9.9

35
5,435

.1
13.8

60
6, 410

.1
17. 4

70
6, 75

.2
19. 5

170
0,900

0t

0

50

50

0
50
00
00

.5
21.0

I Supermarkets: Stores with an anuual volume of $3751000 or nor c plr year; superettes: Source: Progressive Grocer, Facts in Grocery Distribution (New York and annual),
$75,000 to $375.0(0: small stores: less than $75,000. Chains: Orgalizations with 11 or 1953 edition, p. 10; 1954 edition, p. 10; 1955 edition, 1). 8; 1956 edition, p. 8, and 1957 editloii, -
more retail stores; independents: those with 10 or fewer retail stores. pp. 8-9. _}

3 Less than 0.1 percent.



TABLE IV-4.-Number of establishments and annual sales for retail food stores and grocery stores, by sales volume and legal form of organization, -.
United States, 1954 -

Establishments operated entire year with annual sales of- Establish-
Total ments not

establish- operated
ments Total I $,000,000 3So tlO, to $300,000 to $100,000 to $30,000 to $20,000 to $10,000 to Less than entire yearl oaor more $999.000 $499,000 $299,000 $99,000 $49,000 $29,000 $19,000 $10,000

Number of establishments

All legal forms:
Food stores -384, 616 365 069 6,334 7, 860 8,606 50, 260 73, 979 69, 723 62, 902 56, 808 38, 597 19, 47
Grocery stores 279, 440 266, 738 6, 242 7, 507 7, 711 40, 398 55, 093 50, 016 36, 699 38, 442 24, 630 1Z 702
Grocery stores as per-

centage of food stores 72.7 73.1 98.5 95.5 89.6 80.4 74. 6 71.7 69. 4 67. 7 63.8 65. 0
Individual proprietorshlps:

Food stores -- ---- 300, 091 285, 312 235 1, 051 2, 609 27, 540 55, 029 59, 974 48, 079 53, 603 37, 192 14, 779
Grocery stores -219, 659 209, 962 221 961 2, 293 23, 028 43, 244 44,883 34, 357 36, 908 24, 067 9, 697
Grocery stores as por-

centage of food stores- 73.2 73.6 94.0 91.4 87.9 83.6 78.6 74.8 71. 5 68.9 64.7 65. 6
Partnerships:

Food stores - ---- 1, 402 48,186 388 1,146 2, 060 14, 572 14, 424 7, 776 3, 922 2, 688 1,190 3, 216
Grocery stores- 35, 684 33. 753 367 1,066 1, 864 11, 718 10,004 4, 636 2,152 1, 429 617 1, 931
Grocery stores as per-

centago of food stores 69.4 70.0 94.6 93.0 89.6 80.4 69.4 59.6 54.9 63.2 43.4 60. 0
Corporations:

Food stores -32, 281 30, 767 5,688 5 630 3,8%4 7, 907 4,317 1,851 853 470 187 1,514
Grocery stores 23,425 22,374 6,632 3,448 3,305 5,438 1,681 411 157 - 73 29 1,051
Grocery stores as per-

centage of food stores.. 72.6 72.7 99.0 96.8 90. 7 68.8 38.9 22.2 18.4 13. 6 16. 1 69.4
Cooperatives:

Food stores - ----- 562 550 17 26 44 185 132 74 27 21 24 12
Grocery stores-475 470 17 25 42 167 112 53 20 17 1I 5
Grocery stores as per-

centage of food stores- 84.5 85. 6 100.0 96.2 95. 5 90.3 84.8 74.3 74.1 81.0 62. 3 41. 7
Other legal forms:

Food stores 280 254 6 7 9 56 77 48 21 26 4 26
Grocery stores 197 179 6 7 7 47 52 31 13 15 2 18
Grocery stores as per-

centage of food stores-- 70.4 70. 5 83.3 100.0 77.8 83.9 67.5 64.6 61. 9 57. 7 50.0 69. 2

0

0
8

0

0

00

7n

>M

Sourge: U. S, Bureau of the Census, 1954 census of business, Bull, R-2-2, Retail Trade, Sales Size; table 2E.

.



TA B IE IV-4.-Number of establishments and annual sales for retailfood 8tores and grocery stores, by sales volu7ne and legal form of organization,
United States, 1954-Continued

C'

,

1-4

7
o

0

All legal forms:
Food stores...........
Grocery stores .........
Grocery stores as per-

centage of food stores -
Indivldual proprietorships:

Food stores .........
Grocery stores ......
Grocery stores as per-

centage of food stores..
Partnerships:

Food stores ...- ....
Grocery stores..........
Grocery stores as per-

centage of food stores -
Corporatlons:

I'ood stores .... ...
Grocery stores ....
Grocery stores as per-

centage of food stores..
Cooperatives:

F~ood stores. -----------
Grocery stores.........
Grocery stores as per-

centage of food stores.
Other legal forms:

Food stores. .....
Grocery store$.........
Grocery stores as per-

centage of food stores..

Establishments operated entire year with annual sales of- Establish.Total ments notestablish. operated
mlents Total $1,000,000 $500,000 to $300,000 to $100,000 to |$50,000 to $30,000 to $20,000 to $10,000 to Less than entire year

or more $9,000 $$299,000 $99,00 $29,000 $1 $10,00

Annual sales (thousand dollars)
39,0221 3 9 1 0 3,1,6

39, 762,213
34,420,764

86. 6

15, 282, 820
12, 207,076

79.9

6,338,669
5,153,801

81.3

17,988,821
16,922,655

94.1

111, 689
104,006

93.1

40, 214
33, 226

82. 6

37,920,650
32,898,736

86.8

14, 477, 487
11,599,878

80.1

,004, 326
4,897, 661

81.6

17,293,416
16,268,884

94.1

107, 952
101,200

93. 7

37, 469
31, 113

83. 0

10, 869, 942
10, 722,693

98. 6

343,318
(')

604,585
(')

9,881,794
9,782,422

99.0

27, 548
27,548

100.0

12,697
(I)

......---

5, 529, 075
5, 203, 876

95. 7

696,923
639, 872

91. 8

766,096
713,504

93.0

4,043, 270
3,919,342

96.9

17,288
16,560

95.8

4, 5098
4,598

100.0

I Withheld to avoid disclosuro.

3, 311, 9f63l
2, 977, 974

89. 9

983,082
866,804

88. 2

784,909
703, 793

89. 7

1,523 207
1,388 020

91.1

17,265
(')

3,500
(. )

8,030,472
6, 523, 086

81.2

4,201, 790
3,537,437

84. 2

2,359, 641
1.918,302

81.3

1, 428,557
1,030,959

72.2

31,923
29, 001

90.8

8,661
7, 387

85.3

5,162,470
3,857,765

74. 7

3, 795,194
2, 992, 806

78.9

1,037, 991
726, 557

70. 0

314, 178
126,310

40. 2

9,886
8,840

5,221
3,546

67.9

2,693,690
1,934,687

71.8

2, 307, 787
1, 729,793

75.0

308,044
184, 88t

00. 0

73,034
16,633

22. 8

2 966
2,212

74.6

1,859
1, 168

62.8

1,271, 688
883, 331

69. 5

1, 154,467
826,651

71.0

94,862
51,951

84.8

21, 181
3,933

18. 6

655
474

72.4

523
322

61. 6

818, 728
554,602

67. 7

770, 822
531,787

69. 0

40,021
21, 239

53.1

7, 180
1, 089

15.2

309
248

80. 3

396
239

60.4

232,622
150, 722

64.8

224,104
(')

7,377
(1)

1,015
170

16. 7

112
(I)

14
(t)

.........--

. z~~~~~~.
1 841563
1 522 028 '4

82.0 P

805,333 g
607 198

75.4
00

334, 343 g
256,140 0

76. 6

695, 405 >
653, 771 a

0
94.0 *-

0
3, 737
2,80

75.1 i

2, 745 00
2, 113

77. 0

8



TABLE IV-5.-Number of establishments and annual sales of retail food stores, by kind of business, for 4 regions of the United States, 1948 and 1954 -4

NUMBER OF ESTABLISHMENTS

1954 1948 Percent change, 1948-54

KUind of business nitd North- North South West United North- North South West United North- North South West

States east Central States east Central States east Cean-
_ _ _ _ _ _I I I I

All food stores '-.-_

Grocery stores .
Other food stores --

Meat markets.
Fish (seafood) markets ---
Fruit stores,. vegetable

markets --
Candy, mnt, confectionary

stores -- - -
Bakery products stores -
Delicatessen stores.
Food stores, not elsewhere

classified-

384, G161 118, 263 101, 7691 122, 5041 42, 0801 460,9131 144, 4531 123,145 148, 5921 44, 723 -16. |1 -18.1i -17. 41 -17.6 -5.1

Q0

279 440 67, 243 74,904 108,022 29, 271 350, 754 87,022 94, 654 134,326 34 752 -20.3 -22.7 -20.9 -19.6 -15.8
101 940 48, 794 26, 493 14, 122 12, 541 110 159 57, 431 28, 491 14, 266 9,971 -7. 5 -15.0 -7.0 -1. 1 25. 1

13 5 I 20 4 20
22, 896
4,458

13, 13

20, 50
19,034

8, 13

13, 77?

11, 395
2,061

6, 52Z

11, lIt
7, 805
4,441

5, 460

6, 234
575

2,475

5,391
5,971
2, 31?

4, 52

2,803

2,376
761

2,081

,4, 231
418

1, 552

1,147
2, 884

613

1, 696

23, 920
4, 517

13,482

27, 165
19, 500
7,917

13, 658

-4.3
-1.3

-2. 6

-24. 5
-2. 4

2.7

.9

ANNUAL SALES (THOUSAND DOLLARS)

All food stores I

Grocery stores -
Other food stores-

Meat markets -- -
Fish (seafood) markets ---
Fruit stores, vegetable

markets -.---------
Candy, nut confectionery

stores -- -
Bakery products stores. --
Delicatessen stores -
Food stores, not elsewhere

classified ----------------

$39, 762, 2131$11, 621, 9051$11, 718, 327 $10, 054, 0771$6, 367, 9041$29, 207, 8641$9, 061,1561$8, 705, 9181$7, 095, 9951$4, 344, 7951 36.11 28.3 34. 61 41.?

l . ..

, 46.t

34, 420, 764 9, 091, 299 10 283 20 9 466, 251 5 58001 24 729 717 6 747 ,)96 7 489, 602 6, 637, 912 3, 855, 107 39. 2 34. 7 37.3 42. 6 44.
5,275,087l 2,483.924 1,427 086 582, 344 781, 735 4, 478,147 2, 314,060 1 216, 316 458, 083 489, 688 ' 17. 8 7.3 17.3 27.1 59.1

1, 943, 965 920, 681 492,678~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
1, 943, U6s

184, 140

484, 501

567, 951
862, 29(
479, 78?

712, 43?

920, 68,
86, 14(

23S, 23(

302, 74)
381, 185
268, 881

286,057

492, 678l
23,084

99, 160

158, 965
274, 986
119,803

258,410

147, 371
52, 120

73, 297

65, 863
90,230
45, 861

107, 602

383, 238
22, 804

73,816

40, 379
115, 888

45, 242

100, 368

1, 641, 087
132,331

394, 602

586. 592
722, 761
308. 336

- 692, 438

18.65
39.2

22.8

-3. 2
19. 3
55. 6

8.7

I It was not possible to classify all food stores according to kind of business, so figures Source: U. S. Bureau of the Census, 1954 census of business, Bull. B-1-1, Retail
do not always add to totals. Trade, United States Summary, tables IA, IB, ID, 1E.

LI

- q

I

. 0

n. 0

. I

. I
0

0
3 0
- I,

3 I
. I

M

_ _ _ .

l

------
------

------

----- I
------
------

----- I



TABLE IV-6.-Number of establishments and annual sales of retail foodstores, by numnber of unit8 operated by kind of business,
United States, 1954

Kind of b~usiness Total Singleunit* Establishment (multlunits) Totai Single uit Establishment (multiunits)

2 or 4toO . j ormore 2or 4 to 10 11 or more

All food stores .

Orocery .- - --
Meat, flsh .- - - -
Fruit, vegetables
Candy, nut, etc. ---
Bakery products .----------------

All food stores .

Groeery ..- :
Meat, fish - --.. ... . -.
Fruit, vegetables .
Candy, nut, etc.
Bakery products...

I Withheld to avoid disclosure.

Number of establislments . Annual sales (thousands of dollars)

384, 616 350, 267 9,137 -3, 718 21, 494 S39,762,213 $22, 272, 464 $2, 012,382 S1, 501,075 $13, 976,292

279, 440 2,54. 8015 5, 559 2,171 16, 905 34, 420, 764 17, 838, 328 1, 663,876 1,365, 760 18, 552Z 80327, 384 25, 504 1, 142 324 384 2,128, 117 1,811, 852 172, 559 58258 90,44813, 136 12, 745 257 67 67 484, 503 450, 044 19, 545 (1) (1')
20,507 18, 159 394 382 1, 72 567, 955 425. 769 14,059 21,384 105,84319, 034 16, 059 1,077 448 1,450 862, 290 649, 058 70, 495 25,214 117,513

Number of establishments (percent distribution) Annual sales (percent distribution)

100.0 100. 0 100.0 100.0

80.1 82.7 91.0 97.0
8.1 S.6 .3.6 .6
2.0 1. 0.-- - - - -- - -- - - - - -
1.9 .7 1. 4 .8
2.9 3.5 1. 7 - .8

>

50

3

50
P.n

~i
Source: U.S. Bureau of the Census, 1954 census of business, Bull. R-2-4, Retail Trade, Single Unit and Multiunit, table 4-D.
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TABLE IV-7.-Annual sales of grocery and combination stores, by type of store,
United States, 19V7-56

(1) 1 (2) (3) 1+(4) (5) (6) (7) (8)1 ;(9).f(10)

Year Independent stores 2
Total grocery

and combination Chim stores I Total ..
stores Voluntary and tnaffiliated

cooperatives

Million Percent lions Percent Mittion8 Percent Millions Percent Millions Percent
1937 -- $8, 356 100.0 $2, 698 32.3 $5; 658 . 67.7 $2, 695 32. 2 $2, 963 35.5
1939 8,340 100.0 2, 913 34.9 53 427 65. 1 2, 556 30. 7 2,871 34.4
1940 8,850 100.0 .3,180 35.9 5, 670 64. 1 2,665 30.1 3,005 34.0
1941 -- 10,210 100.0 3,820 37. 4 6,390 62.6 3,003 29.4 3,387 33. 2
1942 12,250 100.0 4,600 37.6 7,650 62.4 3,596 29.3 4,054 33.1
1943 -- 13,335 100.0 4, 250 31.9 9,085 68.1 4,269 32.0 4,816 36.1
1944 14,485 100.0 4, 650 32.1 9,835 67.9 4,621 31.9 5, 213 36.0
1945 --- 15s 3 10 1G.0 4, 750 301.9 10,600 69.1 4,982 32. 5 5,618 36. 6
1946 19,040 100. 0 6, 265 32.9 12, 775 67.1 5 736 30.1 7,039 37.0
1947 -- 23. 130 100.0 8,440 36.5 14, 690 63. 5 6,944 30.0 7, 746 33.5
1948 -- 25, 612 100.0 9, 510 37. 1 16, 102 62.9 8,318 32 5 7, 784 30.4
1949 -- 25,750 100.0 9,600 37.3 16,150 62. 7 8,341 32.4 7,809 30.3
1950 -- 27,090 100.0 10,140 37.4 16,950 62. 6 8,900 32.9 8,050 29. 7
1951 -- 30,372 100.0 10, 718 35.3 19, 654 64. 7 10, 768 35.4 8,886 29.3
1952 32,920 100.0 11,670 35.4 21, 250 64.6 11,650 35.4 9, 600 29. 2
1953 -34, 715 100.0 12,475 35.9 22, 240 64. 1 12,340 35.6 9, 900 28.5
1954 36, 800 100.0 13,385 36.3 23,475 63.7 13,200 35.8 10,275 27.9
1955 39413 100.0 14, 260 36.2 25,155 63.8 15,500 39.3 9 655 24.5
1956 --- 42, 500 100.0 15,500 36. 5 27, 000 63. 5 18,925 44. 5 8,075 19.0

I Organizations with 11 or more stores beginning in 1951; with 4 or more stores prior to 1951.
2 Organizations with from 1 to 10 stores beginning in 1951; with from 1 to 3 stores prior to 1951.

Source: Cols. 1, 3, 5: The Progressive Grocer, Facts in Grocery Distribution, New York, 1956 edition,
p. 17; cols. 7, 9: Ibid., inside cover, various annual issues, 1938-56. For many years.prior to 1952, the data
given in each annual issue for these subtotals do not add to the revised totals shown in 1956 issue. In these
cases, the relative importance of the subtotals was kept the same but data were forced to add to revised
totals. Data for cols. 7, 9 in 1944 were estimatedito have the same relative importance as those in 1943.

TABLE IV-8.-Percent distribution of supermarkets by sales volume, United
States, 1955 and 1954

Supermarkets
Sales volume __:

1955 1954

Percent Percent
Total - , 100 100

$1,000,000 to $2,000,000 - 62 67
$2,000,000 to $3,000,000 -- 26 24
$3,000,000 or more - 12 9

Source: Super Market Institute, the Super Market Industry Speaks, 1956; 8th Annual Report by the
members of Super Market Institute, p. 9. (Blasetd on a survey of SMI members only.)
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TABLE IV-9.-Rise in supermarkets' share of grocery sales, United States,
1940-55 : .

Year

1940
1941
1942
1943

1 944
1945
1946
1947
1948
1949
1 950

1953.
1 954
1 955

Number
of super-
markets

6,175
7, 185
9,011
9, 100
9, 460
9, 575

10,057
10,846
11,970
13,089
14, 217

* 15,383
16, 501
17, 550
18,845
20, 537

Sales
(million
dollars)

2,000,000
2,500,000
3,000,000
3,500,000
3,600,000
4, 500,000
5, 500,000
7,000,000
7, 780, 500
8, 507, 850

10, 250, 457
12,356, 000
14,096, 00
16,092,000
18, 200,000
20,380,000

Supermarket
share of total
grocery sales

(percent)

24.0
25.0
25.0
26.0
26.0
27.0
28.0
29.0
31.1
35. 2
40.4
41.8
43. 5
48.0
52.3
55.1

Sourbe: Super Market Merchandising, 1955 Reached New Peaks in Sales and Stores, reprinted from
the January and February 1956 issues; pp. 10-11, tables 13, 14, and 15.

TABLE IV-10.-Independent grocery sales by size of store in annual sales volume,
United States, 1948 and 1953

Number of 1948 sales 1953 soles Average sales
stores per store Percent

Annual sales volume I _ -change
1948-53

1948 1953 1 Thousand Per- Thousand Per- 1948 1953
dollars cent . dollars cent

All independent grocer-
ies- 381, 869 342,60 016,163,000 100.0 22, 240,000 100.0 $42,326 $64,915 53.4

$500,000 and Over - 1,125 5, 800 905, 800 5.6 5. 520,000 24.8 805,156 951, 724 18.2
.$300,000 to $499,999 - 2,485 6, 800 1, 007, 950 6.2 2,490,000 11.2 405, 614 366, 176 -9.7
$100.000 to $299,999- -- 30, 525 31,000 4,711,250 29.1 5,145,000 23.1 154,341 105,908 7.5
$50,000 to $99,999- 66, 583 63, 000 4, 537,000 28.1 4,555000 20. 5 68,141 72, 302 6.1
$30,000 to $49,999 67.951 64,000 2, 549,000 15.8 2, 400,000 108 37, 512 37,500 0
Under $30,000 - 253 230 172, 000 2,452, 000 15.2 2,130,000 9.6 11, 501 12.384 7. 7

Owing to a change In definition the 1953 independent figures include! 2.500 stores with sales of approxi-
mately $800,000,000 that in 1948 were considered chains and therefore were excluded from the 1948 figures.

Source: The Progressive Grocer, Facts in Grocery Distribution, New York, 1954 edition, p. 15.
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TABLE IV-11.-Distribution of new' supermarkets by weekly sales, by size of
market, United States, 1955

[Percent of markets]

Weekly sales

Size of market
$7,000 $10,000 $15,000 $20,000 $25.000 $30.000 $35,000 $441,000 $50,000

Total to to to to to to to to and
$10,000 $15,000 $20,000 $25,000 $30,000 $35,000 $40,000 $50,000 over

Total - 100.0 20. 2 15.6 15.6 14.0 6.3 6.2 5.6 4.4 12.1
Small (under 5,000

square feet) ---- 100. 0 92. 0 4.0---------- - 4. 0------------------
Medium (5,000 to

10,000 square
feet) -100.0 42.8 31.3 17.1 7.1 1.7

Large (10.000 to
15.000 square
feet) --- - 100.0 14.4 25.9 33.1 7.3 9.6 7.2 - - 2.5

Extra large (15,000
to 20,000 square
feet) - 100.0 11.0 18.6 11.0 14.4 15.3 3.4 7.6 18.7

Colossal (20.000
square feet and
over) -100.0---- 4.2 5.2 4.2 18.5 18.5 49.4

I Built in 1955.

Source: Supermarket Merchandising, 1955 Reached New Peaks in Sales and Stores, reprinted from the
January and February 1956 issues of Supermarket Merehandising, p. 6, table 7.

TABLE IV-12.-Relation of sellinp to nonselling areas in new' supermarkets,
United States, 1955

Average Selling Percent Percent Percent Size of Ratio
Size of market size in area in selling service with lots in to

square square to to park- square store
feet feet overall overall ing lots feet size 2

Small (under 5,000 square feet) - - 4,000 3, 200 80.0 20.0 88.6 10, 700 2. 67
Medium (5,000 to 10,000 square feet) 7,000 5,400 77.1 22. 9 95.8 14,600 2.05
Large (10,000 to 15,000 square feet) - -- 12,000 9, 000 75.0 25.0 97.7 24, 600 2.07
Extra large (15,000 to 20,000 square feet) 16, 600 11, 500 69.3 30.7 100.0 48, 000 2.89
Collossal (20,000 square feet and over) -- 25,300 16, 100 63.6 36.4 100. 0 76, 700 3.03
United States average- 12,900 9,100 70.5 29.5 96.2 27, 600 2.43
Region:

New England --- 11,400 7, 600 66.7 33.3- - - -
Middle Atlanti - - - 13,900 8,900 64.0 36.0 -
East North Central - - - 12,300 9, 200 74.8 25.2
West North Central - - - 9,500 6, 800 71.6 28.4
East South Central -11,000 7, 400 67.3 32. 7.
South Atlantic - 12, 600 9, 300 73.8 26. 2
West South Central -13, 200 9,600 72.7 27.3.
Mountain - - -14,800 10, 700 72. 3 27. 7
Pacific - -- -------------- 16,900 11,800 69.8 30.2

I Built in 1955.
2 Exclusive of markets in shopping center developments.

Source: Supermarket Merchandising, 1955 Reached New Peaks in Sales and Stores, reprinted from the
January and February, 1956, issues of Supermarket Merchandising; pp. 3-4, tables 2 and 3.

TABLE: IV-13.-Elvtent of self-service in perishables, new ' supermarkets,
United States, 1955

Percent self- Percent par- Percent
Department service tial self- service

service

Meats -61.5 28.9 9.6
Produce -71.6 25.0 3.4
Cooked foods -83.1 9.6 7. 3
Store-baked goods -67.2 9.8 23.0

X Built in 1955.

Source: Super Market Merehandising,,1955 Reached New Peaks in Sales and Stores, reprinted from tho
January and February 1956 issues of Super Market Merchandising, p. 9.
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TABLE IV-14.-Percent distribution of sales, gross profit and floor space in

supermarkets by major product groups, five supermarkets in the Cleveland
area, spring 1954

Percent distribution-
Major product group

Sales Gross profit I Floor space

Total -------- 100.0 100.0 100.0

Grocerle! -::::::::: 43 7 40. 3 44.6
Meats --------------------------- 28.1 20.5 27.0
Produce -12.8 26as 17.4
Dairy products- 8.6 7.4 4.0
Frozen foods -4.1 5.1 5.0
Bakery goods -2.7 2.7 2. 0

a The spread between the dollar cost of merchandise delivered to the store and the dollar value of the
store's retail prices.

Source: The Progressive Grocer, Foodtown Study, New York, 1954, p. 31. (The study is an analysis of
operations in 5 supermarkets in the Cleveland area, conducted over a 13-week period in the spring of 1954
by the editors of the Progressive Grocer.)

TABLE IV-15.-Percent of supermarkets with selected merchandise departments
and type of service, by departments, United States, 1954 and 1952

Percent of Percent distribution by type of service-
supermarkets
with depart-

Department ment Self-service Partial self- Clerk service
service

1954 1952 1954 1952 1954 1952 1954 1952

Meat-100.0 100.0 59.9 49.2 31.5 38.1 8.6 12.7
Produce - -------- 100.0 100.0 66. 0 69.1 29.4 26.2 4.6 4. 7
Drugs and cosmetics-97.5 92.0 96.9 94.0 1.0 4.3 21 1.7Dietetic foods-------------92.9 86.3 100.0 100.0 0 0 0 0
Housewares-83.2 74.6 98.8 98.9 .6 1.1 .6 0
Delicatessen-66.0 63.5 93.8 88.8 3.1 5.0 3.1 6.2
Stationery -71.1 59.5 97.9 96.0 0 4.0 2.1 0
Magazines - -------------- 71.1 57.9 98.6 98.6 0 0 1.4 1.4
Store baked goods -48.2 53.2 80.0 64.3 0 9.0 20.0 26.7
Beer - -- ------------------ 49.7 53.2 99.0 95.5 1.0 1. 5 0 3.0
Soft goods- 54.3 40.7 97. 2 93.9 1.9 6.1 .9 0Hardware---------------48.7 39.7 98.0 96.0 1.0 4.0 tO0 0
Toys ----------------- 59.9 35.7 gas4 97.8 .8 2. 2 .8 0Wine -22.3 34.9 90.9 93.1 2.3 23 6.s 4. 6
Fountain and lunch -7.6 14.2 0 0 13.3 0 86.7 100.0
Liquors -8.1 7.9 81.3 50.0 6.2 0 12.5 50.0
Ice cream -09.5 (') 99.5 .5 0
Children's books -74.1 (1) 9.3 -- - 0 ----- .7
Appliances-25.9 (') 92.2 5.9 1.9

I Not available.

Source: America's Super 1952 M1odels, Super Market AMerchandising. vol. 18. No. 1, New York, January
1953, p. 41; and Survey Shows Industry's Vigor, Super Market Merchandising, vol. 20, No. 2, New York,
February 1955, p. 56.



780 POLICY FOR COMMERCIAL AGRICULTURE

TAnLE IV-16.-Relationship between average weekly customer transactions,
number of checkout stands, and weekly sales volume of store, for new
supermarkets, United States, 1956

Average Average
number of weekly

Weekly sales volume checkouts customer
pter store transactions
(median) per store

(median)

All new supers -8 7,500
$20,000 to $30,000- 6 6,300
$30,000 to $40,000 -8 7,000
$40,000 to $50,000- 9 8,700
$50,000 to $60,000 -10 10,000
,Over $60,000 -12 12,000

X Built in 1956.

Source: Super Market Institute, Facts About New Super Markets Opened in 1956, p. 15.

TABLE IV-17.-Percent distribution by marketing, channel of consumer food
expenditures, United States, 1929, 1939, 1947-49

Consumer food expenditures
Channels

1949 1948 1947 1939 1929

AU channels -100.00 100.00 100.00 100.00 100.00

Grocery-combination stores I -38.50 37.44 36. 12 37.07 35.92
Specialty food stores -9.93 10.02 9. 76 11. 77 17. 65
Eating and drinking places 3_-------------- 16.95 17.69 18.18 17.77 10.52
Government and military 4 -2.57 2.50 2.43 2.29 2.61
Farm consumption 6 -4.18 4.76 5.11 5.88 8.06
All other 5--------------------------------- 27.87 27.59 28.40 25.22 25.24

All grocery stores handling a full line of foods with or without meats.
2 Bakeries, meat markets, fish stores, delicatessens, dairy stores, confectionery stores, fruit and vegetable

markets.
3 Includes restaurants, cafeterias, lunchrooms, hotel and club dining rooms, and the like.
4 Covers food bought by the Government for civilian and military use.
5 Represents only that portion of the total food supply which is eaten on the farms and ranches where

it is produced. The figures represent what farmers would have paid for their own foodstuffs had they bought
them In retail stores.

6 Includes hospitals, institutions, factories, home delivery, direct sale by farmers, home gardening, and
food sales by mail-order houses, department stores, variety stores, general stores, and similar outlets.

Source: Food Topics, What the Public Spends for Grocery Store Products, (New York: Food Topics
Publishing Co., 1950); Table 5, p. 7.

TAiBLE IV-18.-Importance of direct buying to large multiunit retailers supplied
by wholesalers, United States, 1956

Number of stores.that-

Number of mnits operated
Buly direct Buy from
from manu- whole-

facturer saler

Total -18,253 6,382

2 stores -- 1,450 2,958
3 to 6 stores --- 840 1,258
6 to 10 stores -368 856
11 to 25 stores ------- 1,082 540
Over 25 stores --------- 14,813 770

Source: The Progressive Grocer, Facts in Grocery Distribution, New York, 1957 edition; p. 16.
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TABLE IV-ltt.-l'ype of wholesale grocery supplier patronized by independent
grocery stores in 1954 and percent increase in sales from 1953 to 19511, by size
of store, United States

Type of wholesaler

Kind of store Total
Retailer- Voluntary Unaffiliated
owned group

Percent buying, from each type of wholesaler

All independents -100. 0 30.5 29.3 40. 2
Supermarkets -100.0 39. 2 28.3 32.
Superettes -100.0 30.9 31.2 37. 9
Small stores -100.0 22.2 22.2 55.6

Percent change in sales from 1953 to 1954

All independents-7.8 7.4 9.4 7.0
Supermarkets -13.5 12.2 16. 9 12.8
Superettes -3.7 3.0 4. 9 3.1
Small stores -- 2.1 -2.3 -1.7 -1.9

Source: The Progressive Grocer, Facts in Grocery Distribution, New York, 1955 edition; p. 14.

TABTE IV-20.-Relative shares of total grocery store sales, cabainstores, usafflfli-
ated independents, and afflliated independents, United States, 1947, 1950, 1953,
and 1956.

Share of United States grocery store sales
Type of store _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

1947 1950 1953 1956

Percent Percent Percent Percent
Total -100 100 100 100

Chains-37 36 36 37
Unaffiliated independents -34 31 25 19
Affiliated I independents -29 33 39 44

' Members of voluntary and cooperative groups.
Source: The Progressive Grocer, Facts in Grocery Distribution, New York; 1957 edition, p. 15.

TABLE Di-21.-Percent of independent stores handling frozen foods, United
States, 1940, 1942, 1945-51

Stores handling frozen Stores handling frozen
foods as percent of all foods as percent of all

Year: independent stores Year-Continued independent stores
1940- -_____--__--_____--__29.0 1948 -_-______-_-________73.0
1942 -_________----___--_39. 0 1949 -________-_-_________84.0
1945 -__--______--____--44.0 1950- -_________-____-_-__88.3
1946 1_------------------- 52. 0 1951 -___-_______-__-_-_ 92.0
1947 ----------------------_67.0

XThere is a discrepancy between sources; some editions credit 1946 with only 51 percent.
Source: Progressive Grocer, Facts in Grocery Distribution, New York: Annual, 1947 edition, p. 6; 1949

edition, p. 9; 1950 edition, p. 9; 1951 edition, p. 9; 1952 edition, p. 11.
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TABLE IV-22.-Percent distribution of frozen-food sales in chainstores by item,
United States, 1955 and 1954

Frozen-food sales in chain-
stores

Type of frozen food

1955 1954

All frozen foods 100. 0 100.0

Vegetables - - ------------------------------------- 27.0 30. 0
Juice--------- 19.0 21.0
Specialties I --------- 18.5 14.0
Poultry ---- 15.0 15. 0
Fish ----------- 10.5 10.0
Meat --------- 5.5 4.5
Fruit - ----------------------------------------------------------- 4.5 5. 5

1 Includes precooked meals and other prepared foods.

Source: Frozen Food Sales Rocket Upward, Chain Store Age, grocery executives edition, frozen-food
merchandising section, April 1956, p. 125, and Chain Store Age, grocery executives edition, frozen-food
merchandising section, May 1955, p. 99.

TABLE IV-23.-Dollar value at retail and output of commercial frozen foods,
United States, 1938-55

Total Output (millions of pounds)
retail

Year value
-(rhillions * Vege- .. 8p~e- CGoncen-

of Total Fruits tables Poultry Meats Seafoods cialties ' Crates
dollars) I

1938 - (2) 268 130 73 12 5 48 0 0
1939 (2) 325 180 70 15 10 50 0 0
1940 108 431 225 92 50 14 50 0 0
1941 142 568 250 150 75 18 75 0 0
1942 162 648 275 220 70 12 70 1 . 0
1943 178 711 210 300 90 14 90 7 0
1944 197 790 315 285 90 0 90 10 0
1945 257 1,028 445 338 100 0 120 25 0
1946 324 1,317 540 475 125 12 125 40 0
1947 245 968 347 346 130 15 125 5, 0.
1948 292 1, 1034 377 416 150 20 150 20 0
1949 - 375 1,516 310 W56 200 50 165 35 140
1950 -- 500 2,000 475 590 275 75 225 60 300
1951 - 700 2,470 420 790 350 85 300 85 440
1952 875 2.890 420 895 400 125 350 150 550
1953 1, 200 3,636 542 1,076 470 170 400 300 678
1954 1,4150 3, 920 523 974 525 200 450 465 783
19553_____ 1,700 4,410 550 1,150 600 250 500 600 760

I Includes all sales of frozen foods projected at retail prices. Quick Frozen Foods points out that 70 percent
of total figures will give actual retail sales.

2 Not available.
8 Estimated.

Source: Quick Frozen Foods, 1956 Almanac of the Frozen Food Industry, New York, February 1956,
p. 222.

TABLE IV-24.-Sales in foodstores of health and beauty aids, United States,
1951-Z6

Year: safes-Continued Sales
1951 -_------$340,000,000 1955 -_ _ $700,000,000
1953 -__--_--_-- 510, 000,000 1956 -_-_-__ 810,000, 000
1954 - __----_600,000,000

Source: The Progressive Grocer, Facts in Grocery Distribution, New York, 1957 edition, p. 14.
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TAuLE IV-2.,.-GGd8, food beveiagcs, and. coatfections, advertising eopenditiires,

by type of mediumi, United States, 1951-54

Percent
Advertising medium 1054 1953 1952 1951 change,

1951-54

All mediums -$233, 547, 428 $212, 148, 639 $187, 756, 051. $179,433, 386 30.2

Magazines-. . 67,017,945 60,927,727 54,884,457 49,405,064 35.6
Sunday magazllle section -17, 31, 587 15,637,644 11,497,619 12,714,245 36.2
Newspapers-------------- 40,611.891 4t), 51-5,867 42,727,323 43,087,782 6.0
Farm journals------------- 2,830, 634 2, 596, 070 2,613, 733 3, 065,346 -7. 7
Network radio - 28,648,115 34, 549, 564 38, 267, 955 43, 740,301 -34.
Network TV -67, 870, 006 46,330,607 35, 255,494 25,478,548 166.4
Business papers - 3, 253, 250 2, 591,100 2, 509, 470 1,041, 800 212.3

Source: Printers' Ink, Advertisers' Guide to Marketing for 1956, New York, October 1955, p. 75, as
compiled by B. W. Lyndon. The study is limited to 259 manufacturing, insurance, arid transportation
companies whose total advertising expenditures for all medlumns were over $1,000,000 in 1954; 52 advertisers
were included in this food, food beverages, arid confections group.

TABLE IV-26.-Percent nzargin on food8torc sales, by conmmodity, United States,
1928 and 1952

Percent margin Percent margin
onl sales on sales

Commodity Commodity onsales

1028' 19522 1928 ' 1952 '

Total, all commodlties --- 26.0 16.0 Groceries-Continued
Cleaners -30.5 10.5

Meat - ---------------- 29. 6 18.0 Spices -31.8 27.0
Produce -35.5 23.5 Flour --- 17.0 10.0
Dairy -18.2 14.0 Salt - i 34.0 14.5Butter ------------- 14.9 11.5 Baking powder--------- 22.4 16.0

Eggs- 19.0 11 .0 Candy and gum -32.1 22.5
Cheese -28.7 20. 5 Sugar -22.4 9.0
Milk and cream -16.9 16.0 Canned milk -19. 5 8.0
Margarine -23.0 16.0 Canned fruit -26.9 16. 0
Lard - ---------------- 25.4 11.0 Canned fish -26.2 16.0

Bakery -16.7 20.0 Soups -24.9 28. 0
Bread and rolls -13.0 16.5 Canned meats -26.2 14.5
Soft goods -20.1 25.0 Salad dressings -25.9 18.5
Crackers and cookies -24. 4 20.5 Cooking oil -27.7 14.0

Groceries -25 8 14.5 Dried fruits -27.8 21.0
Coffee ------ 19.4 8.0 Cereals -24.5 12.0
Tea -31. 1 15. 5 Spaghetti -45.7 13.5
Soft drinks -33.4 18.5 Jams, jellies -28.3 23.5
Cocoa -31.5 20.5 Condiments- 29. 9 21. 5
Cigarettes -22.6 6.0 Molasses, sirups -23.1 16.0
Canmed vegetables -28.8 19.5 Popcorn -30. 6 21.0
Soaps -22.6 6.0

' U. S. Bureau of Foreign and Domestic Commerce, Distribution Cost Studies, No. 11, Louisville Grocery
Survey, pt. III A, Merchandising Characteristics of Grocery Store Commodities, General Findings and
Specific Results, Government Printing Office, Washington, D. C., 1932, pp. 23, 44-47. (This study was
made among 26 Louisville, Ky., independent retail grocery stores in 1929, and It covered the year's opera-
tions for 1928.)

2 Based on supermarket surveys conducted by The Progressive Grocer. See Food Stores Have Reduced
Margins More Than One-Third Since 1028, Progressive Grocer, vol. 21, October 1952. p. 169.



TABLE V-1.-Number of establishments, annual sales, credit ratios, and bad-debt losses for merchant wholesalers, by kind of business, United --
States, 1954

Establishments Establishments
All establishments Establishments reporting credit sales reporting cash not reporting

sales only cash and credit
data

Kind of business _

Credit End-of-year Bad-debt
Num- Sales, cash Num- Sales, cash sales as receivables losses as Num- Sales Num- Sales

ber and credit ber and credit percent of as percent percent her ber
sales of sales of sales

GROCERY, CONFECTIONERY, MEAT WIHOLESALERS
Thousands Thousands Thousand~s Thowansss

General line grocery wholesalers -3,320 $7, 353,560 2,390 $5, 463, 091 84. 7 3.8 0.06 259 $435, 201 671 $1, 455,268

Voluntary group grocery wholesalers-874 2,43 756 471 1,909,691 81.8 3.2 .06 27 173,532 76 380,533
Retailer cooperative food wvholesalers-------------- 103 1,298,175 127 914,208 91. 8 .3.0 (I) 28 129, 290 38 214, 668
Cash-carry food depots--------------------- 291 139, 950 56 44,140 15. 6 16 (1) 143 58, 398 92 37, 412
Other general line of grocery wholesalers------------2,262 3,411, 679 1,736 2,191,012 84. 8 4. 6 .09 61 73, 972 461 782,6155

Confectionery wholesalers -1,D09 127, 446 1,227 366, 370 66.3 1.0 .09 227 29,317 411 131, 769
Fish, seafood distributors ------------------- 1,808 613, 698 1,127 494,5171 86.9 1. 8 -14 230 30, 623 441 128,1900
Meat, meat produsts wholesalers -431 7 2,866,13 3,063 2, 200, 073 87.0 4. 3 .11 394 67,908 900 598,212

Specialty-line grocery wvholesalers- - 9221 6,919,993 15,68 4, 218, 673 85. 3 4.9 .07 1,062 226,401 2,591 1,474,919

Bakery, restaurant hotel supply houses------------ 438 211, 414 319 160, 881 87. 0 8. 1 .21 31 2,698 88 11,831
Bread, bakery Coaos distributors- -hoe 92800 168,478 337 91, 892 66.4 5. 8 .07 161 21,048 298 47, 538
Canned-food wh olesalers.------------------- 928 621, 222 718 481, 705 87.3 6. 1 .09 60 11.318 110 124, 199

Coffee, tea, spice wholesalers-488 1, 606,380 376 1,118,917 92.9 3.9 (') 27 64,162 85 423,301
Dairy products distributors ------------------ 2,281 1,340, 279 1,187 911,811 14.8 4.4 .07 298 48,144 686 379, 920
Flour distributors ----------------------- 170 108,383 125 89,488 93.9 8. 1 .22 6 391 39 18,424
Frosted, frozen food distributors-610 411,882 481 386,910 76.4 4. 9 .08 22 3,711 107 68,217
Soft-drink distributors---------------------1,142 161,961 471 96, 769 18.7 1.9 .10 311 21,340 316 47, 856
Other grocery specialty wholesalers -------------- 2,314 1,246, 070 1,510 680,292 92. 8 1.0 .08 232 49, 188 182 316,193

FARM PRODUCTS (EDIBLE) DISTRIBUTORS

Poultry, poultry products distributors ------------- 2,660 1,471,195 1,143 1,190,110 61. 3 3.6 .06 390 101,399 727 269,287
Fresh fruit, vegetable wholesalers -6,20 3,261,739 4,493 2,469,23V 82. 8 40 o 11 776 138,896 1,251 653,608

' Less than 0.01 percent.

Source: U. S. Bureau of the Census, 191S4 census-of business, Bull. W-2-3; wholesale trade
credit, receivables, bad-debt losses, merehant wholesalers, table 3-Ar
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tAniF. i.-2.-.l.hol.. saie trade: Percent. distribtitton of saies by ciass of cutstomer, by selected. types of operation. and kinds of business, uniteo
States, 1.954

Total Sales of establishments reporting class of customer

Establish- Industrial, Consumers Federal Wholesale
melnts Sales Total commercial, and Govern- IRetailers organiza- Export

etc., users farmers ment tion

Merchant wholesaleis:
Grocery, confectionery, ilieat wholesalers. Tlaousand Tlousaands Percent Percent Percent Percent Percent Percent

General line grocery, wholesalers -3,320 $7, 353, 500 $6, 471, 119 6.9 0. 2 0.4 89.2 2. 9 0.

Voluntary, group grocers, wholesalers 574 2, 463, 7561 2,314, 3S5 4. 7 1 3 92 4 2.3 3
Retailer cooperative food wholesalers - 193 1, 298,175 1,163,173 3 () () 99.1 5
Cash carry, food deports -29] 139, 950 139, 539 7 '-- -- ) 99.1 2
Other general line grocery wholesalers -2,262 3,451, 679 2, 854,052 11 6 .3 .7 82.0 4.6 0

Confectionery, wholesalers -1,909 527,446 430,087 7. 2 5 2. 4 73.9 14.0 2.0
Fish, seafood distributors -1, 808 653, 698 487, 279 19. 0 1. 8 1.2 38.9 38. 8 .8
Meat, meat products, wholesalers -4,357 2, 866,193 2,332,298 22.6 1. 6 1.3 53. 9 19. 1 1
Specialty-line grocery wholesalers -9,221 5,919,993 4,743,008 24. 3 1.2 2.5 34.5 34.2 3. 2

Bakery restaurant, hotel supply houses ---- - 438 215, 414 165, 673 61.0 5 .7 25.4 12.1 :
Bread, bakery goods distributors - -800 160, 478 120, 715 15.8 - 5 6 65.5 17.5 (')
Canned food wholesalers - -928 621, 222 527, 900 17.5 4 1. 9 45.7 29 8 4. 7
Coffee, tea spice wholesalers - -488 1,606, 380 1, 359, 991 30.6 (') 1.9 .2 59 2 2.01
Dairy products distributors -- -2,281 1,340,279 1,002,102 14.1 2.6 5.8 47. 7 29. .2
Flour distributors - -- 170 108, 303 92,466 37.6 .4 .2 41. 7 10.1 10.
Frosted, frozen foods distributors .610 455, 882 419, 347 19. 2 .9 3. 7 58.4 17.6 .3
Soft di Ink distributors . .1,142 165,965 124,136 14. 7 3.1 .2 70.2 10. 8 1.
Other grocery specialty wholesalers . 2, 3G4 1 246, 070 930, 678 26.4 2. 3 .7 36.9 24.4 9.4

Farm products (edible) distributors:
Poultry, poultry prlducts -.. -2,660 1, 475,101, 1,173, 670 13.4 1. 7 2.5 52.6 29.1 .7
Fresh fruit, vegctablh wholesalers - -6520 3,21,739 2,771,516 8. 6 3.0 1. 4 54.3 31.4 1.'2

Manuufactirers' sales branches and offices: Food ntid kindled
products- -- 4, -- - - ............... ------- --- 4, 488 11, 746 914 (2) (2) (2) (2) (') (t) ()

rMerchandise agents, brokers:
Groceries, confectionery, meats . .2,949 7,021,093 6,909, 531 19.9 .1 .4 11 .2 66.0 2. 5
Farm products (edible) .1,107 2,107, 445 1,856, 733 11.6 .1 1. 1 17.0 07.0 3. 2

D)airy, poultry products - -214 516, 210 417, 324 29. 7 .4 3.3 29.2 34.2 3. 3
Fruits, vegetlables - - 813 1,591,235 1,439.409 0.3 (3) .8 13.4 70.5 3. 2

I Less than 0.1 percent.
I Not analyzed by class of custoiter.

0

0

99
99

Source: U. S. Bureau of the Census, 1954 Census of Business, Bulletin W-2-4, Whole.
sale Trade, Sales by Class of Customer; table 4A. 00
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TABLE V-3.-Ntrlber of establishments and annual sales of merchant wholesalers for selected kinds of business, by sales size of establishment,
United States and 9 geographic divisions, 1954

.United States NIew Middle East North West North South East South West South Mountain Pacific
England Atlantic Central Central A tlantic Central Central

Kind of business and sales size
of establishment ' .5 ,0 .

X~~~~~7 ei . 7itE vi<e al Dei uiX eC <ae > ~cc 'U)a'

Id c 4 c 1 c 1 cc 14 cc 14 c 4 c 1 c 1 _

OENERAL-LINE GROCERY
WHOLESALERS

Voluntary group grocery whole-
salers:

Establishinents operatted en-
tire year, sales of-

$2,000.00tl and over.
$1,000,000 to $1,909,000
$500,000 to $909,000-
$200,000 to $409,000
Less than $200,000
Establishiments not opser-

ated entire year .
Retailer cooperative food whole-

salers:
Establishinients operated en-

tire year, sales of-
$2,000,000 and over .
$1,000,000 to $1,999,()00--
$500,000 to $999,000
$200,000 to $499,000
Less.$200,000 .
Establishments not oper-

ated entire year -------
Cash-earry food depots:

Estahlishlmoents Operal e'11
tire year,, sales of-

$2,000,000 an,, t e 0!
$1,000.000 to $1,09Uo00
$000,000 to $009,000 .
$200, 000 to $409,000)
Less than $200,00 ..

Establishi ments not operated
entire year-

Other general-line grocery whole-
salers:

Num-
ber

311
150,
74
27

114
37
29
0
2

2

12
INO

00

Thou-
sands

dollars
2,154,357

235, 190
:0, 973
(I)

(I)

7, 049

1,218,694
53, l
21, 891
(I)
(,)

(I)

18, 700
26, 8811
33. N)7
52, 155
7, 470

1, 113 .

NVm-
her

26
17
7
4

10

4

Thou-
sands

of
dollars
149, 676
26, 17

0, 120
1, 493

(I)

36, S43
8, 714
2, 760

-- - -

-i -(i;)
2 (')
3 01

Alum-
ber

00
38
24
7

20
9

10
2

21

Thou-
sands

of
dollar.~
320,941
54, 368
18, 474

2, 599
(I)

(I)

171, 159
12, 50

7, 50
(I)
(1)

(1)

* 2,274
7, 432
(1)

Aruim-
ber

70
27

2

22

3

4

37
-2,

Thou-
sands

of
dollaur
549, 764
40, 880

0, 152
(1)

259, 292
10 096

C,)
(I)

(1)

13, 684

5, 274
11,534
3,320

(1)

Ia~im-
ber

I8
17
0

2

13
4
3

Thou-
6a1?ds

of
dollars

477, 325
30. 221

4, 188
(I)

(.)

104, 228
(1)

2,13)

(i)
2,3t1
4, 040

9011

Nus-
ber

V

13
7

12
10

3

Thom-
sands

dbltars
112,325

1i' 937
4 302
*1, 110

(i)

79, 940
13,803
6,102
, 19,

1 4, 274
5, (L3
2, 590

6 -166

Num-
ber

1.

6

2-- -
----

Thou-
sands

of
dollars
126,954

5, 584
2,051
(I)

24, 091

.- - -

1 010
I()

Alum-
ber

27
19
13
5

9

Thou-
sands

of
dollars
159, 307
28,306
9, 788
1, 777

(I)

50 259

_ _____

(')
2, 457

Num-
ber

11
13
5

Thou-
sands

of
dollars
59, 967
18, 266
-3, 5000T So

Num-
ber

17

3
3

9 87, 134 1

1 (I) 1
---- --- -- --1 3

2
3

.30.

1, 779
626
870

21

8

Thou-
sands

of
dollarls
198, 098
12,471
2, 333

965
(1)

405, 748

1,027

II
1
7

------

(I)
12, 095
21, 590

1,328

(I)

o

t-4

00

1r)
0
u'<
-4

m

r2

0
C
00
0

ci
00
00

I,
C
I
4



Establishlmcents overated en-
tilTe year, sales of-

$2,000.000 and ove ..... 4:46 1. 834, 286 I~ 64,111I 40 219, 017 -98 294, 228 40 183, 417 86 31)5, 136 70 251,643 73315. 107 IS 63,843 36 177, 7841
$1,000.000 to $1,909,000 - ... 667 947, 649 33 46,857 91 72. 361 67 92. 298 61 84.9995 183 2i74,;614 93 129, 467 141 204. 948 22 31. 895 16 22, 69489600.00 to $999000 - 649 483b.98 2i 20, 255 87 62, 8 69 50, 995 42 31,380 156 119.54 92 66,478 123 99. 078 20 13.900 32 23,467
$200,000 to $469,000-..... 364 138. 040 1 6 9, 719 52 19. 230 94 19, 5993 20 8, 720 97 36, 818 52 20,4377 34 13,408 17- 6, 698 22 7. 427
Less than $200,000 ----- 118 14. 215~ 4 396 26 3.154 20 2, 297 4 577 25 2.842 7 769 8 1, 016 1 1 1, 333 1.3 1.914

EstnabiishmsentR not, opera:toti
entire year ---------- 28 33. 8l66 2 (') 95 2,957 4 4,5999 1 (I) 6 4, 18 3 2, 314 9 4, 439 ------ 2I (I)

' Withiheld to avold dl closure. 0

Sowirce: U. S. B13reall of the Census. 19.4 ciusucs of business, Bull. W-2-2, Wholesale rradie, Size of Establishment or Firm; table 2-H.
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TrABLE V-4.-WVholesale trade: Number of establishments, annual sales, inventories and occupiable space by type of operation and kind of
business, United States, 1954

Establishments not report-
All establishments Establishments reporting floor space of 500 feet or more ing floor space or reporting

less than 600 square feet

Type of operation and kind of business Occupiable warehouse floor space, end
Inven- Inven- of year Inven-

N u- tories, Num- tories, . Num- tories,
ber Sales end of her Sales end of her Sales end of

year, at year, at I-story Multi- Build- year, at
cost cost Total buildings story ing not cost

buildings reported

Merchant wholesalers:
Grocery, confectionary, meat wholesalers:

General-line grocery wholesalers
Voluntary group grocery whole-

salers-
Retailer cooperative food whole-

salers-
Cash-carry food depots -
Other general line grocery whole-

salers ----
Confectionery wholesalers
Fish, seafood distributors
Meat, meat products wholesalers.
Specialty-line grocery wholesalers

Bakery, restaurant, hotel supply
houses -- -------------

Bread, bakery goods distributors-
Canned food wholesalers
Coffee, tea, spice wholesalers
Dairy products distributors .
Flour distributors-
Frosted frozen food distributors ---
Soft drink distributor
Other grocery specialty whole-

salers-
Farm products (edible) distributors:

Poultry, poultry products dis-
tributors-

Fresh fruit, vegetable wholesalers

3,320

574

193
291

2, 262
1, 909
1, 808
4,357
9, 221

438
800
928
488

2,281
170
610

1, 142

2, 364

2,660
6, 520

Thou-
sands of
dollars

7,353,560

2, 463, 756

1,298, 175
139, 950

3, 451, 679
527,446
653, 698

2, 866, 193
5, 919, 993

215, 414
160, 478
621, 222

1,606, 380
1, 340, 279

108, 303
455,882
165, 965

1, 246, 070

1, 475, 195
3,261, 739

Thou-
sands of
dollars
560, 337

181, 332

87,248
8,052

283, 705
35, 722
33, 765
68,959

282,633

16,338
5, 490

51, 603
58,405
33, 167
3, 562

25,209
6, 206

82, 596

29, 482
70,627

2, 535

513

160
210

1, 652
1, 193

776
1, 901
4, 193

262
245
635
244
687
83

270
515

1, 252

1, 356
3, 692

Thou-
sands of
dollars

5,166, 521

2,243,962

1, 143,069
115, 508

2,663,982
342, 654
272, 651

1,480, 464
2,430, 725

150,353
73, 656

416,129
176, 539
615, 572
62,025

230, 876
88, 015

617,560

840, 507
2, 116, 522

Thou-
sands of
dollars
507, 919

175, 281

80, 717
7, 442

244, 479
28,238
14, 903
31, 205

169,310

13, 864
2, 821

40, 378
16, 460
18, 477
2, 499

15, 520
3, 873

55, 418

Thousand
square

feet
68,851

23, 303

8, 711
1,209

35, 628
5, 752
3, 738
9, 983

35,286

2,925
1,229
7, 446
1, 973
3, 878
1,938
2,078
2, 519

11, 300

Thousand
square

feet
35, 241

10,967

5,228
870

18, 176
3,845
2,408
6,697

20,399

1, 398
808

3, 778
651

2, 087
1, 583
1,268
2, 028

6, 778

Thousand
square

feet
31, 738

11, 958

3, 256
303

16,221
1, 772
1,287
3,056

13,834

1, 492
253

3, 583
1,296
1,662

263
782
472

4, 031

16, 309 6, 583 4 255 2,073
48, 456 29, 015 17, 615 10, 368

Thousand
square

feet
1, 872

378

227
36

1,231
135

43
230

1,053

35
168

85
26

129
92
8

19

491

255
1, 032

785

61

33
81

610
716

1,032
2,456
5,028

176
555
293
244

1, 594
87

340
627

1, 112

1, 304
2, 828

Thou-
"ands of
dollars

1, 187, 039

219, 794

155, 106
24,442

757, 697
184, 792
381, 047

1,385, 729
3.489, 268

65,061
86, 822

205, 093
1, 429, 841

724,707
46,278

225,006
77,950

628, 510

634, 688
1, 145,217

Thou-
sands of
dollars

52, 418

6,051

6, 531
610

39,226
7, 484

18,862
37, 754

113,323

2,474
2,669

11, 282
41 945
14, 690

1,063
9,689
2, 333

27, 178

13,173
22,171

00
00

0

00

~0

0
00

'-4

I
00



Manufacturers' sales branches, with stocks:
Food and kindred products - 3, 398 7,954, 675 242,253 2,308 4,966,458 144,740 20,612 11, 704 8,299 509 1,090 2,988,217 97, 513

e Mcrchand ise agents, brokers: I
- ; Grocery, confectionery, meats - . .2, 949 7, 621,093 10, 587 348 689, 647 2, 435 3,792 (I) (I) 3,792 2,601 6,931, 446 8,152I; Farm p roducts (edlible)-.; ' ' 1, 107 2,107, 445 4.061 224 335,581 1,222 1,899 (X) (') 1,899 883 1, 771,864 2, 63a

Dairy, poultry products - 214 816,210 2,138 48 48,208 248 265 () (i) 265 166 468,002 1, 890
Fruits, vegetables -893 1, 591, 235 1, 923 176 287,373 974 1, 634 1) (I) 1, 634 717 1,303, 862 949

'Not available. Source: U. S. Bureau of the Census. 1954 Census of Business, Bulletin W-2-5, Whole-
sale Trade, Warehouse and Cold Storage Space; table 5A. 0
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TABLE V-5.-Wholesale trade: Number of establishments, annual sales, and operating expenses as percentage of sales, for selected types of -4
operation and kinds of business, by single or multiunit, United States, 1954 I C

Type of operation and
kind of business

Merchant wholesalers, grocery, con-
fectioners, meats:

General line grocery wholesalers:
Voluntary group grocery

wholesalers -

Retail cooperative food whole-
salers ---

Cash-carry food depots wshole-
salers -- - -

Other general line grocery
wholesalers-

Confectionery wholesalers-
Fish, seafood distributors -

Meat, meat product wholesalers. -.
Specialty lin- grocery wholesalers:

Bakery, restaurant, hotel
supply -y

Bread, bakery goods distrib-
-utors -

Canned food wholesalers
Coffee, tea, spice wholesalers-
Dairy products distributors:
Flour distributors-- -

Frosted frozen food -distrib-
utors ------- -----

'Soft drink distributors
Other grocery specialty whole-

Sulers - - -

Number of establlshments

Wholesale multiunits
SingI -

Total unit
2 or 3 4-9 10-24 21 or

more

574 316 44 99 11.5

193 158 18 17

291 16 13 49 43 170

2,262 1,723 178 181 92i 88
1,909 1,822 69 18
1, 808 1, 713 73 22
4,357 4,242 111

438 419 19 ------ -----

800 785 1 , ---

928 858 33 37
488 411 16 231- 38

', 2S1 2, 073 1'25 .10 33
170 163 7- r-

610 116 58 36
1,142 1,092 21 29

2, 364 2,158 101 12 53

Sales (thousand dollars)

Total

2, 463, 756

1, 298, 175

139, 950

3,451, 679
527,446
653, 698

2, 866, 193

211, 414

160,478
621, 222

1, C06, 380
11,340, 279

'108,303

411, 882
165, 965

1, 246, 070

Single
unit

2 or 3

1,305,161

986, 288

23, 917

2,323,566
478, 094
191, 16

2, 705, 992

201, 846

149, 285
-143, 044

1, 146,495
1',054,'912
' 99, 634

345,622
141, 616

1,082,494

228,0)96

181, (;34

4,181

278, 141

33, 497
24. 777

Wholesale mulntiunits

4-9 10-24 25 or
more

401, 127 529, 372

130, 253

11, 381 28,156 68, 306

419, 691 180,111 209,762
16, 865
37, 815

160, 201

13,568 - - ----------

11, 193

40, 490 - 37, 688

167, 011 271, 9141 20,960

193,901 70, 517 20,9q49

8,669._:___1__________

73, 002 37, 218

13,404 10,941

108, 251 21,7141 33, 6t11

Operating expenses as percent of sales

Sinel
Total unit

7.4

4.4

4. 2

8.9

12.9
16. 4
10. 3

15.4

20. 6

10. 5

3.0

11.6

7.4

13.9

23. 5

9,8

7. 1

4.,

5.1

8. 1

13.1
16. 4

10.4

Wholesale multiunits

2 or 3

7.2

5. 6

4. 7

9. 5
12. 9
21. 6

4-9 10-24 25or omore 0

8.6 ' 7.4

4. 2

5.0 3.21 4.2

10.0 9.7 10.9 c0
6.5
12.7

9.4

1------ ------

12.2
4 Ai In1



Manufacturers' sales branches and
offices: Food and kindred products.. 4,485 92 206 411 582 3,197 15, 746, 914 451, 191 658,222 1,356,69 1(I)40778,4

MIerchandise agents, brokers: Orocery, - I(ronfectioncry, meats ----------------- 2,949 2, 685 171 93 . 7,621,093 6,224,662 643,668 752, 763 2.1 2.3 1.9 I 3
FaInr products:

Dairy, poultry -214 206 8 516, 210 427,149 89 061- | ---------- 3.6 2.4 9.4
Fruits, vegetables -893 707 61f 24 . 01 1,591,235 1,058,983 101,791 28,033 402 428 4.3 3.9 3.9f 3.6- 5.5

I Not available.

Source: IT. S. Bureau of the Census, 1954 Census of Busihess, Bull. W-2-2, Wholesale Trade, Size or Establishment or Firm; table 2H.
0
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TABL3E \T-6.-Wholesale trade, number of establishments, annual sales, inventories, and operating e -pense as percent of sales, for selected kinds --I
of business and type of operation, United States, 1954 and 1948 C

Number of establishments

____________________________________________ -----..- .1I

1954 1948
Percent
change
1948 to

1954

19

_____________________ ______________________ I .1. -

Merchant wholesalers, all -.-
General line grocery -.-- -
Confectionery-
Fish, seafood
Meat, meat products .- .---------------
Specialty-line grocery-
Poultry, poultry products ------ --------
Fresh fruit, vegetables - ---
Manufacturers' sales branches, all -
Food and kindted products - ---
Merchandise agents, brokers, all-

Groceries, confiictionery, meats-

Grocery products-
Confectionery
Meats -- ---------------------------

Farm products (edible)-

Dairy, poultry products -
Fruits, vegetables -. ----------------------

165, 153
3, 320
1, 909
1, 798
4, 357
6,950

1 4, 941
6. 520

14, 7.19
3, 398

22 131

129, 117
4, 253
1, 696
1. 100
3, 200
5,458
4,839
6. 127

15, 687
4,085

18. 138

27. 9
-21.9

12. 6
63. 5
36. 2
27. 3

2.1
6.4

-5.9
-16.

22.0

Thou
$101 3

7,1-

2,E
4,(
2, 1
3,

36, i
7,1

39,!

2,949 2, 168 14:8 7,1

2,678 2,401 11.5 6, 1
174 109 59.86
97 58 67.2

1, 107 956 16. 8 2,

214 151 41.7
893 805 10.9 1.

I Plus dairy products.
2 With stocks, as contrasted with manufacturers, sales offices, without stocks.

Annual sales Inventorics, end of year, at cost Operating expenses
as percent of sales

Percent Percent
954 1948 change 1954 1948 change 1954 1948

1948 to 1948 to
914 1954 0

ssanda Thousanids Thousands Thousands
.00,941 $76, 533, 260 32. 1 $9, 524,871 $7, 056, 391 35.0 13. 2 11. 5
153,5160 5, 771, 700 27.4 560, 337 598, 763 -6. 4 7. 5 8.2 '=1
27, 446 357,5114 47. 5 35 722 23, 749 0. 4 12. 9 12. 1 0

62, 046 387. 557 61.3 30,463 16,149 88.6 16. 8 15. 6 0
866, 193 1,977,065 45.0 68,959 33, 807 104.0 10. 3 7. 5
608, 366 2,719,192 69.5 252, 76 209,950 20.4 9.0 9.7 Q
115,474 2.688,598 4.7 62,649 63,017 -. 6 10.1 7.9 0

26i 739 3. 169. 960 2. 9 70, 627 51, 830 36.3 13.2 9.9
111, 238 28, 609, 331 28. 7 2,1122 720 1, 730, 310 24. 4 10. 3 10.0
114.671 8,121,928 -2.1 242,213 273, 439 -11. 4 10.3 7.9~ t

250, 509 32, 839, 667 19.5 103, 232 64, 910 59.0 3. 1 2. 5 td

121, 093 5. 179, 537 47. 1 10, 587 8,804 20.3 2.1 2.0

907,496 4,518,201 52. 9 10,371 8,710 18.5 2. 3 2.1 LI
192,992 89,961 114. 5 92 20 360.0 3.9 3 7
620,605 571 375 -8.9 124 34 264.7 1.1 .6 :

107,445 1,663,467 26.7 4,061 3,545 14.6 4.2 3.1

116,210 388,069 40. 2 2,138 884 212. 6 3. 6 1.
591,235 1,2985 398 22.8 1,923 2,861 -32.8 4.3 3.5

Source: U. S. Bureau of the Census, 1954 Census of Business, Bulletin W-1-1, Whole. -
sale Trade, United States Summary; table Ic. t!

'rype of opP'ration and kind of business

. .. .. .~
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TABLE V-7.-Central warehousing and group afflviation, supermarkets, United
States, at the beginning of 1956

Belong to Belong to No central
Own central retailer- wholesaler warehouse

l warehouso owned sponsored or appro-
cooperative voluntary or affiliation

chain

Percentage of supermarkets - . 81 10, 3 8
Percentage of companies, total - 33 31 16 24

Company sales group:
U p to $2,000,000 -5 40 26 31
$2,000,000 to $10,000,000 -34 30 12 27
$10,000,000 to $20,000,000 - 69 36 3 5
$25,000,000 to $50000,000 ---- -- 92- - ------- -------- 8
Over $50,000,000- 100

Region:
New England - -- - 39 18 14 32
Middle Atlantic - .---- 35 37 8 20
East North Central -30 38 16 20
Southeast -J 46 23 9 26
West North Central … 21 21 37 21
West South Central * 44 7 19 30
Mountain and Pacific - - 21 56 8 26
Canada - - 67 … …33

NoTE.-Figures add to more than 100 percent since some companies have their own central warehouse
and are also affiliated with a group. I

Source: Super Market Institute, Tie Super Market Industry Speaks * 1956, 6th Annual Report by
the Members of the Super Market Institute; p. 12.

TABLE V-8.-Employment in wholesale and retail.distribution, United States,
1929, 1939, and 1948

[Thousands of persons]

1929 1939 - 1948

Distribution, total - ------ -------------------- 7, 238 7,458 10, 358

Wholesale -- -- ------------------------------- 1,751 1,749 2, 627
Retail -- -- ---------------------------------- 5, 487 5, 709 7. 731

Percent wholesale - 24 23 25

Source: Barger, Harold, Dlstributlon's Place in the American Economy Since 1869. (Study by the Na-
tional Bureau of Economic Research, New-York; published by Princeton University Press, Princeton,
1955); p. 14, table 7.

TABLE V-9.-Distribution of wholesale grocery sales, by type of operation,
United States, 1935, 1939, and 19481

1935 1939 1948

Percent Percent Percent-
Regular wholesalers -

57.8 49.5 50. 5
Manufacturers' sales branches ---- 37.9 3605 30.1
Cash-and-carry wholesalers - .9 1.1 1.2
Voluntary group wholesalers -I - 1.6 10.4 13.4
Retailer-cooperative warehouses-1.9 2. 5 i 8

Total -- -- --------------------------------------- 100.0 100.0 100.0

I All data from Census of Business, 1935, 1939, and 1948. The table includes all forms of wholesaling In
which stocks are carried, except chainstore warehouses. Data are from the census 'of distribution. Table
does not include wholesaling of meat or dairy products.

I General line and specialty, including Importers and wagon distributors.
Source: Barger, Harold, Distribution's Place In the American Economy Since 1869 (Study by the

National Bureau of Economic Research, New York; published by Princeton University Press, Princeton,
1955); p. 77, table 22.
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TABLE V-10.-Distribution of wholesale sales, 4 kinds of business, by type of
operation, United States, 1939 (all data from United States census of busi-
ness, 1989)

Total sales, wholesalers with stocks I

Percentage distribution of above:
Regular wholesalers '
Manufacturers' sales branches
Cash-and-carry wholesalers
Wagon distributors
Voluntary group wholesalers
Retailer-cooperative warehouses

Total ----------------------------------

For comparison: Retail sales of stores in classifications
named above

Drugs I Dry goods I Groceries Hardware

Millions of dollars

I$780 $958 j $6,387 $614

Percent

69. 5
25.9
0
0
.8

3.8

100.0

78.1
21.9
0
0
0
0

100.0

49.0
36. 5

1. 1
.5

10. 4
2.5

100.0

92.5
3.9
0
0
2.1
1.5

100.0

Millions of dollars

$1,563 $7131 $8,210 _

I Except ehainstore warehouses.
2 General line and specialty, including importers.
Source: Barger, Harold, Distribution's Place in the American Economy Since 1869 study by the Na-

tional Bureau of Economic Research, New York; published by Princeton University Press, Princeton,
1955); p. 74, table 21.

TABLE V-1a1-Percent distribution of grocery wholesalers and their sales by
ownership and spon8orship, United State8, 1955

Percent distribution

Ownership All wholesalers Voluntary Not voluntary
sponsors sponsors

Number Sales Number Sales Number Sales

All wholesalers.- , _ -100 100 - -43 72 57 28
Privately owned - -- 100 100 42 so 58 20
Retailer owned -100 100 47 48 53 52

Source: Mueller, Robert W., The New Look of the Wholesale Grocery Industry, address delivered before
the National-American Wholesale Grocers' Association, Chicago, Mar. 7, 1956 (mimeographed); pp. 8-9

TABLE V-12.-Wholesale grocery sales, by type of wholesaler, United States, 1956

Percent Average
Number of Sales, 1016 gain in annual

Type of wholesaler firms (billions) sales, 1956 sales per
over 1955 wholesaler

(millions)

Total -2,927 $8.7 +11.6 $3.00

Voluntary group wholesalers - 555 3.2 +19. 7 5. 76
Cooperative wholesalers -192 2.0 +18. 8 10.41
Unaffiliated wholesalers -- 2,180 3.5 +1.7 1.60

Source: The Progressive Grocer, Facts in Grocery Distribution, New York, 1957 edition, p. 16.]

l
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TABLE V-13.--Perent di8tribution of wholesale grocer8 and their 8ale8, by 8iZe,

United State8, 1955 and .1950

| PePrepnt distribltion of-

Annual dollar sales volume 1055 1950

Firms Sales Firms Sales

All wholesalers- 100 100 100 100

Under $l,000,OOO----- ----------------------------------- 22 2 23 5
$1,000,000 to $5.COO,CO) -53 22 52 27
$5,020,000 to $10,005,000 -12 14 12 16
Over $10,000,OCO------------------- - 13 62 13 62

Source: Mueller, Robert W., The New Look of the Wholesale Grocery Industry, address delivered before
the Natlonal-American Wholesale Grocer's Association, Chicago, Mar. 7,1956 mimeographed); p. 12.



TABLE V-14.-Distribution of grocery wholesale firms, by size of annual volume of sales, United States, 1948-54

1954 1953 1952 1961 1950 1949 1948

Number Percent Number Percent Number Percent Number Percent Number Percent Number Percent Number Percent

All wholesalers - 131 100.0 119 100.0 139 100.0 143 100.0 132 100.0 232 100.0 141 100. 0

Under $1,000,000 -47 35.9 39 32.8 47 33.8 43 30.1 47 35.6 84 36.2 53 37.6
$1,000,000 to $2,000,000 -40 30.5 38 31.9 50 36.0 60 41.9 48 36.4 88 37.9 45 34.0
$2,000,000 to $3.000.000 16 12. 2 18 15. 1 19 13.7 18 12. 6 19 14.4 28 12. 1 20 14. 2
$3,000,000 to $4,000,000 -11 8.4 11 9.3 8 5.75 8 6. 6 4 3.0 9 3 9 6 4 3
$4,000,000 to $6,000,000 8 6.1 6 5.0 7 5.0 5 3. 6 7 . 6.3 8 3.4 4 2.8
Over $6,000,000----------------- 9 6.9 7 5.9 8 5.78 9 6. 3 7 6. 3 15 6. 5 10 7.1

Source: Bromell, John R., Survey of Wholesale Grocers' Profit and Loss Figures (Washington: U. S. Wholesale Grocers' Association, Inc., annual, years 1949-55),!tible T, p. 6.
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TABLE V-15.-Sales increase by size of grocery wholesaler, United States, 1955
as compared with 1954 and 1950

Percent increase to 19855
from-

States volume group

1954 1950

All wholesalers, average -12.9 42.1
Under $1;000,000 --. 3 6. 2
$1,000,000 to $5,0000,0-- 8.5 28.3
$5,000,000 to $10,000,000--- 13.1 31.4
Over $10,000,000 - ---------------------------------------------- 15.1 51.1
Retail sales gain- 6.9 46.2

Source: Mueller, Robert W., The New Loss of the Wholesale Grocery Industry, address delivered before
the National-American Wholesale Grocers' Association, Chicago, Mar. 7, 196 (mimeographed); pp. 10-11.

TABLE V-16.-Number of items handled by grocery wholesalers, United States,
1955, 1954, and 1950

Number of items handled
Item

1955 1954 1950

An wholesalers, average -3,033 2,811 2,472
Retailer owned - 3,33 3,010 2,520
Privately owned- 2, 954 2, 761 2,460
Voluntary- ------------------------- 3,336 3,071 2, 650
Not voluntary -2,781 2, 599 2,330

Source: Mueller, Robert W., The New Look of the Wholesale Grocery Industry address delivered before
the National-American Wholesale Grocers' Association, Chicago, Mar. 7, 1956, (mimeographed); p. 17.

TABLE V-17.-Percent of grocery wholesalers dealing in 6 special lines of
merchandise, United States, 1955

[Percent]

Item All grocery Retailer Privately Voluntary
wholesalers owned owned

Drugs and toiletries-83 71 86f 77
Fresh meats - -------- 11 11 11 18
Fresh produce --- 26 35 24 29
Frozen foods-3 35 24 49
Kitchen hardware -19 20 19 16
Toys ------------------------- - 17 22 16 19

Source: Mueller Robert W., The New Look of the Wholesale Grocery Industry, address delivered
before the Natlonai-American Wholesale Grocers' Association, Chicago, Mar. 7,1956 (mimeographed); p. 18.
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TABLE V-18.-Inventory turnover by size of wholesale grocery companies,
United States, 1947-53

Inventory turnover by total asset size of wholesaler
Number of

Year companies
in survey All sizes Under $250,000 to $1,000,000 to

$250,000 81,00,000 $10,000,000

1947 -140 8.54 7.57 9.03 1 8.38
1948 -- -------------------- - 141 9.45 10.58 10.11 9.29
1949- 191 9.79 10.81 9.91 9.72
1950 -190 8.93 8.67 8.90 8.94
1951 -198 9.49 9.52 9.38 9.52
1952 -253 10.31 9.77 10.64 10.27
1953 -264 10.65 10.23 10.15 10.79

1 $1,000,000-$5,000,000 total assets.

Source: Robert Morris Associates, Some Highlights of the Wholesale Grocery Trade, Supplement No. 5,
Philadelphia, 1953; p. 6. (The financial data in the publication are obtained by Robert Morris Associates
from statements contributed to them by their member banks; the banks, in turn, derive operating data
from statements of wholesale grocers dealing with them. The study is limited to firns of less than $10,000,000
in total assets.)

TABLE V-19.-Margins of wholesale grocers, by size of annual sales volume,
United States, 1955 and 1950

Percent margin-
Annual dollar sales volume

1955 1950

All wholesalers - 6.5 7.8
Under $1,000,000 -7.3 8.6
$1,000,000 to $5,000,000 -6. 7 8. 0
$5,000,000 to $10,000,000 -. 3 6.5
Over $10,000,000- 5.0 6.4

Source: Mueller, Robert W., The New Look of the Wholesale Grocery Industry, address delivered before
the National-American Wholesale Grocers' Association, Chicago, Mar. 7, 1956 (mimeographed); p. 13.

TABLE VI-1.-Inde.T of advertising by grocery manufacturers, and percent
distribution by media typed, United States, 1954, 1953, 195fI,' and 1948

Mediums 2 1954 1953 1951 1948

Index of 20 large grocery manufacturers:
Advertising expenditures (1948=100) 165 186 141 100

Percent distribution by media: Total 100.0 100.0 100.0 100.0

Newspapers - 25. 5 30.0 33.6 30.5
Magazines-21.8 22.5 21.6 27. 7
Network radio -_ 16.4 21.1 29.6 41.8
Network TV -36.3 26.4 11.2

I Estimated total advertising expenditures of 20 grocery manufacturers. Total for all forms of advertising
for all 20 manufacturers in 1948 equals the index base of 100.

2 Spot broadcasting and outdoor advertising expenditures are not available.

Source: A. C. Nielsen Co., The Outlook for Grocery Marketing and Distribution-Presentation to the
47th Annual Meeting of Grocery Manufacturers of America, Inc., Chicago, 1956; p. 13.



THE CONTRIBUTION OF MARKETING AGREEMENTS
AND ORDERS TO THE STABILITY AND LEVEL OF
FARM INCOME

[A supplement to the paper under this title by Sidney Boos. For secs. I and II, see p. 317 ff]

III. SoMiE PARtnCULARS AND DETAILS

Federal marketing agreements and orders (except milk).-The
legislatively specified intent of Congress (expressed in the Agricul-
tural Marketing Agreement Act of 1937) is-

through exercise of powers conferred upon the Secretary of
Agriculture * * * to establish and maintain such orderly
marketing conditions for agricultural commodities in inter-
state commerce as will establish, as prices to farmers, parity
prices-

and-
to protect the interests of the consumer by (a) approaching
[the parity] level of prices * * * by gradual correction of
the current level at as rapid a rate as the Secretary of Agri-
culture deems to be in the public interest and feasible in view
of the current consumption demand in domestic and foreign
markets.

Also included are quality control provisions (except for milk and
its products) -

as will effectuate such orderly marketing of such agricultural
commodities as will be in the public interest.

Federal marketing agreements are not limited to specific crops or
products. But Federal marketing orders are authorized for and
applicable only to the following:

* * * commodities and products thereof (except products
of naval stores and the products of honeybees) ; milk, fruits
(including filberts, almonds, pecans, and walnuts but not
including apples, other than apples produced in the States of
Washington, Oregon, and Idaho, and not including fruits,
other than olives for canning or freezing and grapefruit for
canning and freezing), tobacco, vegetables (not including
vegetables, other than asparagus, for canning or freezing),
soybeans, hops, honeybees, and naval stores. * * *

A number of attempts have been made to revise the Federal en-
abling legislation so as to broaden the list of products for which
Federal marketing order programs may be authorized.

The Federal legislation recognizes 'orders with marketing agree-
ment" and "orders without marketing agreement." No order with a
marketing agreement can be made effective unless handlers with not
less than 50 percent of the volume have signed the agreement (an
exception applies to citrus fruit produced in the California area for

799
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which the handlers with at least S0 percent of the volume must have
signed the agreement). In addition to agreement approval by han-
dlers, the corresponding order must be approved by at least two-
thirds of the producers in the production area specified in the order
(an exception again applies to citrus fruit produced in the California
area for which at least three-fourths of the producers must have
signed the order).

Federal marketing orders can be made effective by the Secretary of
Agriculture, however, if 'he determines that failure of approval by
the necessary majority of the handlers tends to prevent the effectua-
tion of declared policy and if he determines that the issue of the order
is the "only practical means of advancing interests of producers pur-
suant to the declared policy" and the order is approved by at least
two-thirds of the producers (80 percent for citrus produced in the
California area).

Once in operation a Federal marketing order program can be ter-
minated if the Secretarv determines that the program is not effectu-
ating the declared policy or if termination is favored by 50 percent
(by volume) of the producers. The extent of terminations is re-
flected in the following summaries of programs.

An overall picture of the programs, which have been in effect under
Federal marketing agreement legislation is reflected in chart I.
There may be noted the relative frequencies of programs for milk,
fruits, vegetables, and other commodities. The other commodities
group declined rapidly after 1933-34.

I. Programs in effect under Federal marketing agreement legislation, 1933-84
to 19S.3-54

Milk Fruits and vegetables

Other
Fiscal year Fresh D~ried corn-

Fluid Milk and fruits, Po- Other mod-
milk prod- Total canned hops, tatoes vege- Total tties 2

nets fruits and tree tables
nuts

1933-34 -30 2 32 8 1 -- 9 11
1934-35 -51 2 53 12 4 1 4 21 5
1935-36 -43 2 45 7 3 1 3 14 2
1936-37 -29 2 31 3 2 - 3 8 2
1937-38 -25 2 27 4 2 3 6 15 2
1938-39 -27 2 29 5 3 7 15 2
1939-40 ------------- 31 2 33 7 2 ----- 6 15 2
1940-41 -28 2 30 9 2 5 16 1
1941-42 -29 1 30 11 2 2 4 19 1
1942-43 -27 1 28 12 2 4 4 22 1
1943-44 -25 1 26 12 2 4 4 22 1
1944-45 -25 1 26 12 2 4 4 22 1
1945-46 ------------- 29 1 30 12 1 4 2 19 1
1946-47 -30 1 31 12 1 4 1 18 1
1947-48 -32 32 12 1 4 1 18 1
1948-49 -30 30 12 1 7 1 21 1
1949-50 -37 37 12 6 8 1 27 1
1950-51 -41 41 12 7 10 1 30 1
1951-52 -46 46 12 7 8 1 28 2
1952-53 49 49 10 7 7 1 25 2
1953-54-3 49 -- 49 12 6 7 1 26 2

'Before 1935-36 these programs were marketing areements, licenses, or both; programs issued after Aug
24, 1935, were marketing agreements, orders, or both. Some licenses continued after that date but sub-
sequently were terminated or reissued as orders.

2 North Pacific wheat, tobacco, peanuts, rice, turpentine and rosin, alcoholic beverage imports, package
bees and queens, and anti-hog-cholera serum. Since 1935 programs for the last item were under the Anti-
Hog-Cholera Serum and Virus Act of 1935.

'3 To Apr. 1, 1954.

Source: Donald M. Rubel and Budd A. Holt, Marketing Agreements, in Marketing, 1954 Yearbook of
Agriculture (U. S. Department of Agriculture).
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A more detailed picture of the use which has been made of Federal
marketing programs for the other group or miscellaneous products
is shown in chart II. 'Such products include varieties or types of
wheat, rice, peanuts, tobacco, naval-store products, and honeybees.
But operating experiernce in the 1930's indicated the inapplicability
of marketinlg programs for most of those products, and in the later
years marketing agreenent and order programs were oriented mostly
toward fruits and vegetables (in addition to fluid milk).

I *



II. Miscellaneous commodities: Federal marketing agreement programs

Number Effective date Composition of admin-
istrative committee a Other comn-

C o m m od ty an area_____ _____ ____ _____ ____ _____ _ -__ _____ ____ ermin tion __Term ination___ _ m odmditi sCommodity and area |date included?

Agreement License or Agreement License or a P H N
order I order

Wheat North Pacific--------------------- 14---------Oct. 11, 1933----------Apr. 1, 1935 4 2 2 1
Rice, 6alifornia ----------------------------- -10 96L -- Sept. 26, 1933 Dec. 12,1934 Sept. 14. 1935 7- 1 Yes.'
Rice milling, southern --------------------- 17 1lL------Oct. 16,1933 Oct. 17, 1933 Mar. 6,1934---- 7 .------

]b - 39 Ill,------Mar. 6,1934----do-----Apr. 1, 1935---- 7 .------
Peanut miliers-35 29L - Jan. 27,1934 Jan. 27,1934 Oct. 1, 1934 6 5 .
Tobacco:

Flue-cured - 15-- Sept. 25,1933 -- Mar. 31,1934 - (
Burley --------------------------- 34---------Dec. 11, 1933----------Apr. 15, 1934 ----------- (5)
Fire-cured and dark air-cured - 37 -- Dec. 1, 1933 -- July 1, 1934 -('
Dark air-cured-38 ---- do-(5
Fire-cured and dark air-cured - 41 -- Mar. 26,1934 -- do-) (
Cigar-leaf ------------------------ 46 --------- Dec. 1,1933----------June 30, 1934 ----------- (5)
Shade-grown, Connecticut Valley -------------------- 28 28L - Dec. 11 1933 Jan. 17, 1934 Aug. 15,1941 - ()-----Yes.

7

Cigar-leaf, type 62 shade-grown, Florida-Georgia---------------83-------------- - June 3, 1052----------------------
Alcoholic beverages importing-25 19L -------- Dec. 1, 1933 Dec. 10,1933 Oct. 22,1940-
Distilled spirits ------------------------- 27 21L------Dec. 10,1933 Dec. 13,1933 Apr. 18, 1934 -(--B)-- ---
Gum-turpentine, and gum-rosin processors -36 37L - Feb. 21,1934 Mar. 13,1934 Nov. 3,1937 9 --- Yes.0
Wood-turpentine and wood-rosin processors - -5L - - May 13,1934 Dec. 31,1936 7
Gum, gum-turpentine, and gum-rosin agents - -77L - - July 14,1934 -do- 5-
Gcum, gum-turpcentine, and gum-rosin distributors - - 78L - - -- --- - do -- ---- do 5-
Packaged bees and queens-------------------- 43 M4L------May 6,1934 May 6, 1934 Sept. 1,1938---------6----

Do-79 29- Sept. 6,1938 Sept. 6,1938 Aug. 2., 1939 - 6

' Suffix L denotes a license, others are orders. Ng orders issued to accompany MA-14, 7 Acreage committee of 5 members-2 from control committee, 2 selected by growers
15, 34, 37, 38, 41, and 46. No agreement issued to accompany licenses 65, 77, and 78, who are not parties to the marketing agreement, 1 chosen by Ist 4.
and order 83, 8 Administered by Federal Alcohol Control Administration.

2 Each license or order was terminated on the same date as the marketing agreement ' Advisory Council of 6 members-2 selected by processors, 2 by dealers, and 2 by
it accompanied except license 11, which was continued for the duration of marketing Secretary.
agreements 17 and 30.

3 Abbreviations: G-Grower, P-Processor, H39andler, N-Neutral. Source: Summarized from copies of marketing agreements, licenses and orders, and
4 Crop board of 7 grower representatives plus csilrman of Marketing Board. termination orders issued by U. S. Department of Agriculture; and annual reports of

Administered by Secretary of Agriculture. the Department.Execuistveredby comittee of Couscicut Valley Shade.Grpwers Assoc~ation plus ropor Jerry Foytik, Marketing Agreements: Fruits and Vegetables, ch. 9 in Murray R.
5 Executive committee of Conulecticut; Valley Shade Gr9wers Association plus propor' Benedict arid Oscar C. Stine, The Agricultural Commodity Programs (Ne ok

tional representation of contracting handlers not members of the association. 19B6).

00

!0

~-o
0

20
20
0

20



POLICY FOR COMMERCIAL AGRICULTURE 803

A summary account of the Federal marketing programs issued for
fruits and vegetables is shown in chart 111. When the close of 1955
is compared with the close of 1934, it is found that the total number of
fruit and vegetable programs in effect is nearly the same-20 in 1934
and 21 in 1955; during the 2 decades, there was an increase of 2 for
fresh fruits, a decrease of 2 for fresh vegetables, and an increase of 1
for nonperishables. The number of programs terminated has varied
by groups of years, and the number issued (except by renewal) has
also varied over time. Variation has also occurred in the length of
life of the Federal fruit and vegetable programs; 12 were operated
1 season or less, 12 for 2 to 4 seasons, 7 for 5 to 8 seasons, 4 for 9 to 14
seasons, and 5 programs had been operated for 15 seasons or longer.
Some 30 percent of the programs were operated for 1 season or less,
and 60 percent of the programs were operated for 4 seasons or less;
while about 22 percent of the fruit and vegetable programs were oper-
ated for 9 or more seasons. If the experience of the 2 most recent
years is added, the long-lived programs are reflected as slightly more
pronounced, but the general picture remains the same.

III. fruits and vegetables: Federal marketing agreement programs' in effect
and operated, by groups, Au-gust 1933-December 1955

MARKETING PROGRAMS ISSUED (EXCEPT BY RENEWAL) FOR YEARS SHOWN

Fresh Fresh Non-
Period or date fruits vege- perish- Total

tables ables

1933 to 1934- 9 4 7 20
1935 to 1938-3 4 2 9
1939 to 1942 -3 2 0 5
1943 to 1946 -0 0 0 0
19.47 to 1950 - - -------------------------------------- 0 0 2 21951 to 1955 - - - - - - - - - - - - - - - - - - - - - - - - - -- 2 I I 4

2 1 5

MARKETING PROGRAMS TERMINATED (EXCEPT BY RENEWAL) FOR YEARS
SHOWN

1933 to 1934 0 0 0 0
1935 to 1933 3 3 3 D1939 to 1942 2 3 0 5
1943 to 1946 -------- 0 3 0 3
1947 to 1950 0 0 0 0
1951 to 195.5 0 1 2

MARKETING PROGRAMS IN EFFECT ON DATE SHOWN

D ec. 31, 1934 -- - - - - - - - - - - - - - - - - - - - - - - - -D 4 7 20
D ec. 31, 1938 ------------------------------------------- 5 3 14Dec. 31, 1942 -- ------------------------------------------- 10 4 2 16
Dec. 31,1947 -10 I 1 12
Dec. 31, 1950 -- ----------- 10 1 7 is
Dbe. 31, 1955- 11 2 8 21

NUMBER OF SEASONS OPERATED

I season or less | 5 6 | 12
2 to 4 seasons - - .- 4 4 * 125 to S s. asons -- - -- - - - - - - - - - - - - - - - - - - - - 6 79 t 14 sassns-- 0 4
15 seasons or longer- 3 0 I 5

m A series of agreements anud licenses or orters is considered to he a single program if a particular eom-
mouitv or group of commodities is covered for substantially the same production area. All lapse periodsare disregarded.

Sources: Summarized from copies of marketing agreements, licenses and orders, and ternination ordersissued by U. S. Department of Agricultur-: reports of the Department: and supplemental Information fur-
nished by Fruit and Vegetable Division, U. S. Agricultuiral Marketing Service.

Adapted from Jerry Foytik, Marketing Agreements: Fruits and Vetretahles, ch. 9 In Murray R. Benedict
and Oscar C. Stine, The Aericultural Commodity Programs (New York, 1956).
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In charts IV, V, and VI, there are detailed characteristics of the
individual programs for nonperishable horticultural products, fresh
fruits, and fresh vegetables for the period 1933-55. For a summary
account of the Federal fruit and vegetable marketing programs in
effect currently (as of September 26, 1957), reference is made to chart
VII. At the present time, 5 Federal programs are in effect for citrus,
14 for other fruits, 9 for potatoes, 4 for vegetables, and 4 for tree
nuts; thus, in total, some 36 Federal fruit and vegetable marketing
agreement and order programs are currently in effect. This is a
larger number than in any of the earlier years. The length of life of
the currently effective programs and the frequency of their amend-
ment are also indicated in chart VII.



IV. Nonperishable horticultural products-Federal marketing agreement programs, 1938-55

Commodity and area

1
Peaches, California canning cling

Olives, California canning ;lio -r-i-------------------------r
Asparagus, California ilming
Raishis, California

Dltes, California

Prunes, California dried -- -

Figs, C alifornia -----------------------------------------------
WValnuts, Pacific coast

lo
1o - ----

Pecans, Southeast.

Filberts, Northwest
Almonds, California
llops. Pacific coast

o ---
1)o -----
;o --

Number
-. - Effective Termination Seasons operated

date'2 date 3 (beginnhing in Regulations permitted 4
Agree- Order ' year shown)3
_ent

2
47
26
59
44

109
45

127
53

110
123
12
62

105
57

111
115
119
78
92

100
107

2L
75L
20L,
36L
59L
89 -----
61L
103
87L
93-
64
8L .
1-----
84-

94-
97-

28 .
49-
63-
86-

Aug. 17,1933
July 12, 1934
Dec. 13,1933
Mar. 6,1934
May 31,1934
Aug. 18,1949
June 11, 1934
July 15, 1955
Aug. 17, 1934
Aug. 25, 1949
Mar. 22,1955
Oct. 11, 19.33
Oct. 15, 1935
Aug. 1,1948'
Mar. 13,1935
Sept. 20,1949
Oct. 1,1949
Aug. 4,1950
Aug. 15, 1938
Aug. 5,1940
Sept. 1, 1942
July 2,1949

July 12,1934
Oct. 18, 1935
Nov. 19, 1935
Feb. 20, 1936
Sept. 14, 1935

Oct. 9,1935

Aug. 21, 1939

Oct. 15, 1935
July 31, 1948

Sept. 30,;1935

July 31,1940
Sept. 1, 1942
Sept. 1, 1945
July 1, 1953

1933 .
1934-
1933, 1934-
1934, 1935-
1934 .
1949, 1951-55
1934. .
1955
1934.
1949^55 .
1955 .
1933, 1934 .
1935-47-
1948-551 .-----

1949-54
1949-55 .
1950-55 .
1938, 1939-
1940, 1941----------

1949-52 .

SC, PP, Misc.
SC, PP.
SC, PP.
SC, Alisc., QC.
SC PP.
SC, QC.s
Q, PP, PS, Aisc.
SC, QC.
SC.
SC QC.
SC' QC.
SC.
SC, PS.
SC PS, QC.
QC, PP.
QC.
SC QC, PS.
SC: QC.
SC.
SC.
SC.
SC, QC.

susifx "1' denotes a license, others are orders. Order 9 Is a reassignment of an order Misc.-Miscellaneous provisions Include: Control of unfair tradc practices in MA 2,
previously terrninated. No license Issued to accompany MA 57. maximum rate on marketing service charges in MA 45, and synchronization

' Saint dates for license or order and accompanying agreement except MA 47 effective of activities under MA 59 with those of AlA 40 and 58.
July 0, 134 and terminated June 30, 1935, MA 59 effective Apr. 3,1935, MA 44 effective iQC began in 1955; previously QC only on deliverIes of surplus toumage.
May 29, 1934, MA 45 effective June 8, 1934, MA 12 effective Oct. 9, 1933, and MA 2 icr- 'Amended, effective July 19, 1954, to include shelled walnuts.

inmated July 31, 1934.
3In addition, programs were maintained for data collection incsome years: MA 109 and Sources: Summarised from copies of marketing agreements, licenses and orders and

MA 119 In 1950 and MA 100 in 1942-44. Includes period Oct. 2, 1943 to Mar. 31, 1947, termination orders issued by the U. S. Department of Agriculture; annual reports of
when Ml-A 62 ws superseded the department supplemented by information furnished by the Fnuit and Vegetable

4 Abbreviations: by FO. Division, UJ. S. Agricultural Mfarketing Service.
SC-surplus (and/or volume) control ~~Jerry Foytik, Marketing Agreements: Fruits and Vegetables, ch. 9 iii Murmay R.SC-surcplust(and/or volum) onro Benedict and Oscar 0. Stile, The Agricultural Commodity Progranse (New York.

PS-pack standards or specifications 1956).
QC- quality control, including grade ausd size limitations

id0
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00
0)V. Fresh fruits: Federal marketing agreement programs, 1933-56

Number
Effective Termination Seasons operated

Commodity and area date _ date 2 (beginning in Regulations permitted '
Agee-.- Order1 year shown)3

Citrus, Florida.

D o -- - - - -- - - - - -- - - - - -- - - - - -- - --. -- - - - -1)o.~~~~~~~~~~~~~~~~~~~~~~
Limes, Florida -----------------------------
Citrus, California-Arizona.

L~emous, California-ArIzona.
Grapefruit, California-Arizona.
Oranges, California-Arizona.
Navel oranges, Arizona-California.
Valencia oranges, Arizona-Californila --
Citrus, Texas-

1)eciduous tree fruits, California.

1 ) 0 --- -- - -- - -- - - - - - - - - - - - - - - - - - - - - - - -
lD o -- - -- - - -- - - -- - - - - - - - - - -- - - - - - - - - - -

Grapes, California Tokay.

Apples, California Gravenstel-- - - - -
Pears, California Hardy -- -----------------------------------------
Deciduous fruits, Northwest.
Prunes, Northwest fresh.
Pears, Pacific coast winter -- - -

Strawberries, Florida --------------------
P'eaches, Colorado.

D o - --- - - - - - - - -- - .-- - - - - -- --- - - - - -- - - - -
Grapes, Arkaiisas . .. --
Peaches, Utah -------------------
Peaches, Georgia ..

A voc .dos, Florida. -.--------------------------.-.---

22L
95L

33-
101 -
23L

53
55-
66r,
14
22 ---- -
26L____

7L . ..20L
71 -- - -

9--
36 -- ----
9L ---
51.
821, --
38 .
271 -
26 .
31 .
39 .

81 l,

2B.
0.5

62.

69 --

Dec. 18,1933
Deec. 18, 1934
May 8,1936
Feb. 22, 1939
June 15, 1915
D)ec. 18, 1933
Jan. 13, 1936
Apr. 10,1941
May 26,1941
Oct.. 26,1942
Sept. 22, 153
Mar. 31, 1954
Dec. 26,1933
July 13, 1937
Oet. 9, 1933
July, 20, 1935
May 25,1936
May 29,1939
Oct. 14,1933
Aug. 20,1940
Aug. 20,1934
June 20,1939
Oct. 28, 1933
July 23, 1938
Oct. 11,1938
Aug. 26, 1939

Aug. 20,1934
Nov. 6,1934
Aug. 15,1939
July 19, 1938
July 24, 1940
Apr. 27, 1942

June 11,19.54

Aug. 13,1934
July 15, 1935
July 31, 1937

May 1 1947
May 17,1947

Mar. 8, 1952

Nov. 14, 1935
Jaii. 1,1940
Aug. 1,1935
Nov. 8,1938
Apr. 1,1938

Sept. 14, 1935

Dec. 2, 1936

Oct. 18, 1935
June 30,1952
June 1, 1939

Dec. 19,1935
Oct. 3, 1939

EFeb. 19, 1939

1933 .
1934 .
1936. ----------
1939-55 .
1955 .
1933-35 .
1936-41 .
1941-55 .
1941-55 .
1941-52 .
1953-55 .
1954-55 .
1934 .
1937-1939 .
1934 .
1935 .
1936, 1937 --------
1939-42; 11145-55 ....
1933 . --.
1940-42; 1947-55....
1935 .
1939-1941 .
1934 .
1939-1942 .
1939 .
1939-42; 1943-53;

1955.
None --.-.---
None - .-.-----.----
1939-41, 1949-55....
1938 ---------.-
1940, 1941, 1951-55.
1942, 1945-47,

1950-54.
1954-55 .

GS, RF, MC, TP, Misc.
GiS, RF, MC, TP, Misc.
GS, RF.
OS H.
GS, Misc.
RF, MC, MISC.
RF.
RF.
tis.
S, RF.
S, RF.
S, HF.
ds, MC, TP, Misc.
GS, RF.
tF.
RS, MF, MC.
(IS, HF, H.
OIS HF H TP.
it' M.
OS, RF.
HF, MC.

*S, Misc.
F TP, PP, Misc.

a, RF, PP.
GS.
aS.

as,^r
(S, RFC.RF, MC, PP.
as.
0. HF.
as.
OS, Misc.

0, Misc.

0
t-

4

0
0

0
t;s.

ti

93a
931

29
55
64
84

126

30
94
96

7ii

33
71
6

61
66
86
11
93
51
87
16
77
81
89

50
B4
88
76
91
99

121



I So li h L" diiontes a license, others far(e orders. No order issued to accompany MA-54.
No marketing agreement issued to accomppany orders 22 and 66.

2Same dates for license or ordler aid accomIplanpyYing agreement except effective dates for
MA-29 (lDec. 14, 1933), 30 (l3ec. 14, 1933), 6 (Sept. 2,1933), 11 (Sept. 30,1933), 16 (Ot. 14,
1033), 50 (Aug. 5, 1934) and 61 (Aug. 5, 1934). Also license 7 continued for duration of
both MIA-C and MA-e1 and license 23 terminatedon Oct. 15, 1936, after being supersededby order 2 (onf Jan. 13, 1936).

'In addition, programs were malintalned for data collection hi souls years: MA-93
InI 1944-469and MA-54 in 1934-35.

A. bbreviai ions:
(3S-grade and size limitations ((1-grade only; S-sice o3ly).
it F-rate of flow, i. e., period proration, including regulation of daily shipments.

MtC--mrnximum rate onf marketing service charges.
I'lT-cofitrol of unfair trade practices and competition.

1I-holidays (packing, loading or shippihg).
PP-price posting or fixing.

Misc.-Miscellancous provisions include: auction control in MA-IG, 29 and 56;
volume conitrol in MA-87; maturity control hs MA-O; coordibation of
activities by citrus-producing areas in MA-29, 30, 33 and 55; maturity
and container regulation in MA-121; and eontainer regulation in MA-12ii.

Sources: Summarized from copies of marketing agreements, licenses and orders and
termrisation orders issued by the U. S. Department of Agriculture; annual reports of the
Department supplemented by information furnished by the Fruit and Vegetable Dlvislor,
U. S. Agricultural Marketing Service.

Jerry Foytik, Marketing Agreements: Fruits and Vegetables, ch. 9 InI Murray
.R. Benedict and Oscar C. Stine, The Agricultural Commodity Programs (New York,
1956). 0L_

'-4
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Commodity and area

Asparagus, California, fresh
Do-

Cantaloups, Arizona-California
Cauliflower, Oregon
Celery, Florida

Do-
Onions, Utah-
Onions, Colorado
Tomatoes, Mississippi--------------------------------
Tomatoes, Florida.
Vegetables, Colorado '-

Do.4
Vegetables, Washington '

Do.5
Watermelons, Florida, Georgia, North Carolina, South Carolina

Do-

Number

Agree-
ment

Order I

Effective
date 2

Termination Seasons operated
date 

2
(beginning in
year shown)

I* I I *1-

40
58
75
72
42
73
70
90
86

125
56
67
49
63
52
65

39------
39L--
24

51L
21 -
14 --
43-
37-
45-
97L
10 _--
79L
6
83L
8-

I Suffix "L" denotes a license, others are orders.
2 Same dates for license or order and accompanying agreement except MA-40 effective

Mar. 17 ,1934, and terminated Apr. 6,1935, and MA-42 effective May 1, 1934, and termi-
nated Dec. 7, 1935; MA-52 effective Aug. 6, 1934. License 39 continued for duration
of both MA-40 and MA-58.

' Abbreviations:
CS-grade and size limitation (S-size only)

RF-rate of flow, i. e., period proration
MC-maximum rate of marketing service charges

fl-holidays (packing, loading, or shipping)
FS-Federal-State inspection and U. S. grading required

Mar. 20,1934
Apr. 3, 1935
May 17, 1938
July 19,1937
May 1, 1934
Nov. 9, 1937
Apr. 26,1937
Dec. 5,1939
June 5,1939
Oct. 8, 1955
Jan. 15, 1935
Aug. 9,1936
July 21, (934
May 4, 1936
Aug. 6, 1934
May 12,1936

Apr. 6,1935
Nov. 21,1936
July 31, 1938
Apr. 23,1939
Dec. 7,1935
Oct. 15,1938
May 18, 1945
May 23,1946
June 1,1945

obec. 7, 1935

Mar. 8,1940
Mar. 8,1940
Jan. 3,1939
May 2,1941

1934-
1935-
1938 -------
None
1935
1937
1939 .
1939 -- - - - - - -
None
1955-
1935
1936-2; 1946-55....
1934-35 .
1936 -------
1935
1936, 1937, 1939-

00
0

Regulations permitted '

RF, Misc.
RF, Misc.
S, Misc.
RF, GS.
RF, MC.
RF.
CS.
OS.
GS.
OS.
RF, FS, MC.
CIS, El, RF], iFS.

RF, H, OS, Misc.
RF, H, OS, MC.
GS.

Misc.-Miscellaneous provisions include: container standardization under MA-63
and MA-75; and coordination of activities with MA-59 (canning asparagus)
under MA-40 and 58 (fresh asparagus).

4 Applicable to peas and cauliflower.
' Applicable to lettuce, peas and cauliflower; regulations, however, issued only for

lettuce.
Sources: Summarized from copies of marketing agreements, licenses and orders and

termination orders issued by U. S. Department of Agriculture; annual reports of the
Department supplemented by information furnished by the Fruit and Vegetable Divi-
sion, U. S. Agricultural Marketing Service.

Jerry Foytik, Marketing Agreements: Fruitsand Vegetables, oh. 9 in Murray R.
Benedict and Oscar C. Stine, The Agricultural Commodity Programs (New York,
1956).

VI. Fresh vegetables and melons: Federal marketing agreement programs, 1933-55

0
0*
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VII. Federal marketing agreements and orders in effect for fruit8, vegetables,
and nuts, Sept. 26, 1957

Marketing agreement Marketing order
Commodity and area ' l___ _____

Number Effective Number Effective

CITRUS nRUITS

Grapefruit, California and Arizona -96 May 26,1941 65 May 26,1941
Amended - -Dec. 15,1949 -- Dec. 15,1949

Lemons, Arizona and California------------- 94 Apr. 10, 1941 53 Apr. 10, 1941
Amended - - Mar. 23,1948 -- Mar. 23,1948

Do - -Aug. 24,1949-- Aug. 24,1949
Do -- June 12,1951 -- June 12,1951
Do - -- Nov. 26,1953 -- Nov. 26,1953
Do - -Nov. 5, 1954 -- Nov. 5,1954
Do -- Dec. 15, 1955-- Dec. 15,1955
Do - -June 22,195 -- June 22,1956

Oranges, grapefruit, and tangerines, Florida- 84 Feb. 22,1939 33 Feb. 22, 1939
Amended - -Sept. 1, 1946 -- Sept. 1 1946

Do - -Dec. 15,1947-- Dec. 15,1947
Oranges, navel, Arizona and California -117 Sept. 22,1953 . 14 Sept. 22,1953

Amendment - -Aug. 1,1954 -- Aug. 1,1954
Do -- July 30,1956 -- July 30,1956

Oranges, valencia, Arizona and California -131 June 22,1956 22 'Mar. 31,1954
Amended - _- - ------ -- June 22,1956

OTHER FRUITS

Avocados, Florida -121 June 11,1954 69 June 11,1954
Amended - -June 15,1955 -- June 15,1955

Do -- June 21,1957-- June 21,1957
Cherries, Washington -134 June 1,1957 122 June 1,1957
Dates, California -127 July 15,19553 103 'July 15,1955
Dried figs, California -123 Mar. 22,1955 64 Mar. 22,1955

Amended - -Oct. 5, 1956 -- Oct. 5, 1956
Tokay grapes, California -93 Aug. 20, 1940 51 Aug. 20,1940

Amended - -Aug. 24,1941 -- Aug. 24, 1941
Do - -Mar. 1,1949 -- Mar. 1, 1949
Do - - Aug. 15.1952 -- Aug. 15,1952
Do - -Aug. 18,1953 -- Aug. 18,1953

Limes, Florida -126 June 15,1955 101 June 15,1955
Amended -- --- -------- Apr. 13,1957 -- Apr. 13,1957

Peaches, Colorado -8 Aug. 15.1939 40 Aug. 15,1939
Amended - -Aug. 4,1950 -- Aug. 4,1950

Do ----------------------------- July 28,1956 ------- July 28.1956
Peaches, Georgia-99 Apr. 27,1942 62 Apr. 27,1942

Amended - -June 27.1950 -- June 27,1950
Do - -May 26,1953 -- May 26,1953
Do - - May 13,1954 --- May 13,1954

Peaches, Utah - ---- 91 July 24,1940 50 July 24,1940
Bartlett pears, plums and elberta peaches, California 85 May 29,1939 36 May 29,1939

Amended - -July 17,1940-- July 17,1940
Do -- Feb. 15,1949 -- Feb. 15,1949
Do - -May 21,1949 --- May 21,1949

Winter pears, Oregon, Washington, and California 89 Aug. 26,1939 39 Aug. 26,1939
Amended - -Oct. 9,1950 -- Oct. 9,1950

Dried prunes, California -110 'Aug. 25, 1949 93 'Aug. 25,1949
Amended - -Aug. 26,1951 -- Aug. 26,1951

Do - -Mar. 9,1954 - Mar. 9,1954
Do --- () (')

Raisins, California -109 Aug. 18, 1949 89 Aug. 18,1949
Amended - -Sept. 1, 1955 -- Sept. 1,1955

Do -- Oct. 25,1956 -- Oct. 25,1956
Apricots, Washington - 132 May 21,1957 120 May 21,1957

POTATOES
Colorado -97 Aug. 30,1941 58 Aug. 30,1941
Idaho and Oregon - - - - 57 ' Sept. 5,1941

Amended -98 Jan. 19,1950 -- Jan. 19,1950
Maine - -------------------------- 122 Aug. 30,1954 70 Aug. 30,1954
Red River Valley, N. Dak., Minn -135 Sept. 19, 1957 38 Sept. 19.1957
Massachusetts, Rhode Island, Connecticut, New

Hampshire, and Vermont - - - -20 'Nov 12,1950
Oregon and California- - - - 59 'Jan. 26,1942

Amended - 114 Nov. 7,1949 -- Nov. 7,1949
Do -- Sept. 21,1955 -- Sept. 21,1955

Eastern South Dakota -103 May 15,1948 79 May 1.1948
Southeastern States -104 May 24,1948 81 May 24,1948
Washington ----------------------------- 113 Sept. 28,1949 92 Sept. 28,1949

See footnotes at end of table.
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VII. Federal marketing agreements and ordersi in effect for fruits, vegetables,
and nuts, Sept. 26,1957-Continued

Marketing agreement Marketing order
Commodity and area I

Number Effective Number Effective

VEV.ETABLES

Onions, Idaho and Oregon -130 Feb. 4,1957 117 Feb. 4,1967
Peas and cauliflower, Colorado -67 Aug. 9,1936 10 Aug. 9, 1936

Amended - -Apr. 13,1942 -- Apr. 13, 1942
Do -May 26,1954 - May 26,1954

Tomatoes, Florida -125 Oct. 8,1955 45 Oct. 8,1955
Cucumbers, Florida -118 Sept. 3,1957 115 Sept. 3,1957

TREE NUTS

Almonds, California - 119 Aug. 4,19.50 9 Aug. 4,1950
Amended - --------------------------------- July 1,1957 July 1,1957

Filberts, Oregon and Washington -115 Oct. 1,1949 97 Oct. 1,1949
Amended - - Mar. 3.1954 -- Mar. 3,1954.

Pecans, Georgia, Alabama, Florida, Mississippi, and
South Carolina -111 Sept. 20,1949 94 Sept. 20,1949

Terminated, effective- - Oct. 1, 1957-- Oct. 1, 1957
Walnuts, California, Oregon, and Washington 106 Aug. 1,1948 84 Aug. 1, 1948

Amended - -July 10,1954 -- July 10,1954
Do - -July 28,1955 -- July 28,1955

Grade standards for shelled walnuts - (5) (5)

I Areas are given by States only. For specific area covered, see marketing agreement or marketing order.
2 Data given is for marketing order only, as no marketing agreement was issued at that time. The

marketing order was issued pursuant to the authority contained in the Agricultural Marketing Agree-
ment Act of 1937, as amended, authorizing such orders without an accompanying marketing agreement.

a Provisions relating to minimum standards of quality, additional grade regulation, volume regulation,
inspection requirements, and collection of assessments became effective Sept. 1, 1955.

I Provisions relating to grade regulation and inspection requirements became effective Sept. 1, 1949.
6 New amendment.

Source: U. S. Department of Agriculture, Agricultural Marketing Service, Fruit and Vegetable Division.

The types of regulations incorporated in the various Federal mar-
keting programs are indicated in charts IV through VI; the major
regulatory provisions may be grouped into two categories, volume or
quantity control and quality control. The application of both of
such types of regulations have economic implications which will be
commented upon in the closing major section of the paper. First,
however, consideration will be given to State agricultural marketing
programs which, in terms of operations and economic effects, cannot
be isolated from the Federal programs.

State narketing programs (except milk).-During the great de-
pression of the 1930's when marketing difficulties loomed large in the
views of producers, various types of marketing programs were intro-
duced by State legislation. As early as 1933, the State of California
enacted its agricultural prorate law, which was oriented in the di-
rection of producer groups controlling the rate of flow of farm prod-
ucts to market. During the past quarter century, while the California
legislation was revised and further developed, some other States
enacted special legislation for marketing. The growth in State-spon-
sored marketing programs has proceeded along with the use of Fed-
eral agreement and order marketing programs.
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When Federal marketing agreement and order progratiis are com-
pared with State marketing programs, it is found that certain differ-
ences prevail. First, it may be noted that considerable variation
exists among the enabling legislation of the various States. Further,
most of the States having rmiarketing program legislation do not pro-
vide for volume control or supply regulation; rathler, more often they
tend toward quality control and the inclusion of demand-affecting
provisions. Some States have enabling legislation permitting mar-
keting programs for all or a wide list of farm products while other
States limit their marketing program legislation to specific products.

To indicate the general nature of and the diversity among State
marketing programs, reference is made to chart VIII, whic% sum-
marizes some of the findings of a survey recently completed by the
author.

VIII. States uAith special legislation for agricultural marketing programs and
their authorized permissive major provisions

V

Atlantic:
Maine I -- -
New Hampshire--------
Vermont .
Massachusetts
Rhode Island
Connecticut
New York.
New Jersey
Pennsylvania

East North Central:
Ohio
Indiana -
Illinois '
Michigan -------
W isconsin ' -- ---------- --

West North Central:
Minnesota 4 --
Iowa
Missouri
North Dakota ------
South Dakota
Nebraska .
Kansas ------------------- -

South Atlantic:
Delaware .
Maryland
Virginia - .-.-.-.-.-.-- ----
West Virginia
North Carolina '
South Carolina ----
Georgia-
Florida -

South central:
Kentucky 7 .
Tennessee
Alabama
Mississippi-
Arkansas -
Louisian .---------------
Oklahoma …
Texas -------------------

See footnotes at end of table.

Adver- State State No State
olume Quality tising program price legisla-
ontrol control and pro. Research only for fixing tion for

motion a specific of fluid marketing
product milk programs
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X
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x
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X
X

X
X
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X
X
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X

X
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VIII. States with special legislation for agricultural marketing programs and
their authorized permissive major provisions-Continued

Adver- State State No State
Volume Quality tising program price legisla-

control and pro- Research only for fixing tion for
motion a specific of fluid marketing

product milk programs

Western:
Montana ------ X
Idaho - - XX
Wyoming ------ X
Colorado 

0-
X X X X

New Mexico -- -------- X
Arizona -- X X X
Utah-X X X
Nevada 12" ------ _ __________ .......... .......... .......... .......... X __________
Washington 

3 --- 
- X X

Oregon 14 "------------------__-- -X X ______ __________-________
CalIfornia-- - -- X K -

I Maine: The State legislation applies only to potatoes under the Maine Potato Marketing Act; the pro
gram is operated by the Maine Potato Marketing Committee.

2 Illinois: An unsuccessful attempt was made in 1955 to enact State enabling legislation.
3 Wisconsin: The State legislation also provides for uniform branding and labeliig.
4 Minnesota: The State legislation applies only to potatoes under the Minnesota Potato Development,

Marketing, and Advertising Act of 1951; the program Is operated by the Minnesota Development Com-
mittee (the legislation also provides for labeling).

i North Carolina: The State legislation excludes tobacco (which has separate enactment). The State
legislation provides for promotion programs to stimulate increased production, use, and sale.

O Florida: The State legislation applies only to citrus with the programs operated by the Florida Citrus
Commission established in 1935 by an act of the Florida Legislature. In addition to promotion, research,
inspection, and grade standards, the Commission supervises the use of containers, embargo of freeze damage
citrus fruit, coloring practices, processing of unwholesome or decomposed fruit, and handles applications
for licenses by dealers.

7 Kentucky: The State legislation applies only to apples (grade, size, sad marking) and to dairy products
(promotion and research).

8 Louisiana: The State legislation applies only to eggs (grading).
9 Idaho: Under State legislation are established the Idaho Advertising Commission (potatoes and onions)

and the Idaho Prune Commission which operate advertising, research, and educational programs.
10 Colorado: The State legislation excludes sugar beets, livestock, hay, and feed grains; included also are,

provisions for labeling, marking, branding, and packaging.
11 Arizona: The State legislation applies only to citrus and viticulture products; although still enacted,

the legislation has not been used in recent years when Federal marketing programs have been nsed.
12 Nevada: The State legislation establishing the Nevada Milk Board provides that "each stabilization

and marketing plan may contain provisions fixing the price at which fluid milk and fluid cream may be
sold by producers, distributors, and retailers. * . *"

.13 Washington: The State legislation provides for commodity commissions under the Washington Agri-
cultural Enabling Act of 1955: the legislation also provides for labeling requirements.

14 Oregon: The State legislation provides for commodity commissions under the Oregon Agricultural
Commodity Commission Act originally enacted in 1953.

In total, 15 States have special enabling legislation for market-
ing programs. The legislation of some six States (New York, North
Carolina, Wisconsin, Colorado, Utah, and California) is applicable
to all farm products or a comprehensive list of them; some of the
States limit the application of their legislation to a specific product
(potatoes in Maine and Minnesota and citrus in Florida), while other
States exclude certain products (Colorado legislation excludes sugar-
beets, livestock, hay, and feed grains, and North Carolina legislation
excludes tobacco). In 12 States the marketing program enabling
legislation applies specifically to and is limited to milk; and in 21
States there is no marketing program legislation for either milk or
other products.

Another overall view of chart VIII is indicated by the following
tabulation which indicates the frequency of major provisions permis-
sive under enabling legislation of the States:

Number of States
having permissive

IMajor provisions in marketing program: provision
V olum e control…-------------------------------------------------- 6
Q uality control…--------------------------------------------------- 11
Advertising and sales promotion…------------------------------------ 14
Research--------------------------------------------------------- 9
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The permissive exercise of volume control under State legislation
for a comprehensive list of farm products is found in only four States:
New York, Colorado, Utah, and California. But other types of pro-
visions are considerably more prevalent among the various State
programs; quality control and sales promotion are found relatively
frequently in the State programs. In fact, all of the 15 States having
enabling legislation for 1 or more farm products (excepting milk)
permit the use of quality control and/or promotion.

Of the six States having marketing program legislation for a com-
prehensive list of farm products-New York, North Carolina, *WTis-
consin, Colorado, Utah, and California (New York and Wisconsin
enacted legislation only recently)-the California situation may be
considered in more detail because of that State's long experience with
programs of the type considered here.

In mid-1957, 29 different marketing programs were in active opera-
tion under the authority of California legislation. The total farm
value of all commodities having California marketing programs in.
1956 approximated $475 million-about 17 percent of the State's total
cash receipts from farm marketings or 25 percent of the cash receipts
from marketing of crops. About 36,000 producers-one-third of Cali-
fornia's farmers and ranchers in 1956-were directly affected by mar-
keting programs and many more Rwere indirectly affected. About
3,250 handlers were also directly affected.

Agricultural marketing orders were first introduced in California
during the 1930's. At that time they wvere looked on as temporary
devices to boost prices and incomes received by growers and handlers
of certain depression-hit commodities. But during the past 25 years,
agricultural marketing orders have gradually evolved and changed.
In recent years, particularly since 1950, they have been used by more
and more industries faced with marketing problems. More than 70
different marketing programs have been in effect under California's
enabling legislation; a number of the programs were effective for
only a single season, and others have operated for more than 20 years.
The average length of life of programs is close to 7 years, although that
figure cannot be actuarially interpreted as an index of life expectancy.
Marketing orders nowadays are no longer viewed by producers and
handlers as emergency measures but rather as aids in dealing with
problems through good times as well as bad.

Procedures to be followed before a California marketing order pro-
gram can be adopted usually include the following: discussions be-
tween industry representatives and officials of the State department of
agriculture; drafting of a proposed order; holding of an announced
public hearing at which proponents and opponents can present their
views; review of the accumulated evidence and testimony by the staff
of the department; mailing of the revised proposed order to all eli-
gible to vote for its approval or disapproval; requirement of approval
by a majority of those voting; and final approval by the director of
the department who specifies the date of issuance of the order and
when it is to become effective.

California legislation declares that a marketing order regulating
producers camnot become effective unless written assent is given by
at least 65 percent of the producers representing 51 percent of the
volume or by 51 percent of the producers representing 65 percent of
the volume. But programs regulating handlers require at least 65
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percent of the handlers by number or by volume (an exception ap-
plies to processors of canned and dried fruit for whom the require-
ment is 65 percent by number and volume of processors).

In California the director of agriculture determines, in view of
the available evidence, whether there is need for an order and whether
the proposed order meets the need. He is required to judge a pro-
posed order in the light of legislatively defined standards. To assist
him in carrying out the terms of a marketing order, the director ap-
points an advisory board from a list of industry nominations. Board
members generally are drawn from the segment of the industry to
which the order pertains.

The advisory board may employ a manager and staff, and most
boards do so. In all matters of major consequence, however, advisory
boards cannot make decisions and act on them. They make recom-
mfiendations to the director who either approves or disapproves in light
of the evidence and legislatively specified standards.

The main purpose of California marketing orders is to improve the
returns to producers. The director of agriculture is also required by
law to consider consumer interests, but these are secondary to the eco-
nomic welfare of producers. The legislation expresses its objectives
in terms of various standards, an important one being to keep in
business enough producers to provide an adequate supply of the com-
modity to meet the needs of consumers.

The provisions contained in recently effective California State mar-
keting orders can be grouped into seven general classes. These arie
listed below in the order of their occurrence in the 28 marketing
programs active in 1956:

Number of
program. with

Provision: provision
Sales promotion and advertising------------------------------------- 23
Production, processing, and/or marketing research------------------ 22
Grade and/or size regulation--------------------------------------- 18
Mandatory inspection and/or certifieation---------------------------- 1A
Quantity regulation with or without stabilization pool---------------- 10
Pack and/or container regulation------------------------------------ 7
Unfair trade practices---------------------------------------------- 4

The major provisions of the individual commodity Dro--ss are
summarized in chart IX. Contrary to some popular belief, California
marketing orders do not necessarily or merely provide for quantity
restrictions.



POLICY FOR COMMERCIAL AGRICULTURE 815
IX. Provisions of California agricultural marketing program operating in 1955

Produc-
Man- tion, Stabi-

Grade Pack datory Adxvcr- proc- lization
and/or and inspec- tising cessing, Quan- pool Unfair

Commodity sise con- tion and and/or Utiy and/or trade State
regula- tainer and/or sales market- regula- sub- prac- fund

tion regula- certifi- promo- ing re- tlion stand- tices
tlion cation tion search ard

and pool
surveys

Earl apples - X X X X X X
§s asparagus -X X X X X
Processing asparagus - - - - X X XBush berries ---- x xCantaloupe-X-------- X X --------- -- --- -------------
Dried figs and dried fig

products ---------- X ---- X X X X---- X ----
Grapefruit - - x X X xx - - XExtracted honey --- x x- -Lemon products X-- - X X X X . X -Dry-pack lettuce--- X - X X
Standard lima beans--- X X X X XCling peaches X-- X X ---- ---- xFresh peaches-- - X X X X -Fresh Bartiett pears------ X -------- ------------- --------Bartlett pears, canning ---- I ---- IC C IC ------------------Bartlett pears (promotion)- ----- x x
Canning fail and winter

pears -- -- -- -- -- --------Fresh fall and winter pears X X X- - XHardy pears (promotion) ---- X x
Fresh plums X---- - X X -X
Delta white potatoes---- X x x x x
Long'white potatoes--- X . X - - -Poultry and turkey ten-

provement- X
Dried prunes X X----Raisins --- --- X x
Straw berries - - - - - - - - -- - - - - - - -- - - -- X X - - - -- - - - - - - - -- - - - -Turkey (promotion)- X x
Wine - X X =

Sources: Hoes, Sidney, Economic Objectives and Operations of California Agricultural MarketingOrders (Berkeley: University of California, divlsion of agricultural sciences, agricultural experimentstation, May 1957), 39 p. (Giannini Foundation Mimeographed Rept. No. 196.) P rocessed. Compiledfrom data in California Department of Agriculture, California Agricultural Marketing Programs (Sacra-mento: State Printing Office, 1956), 31 p. (its bulletin, vol. 45, No. 1, January-March 1956, supplementedby current releases.)

Only 10 of the orders in 1956 had a volume-control provision. These
were early apples, fresh asparagus, processing asparagus, lemon prod-
ucts, dry-pack lettuce, standard lima beans, cling peaches for canning
and freezing, fresh fall pears, winter pears, and delta white potatoes.
In each of these 10 orders quantity restriction is permissible only with
the approval of the director rather than being mandatory or auto-
mathc.

An attempt is made to tailor each order to meet the needs of the
commodity concerned, and there is complete flexibility as to which
provisions are included. This is partly due to the broad general cri-
teria in the California legislation. As long as these are met and the
California director of agriculture makes a finding to that effect, a pro-
posed order or an amendinent to an existing order may be approved
by him.
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The costs: of the marketing programs carried. on under California
Legislature are borne directly by the industries themselves. The
money is raised through assessments on the' participating producers
and handlers or processors. In 1956 assessments for all programs
totaled $8,463,000. Expenditures that year,i by major categories for
the programs, were as shown in the following tabulation:

Amount Percent of
total

Administration, inspection, and enforcement_ $2, 041,100 27
Research -- 629,100 8
Market promotion-L _ ' - - 5,028,900 65

Total - _ . 7,699,100 100

Some major characteristics of the individual commodity programs
are summarized in chart X.



X. Characteriltics of California agricsilural marketing projrdisn operating in 1905

Term of cur- Number of Promotional
Date when rent program Number of handlers or Administra- Inspection and adver- Research

Marketing programs first effec- : or expira- producers processors tive costs costs in 1955 tUsing ex- expenditures
tive tlion date in 1955 In 1955 in 1955 penditures in 1955

in 1t55

Early npples-Jue 28, 1048 Continuous_ 1,362 202 $19, 000 $8,000 $300 0 °
Fiesh asparagus-Mar. 12,1954 - do . 286 0 10,000 0 3,500 0 .
Processing aspjaragus- - .. -- . do -do 210 26 23,000 0 17, 000 °
Standard lima beans - A . Mar. 10,1051 --- do 772 18 28,000 0 135,000 $7,000Blish berries for processing----.. --..... ----.----.-. Sept. 15,1054 - do -414 48 11,000 0 15, 000 500
Cantaloups . .-- --- -- --------------------------------- Aug. -1,1055 - do 168 56 12,000 5,000 0 O
DrIed figs ----------------------------- Aug. 4,1955 - do 255 9 40,000 0 66,000 0
Extracted hney- --- Mar. 1,1952 - do 482 57 16,000 0 17, 000 3,500 >
D esert grapefruit - . May 12, 1941 - do . 160 - 19 15.000 12,000 0 0
L.emon products-------------- ---------------------------- Mar. 10,1951 Sept.30, 1956. 8 0 37 85,000 0 145,000 7 000 8
Dry-pack lettuce - ----------------- June 11,1942 Continuous.. 08 104 20, 000 - 10,000 0 0 0
Fresh peagjies- :Mar. 25,1050 ---- do . 2.097 478 00, 000 18,000 18,000 1,000
Canning and freczing cling peaches - Aug. 1,1036 June 30, 1957. 2,573 55 130,000 300, 000 1,000,000 77,000
Canning Bartlett pears -- May 25, 1938 Continuous_ 2,446 35 45,000 130, 000 110,000 45,000 t
Fresh-Bartlett pears - .------ July 8,1937 ._-do 1 1,009 220 15,000 11i000 0 1,000 :
Sales promotion of fresh Bartlett pears - June 27, 190 - do .- - 1, 497 219 20,000 600 140,000 0 o
Canning fall and winter pears -Aug. 6, 1941 July 14, 1957. 289 21 13,000 15,000 0 0
Fresh fall and winter pears ----------------------------------- Aug. 26,1941 Continuous.. 490 118 6,000 600 25,000 g
Hardy pears for canning (promotion) - June 11,1955 -- do . 318 15 800 0 0 0 0
Fresh plums --------- Mar. 25,1950 --- do 2,271 431 22,000 6,000 5,000 0 >
Delta white potatoes- - Aug. 12,1955 _-do 27 21 6,000 . 500 0 o
Long white potatoes ------- Nov. 16,1953 _--do -. 605 129 80,000 380,000 100,000 0
Poultry and turkey Improvement -June 5,1945 do 401 0 58,000 105,000 0 0 a
Dried prunes -Sep. 3,1037 - do-6,0680---------------- e0pt. 3 1037 ..d -. 6068 440 00 0 O
Raisins..-Oct. -1,937 -- dou 6,976 27 43,000 0 300,000 4,000
Strawberlies --- ,----- July 7,1955 ... do .-. 1,080 50 16.000 0 28,000 4,000
Turkeys (promotion) -.- .-. Jul-y 9, 1952- -do . 1,350 183 30,000 0 70,000 0
Wine Aug. 24,1038 June 30, 1957. 0 295 80,00 0 2,000,000 170, 000 s

Sources: IHoos, Sidney Economic Objectives and Operations of California Agricultural Marketing Orders (Berkeley: University of Califernia, Division of Agricultural Sciences,
Agricultural Experiment Station, May 1957), 39 pp. (Giannini Foundation Mimeographed Rept. No. 106.) Processed. Compiled from data in California Departmentof Agri-
culture, California Agricultural Marketing Programs (Sacramento: State Printing Office, 1956), 31 pp. (Its bulletin, vol. 45, No. 1, January-March 1956, supplemented by cur-
rent releases.)

i-
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The major activities-aside from administration-which take place
in the operation of California marketing orders are volume regulation,
quality control, promotion; and research.

Provisions for volume control include regulations affecting either
within season or seasonal total flow of the farm product to market.
Such control once made effective is industrywide and applies to all of
the participants in the industry (producers alone, or producers and
handlers, depending on the particular order). The purpose of volume
control is to affect farm prices and thereby improve grower returns.

California experience indicates that volume control as a provision
of an order can at times be an effective means of affecting farm price
and income. But the temporary or short-run effects can, in time, be
outweighed by the long-run effects. Unless volume control is exer-
cised with care and caution, the marketing problem to be eased can
instead be aggravated; production in established areas can be encour-
aged and production in new areas introduced.

Provisions comprising inspection and minimum quality control are
included in about two-thirds of the California State marketing pro-
grams now in operation. In general, inspection and quality control
means the examination of supplies available for marketing-on the
basis of grade, size, maturity, quality, and so on-to determine which
supplies are to be marketed according to the. standards specified.

The inspection and quality control provisions of an order supplement
rather than replace the general State legislation on standards. Quality
control has a valid role in improved marketing. Yet, when inspection
standards and quality control are established and used as a mask for
volume control, some problems may be eased-for a time at least-
but other and even more difficult problemis. nay be introduced.

Provisions having to do with "promotion" are included in most of
the California marketing programs now in operation. The term
covers advertising, trade and consumer information, the employment
of fieldmen for retail point-of-sales displays, and similar activities.
Promotion activities in recent years have accounted for as much as
about two-thirds of total marketing program expenditures. Annual
expenditures have varied widely depending on the commodity-from
$300 for -early apples to $1 million for cling peaches and $2 million
for wine.

Many growers and handlers believe that their marketing problems
can be solved by advertising and trade promotion. Consequently,
there has been a rapid increase in such provisions in marketing orders.
California experience suggests that advertising and trade promotion
arc helpful for only certain types of problems in an industry. Further-
more, it is extremely difficult, if not impossible, to measure the real
effectiveness of advertising and promotion. Where the basic problem
in an industry is chronic overproduction or in the area of costs and
price competition, trade promotion by itself does not offer a complete
solution. Even where advertising and promotion activities are appro-
priate, there is need for careful consideration of how much to spend
and how and where to spend it.

Provisions involving "research" are included in most of California's
marketing orders-about as many as those for promotion. Research
activities have accounted for only a minor percentage of the total funds
expended. annually. This is largely' because a substantial amount of
applicable research is performed at the State university, the cost of
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whlich is not reflected in tile statistics cited. Most of the services for
which there are direct charges are conducted by private firms rather
than by staff members of the commodity marketing programs.

Two general types of research activities are carried on within Cali-
fornia State marketing programs. For convenience these can be
classified as technological and economic. Technological research
projects include, for example, investigations to improve crop varieties,
mechanical equipment, and processing methods to develop new utili-
zations and to bring about more efficient disease and pest control.
Benefits may come from a reduction in the cost of producing estab-
lished products or increased returns resulting from new products.

Economic research projects range from the organization and devel-
opment of data-rep)orting systems to statistical -analyses of the oper-
ationand effects of marketing programs. Some advisory boards have
arranged for the gathering of information on retail inventories, -pur-
chases, sales, and prices-a type of data not generally available from
Federal or State agencies. Preharvest sampling forecasts of the
prospective supplies for marketing have been financed under theorders for cling peaches, Bartlett pears, and lemon products.

In addition to the State-administered marketing orders in Califor-
nia, there are some 14 Federal programs in operation. They apply
to certain fruits, and tree nuts, and to potatoes. The Federal orders
provide for volume regulation and/or establishment of minimum
quality standards but not for advertising, sales promotion, or re-
search. The economic considerations and effects of the Federal mar-
keting orders are generally similar to those noted in this sketch of
California State marketing orders.

Experience. with California State marketing programs indicates
that they are not all-powerful remedies for marketing problems.
They are economic devices useful for dealing with only certain prob-
lems under particular circumstances. In common with most tools,
their appropriateness and effectiveness depend in large part on the
knowledge and skill with which they are used.

All too often marketing programs have been or are viewed as
acceptable substitutes for necessary production adjustments. Ex-
perience has shown, however, that where chronic and persistent over-
production occurs, marketing programs are at best only a palliative
to provide time and aid for easing into the basically necessary pro-
duction adjustments.

Although California marketing orders may be used to control the
within-season amounts or the seasonal total of- a product marketed,
growers retain freedom to expand or contract their acreage or yield
and thereby their total volume produced. Established growers have
freedom to expand their production, and new growers can enter the
industry in response to anticipated, relatively profitable operations.
Such long-run-flexibility counteracts, at least in part, the short:-run
impacts on grower prices and returns exercised by volume-control
provisions in marketing orders.

California experience indicates also that there ale no fixed rules
for the formulation and operation of marketing programs; each plemust be thought through in terms of its particular situation and
problems. It can be said, however. that marketing- programs have
been and still are too often judged in terms of their effect on 1 yearfs
pricee rather than in terms of net returns over a longer period of years.

819



POLICY FOR COMMERCIAL AGRICULTURE

Their real contribution must be judged in the area of long-term net
returns instead of immediate gains in price. In the conduct of any
marketing program, attention must also be given to competitive ef-
fects on other products and market-entry possibilities from other
areas.

In California the view is taking root that marketing orders by
themselves are only devices and tools; they do not automatically
bring solutions to marketing problems. As with other tools, the ef-
fectiveness of marketing orders depends upon the skill and judgment
of the operators and the nature of the problems involved. With a
quarter of a century's experience behind them, California farmers
and handlers are learning to view agricultural marketing order pro-
grams in proper balance and with appreciation of their limitations
as well as their potentials.

The above brief and summary sketch of California marketing pro-
grams is suggestive of, rather than being directly applicable to, the
situation in other States having marketing programs. In the other
States the situation differs more in degree and details rather than in
kind and in basic ideas. Although each State judges whether or not
to have special enabling legislation for marketing programs or what
types of programs, there is a common structure of economic principles
which is applicable to all of the State marketing programs as well as
to the Federal marketing agreement and order programs.

Federal milk-marketing orders.-The magnitude and scope of the
Federal milk-marketing-order program is suggested by the following
figures: 65 milk-marketing areas where producer prices paid by han-
dlers were regulated by Federal orders (as of April 1956) ; close to
190,000 farmers delivered and sold their milk at prices regulated by
the orders; those farmers delivered 30 billion pounds of milk annually;
and the population in the 65 areas represented about one-half of the
national urban population.
- Federal'milk orders are intended to provide producer prices con-
sistent with the local and general economic situation rather than guar-
anteeing a particular or given price level. Federal milk orders do not
insure markets with buyer-handlers, do not directly control produc-
tion, do not directly limit marketing by producers, and do not estab-
lish quality control or sanitary standards. The Federal milk orders
are limited to specific terms pertaining to the prices to be paid by
handlers to farmers.

The Federal milk orders apply to all of the handlers in the area
specified by the particular order. Under the Agricultural Marketing
Agreement Act of 1937, the Secretary of Agriculture is given the
authority to administer the orders. In the setting of minimum pro-
ducer prices the Secretary is required by the legislation to fix the
prices so that they are reasonable in light of feed prices, feed supplies,
and other economic factors bearing on the demand and supply of milk
so as to "insure a sufficient quantity of pure and wholesome milk and
be in the public interest."

A legislatively required feature of Federal milk-order price setting
is that a "classified price" system be used and that there be provisions
for "pooling" the returns to producers. "Classified prices'? pertain
to 4igerent prices for the different ways in which the milk is used.
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"Pooling," along with "cclassified prices," pertains to the distribution
or allocation of the quantities of milk in each class among the pro-
ducers supplying the niarket. Generally, milk for fluid consumption
is classified as class I milk, but the number of classes established and
the various uses in each may vary with the local situation. There is
flexibility in that a marketwide pool or an individual-handler pool
may be used. The returns received by a producer depend on the par-
ticular pricing plan operating in the area which he supplies; whether
he is under a marketwvide pool or an individual-handler pool (if the
latter, the percentage utilization of his handler) ; and, in addition, in
some markets there is a "base and surplus" plan (where the volumne
of milk above the producer's "base" receives the lowest class price).

The geographical spread and locations of areas where Federal milk
orders are in operation are indicated in charts XI and XII. The
relative positions by States and the distribution of localities reflect a
substantial diversity. Yet the diversity is increased elven more when
State milk-marketing orders are considered.

XSI-A

Source: Federal Milk Marketing Orders, U. S. Department of Agriculture, Agricultural
Marketing Service (miscellaneous publication No. 732, October 1956).
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XI-B

U.S. DEPARTMENT OF AGRICULTURE FEDERAL ORDER MARKETS
APRIL 1, 1956

U. E DEPARTMEN UR E TUNEG. 39-. 7 A L A R

Source: Federal Milk Marketing Orders, U. S. Department of Agrlcplture, Agricultural
Marketing Service (miscellaneous publication No. 782, October--195().*:.

XII

FEDERAL MILK MARKETING ORDERS

<~~~~~~ -I

am~~~~~~~~~~~ -

State milk-marketing control8.-Various States have their own
milk-control legislation, and there is diversity or variation among the
States. In chart XIII are tabulated the legislatively authorized milk-
pricing practices by States (as of September 1956). In the chart
are listed 17 States. The general prevalence of minimum producer
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prices is clearly evident fTom, the chart, as well as the use of class
plans. In the legislation of most States, as in the Federal legislation,
the special position of milk as a food is recognized. The administra-
tive authority of the State regulating agencies varies widely among
the States; some State legislation sharply sets forth the authority, re-
sponsibilities, and procedures to be followved in fixing milk prices,
and other State legislation is vague and leaves much to the discretion
of the State regufating authority. Among the provisions in most
State legislation are the following: Distributor or handler licensing;
provisions to insure payments to farmers; independent auditing of
payments to be made to producers; setting of producer prices (re-
quired by all the States having milk-price regulation); an in of
resale prices (here is a major difference with Federal milk orders
where resale prices are not set).

XIII. Pricing practices of State.,milk control agencies, September 1956

Producer pricing practices Distributor pricing practices

State Establish
Fix prces-by Price Method of establishing or ad-

areas or markets plans seasonality in prices Fix resale prices minister
used fair trade

practices

Alabama-Minimum - Class Base surplus- Minimum and X
maximum.

California -do -do- Seasonal class I- Minimum - X
Connecticut -do - do -Fail premium plan - -x
Florida do -do- No seasonal- Minimum I- X
Georgia - Minimum and do- Base surplus - Minimum and X

maximum.' maximum. '
Maine-__ - Miniu- - do Seasonal class I- Minimum- X
Massachusetts - do - o- do -(') X
Montana -do - do -No seasonal- Minimum -
New Hampshire- Minimum and -- do - Seasonal class I- Minimum and` X

maximum.
4

maximum.
New Jersey - Minimum - do - do -Minimum ' X
New York -do - do -Fall premium plan -- x
North Carolina- do- do Base surplus- - X
Pennsylvania -do-do. d - Seasonal class I- Minimum ' X
Rhode Island - do - do - Base surplus -- do - X
South Carolina -do. - do - No seasonal - - do, X
Vermont -Minimum, Flat or - do - - Minmum and X

maximum, or class. maximum.10
both.'

Virginia-Minimum and Class- Base surplus " -- do -X
maximum."

I Required to fix minimum resale prices; may fix mAximum.
2 Although-the Georgia board has power to fix minimum and maximum prices, Georgia price orders have

provided only minimum prices.
3 Under certain conditions may fix minimum resale prices.
' The board fix only minimum producer, retail, and wholesale prices.
' Retail and wholesale prices were reestablished on July 1, 1956; such prices having been withdrawn on

Feb. 15, 1955; and in areas I and 2 producers are paid bonuses for low bacteria count.
' In Philadelphia and suburban Philadelphia markets producers are paid a bonus for low bacteria count.
I Fixing maximum prices is permissive under the law.
I The South Carolina law was enacted May 11, 1955., but no price regulations have been issued to date.
' The board set only minimum producer prices, may be defined a fiat class I price as It is 25 cents above

the Boston blind price, 200- to 210-mile zone.
Io The board set only minimum retail and wholesale prices.
"1 The Commission fix only minimum producer prices, and 3 markets located in the southwestern part,

of the State fail to issue such prices.
"2 All markets excepting Arlington-Alexandria, Manassas, and Richmond have base-surplus pricing-

provisions.

Sourc3: The Dairy Situation, U. S. Department of Agriculture, Agricultural Marketing Service (D. S.-
256 September 19 1956).
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When State milk-pricing regulation is superimposed on the use of
Federal milk marketing orders, the general picture emerging is indi-
cated in chart XIV. There may be noted the broad geographical
coverage of milk-pricing regulation by governmental agencies. State
regulation of milk pricing tends to be concentrated along the Atlantic
coast, with California and Montana in the Far West; Federal milk
orders are heavily centered in the Middle West, the States below the
Great Lakes region, with some Federal markets in the Northeast. In
some States, there exists milk price regulation under both Federal
and State legislation (the former operating in particular market areas
where the State legislation is not applied).

CHART XIV

GEOGRAPHY OF FLUID MILK PRICE
l - ~REGULATIONS

\ | N~~~~~~~fU~T, .. ;' , . f

MW.U. Laraestea Iwc du-wws Ig

EMiiumaimu o ixed, Ml ees AAA OF SEP'T. 195t

CI.S55IFIC.71.OFVo STAVES INs MOST CASE AD
ON AUIHORITY PROVIDED Ir THE LAWS, AAUTORI. CITIES NA ED NAVE FEDERAL MIL ..AREETING ORDERS

IT NOT EXERCISED TO SAME DEGREE IN All STATES WhICH ES TALIST INI.UA PRODUCER CLASS.PRICES

U. S DEPURTMENT OF AGRICULTURE NEG. 6t2A-56(E) AGRICULTURAL MARKETING SERVICE

That milk price control, under either Federal or State authority,
blankets most of the country-particularly populationwise-is clear.
In terms of pricing, the fluid-milk marketing of the country is heavily
dominated by public regulation, and such regulation bears important
similarities to public utility regulation in general. Wfith respect to
pricing, fluid-milk marketing may be viewed as approximating a pub-
lic utility; and such a view must rest on the attitude that, because of
-the importance of fluid milk as a food, its pricing is of special public
concern and interest.

The particular provisions in public regulation of milk pricing, how-
ever, were not originated by the public controls. Earlier, under vol-
untary control, were developed price plans, pooling arrangements,
and base-surplus plans. Cooperative bargaining groups and large-
scale private handlers existed before public control of fluid-milk
porices. The Federal and State legislation provided an avenue for en-
forcing marketwide or statewide pricing practices with the thought



POLICY FOR COMMERCIAL AGRICULTURE

that through the enforcement and police powers of govermnment the
public would be represented and would participate in the establish-
ment of prices. Thus, from emergency measures consequent to the
breakdown of free-market pricing of fluid milk during the great de-
pression of the early 1930's has developed a Government-industry
institution which has grown and continues to operate as a widely ac-
cepted segment of our agricultural programs.

IV. SOME EcoNornic CONsIDERATIONS

Economic conditions are constantly changing, and each
generation looks at its own problems in its own way.

So Alfred Marshall began the preface to the first edition of his
Principles of Economics. Marshall's belief in what he referred to
as the "principle of continuity" is, among other places, embodied in
his statement:

The new doctrines have supplemented the older, have ex-
tended, developed, and sometimes corrected them, and often
have given them a different tone by a new distribution of
emphasis; but very seldom have subverted them.

Such has occurred in the development of marketing programs.
Reference may rightly be made to Alfred Marshall in a discussion

of agricultural marketing agreements and orders because in terms of
many of the basic economic ideas underlying marketing programs
economists draw heavily upon the system of thought commonly re-
ferred to as Marshallian partial equilibrium analysis. As to whether
Marshall would approve the introduction and operation of marketing
programs, one can judge that, from what he writes in the Principles,
he would likely look askance at them; yet, from what he advised his
Government at various times, as recorded in his reports to royal com-
missions, one can surmise that he would favor the use of marketing
agreements and orders under certain circumstances and conditions.

In terms of history, marketing orders emerged as a result of prob-
lems engendered by the great depression of the 1930's. But the eco-
nomic structure of orders was gradually and experimentally devel-
oped by certain cooperative marketing associations during the 1920's.
They were faced with seasonal surpluses, quality standards, and unfair
trade practices; and they endeavored to organize commoditywise on
an industrywide basis. The trials and tribulations of those problems
need not be recited here; yet, those marketing associations became
convinced that their own devices were not fully adequate to achieve
the goals envisaged. New legislation and limited Government par-
ticipation were deemed to be essential adjuncts.

When experience with marketing agreements showed that their
signees were "holding the umbrella" for the nonsigners, thoughts
turned to a device whereby everyone in the industry concerned would
be required to support the umbrella. Thus emerged marketing orders
with their uniform and industrywide application to all producers or
handlers of the product concerned. Such industrywide application
of marketing orders, however, has often been misinterpreted. It does
not mean that the industry has no choice as to whether an order will
be introduced; it does not mean that the industry is powerless to
change or even eliminate the order; nor does it mean that the industry
with its order can operate only as the industry desires.
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Legislation clearly sets forth the procedural and administrative
criteria to be followed in the promulgation, operation, and termina-
tion of marketing programs. The many important details of such
procedures need not be considered here. But several significant points
must be underlined. First, a majority of the industry, specific cri-
teria for which are written in the legislation, must approve an order
before it can be effective. Second, the Secretary is required to deter-
mine whether the available evidence indicates the need for an order
and that the proposed order meets that need. Furthermore, the Sec-
retary has the authority to terminate the procedure at any of the steps
mentioned earlier or to terminate an order which is in operation if, in
his judgment, it is no longer consistent with the legislative standards.
(The above and following comments apply to Federal orders and
most State programs having the respective types of provisions con-
sidered.)

To assist him in operating a marketing order, the Secretary ap-
points an Administrative Committee from a list of industry nomin a-
tions. The Committee may employ a manager and staff, and most
boards do so. But in all matters of any consequence, the Committee
cannot make decisions and act thereon. It recommends to the Secre-
tary, and he either approves or disapproves.

The general goals of marketing orders are mainly oriented in the
direction of improving the returns to producers. Although the Sec-
retary is required to give consideration to consumer interests as well
as those of the agricultural industry, the legislation is clear that its
primary concern is with the economic welfare of producers. At this
point it is advisable to pause a moment and destroy a false notion
which is prevalent in the minds of many, particularly those who
have a superficial familiarity with Federal and State marketing
programs. This false notion pertains to the volume-restriction pro-
vision. Too often the unfounded thought is expressed that market-
ing orders are synonymous with quantity restriction, and without that
provision there would be no agreements and orders. Such a view
may be a throwback to the early days of orders when quantity regu-
lation was certainly the primary although not the only reason orders
were initiated. In recent years, however, the situation is drastically
different. Now quantity control in any of several forms-when it
does occur in an order-is only one of the provisions; a majority of
the marketing orders have no quantity regulation features and, in the
legislation of most States having programs, volume regulation is not
permitted. But since volume control is possibly the most controver-
sial question of marketing programs, it is pertinent to consider briefly
some economic aspects of the question.

There are two major types of quantity control available under the
volume-regulation provisions when they are authorized. One is inter-
temporal distribution of the harvested crop marketed within the sea-
son and a second is curtailment of the total crop to be harvested
and/or marketed for the season as a whole. In some instances both
may be used. Intertemporal distribution within the season may have
several economic objectives, the primary one being the approaching
of maximum returns from the sale of the crop. Other but related
objectives include dampening of the seasonal patterns of prices and
sales.
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Curtailment of the total crop harvested anid/Or marketed also has
the primary objective of increasing returns from the sale of the crop.
But in each case the particular effects on prices and returns depend
upon the nature of the relevant supply and demand functions, their
price and income elasticities, their stability over time, and their
sensitivity to developments in related products. The economic ra-
tionale, in the most elementary case, involves price elasticity as an
indicator of the relationship between associated changes in volume and
returns. The more complicated cases involve economic theories of
price discrimination, market segmentation, and multiple products.
For this reason, economic analysis must be drawn upon in the evalua-
tion of marketing programs and their results.

In terms of supply-demand analysis, price is determined by the
mutual interaction of supply and demand functions. The economic
rationale underlying marketing agreement and/or order programs
can be cast in a supply-demand framework. Yet, the way it is viewed
depends on whether fluid milk orders, with their price-fixing features,
are considered or whether programs for other products are considered;
and in the latter case, whether Federal or State programs are ana-
lyzed. But in all the cases, the short run and long run are distinctive.

In milk orders the thought is that by setting prices there result
certain effects on the supply and demand functions. In the programs
for products other than milk, the thought is that the exercise of
various provisions has certain effects on the supply and/or demand
functions resulting in certain effects on price. But in either case. a
differentiation must be made as to whether the supply and/or demand
functions are static and unchanging or whether they shift and change
shape over time.

Marketing program provisions for volume control may be con-
sidered as primarily affecting the supply functions; quality control
provisions also impinge on the supply functions and under certain cir-
cumstances on the demand schedules; advertising and sales promotion
affect the demand functions; and research provisions are intended to
affect the supply and/or demand functions, depending upon the par-
ticular problem researched. These specific repercussions are short run
in nature; and from the long-run view, there is mutual interaction
among all the variables in the economic structure.

For static and unchanging functions, and especially in the short
run. of special interest are the price elasticities of supply, price elas-
ticities of demand, income elasticities of demand, and similar measures
pertaining to the characteristics of fixed functions. For changing or
shifting functions, and especially in the long run, also of special inter-
est are the influences causing the shifts: some of those causes may be
generated from within the particular industry market while other
causes may stem from outside the particular industry market.

The types of relations referred to above bear upon marketing agree-
ments and orders since their results reflect the impacts of the basic
economic relationships. Short-run volume regulation, in terms of its
bringing increased grower returns, assumes the existence of an inelas-
tic demand in the pertinent segment of the demand function. Yet,
such an inelastic demand cannot merely be assumed; it is a matter of
fact to be determined by investigation, experience, and observation.
And once determined, it need not riemain fixed. As the functions shift
and change shape, their elasticity characteristics change.
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Where volume regulation is concerned with intraseasonal rates of
flow to market, and the objective is to control marketings so as to
increase grower returns, elasticities enter again through the differen-
tial characteristics between market periods. Market. allocation or
price discrimination over time, as well as between alternative uses or
geographical areas, to be successful from the view of growers' returns,
requires the existence of certain relationships among the demand
functions of the several submarkets and also a low degree of substitu-
tion between the product controlled and other products. For economic
reasons as these, intraseasonal volume control-which actually brings
increased returns-is unusually difficult to achieve even in the short
run. And from the long-run view, additional relationships are intro-
duced as changing consumer preferences and attitudes, as well as
cumulative interactions among products.

The problem of multiple products stems from the interaction of
crops which are competing in demand or which are produced and
marketed in competing areas. Interregional and interproduct com-
petition cannot be ignored in the operation of volume control. The
economic inferences which can be drawn from the history of market-
ing orders for asparagus or from the growing market struggle be-
tween canned cling and freestone peaches, for example, are reasonably
clear. A marketing program which disregards the indirect as well as
the direct economic effects on competitive products or competitive
regions is eventually likely to find its objectives frustrated and its
long-run relative market position affected.

Although marketing order programs now have various types of
provisions, that of volume control has always attracted the most criti-
cism. Yet, economists have continuously been aware of the double-
edged features of volume control, particularly the differential effects
of intraseasonal and interseasonal quantity regulation. The former-
intraseasonal control of quantity marketed-is generality used as a
device to dampen the swings in shipments and prices thereby attempt-
ing to attain a more even or uniform rate of daily or weekly shipments
and greater stability in short-run market prices and returns within
the season. In the minds of many growers and shippers, the purpose
of regulating intraseasonal volume is to prevent short-run 'market
gluts" and associated sharp "price breaks." Buying attitudes of ter-
minal market receivers are presumably affected favorably in view of
their confidence in an "orderly flow" of shipments to market. With
such confidence in the minds of buyers, the presumption is that the
season average price is higher than would be if intraseasonal ship-
ments were not "stabilized."

Yet, it need not be that, for all products in all seasons and markets,
intraseasonal volume stabilization does yield higher season average
prices. The outcome depends on the nature of the price elasticities of
the daily or weekly market demand and supply functions and also
how they shift during the season. Further, if the objective is to obtain
as large as possible total returns for the season as a whole, which is a
more rational objective for growers and shippers than price stability
in itself, the appropriate intraseasonal regulation calls for accepting
the intraseasonal patterns of shipments and prices which in combina-
tion result in maximum total returns. Such intraseasonal patterns
may but need not be consistent with more uniform rates of daily or
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weekly shipments than would occur without intraseasonal volume
regulation.

The essential problem of using marking order volume regulation of
seasonal total supply concerns the interaction of short-run and cumu-
lative effects on grower returns. If the seasonal total demand facing
growers is of such nature that restricting the season's total volume is
associated with an increase in total returns to growers, there is a
short-run inducement to practice such volume regulation. Such
volume restriction can be rationalized in acute situations. But con-
tinued restriction, resulting in grower returns being increased suf-
ficiently and over a long enough period, can lead to expansion of
growers' productive capacity. Such induced expansion of productive
capacities can, in turn, bring a grown in total seasonal volume avail-
able for marketing at a rate more rapid than is likely to be balanced
by market demands consistent with yielding reasonable returns to
growers. Thus, the administration of seasonal total supply regula-
tion, under the authority of marketing orders, calls for the applica-
tion of the provisions of the order so that its short-term applications
do not accumulate into long-term effects which aggravate the situa-
tion which the order is intended to alleviate.

Marketing programs with volume control provisions are not ef-
fective in controlling the volume produced by growers. Growers
retain freedom in expanding or contracting their acreage or yield
and thereby their total volume produced. Despite the existence and
operation of the marketing orders, free entry into and exit from the
industry remain. Established growers have freedom in expanding
their production capacities, and new growers can enter the industry
in response to anticipated, relatively profitable operations. It is such
long-run flexibility in production which counteracts, at least in part,
the short-run impacts on grower prices and returns from volume con-
trol through marketing orders.

The preceding summary comments concerning volume-control as-
pects of marketing agreement and order programs have been oriented,
in the main, toward domestic marketing and trade. But Federal
legislation includes provisions bearing on international trade in prod-
ucts having marketing programs. Specific reference may be made
to section 22, which seas added to the legislation on farm programs
by Public Law 320 (74th Cong., approved August 24, 1935). Since
enactment, section 22 has been amended and revised a number of
times. Under current legislation, the President is authorized to set
quantitative limits on imports (quotas but not less than 50 percent
of the volume imported during a representative period as determined
by the President) and to set import fees (not more than 50 percent
ad valorem) on any products the importation of which he finds to
adversely affect or seriously threaten any program or operation un-
der the Department of Agriculture. In the use of section 22, the
President's findings are based on investigation by the United States
Tariff Commission. The role of the Department of Agriculture is
that the Secretary has the responsibility of advising the President
concerning the need for action under section 22.

Since a Federal marketing agreement and/or order is under the
Department of Agriculture, it is clear that such Federal marketing
programs have recourse to section 22. In terms of the number of
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Federal marketing agreement and order programs which have been
in effect one time or another, section 22 has been used only relatively
infrequently. Yet for certain crops having a Federal marketing
program, such as dried figs, application of the section has been re-
quested by the industry and advised by the Secretary. The operation
of section 22, however, is not limited to products having marketing
agreement and order programs; section 22, rather, is concerned with
imports of any products as they bear on any program or operation
undertaken by the Department of Agriculture.

Neither by legislative criteria nor by administrative procedures
need the provisions or operational objectives of marketing orders be
static or unchanging over time. As long as the broad, general criteria
written in the enabling legislation are met and the Secretary makes
a finding to that effect, a proposed order or an amendment to an exist-
ing order may be approved by him. Such flexibility has been taken
advantage of by the various industries having marketing orders. As
with a biological organism, the institutional organism of a marketing
order undergoes mutational and evolutional changes.

As one studies the evolution of marketing orders and surveys their
changing objectives and emphasis, he sees a moving picture of institu-
tional development. Each order has its own special existence, as does
each individual in a population. But the societal group gradually
takes on new characteristics as the older ones change emphasis and
form. The process of institutional mutation and evolution may, with
considerable articulation, be identified in the history and development
of marketing orders. In what may be termed the early days of mar-
keting orders, the depression years of the middle 1930's, the primary
provisions of marketing orders pertained to quantity control and reg-
ulation which, in practice, meant volume restriction. In later years,
provisions for grade and size regulation and mandatory inspection
and certification-aspects dealing with quality control-assumed in-
creased relative importance. And, still later, in State programs, sales
promotion and advertising, along with sponsorship of research, re-
ceived relatively increased attention. This does not mean that the
older provisions were necessarily dropped as new ones were adopted;
rather, it means a change in relative emphasis and balance. The de-
velopment of marketing orders fits in well with Marshall's statement:

Economic conditions are constantly changing, and each
generation looks at its own problems in its own way.
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FARM MARKET PRORATION-ESSENTIAL SEGMENT OF
COMPREHENSIVE FARM-INCOME PROGRAM
[A supplement to the paper under this title by Glenn J. Talbott, p. 738 if.]

I. COMPULSORY ALL-COMMODITY MARKETING GOAL AND VOLUNTARY
CONSERVATION ACREAGE-RESERVE PROGRAM

Some may feel that the needed market proration or supply adjust-
ment can be accomplished adequately solely through adoption of
needed single-commodity market proration programs. And let me
say I fully believe that these are needed-but more than these are
needed. When-you try to operate a supply-adjustment program for
corn alone, grain sorghum, oats and barley can be substituted. Beef
can be substituted by the consumer for pork and vice versa. This
means that the income and price elasticity of individual commodities
taken one at a time is greater than the elasticity of the demand for
all food.

Inauguration and operation of an all-commodity market proration
system would make each and every individual commodity program
more easily workable, less restrictive, and more acceptable.

To meet this need for an overall market proration system, I sug-
gest the usefulness of a compulsory national all-commodity marketing
goal and voluntary conservation acreage reserve to be a basic segment
of a comprehensive system of individual farm commodity programs.

National and world emergencies calling for greatly increased
United States production of food and fiber could break out at any
moment. Both United States and world populations, and conse-
quently the need for food and fiber, are increasing at a very rapid
rate. Both situations require the maintenance in the United States
of a strong and healthy family farm agriculture and the conservation
of soil and water resources. Otherwise the required national effort
for farm rehabilitation in the face of an emergency would be ex-
tremely costly and agonizing.

At the same time, a healthy and strong family farm agriculture
currently is able to and does increase the production of farm products
at a faster rate than population is increasing. The result is that farm
families find that the terms of trade are very unfavorable to them
except in the rare periods w hen the entire national economy is expand-
ing by more than 10 percent a year in terms of national income.

Certainly no one wishes to waste the time and energy of American
farmers nor the soil and water resources of the Nation's farms by
producing commodities that are not needed or will not be used.
Farmland taken out of commercial production cannot be allowed to
remain idle generally, or resource depletion will occur. Moreover, as
family farmers attempt to maintain their take-home pay by individual
action, they cannot afford to absorb drastic acreage cuts to "keep
supplies in line with effective demand" unless the land taken out of

iroduction can be put to some income-producing use.
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Land not needed for iim jiiedialte pioduction should be given pro-
tective an(l development treatments that wvill conserve and improve
it for the Nation against future need. Not the farmer alone, but the
entire population of the Nation, has a valid stake in the conservation
and improvement of such land.

The general outlines of a workable all-commodity farm marketing
goal and voluntary conservation acreage-reserve program are quite
simple. It would provide that prior to November 15 of each year the
Secretary of Agriculture would:

1. Make an official determination of the volume of farm com-
modities that -will move in the channels of trade in the year ahead, as-
suming full employment conditions, at average prices received by
farmers of not less than parity-income equivalent prices and of the
percentage of the total acreage of farmland (cropland, meadow and
pasture and grazing land), that will not be needed in the year ahead
for commercial production. The former he would proclaim as the
national all-commodity farm marketing goal and the latter as the
conservation acreage reserve and would:

2. Offer to farm operators the equivalent of earnable net family
income at parity-income equivalent prices, plus taxes and other land
overhead costs for land of that type in the area, in return for the
farmer's devoting the specified acreage to its optimum conservation
use instead of using it for commercial production. This would include
the retirement from commercial use of hay and pastureland as well as
grain and row crops.

3. If putting the conservation reserve into optimum conservation
condition requires specific installations or land treatment, the program
should authorize the making of ACP-type payments to cover the cost.

4. The program would be entirely voluntary for individual farm-
ers. Moreover, if some farmers wanted to retire more land from
commercial production than their pro rata shares, they would be en-
abled to do so, if some other farmers in the county, State, or Nation
released the reserve for which they were eligible due to voluntary
nonparticipation.

5. Landlords who dispossess tenants would not be eligible to partici-
pate in the program.

6. The conservation acreage reserve just described would be com-
bined with a permanent authorization of the agricultural conserva-
tion practices program payments to farmers who undertake special
soil and water conserving practices, facilities, and installations on
both the reserve acreage as well as on land used for commercial pro-
duction. Payments for such practices on the conservation reserve
should cover their entire cost.

7. Utilizing the services of the Federal Farm Income Improvement
Board and the elected State, county, and community-farmer com-
mittees, the Secretary of Agriculture would stand ready to contract
for farmland, including hay and pasture as well as crops, at the re-
quired incentive level of acreage payments. Any farmer in the county
could offer as much of his land as he cared to for rent to the Govern-
ment to become part of the conservation acreage reserve. If more
land was offered to the county committee than t~he total county con-
servation reserve, the committee would allocate the county reserve
among all the farmers who applied by a fair formula.
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8. In return for the payment or conservation award, the farmer
would refrain from using the acres for commercial farm production
and would place the land in its optimum conservation condition. If
special conservation practices or facilities -were required, the farmer
could avail himself of the financial assistance of the ACP program.
The essence of the proposal is that each year the Federal Government
will lease unneeded commercial farmland and hold it in optimum soil
conservation practices of the area, perhaps in a cover crop.

9. The national all-commodity farm marketing goal would be al-
located to farmers and evidenced by all-commodity farm marketing
goal certificates. This certificate would show for the crop year the
volume of all farm commodities the farmer could sell on basis of cer-
tificates of sale obtained free of charge from his county farmer com-
mittee. If he chose to produce and sell beyond his certificated share.,
he would be able to buy over-goal certificates of sale from the county
committee by payment of a farm income stabilization fee equal to 75
percent of the income protection level for the commodities for the sale
of which application swas made.

The proposed all-commodity farm marketing goal and conservation
acreage reserve program can be the major mechanism for consciously
and continuously adjusting total farm production of supplies to total
demand therefor, particularly when the demand is simultaneously
expanded through domestic and foreign food consumption programs
and held high by full employment and expanding international trade.
Value to Jarmers

For more than 30 years our Nation and its Congress have held that
a parity price is a fair price-fair to consumers and producers alike-
and that farmers deserve to be enabled to earn a parity of income.
The all-commodity farm marketing goal and conservation acreage
reserve program could be used to keep farm prices at a full income
parity average year in and year out. However, to do so in recession
years would be a great hardship on consumers. Moreover, tailoring
farm production down to less than a volume that consumers would buy
at parity prices in a year of full employment would be restrictionist
and itself contribute to deepening the recession. Therefore, my pro-
posal does not provide for cutting production below the volume that
a full employment economy will buy at 100 percent of parity income
equivalent prices. Failure of the demand due to unemployment to
attain this level of prices would be made up with compensatory parity
income deficiency or production payments.

Establishment of a comprehensive farm market proration or supply
adjustment program of this type would go a long way toward reduc-
ing the severe cuts required by marketing goal programs for individ-
ual commodities and specific crops, and practically eliminate the
tendency of such programs to shift the so-called surplus problem
from one crop to another and, rather soon, also to poultry, dairy,
and livestock as has been done under existing programs. Such a
program would help greatly to bolster farmers' collective bargaining
activities under the marketing agreement and order programs and
otherwise.

The national all-commodity farm marketing goal and conservation
acreage reserve could be used to adjust production by any desired pro-
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portion either up or down. The result in farm prices and incomes
of different applications is shown in the table which follows:

United States farm gross United States farm net
Net change in market supply of Change in income income

farm products I farm price

Amount Change Amount Change

Percent Billioss Percent Bilions Percent
+2percent -------- -13.0 $30.2 -11.3 $7.9 -32.5
+1 percent -- 6.5 32.1 -5.6 9.8 -17.2
0- 0 34.0 0 11.7 0
- percent+6.5 35.8 +5.4 13.5 +15.5
-2 percent -------- +13.0 37.6 +10.8 15.3 +30.8
-4 percent -------- +26.0 41.3 +21.6 18.9 +61.5
-5 percent -+32. 5 43. 2 +27. 0 20. 7 +76.9
-6 percent -+39.0 44. 8 +30. 7 22. 5 +92. 3

X Above and below the approximate 1956 position.

Stated briefly, my proposal is that as a first line of operation in farm
market proration or supply adjustment that we use an all-commodity
farm marketing goal and conservation acreage reserve to tailor total
United States farm sales to the volum-e that augmented foreign and
domestic markets wvill buy at parity income equivalent prices in a year
of full employment.

Each farm family or farm would be given a specific marketing goal
for total sales and could sell any commodity whatever that he was
otherwise eligible to sell within such overall farm marketing goal.
Land determined not to be needed for the marketing goal would be
eligible for an expanded and improved conservation acreage reserve
to the extent that funds were appropriated for that purpose.

II. MARKETING AGREEMENTS AND ORDERS

For some commodities, producers themselves can probably do a
great deal through collective bargaining techniques to improve their
position.

Approximately 70 Federal marketing agreement and order pro-
grams for fluid milk and 30 for fruits and vegetables are in operation
under the Agricultural Marketing Agreement Act of 1937, as
amended.

A marketing order makes the marketing agreement applicable to
all handlers.

In many cases-especially in milk-marketing orders without ac-
companying marketing agreements are in operation.

Before an order can be put in effect, it must be approved by two-
thirds of the producers affected.

Existing law specifies that orders can be applicable only to the fol-
lowing agricultural commodities and products thereof: Milk, fruits
(including filberts, almonds, pecans, and walnuts, but not including
apples, other than apples produced in the States of Washington. Ore-
gon, and Idaho, and not including fruits, other than olives, for can-
ning and freezing), tobacco, vegetables (not including vegetables,
other than asparagus, for canning or freezing), soybeans, hops, honey-
bees, and naval stores.

9722657-54
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A Federal order can regulate only such handling of a commodity
"as is in the current of interstate or foreign commerce, or which di-
rectly burdens, obstructs, or affects interstate or foreign commerce."

The underlying objective as stated in the law is to establish and
maintain such orderly marketing conditions as will bring parity prices
to producers.

Mille.-The areas covered by milk marketing orders range from
large metropolitan districts, e. g., New York, Chicago, Philadelphia,
to areas with no large cities, e. g., upstate Michigan and the Black
Hills of South Dakota.

All orders specify the minimum prices to producers for the different
classes of milk coming into the market. The milk is classified accord-
ing to use-class 1, for milk sold in fluid form; class 2, etc., for the
excess used in ice cream, butter, canned milk, and other manufactured
products. In many markets, the excess is quite large in the flush sea-
son. There are no orders applicable to milk produced solely for
manufacturing.

Producers receive a "blend" price based on the amount used as fluid
milk and that used for manufacturing. The price to a particular pro-
ducer is subject to adjustment for volume, grade, location, and so
forth. Federal orders do not specify resale prices to consumers.

A considerable number of States have State milk-control laws and
some markets operate under State, rather than Federal regulations.
Under some of the State laws resale prices to consumers as well as
prices to producers are controlled. The New York market is under
joint Federal-State control.

Fruits and vegetables.-Of 31 agreements and orders in effect Jan-
uary 1, 1957, 6 were for citrus fruit, 4 for dried fruit, 4 for tree nuts,
8 for potatoes, and 10 for other fresh fruits and vegetables.

The law provides that each fruit or vegetable-marketing agreement
must be limited to the smallest practical regional production or mar-
keting area.

In contrast to milk, fruit and vegetable-marketing agreements and
orders cannot include provisions fixing minimum prices to producers.
Instead, the law provides for:

1. Regulation of quantity and quality of the commodity which can
be marketed.

2. Allocation to each handler of the quantity which he may pur-
chase and market.

3. Control and disposition of surpluses.
4. Establishing reserve pools.
(There is a special provision authorizing marketing quotas for indi-

vidual producers of hops.)
Under certain conditions the quantity and quality of imports of

fruits and vegetables covered by marketing agreements and orders
may be regulated.

California has laws authorizing agreements and orders for proc-
essed fruits and vegetables which include the establishment of prices
and quotas for individual producers.

Fruit and vegetable processors have successfully opposed the broad-
ening of the Federal law to cover canned and frozen fruits and vege-
tables (with the exceptions noted above), and the inclusion of pricing
provisions.
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Leqgsiation and administration: Sorne suggestions for change
Make marketing orders applicable to any agricultural commodity

(or regional or market classification thereof) wherever effective pro-
posals can be developed by joint private-public consultation and the
proposal is approved by two-thirds of the producers affected.

Establish single commodity marketing goals for commodities for
which agreements and orders are in operation, and use them as mar-
keting quotas for individual producers where needed.

Authorize the establishment of minimum prices to producers in
the marketing order for any commodity (as is now done in Federal
orders for milk).

Authorize the establishment of handlers' resale prices in the agree-
ment and order for any commodity, as is now done in some State milk
orders. This would tend to stabilize, and possibly reduce, marketing
margins which continue to increase in spite of more integration and
presumed increased efficiency in processing and marketing; also, it
would provide needed protection of consumers.

Make agreements and orders joint Federal-State operations wher-
ever practicable instead of the smallest area, as in the present law.

Strive to establish national marketing orders, covering the market-
ing of a commodity through the Nation. A national order for any
commodity should give recognition to the varying production and
inarketing conditions in different areas.

III. INDIVIDUAL COMIMODITY MARKETING GOALS

Even though a fully effective all-commodity marketing goal pro-
gram were in operation and the producers of some commodities were
adequately protected by marketing orders and other collective bar-
gaining programs, the probability exists that in particular years one
or more remaining individual commodities may well get out of proper
supply adjustment. To protect against this possibility I suggest the
need for standby authority for producers of the various commodities
to make use of individual single-commodity marketing goal programs.

Existing law extends the authority to use marketing quotas and
acreage allotments to the producers of only 6 farm commodities:
Wheat. cotton, tobacco, sugar, rice, and peanuts. In addition pro-
vision for acreage allotments is spelled out in law for corn; and
authority to use them for any other crop whose price is supported is
extended by law to the Secretary of Agriculture with no detailed
procedure specified as to when and how to put them into operation.
I am suggesting this authority for marketing goals or a similarly
effective market pro rata device should be extended to the producers
of all individual farm commodities.

Under the existing program, the wheat, cotton, or sugar producers
who cooperate in the program are allowed to take out of production
of that crop a certain percentage of the acreage they earlier used for it.
Such producers are permitted to put these diverted acres into any use
they desire, including other soil-depleting commercial crops.

The requirement that marketing goals must be approved by two-
thirds of the producers of a commodity before such goals go into
effect should be continued.

I suggest the desirability that the principle of sugar-program-type
of progressive graduation in individual farm goals be extended to all
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commodities so that producers who sell larger volumes will take a
bigger percentage cut than producers of a smaller volume with
realistic minimum individual farm goals.

If individual farm marketing goals are to be truly effective in keep-
ing supplies in balance with demand, the blended average price of
producers who sell more than their marketing goal must be sufficiently
lower than the higher price available to those who stay within their
goals to discourage all but a few from making overgoal sales. This
will be much easier to do where production payments are used as the
primary support method. I suggest that this level ought to be only
25 percent of the support level, enforced by collection of an overgoal
marketing fee of at least 75 percent of the parity income equivalent
price.

Existing law provides for the national marketing quota of a cov-
ered commodity to be determined as expected exports plus expected
domestic sales plus a normal carryover minus existing carryover.
Thus already piled up carryover is a factor that reduces the marketing
quota for any year.

I suggest that establishment and maintenance and building up of a
national safety reserve be considered as a separate subject-operated
on its own merits. Supplies accumulated in Government ownership
should be insulated from the market and not considered in establish-
ment of marketing goals. Government-owned stocks now in existence
should be put into an insulated set-aside, not a disposition set-aside as
is now the case.

Therefore, national marketing goals for each commodity should
be set to equal expected exports plus expected domestic consumption
at a full employment level of the economy plus allowance for needed
addition to carryover or safety reserve stockpile. Under present law,
quotas can be cut down to help reduce existing carryover. This
should not be done.

Under existing law, the marketing quota of an individual farmer is
the estimated production at normal yields of his acreage allotment.

It is my mature and considered judgment that the procedure should
establish for each farmer a specific bushelage or poundage marketing
goal governing the volume he could sell without purchase of overgoal
certificates in a given year regardless of how many or how few acres
he used to produce it.

Acreage allotments put the emphasis on the wrong factor of pro-
duction-land instead of people-land becomes the scarce factor thus.
leading to an attempt to maximize land income rather than the return
to the human factor. Moreover, other resources can be easily sub-
stituted for land so that acreage allotments are not as effective a tool
as we need to control market supply.

The defects of acreage allotment-determined marketing goals show
up most dramatically when considered in the application of goals
to milk and butterfat sales, sales of hogs and cattle, and in areas of
high incidence of crop failure owing to recurrent drought and other
natural disasters.

In the case of milk and butterfat, there is no necessity whatever
to attempt to have control of the number of milk cows, either na-
tionally or on the individual farm.

In high risk cotton and wheat areas, the producer never knows at
the time he plants his acreage allotment what his production and sales;
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might be. If his marketing goal is established as the production from
allotted acres, there is no basis, either nationally or on the individual
farm, to know how much volume of sales will move into the commer-
cial market.

A wheat farmer in the area of intermittent drought never knows
when he plants whether his yield will be nothing, 2 bushels per acre,
15 bushels or 22 or 42. With a 200-acre allotment, his marketing goal
might thus vary from as little as 0 or 200 bushels to as much as 6,000
or 8,000 bushels from year to year. This is a most unstabilizing and
completely unnecessary result of existing acreage allotment based
marketing quota laws for wheat, cotton, and rice.

The purpose of a marketing goal is to regulate the volume of sales
of a commodity by charging a heavy penalty on sales above the goal.
A national determination is made as to what volume of the commod-
ity will be needed for domestic and export needs in the year ahead.
This is expressed in bushelage or poundage terms. This national
marketing goal should not be translated into a national acreage allot-
mient but should be distributed to States and counties and individual
farms as a specific marketing goal. If no producer exceeded his
marketing goal, the volume actually marketed would equal the na-
tional marketing goal.

Under existing law, the volume actually marketed from allotment
acres might be substantially below or substantially above the national
marketing quota depending upon acreage yields. In crops and areas
where yields do not vary greatly from year to year this has posed no
great difficulty. But as the widespread drought of 1954, which reached
even into Georgia and Virginia, indicated, the acreage allotment
device is a blunt and clumsy device at best, even in usually humid areas.

For the individual producer, marketing goals based on acreage al-
lotments simply do not make much sense nor do they allow him to
fit the program effectively into his farm management plan. If the
individual wheat producer, for example, knew before planting time
that his goal was 4,000 bushels, he would be able to choose the acres
on which he wants to try to produce it. One year he might choose
to use 200 acres of his most fertile land and another year to use 400
acres of his less fertile soil. If growing conditions look especially
promising, he might wish to plant 500 acres of his land into wheat,
knowing full well that at average yields his total production that year
would greatly exceed his marketing goal. He would market his goal
volume and would store, on the farm, the excess production for sale
in a later year when due to weather, disease or pests his yields would
be greatly reduced.

Denwnd-expansion helpful but not sufficient
To stabilize farm family income at the parity level, it is, of course,

necessary to have written in. the law mandatory 100 percent of parity
farm income protection for the family farm production of all farm
commodities. Temporary market gluts can develop. Farm family
needs for cash can cause unduly heavy marketings at harvest time.
Speculator and trader manipulations can unduly depress market
prices until the farmer has sold. Special program devices such as
Government purchases of commodities, Government purchase agree-
ments, and Government financed nonrecourse price support loans are
needed to overcome these contingencies. To provide the additional
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income protection above these market price-propping devices required
to keep farm income at the parity level, seasonally, and in the event
of unemployment or errors in forecasts, I favor use of parity income
deficiency payments. Use of such payments, in workable combination
with price-support loans and purchases, would allow already pro-
duced commodities to flow into export and domestic consumer mar-
kets at lower than the support level equivalent price and would give
consumers and exporters the advantage of the increased supply instead
of allowing such stocks to depress farm income to disaster levels or else
pile up in unnecessarily large Government stocks.
Relieve strain and reduce costs of income protection program

However, the tendency for farm productivity in the United States
to outrun population growth, expansion of exports, and the growth
of market money demand, even when expanded in the feasible ways,
would place a constant strain upon the income protection and price-
support program, if supplemental actions were not taken to keep
supplies in line with augmented market demand. Either unneeded
stocks of commodities would pile up in Government ownership under
the loan and purchase programs or else the cost to the Government of
the required income supplement payments would become greater than
the rest of the Nation would permit.

To meet this situation and to maintain farm family income at full
parity requires that the tendency for farm productivity to outrun aug-
mented market demand at parity prices must be blunted or curbed
by methods that are acceptable to farmers and consumers and that
contribute to the attainment of other widely held national aims and
welfare objectives. To do this is the function that should be assigned
to farm market proration or supply adjustments.

The conservation acreage reserve would be an effective way to com-
bine the Nation's conservation objective with the need to temporarily
blunt or dampen down the rate of increase in national total farm
production.

Buttressed by the all-commodity marketing goal program, operation
of a program of this type would cause the year's total national farm
production to be lower than it would otherwise be. For each per-
centage of effective reduction in supply marketed resulting from this
program, prices received by farmers on the average would be lifted
by 6 percent or more.

However, the all-commodity marketing goal and conservation
acreage reserve would apply to all crops, hay and pasture acres, as a
whole. Market supplies of individual crops and livestock could still
rise more rapidly than the increase in augmented demand for that
specific commodity. This is particularly true of commodities a large
share of the production of which must be sold in foreign markets.
It is also true of commodities where weather and other growing con-
ditions in areas of major production are highly variable.

To meet these residual commodity oversupply problems is the
proper role and function for individual-commodity farm marketing
goals, marketing agreements and orders and other forms of individ-
ual-commodity market proration.

Where all of the demand-expanding programs do not increase de-
mand sufficiently to keep up with increasing production of a commod-
ity as dampened down by operation of the all-commodity market pro-
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ration program, I submit that the Nation should not require or permit
farmers to use their time and natural resources and other capital to
produce commodities that camnnot be sold and used except at such
low prices that will bring chronic poverty to farm families, clestruc-
tion of soil and water resources, and ultimate bankruptcy.

I suggest, therefore, that the authority to use the powers of govern-
ment to keep supplies in line with demand by means of a self-imposed
three-price system carried out by means of individual-commodity
farm marketing goals should be extended to the producers of all farm
commodities for use as a last resort in the situation described immedi-
ately above, to be adopted by producers in referendums in any case
where desired and workable.
What are m~arketing goals

Many confusing and misleading statements have been made in the
demagogic propaganda of opponents of farm-income-protection and
price-support programs in the discussions and debates of the past two
decades. One result is that the public has little, if any, factual infor-
mation its to what farm marketing goals and quotas really are.

Farm marketing goals are in reality a sort of self-imposed three-
price system for a farm commodity, the operation of which is ex-
pected to discourage uneconomic overproduction. A determination
is made as to the volume of the commodity which if marketed will fill
export needs, if any, preserve an adequate national stockpile or safety
reserve of the commodity, and fill the expressed needs of domestic
United States consumers at a price that will be consistent with the
continued production of a sustained abundance of the commodity, and
consequently will prevent farm bankruptcy, depletion of natural
resources, and reduced farm family living standards, and thus pre-
vent the development of a condition of chronic poverty on American
farms and deterioration of the national food and fiber plant and the
family farm pattern of American agriculture.

Under an individual-commodity farm marketing goal system, each
farmer is apprised, well before planting or breeding time, of the
amount of the commodity he is authorized to market at the parity
income equivalent price. If the farmer sells only this volume of the
commodity, lie can do so at the support price. If he wants to produce
and sell more than the determined volume, he may do so but only by
selling all of his marketings of that commodity at the market price.
Any sales above the marketing goal must be made subject to the
payment of a fee to purchase an overgoal certificate for the privilege
of selling above goal. This fee is, in effect, deducted from whatever
price the farmer receives in the market for overquota sales. More-
over, the entire marketings of that commodity by the farmer who
exceeds his marketing goal or quota must be sold at the market price,
which may be lower than determined support price owing to the
operation of payments as a method of support or because market
price has fallen below the announced support price available through
Government loans, purchase agreements, or purchases.

Marketing goals are not a system of federally imposed farm pro-
duction controls. Any farmer can produce and sell any amount of
the commodity that he wishes. But to do so he must be willing to
accept a lower return per unit than that made available to the farmer
who holds his annual marketing within his agreed-upon goal.

.A
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To make effective his three-price system, based upon individual-
commodity marketing goals, requires several nationwide determina-
tions and actions. First, somebody must decide under the law the
total national marketing goal that fits the circumstances of the
particular commodity and the particular year. Second, somebody
must make known to each farm family the information as to its share
of the national goal. Third, somebody must hold a referendum or
vote to determine whether the producers of that commodity wish to
impose marketing goals upon themselves that year. Fourth, if goals
are approved by producers, somebody must administer the machinery
that makes the three-price provisions effective with respect to the
marketings of each producer. Fifth, maintenance of the higher or
class I price or return requires the operation of a Federal farm price-
support program. Sixth, enforcement of the lowest or class III of
the three prices requires both withholding of support program eligi-
bility and the collection of fees on overgoal marketings of individual
producers.

For the system to work all of these functions must be performed
and applied to all producers of the commodity, either by the Govern-
ment or by some other agency with the authority and power to do so.



APPENDIX C

TABLE C-V-National income by distributive shares, 1929-56

[Billions of dollars]

Coar Don- Proprietors' income Renta Corporate profits 2 Totl
Year stion of income Net national

employees Business of Before After interest income
Farm I and pro- persons tax tax

fessional

1929 -51.1 6.1 8.8 5. 4 9.6 8.3 6.4 87.8
1930---------- 48.8 4.3 7.4 4.8 3.3 2.8 6.0 75.71931 -39.7 3.3 5.6 3.8 -. 8 -1.3 5.8 89.7
1932 -31.1 2.0 3.4 2. 7 -3.0 -3.4 5.4 42.5
1933 --------------- 29.5 2.6 3.2 2.0 .2 -. 4 5 0 40.2
1934----------- 34.3 2.9 4.6 1.7 1.7 1.0 4.9 49.0
1935 -37.3 5.3 5.4 1.7 3.1 2.2 4.8 57.1
1936 -42.9 4.3 6.5 1.8 5.7 4.3 4.7 64.9
1937 -47.9 6.0 7.1 2.1 6.2 4.7 4.7 73.6
1938---------- 41.0 4. 4 6.8 2. 6 3.3 2. 3 4.6 67.6
1939- 48.1 4. 5 7.3 2.7 6.4 5.0 4. 6 72.8
1940 -1-------- 2.1 4. 6 8.4 2.9 9.3 6. 5 4. 5 81. 6
1941---------- 64. 8 6. 6 10. 9 3. 5 17.0 9.4 4. 5 104.7
1942 -8-------- 5.3 9.9 11. 9 4.5 20.9 9.1 4.3 137. 71943- 109. 6 11.8 16.8 5.1 24.6 10.5 3.7 170.3
1944------------ - 121.3 11.8 18.0 5.4 23.3 10.4 3.3 182.6
1945 -123.2 12.4 19.0 5.6 19.0 8.3 3.2 181.2
1946 - --------- 117.7 14.9 21.3 6.2 22.6 13.4 3.1 179.6
1947 -128.8 15. 5 19. 9 6. 5 29.5 18. 2 3. 8 197.2
1948 - --------- 140.9 17. 7 21. 6 7. 2 32.8 20.3 4. 5 221.6
1949 -140. 12.9 21.4 7. 9 26.2 15.8 5. 2 216.2
1950---------- 154. 3 13.7 22.9 8. 5 40.0 22.1 5. 9 240.0
1951---------- 180. 4 16.1 24.8 9. 1 41.2 18.7 6.8 277.0
1952---------- 195.1 15.1 25.7 9. 9 35.9 16.1 7.4 290.2
1951---------- 208.1 13.3 25. 9 10. 2 37.0 16.7 8. 7 302.1
1954-------------- 206.8 12.7 25.9 10.6 33.5 16.0 9.8 299.0
1955 -223.1 11.9 27.3 10. 2 42. 5 21.0 10.9 324.1
1956 -241.4 11.6 28.0 10. 3 43.0 21.0 11.9 343.6

I Revised series; revisions not reflected in total national income 1929-51. Includes net change in farm
inventories.

2 Inventory valuation adjustment not included.

Source: U. 8. Department of Commerce.
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TABLE C-2.-Net income originating in agriculture and net income of the farm
population, 1910-56

[Millions of dollars]

Net income originating in agriculture Net income of farm population

Year Net in- Interest Net rent From From
come of Farm on farm to non- Total net agricul- non agri- From all

farm wages mortgage farm income tural cultural sources
operators I debt landlords sources sources

1910 - - - 4,158 755 203 320 5,436 4,703.
1911 - - - 3, 342 758 225 331 4,656 3,8S88
1912 - - - 4, 409 789 252 343 5. 793 4, 075
1913 - - - 3, 680 804 276 340 5,100 4, 253
1914 -4, 106 804 296 355 5, 561 4, 677
1915 -4, 220 815 314 403 5, 752 4, 797
1916- 4, 469 904 341 534 6 248 5.103
1917- 8, 204 1,127 378 825 10, 534 9,001
1918-8, 787 1,337 417 859 11, 400 9, 736
1919 -8, 985 1, 515 476 928 11, 904 10,061
1920 -- 7, 758 1,790 574 504 10, 626 9,009
1921 - 3, 322 1,170 653 304 1. 449 4,138-
1922 4, 299 1,127 680 368 6,474 5,081
1923 -1 028 1, 251 679 430 7,388 5,895
1924 -4,817 1, 248 647 520 7, 232 5, 681
1925- 6, 698 1, 267 612 470 9,047 7, 575
1926 - 5,907 1, 330 598 425 8, 260 6,810
1927 - 5, 679 1, 302 593 520 8,094 6, 569
1928 - 5,966 1, 290 190 496 8,342 6,844
1929 -6,142 1, 300 582 486 8, 510 7,024
1930 -4, 254 1,177 570 321 6,322 5. 060
1931- 3.346 914 553 136 4, 949 3, 981
1932 -2,038 669 526 55 3, 288 2, 510 - -----
1933 -2, 573 617 472 158 3,820 3,012
1934 2, 941 679 430 256 4,306 3,428 1,900 1,328
1935- - - - 5, 303 775 396 347 6,821 5,858 2,000 7,858
1936 -4, 332 8G8 364 383 5,947 4, 954 2, 300 7, 254
1937 -6, 048 988 341 380 7, 757 6.754 2, 500 9, 254
1938 -4,405 979 320 318 6,022 5, 101 2, 300 7, 401
1939 -4,489 988 305 379 6, 161 5, 189 2, 500 7,689
1940 -4, 570 1,029 293 448 6, 340 5, 299 2, 700 7, 999
1941 -6, 573 1,249 284 047 8, 753 7.455 3,100 10, 555
1942 -9,924 1,631 272 890 12, 717 11,074 3, 800 14,874
1943- - - - 11,822 2,027 246 1, 044 11 139 13, 248 4, 200 17, 448
1944- - - - 11,807 2, 202 230 1, 043 11 282 13. 352 4, 400 17, 752
1945 12, 411 2.299 221 1, 064 15, 995 14, 021 4, 200 18, 221
1946 -14,923 2, 544 219 1, 356 19, 042 16, 721 4, 300 21,021
1947- 15,458 2,808 225 1, 408 19,899 17, 383 4, 900 22. 283
1948 -17, 695 3.016 232 1, 311 22, 254 19, 704 5,100 24, 804
1949 -12,866 2,865 243 1, 092 17, 066 14,651 1, 200 19,851
1950 -13. 716 2. 750 264 1, 153 17, 883 15, 459 1. 300 20, 759
1951 ----- 16, 111 2,931 291 1 284 20,617 18,003 5, 600 23, 603
1952 -15,120 2,801 319 1, 462 19, 702 17, 044 6,100 23, 144
1953 13, 263 2, 792 347 1, 213 17, 615 15, 094 6.000 21,094
1l.- - 12, 684 2, 714 376 1, 150 16, 933 14,438 5.800 20, 238
1955 11, 852 2, 7,36 410 1, 067 16,065 13, 190 6, 300 19,890
1956 - ---------- 11, 600 2, 790 429 1, 180 15, 999 13, 374 6, 700 20,074

' Includes net change in farm inventories.

Source: U. S. Department of Agriculture.
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TAJiL C-3.-Realized gro8s inicoine of farm operators from farming, 1910 56
[Millions of dollars]

Cash Govern- Reallzed Cash Govern- Realized
receipts ment non- RenMlzed recelpts ment non- Realized

Year from pay- money gross Year from pay- money gross
market- ments Income I Income I market- ments Income I Income 2

Ings Ings

1910 8,780 0 1,697 7,477 1934 6,357 446 1, 738 8, 541
1911 5,84 0 1, 99 7,183 1935 7,120 573 1, 973 9,666
1912 --- 6, 008 0 1, 655 7, 663 1936 --- 8,391 278 2. (143 10. 712
1913 6'' 6, 238 0 1, 681 7.919 1937 --- 8,864 336 2,129 11.329
1914 --- 6,036 0 1,682 7. 718 1938 --- 7,723 446 1, 932 10. 101
1915 6,392 0 1,668 8. 060 1939 7, 872 763 1,921 10,556
1916 7, 746 0 1,897 9, 643 1940 8, 382 723 1, 933 11,038
1917 - 10, 736 0 2,574 13, 310 1941 11, 111 544 2,173 13.828
1918 - 13, 467 0 2, 980 16, 447 1942 - 15, 565 650 2, 552 18, 767
1919 - 14,538 0 3, 287 17, 825 1943 - 19,620 645 3.097 23,362
1920 12, 600 0 3,307 15, 907 1944 - 20, 536 776 3,100 24,412
1921 --- 8, 058 0 2,463 10, 521 1945---- 21, 663 742 3,367 25. 772
1922 8, 575 0 2,434 110 009 1946 - 24, 770 772 3, 782 29.324
1923 9, 545 0 2,574 12,119 1947 - 29,664 314 4, 044 34.022
1924 10,225 0 2,511 12, 736 1948 - 30, 253 257 4, 076 34.586
1925 - 11, 021 0 2, 646 13, 067 1949 - 27, 864 186 3.532 31, 582
1926 - 10, 558 0 2,698 13, 256 1950 - 28, 405 2S3 3, 417 32.105
1927 - 10, 733 0 2, 562 13, 295 1951 - 32. 928 285 3, 847 37, 060
1928 10, 991 0 2, 562 13, 553 1952 - 32, 556 275 3, 901 36, 732
1929 - 11, 312 0 2, 83 13, 895 1953 - 31.183 213 3, 730 35 126
1930 ... 9,055 0 2,377 11,432 1954.__ 29, 944 257 3, 516 .33, 717
1931 6,381 0 2, 004 8,385 1955 - 29, 542 229 3, 441 33, 212
1932 4, 748 0 1,623 6, 371 1956 --- 30, 372 854 3,443 34, 369
1933 --- 5,332 131 1, 618 7, 661

I Value of farm products consumed directly In farm households and gross rental value of farm dwellings
Changes in farm Inventories not Included.

2 Changes In farm Inventories not Included.

Source: U. S. Department of Agriculture.
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TABLE C-4.-Production expenses of farm operators, 1910-56

[Millions of dollars]

Depreci-
Repairs ation

and and
Feed Live- Ferti- opera- other Hired Taxes, All Total

Year pur- stock lizer and tion of con- labor interest, other2 expenses
chased pur- lime capital sump- rent I

chased items tion of
farm

capital 1 1

1911
1912 I
1913 I
1914 I
1915 l
1916
1917
1918
1919
1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930
1931-
1932--- -
1933
1934
1935-
1936
1937 -
1938 --
1939
1940.--
1941
1942
1943
1944
1945
1946
1947
1948. --
1949
1950
1951
1952
1953
1954
1955
1956

426
350
419
406
414
411
517
614

1, 106
1,097
1,254

710
676
819

1, 116
988
891
892
977
919
791
448
348
422
542
528
755
805
557
732
998

1,089
1, 625
2,135
2,427
2, 738
3,022
3. 746
3, 996
3, 024
3, 330
4,168
4, 302
3, 755
3,906
3, 728
3, 919

199
188
217
250
215
207
260
414
522
567
422
202
319
304
313
382
396
465
588
504
362
253
193
199
183
312
283
332
368
465
517
635
877
908
812

1,011
1, 170
1,379
1, 589
1, 528
2,000
2, 443
1, 917
1,320
1, 563
1, 530
1, 611

152
168
161
175
195
165
193
232
311
358
390
249
234
263
264
299
298
267
318
300
297
202
118
120
176
188
261
279
258
273
306
334
417
505
576
657
683
755
826
895
978

1, 085
1, 229
1, 246
1, 274
1, 266
1, 247

251
251
278
289
297
343
395
464
536
615
695
550
557
637
654
711
774
787
827
886
785
635
521
550
602
704
732
855
881
927

1 006
1,099
1, 244
1, 407
1, 528
1, 626
1, 981
2.396
2, 795
2,847
2, 969
3, 314
3, 448
3, 448
3,332
3,393
3, 511

416
443
469
481
482
524
597
714
902

1,040
1,211
1,039

934
943
952
872
886
890
900
916
955
856
734
644
650
664
728
796
833
781
796
874

1, 370
1, 403
1,463
1, 340
1,224
1,616
2,060
2.430
2, 743
3, 242
3,404
3, 539
3,645
3. 752
3,821

755
758
789
804
804
815
904

1, 127
1, 337
1.515
1, 790
1,170
1, 127
1, 251
1, 248
1, 267
1,330
1, 302
1, 290
1, 300
1, 177

914
669
617
679
775
868
988
979
988

1,029
1, 249
1, 631
2,027
2, 202
2, 299
2, 544
2, 808
3, 016
2,865
2.750
2,931
2,801
2, 792
2, 714
2, 736
2, 790

718
771
820
873
912

1,001
1, 179
1, 542
1,637
1.858
1, 634
1, 543
1, 631
1,699
1, 750
1, 671
1, 622
1, 733
1, 722
1, 719
1, 539
1, 278
1,092
1,069
1, 111
1, 177
1, 187
1. 173
1, 086
1, 140
1, 192
1, 394
1, 628
1, 767
1, 772
1, 842
2,193
2, 366
2,349
2, 208
2,336
2, 571
2,836
2, 649
2, 657
2, 664
2, 817

614
652
680
695
710
701
791
985

1,156
1, 281
1, 441
1, 171
1,130
1, 130
1,139
1, 144
1, 159
1, 105
1, 105
1,087
1,003

913
768
693
727
713
760
869
866
856
905

1,001
1, 150
1,335
1, 415
1,409
1, 507
1,765
2,012
2, 112
2,142
2, 504
2, 539
2,497
2.436
2. 562
2, 583

3, 531
3, 581
3, 833
3,973
4,029
4,167
4,836
6, 092
7. 507
8 321
8, 837
6, 634
(;, 608
7,046
7, 436
7.334
7,356
7, 441
7, 727
7,631
6, 909
5,499
4, 443
4,314
4, 670
5, 061
5, 574
6, 097
5. 828
6, 162
6, 749
7, 675
9. 942

11, 487
12. 195
12, 922
14. 324
16, 831
18, 643
17, 909
19. 248
22, 258
22, 476
21, 246
21, 527
21, 631
22, 299

848

I Taxes on farm property, interest on farm mortgage debt, and net rent to nonfarm landlords (including
Government payments).

2 Sed purchased, short-term interest, business share of electricity and telephone, and other supplies and
services.

Source: U. S. Department of Agriculture.
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TABLE 0-5.-Net realized income of farm operators,' total and per farm, in
current dollars and in purchasing power, 1910-56

Income in current Income in 1947-49 Income in current Income in 1947-49
dollars dollars dollars dollars

Year Total | _______ Toa __Prfr Year Totai Pcrfarm Tota |Perfarm

Total IPer farm Total Per farm Total IPer farm Total Per farm

1910.
1911
1912
1913
1914
1915
1916
1917.
1918
1919
1920
1921
1922.....
1923.
1924
1925---
1926.
1927,-
1028. ----
10929
1930.
1931 -i -
1932.
1933.

Zf illion
dollars

3, 946
3, 602
3, 830
3.946
3, 689
3,893
4.807
7, 218
8, 940
9, 494
7, 070
3,887
4,401
5, 073
5, 300
6.333
5. 900
5, 854
5. 826
6, 204
4,523
2, 886
1, 928
2, 767

Dollars
616
561
596
613
572
603
744

1,114
1, 378
1, 459
1, 085

597
677
781
818
979
913
907
901
962
691
437
288
410

Million
dollars

9, 719
8,872
9,341
9, 624
8. 804
9.117

10, 184
12, 290
12, 808
11, 452
7, 553
5, 776
7, 008
7,927
8, 281
9, 581
9,105
9, 204
9,103
9,911
7, 653
5, 670
4.432
6, 246

Dollars
1, 517
1.381
1, 453
1, 495
1,366
1,412
1, 576
1, 898
1, 974
1,760
1, 159

887
1,078
1, 221
1, 278
1, 481
1, 409
1,425
1,407
1, 522
1, 169

858
663
927

I Net change in farm inventories not included.

Source: U. S. Department of Agriculture.

1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946.
1947
1948
1949
1950
1951
1952
19053
1954
1955
1956

Million
dollars

3,871
4, 605
5, 138
5, 232
4, 273
4, 394
4, 289
6,153
8, 825

11, 875
12, 217
12, 850
15, 000
17, 191
15, 943
13. 673
12, 857
14, 802
14, 256
13,880
12, 190
11,581
12, 070

Dollars
571
676
762
788
655
682
675
978

1,423
1, 950
2,035
2,154
2,531
2, 927
2, 747
2,389
2, 276
2, 674
2, 630
2, 615
2, 344
2, 277
2,432

Million
dollars

7, 727
9, 047

10, 094
9, 966
8, 529
8, 931
8, 630
11, 544
14, 444
17,438
17, 015
17, 202
18, 094
17, 668
15, 479
13, 714
12, 742
13, 456
12, 820
12, 527
10,845
10, 340
10, 578

Dollars
1,140
1, 328
1, 498
1,502
1, 307
1,387
1,359
1, 834
2,329
2, 864
2, 834
2, 883
3, 053
3, 008
2, 667
2, 396
2, 256
2,431
2, 365
2,360
2, 085
2, 033
2, 131

A

. . .
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TABLE CG-.-Cash receipts from farm marketings, by groups of farm products,
annual averages, 1952-56

Cash
Farm product receipts Percent-

from mar- age of total
ketings

Mrillion
dollars Percent

Livestock and livestock products -16, 772 64.6

Cattle and calves -6, 330 17.4
Dairy products ------------------------------------------------- 4,357 14.2
Poultry products, total -3,293 10.7

Chickes -1,092 3. 5Chifc k e n-s ------------------------------------------------------- - 1, 092 5.96
Turkeys, other poultry- 393 1.3

Hogs -3,177 10. 3
Sheep, lambs, and wool, total- 453 1.5

Sheep and lambs -336 1.1
Wool - 117 .4

All other livestock and products -162 .6
Crops -13,947 45.4

Cotton lint and seed -2,789 9.1

Lint -- ------------------------------------------------------------ 2,484 8.1
Cottonseed -305 1.0

Feed crops - - .------------------------------------------------------- 2,398 7.8

Corn -1,450 4. 7
Other feed grains '- 615 2.0
Hay-333 1.1

Foodgralns -2,263 7.3

Wheat-19 ---------------------------------------.------------------------ 1,981 6.4
Rice ------------------ 261 .8
Rye and buckwheat -21 .I

Vegetables ------------------------------------------------- 1,781 6.8

Whitepotatoes --------- 409 1.3
Other vegetables -1,372 4. 5

Fruits and tree nuts -1,256 4.1

Apples, peaches, pears -404 1.3
Citrus fruits 342 1I1
Other -510 1.7

Tobacco -- -- ---------------------------------------------------- 1,147 3. 7
Oilbearing crops -1,065 3.5

Soybeans -784 2.6
Other ofibearing crops -281 .9

Greenhouse and nursery products -7571 1.9
Forest products ------------------ 278 .9
Sugar crops -203 .7
All other crops -192 .6

Total -30,719 100.0

I Barley, oats, sorghum grains.
2 Peanuts, fiaxsee , tung nuts.

Computed from data compiled by the U. S. Department of Agriculture.
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TABLE C-7.-Number of farms and the farm population, by major regions of the

United States, selected years, 1910-57
[In thousands]

Number of farms I Farm population I

Year
North South West United North South West United

states States

1910 -2,891 3,098 373 6,362 --- 32,077192 --2, 763 3, 207 478 6, 448 12, 695 17, 063 2216 31, 974192 ---------- 2,741 3,131 499 6,372 12,240 16, 762 2,188 31, 1901930-2,30------ Z52 3,224 503 6,269 11,S70 16,364 2,295 30,529,193 ---------- 2,819 3,422 671 6,812 12,5884 17, 162 2,415 32, 1611940 - 2,580 3,007 310 6,097 11,760 16,400 2,387 30,5471948-2------ - , 484 2,881 494 5,859 10,092 13,053 2,150 25,2951950_------- 2,26 2,652 462 6,382 10,102 12, 793 2,163 25,0581954 ---- 2,03 2,317 423 4,782 9,007 10903 1, 980 21,890
1957 -------- 20, 396

I As reported by the Bureau of the Census.
Apr. 1. From farm population estimates prepared cooperatively by the U. S. Department of Agricul-ture and the Bureau of the Census.

A
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TABLE C-8.-Indexes of prices received by farmers for farm products and the parity
ratio, 1910-56

[1910-14=100]

Dairy Foul- All
Calendar WheatI Feed Cotton Tobacco Fruit Hogs 2 Beef prod- try farm Parity

year grains cattle I sets and prod- ratio
eggs nets

1910 -
1911 -
1912
1913
1914
1915 -
1916--- -
1917--- -
1918
1919 19
1920
1921
1922
1923
1924
1925-
1926-
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936 -
1937-- -
1938
1939

1941
1942
1943
1944
1945
1946
1947
1948
1949
1960
1951
1952
1953
1954
1955
1956

104
100

92
91

112
110
165
235
236
249
209
119
111
106
143
165
139
136
114
119

76
44
43
85
97
95

117
110
64
79
78

108
125
155
162
171
219
204
228
216
230
243
241
235
244
229
227

97
94

109
94

106
110
115
201
219
217
209
87
91

115
132
139
103
118
131
124
109

71
44
57
97

112
110
135

73
72
86
94

117
156
175
168
212
275
273
176
198
237
242
213
211
189
188

118
105
90

101
86
76

116
185
247
252
262
106
162
227
226
186
127
134
156
150
104

64
49
68

101
98
99
94
70
74
83

111
156
167
172
179
238
274
272
246
282
336
310
268
274
272
268

94
84
102
122
108
82

108
182
242
303
233
164
185
189
173
168
170
164
172
171
140

98
84

107
156
171
163
200
173
182
134
157
247
319
348
360
376
374
380
398
402
436
432
429
439
437
453

100
105
97

105
93
82
97

115
162
172
188
164
164
136
131
165
140
138
154
131
149
97
78
74
93
89

102
117

72
74
81
94

127
207
233
228
240.
186
166
196
194
181
191
209
214
210
219

113
86
93

104
104

90
116
192
223
227
178
106
116

96
102
151
163
133
118
130
122

79
46
49
57

120
130
131
107
86
75

126
180
190
181
194
242
333
320
2.50
249
277
246
296
299
208
199

88
83
99

112
118
113
123
155
179
181
158
102

.104
106
106
118
122
138
173
172
140
100

77
68
75

109
106
127
119
129
137
160
194
216
196

4 219
4 263

334
402
359
422
520
441
296
290
283
270

100
94

101
104
101
101
111
145
177
200
202
149
139
159
148
156
116
162
165
166
142
111

86
87

101
114
125
131
115
110
120
140
163

2 198
3 222
3 229
3 268

273
301
252
249
286
302
274
292
253
259

104
90

100
101
105
101
115
155
185
208
222
160
139
145
147
162
157
142
151
161
12S
08
81
74
89

116
115
111
110
96
98

122
152
191
177
198
201
223
242
221
186
228
206
221
176
188
177

104
94
99

102
101

99
119
178
206
217
211
124
131

. 142
143
156
145
140
148
148
125
87
65
70
90

109
114
122

97
95

100
124
159

3 193
3 197
3 207
' 236

276
287
250
2.58
302
288
258
249
236
235

107
96
98

101
98
94

103
120
119
110

99
80
87
89
89
95
91
88
91
92
83
67
58
64
75
88
92
93
78
77
81
93

105
113
108
109
113
115
110
100
101
107
100
92
89
84
82

'Average for season beginning July 1. July l909-June 1914=100. Index computed from prices compiled
by the U. S. Department of Agriculture.

2 Index computed from prices compiled by the U. S. Department of Agriculture.
3 Includes wartime production payments.
4 Wartime production payments not included.

Source: U. S. Department of Agriculture data, except as noted.
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TABLE G-9.-Indexes of prices paid by farmers, i9105-

[IIO-14 -100]

Commodities used in production Oom-

Year used in estate on real rates, ItemsYear~~~~~~ _ _ modities Real Interest Wage AllLive- Ferti- Farm All pro- family taxes I estate bired (parity
Feed stock lizer ma dn dution living debt I labor index)

ery rtes

191 -98 92 98 100 97 99 90 83 96 97
1911 -100 85 98 100 98 99 91 91 98 98
1912-103 97 100 100 102 100 99 101 101 101
1913 -97 111 101 100 101 100 103 109 104 101
1914- 102 115 103 100 102 102 117 118 101 103
195- 101 114 108 103 104 104 118 122 101 105
1916- 109 124 123 105 115 115 128 132 112 116
1917- 175 159 130 123 156 143 136 145 141 148
1918- 187 181 172 1.55 148 170 151 159 177 173
1919- - 208 193 182 160 195 202 160 180 206 197
1920 -208 161 181 166 195 228 200 216 241 214
1921-105 88 152 160 128 164 244 248 156 1255
1922 -------------- 113 108 127 143 127 153 259 260 154 151
1923--- - 135 lII 134 148 138 156 261 261 172 159
1924- 139 116 126 155 140 156 266 250 182 160
1925 -143 124 139 154 145 161 265 236 181 1641926 -------- 122 131 138 154 141 158 270 228 183 160
1927 -128 148 120 155 141 155 271 223 184 159
128 --139 181 131 154 148 156 277 219 184 162
199 -130 177 130 153 146 154 279 213 186 160
1930----------- 122 132 126 152 135 144 281 206 177 151
1931-86 92 114 150 113 124 277 197 139 130
1932-64 76 100 142 99 106 254 185 104 1121923 ------- 73 69 93 138 99 108 220 164 88 109
1934 -------- 103 70 105 144 114 122 188 147 99 120
1935 -------- 106 117 104 148 122 124 178 135 107 124
1936 -------- 109 112 98 150 122 124 180 125 114 124
1937 -------- 124 127 103 153 132 128 181 117 129 131
1938 -------- 93 125 102 158 122 122 187 110 130 124
1939 -------- 93 139 101 155 121 120 185 106 127 123
1940 -------- 100 143 98 153 123 121 189 102 129 124
1941 -------- 108 161 98 155 130 130 187 98 151 133
1942 -------- 132 188 109 164 148 149 189 94 197 152
1943 -------- 156 214 116 170 164 166 185 84 262 171
1944 -------- 173 202 118 174 173 175 185 79 318 182
1945 -------- 172 221 120 176 176 182 192 75 359 190
1946 -------- 200 250 121 182 191 202 213 74 387 208
1947 -------- 236 312 134 206 224 237 237 76 419 240
1948 -------- 250 387 146 240 250 251 276 78 442 260
1949 -------- 206 344 150 270 238 243 298 82 430 251
1950 -------- 210 402 144 275 240 246 320 89 425 286
1951 -------- 236 400 152 207 273 208 335 98 470 282
1952 -------- 251 410 156 308 274 271 353 107 503 287
1953 -------- 227 290 157 311 283 270 371 117 513 279
1994 -------- 226 295 155 313 252 274 391 126 510 281
1955 -------- 212 291 153 317 249 273 409 136 516 281
19560--------1 207 271 150 330 249 278 422 152 536 286

I Taxes payable per acre (levied in preceding year).
Interest payable per acre.

Source: U. S. Department of Agriculture.

'A
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TABLE 0-10.-Resources used in agriculture, 1910-57

Land in farms Farm labor force 2 Index numbers, 1947-49=100
(million acres) (millions)

____ ___ __ ____ ___ ___ __ ____ _ _ ___ ___ H orses _ _ _ _

and
Year Crop- mules 

4
Animal Machin-

land Grass- Family Hired All (million) units of ery and Annual
used for land workers workers workers 8 breeding motor nonfarmn

crops pasture live- vehicles 6 inputs 7
stock a

1910-
1911-
1912
1913
1914
1915
1916
1917--- -
1918-
1919-
1920
1921 ----
1922
1923-
1924
19253----
1926 .
1927.----1926-

1929 .
1930 .
1931
1932 ----
1933-
1934 .
1935 .
1936 .
1937 .
1938--- -
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957

330
337
337
340
342
348
348
357
370
374
368
368
365
365
365
370
372
373
376
379
382
384
384
378
375
377
375
379
372
363
368
367
370
377
379
372
369
373
378
387
378
382
380
380
380
377

o 370
9 359

284

331----

461----

485----

526----

10. 2
10. 2
10.2
10.2
10. 1
10. 1
10. 1
10. 1
10. 1
10.0
10. 0
10.0
9.9
9.8
9. 7
9. 7
9.5
9.3
9.3
9.4
9.3
9. 6
9. 9
9.9
9.8
9. 9
9.4
9. 1
8.8
8. 6
8. 3
8.0
7.9
8.0
8.0
7.9
8 1
8. 1
8.0
7. 7
7.3
7.0
6.7
6. 6
6. 5
6. 3
6.0

3. 4
3. 4
3.4
3.4
3.4
3.5
3.5
3.4
3.3
3.3
3.4
3. 4
3.4
3.4
3.3
3.3
3. 4
3.4
3. 4
3.4
3. 2
3.1
2.9
2.9
2.9
2.9
3.0
2.9
2.8
2. 7
2.65
2.65
2.56
2.44
2.23
2.12
2.19
2. 27
2.34
2.25
2.09
1.99
1.92
1. 94
1.93
1.90
1.85

13. 8
13.5
13. 8
13. 8
13. 8
13. 6
13.6
13.6
13.4
13. 2
13. 4
13. 4
13. 3
13. 2
13. 0
13. 0
13. 0
12. 6
12. 7
12. 8
12. 5
12.7
12. 8
12. 7
12. 6
12. 7
12. 3
12.0
11. 6
11.3
11.0
10. 7
10. 5
10.4
10. 2
10.0
10. 3
10. 4
10. 4
10. 0
9. 3
9.0
8. 7
8. 6
8.5
8. 2
7.9

24. 2
24.8
25.3
25. 7
26. 2
26. 5
26. 5
26.7
26. 7
26. 5
25. 7
25.1
24. 6
24.0
23.3
22. 6
22.0
21. 2
20.4
19. 7
19.1
18. 5
17.8
17.3
17.0
16. 7
16.2
15.8
15.2
14. 8
14. 5
14. 1
13. 7
13. 2
12. 6
12.0
11.1
10.1
9. 3
8. 5
7.8
7.0
6.2
5.4
4.8
4. 3
3.9
3.6

973

102
98
92
92
94
94
923

95
98
98
86
90

93
95
94

194
117
114
108
107
103

98
99

102
103
102
100
104
106
104

76
87

781

743

173
176
182

918

172

173----
179----
180----
180----
177----

57
59
59
61
62
62
58
52
50
49
51
54
59
681
65
69
80
82
84
83
86
92

101
107
114
1233
126
126
126
126
129

.-- -- -

I Does not include grazing land not in farms (353,000,000 acres in 1954).
2 Annual average number of workers.
a Totals computed from unrounded data.
4 Jan. I of each year: all ages.
5 Not including horses and mules.
5 Tractors, trucks, automobiles, machinery and equipment on farms on Jan. 1 of-each year. Computed

by combining indexes given in the Farm Cost Situation, May 1957, p. 8 (1957 revised).
7 A rough approximation of annual use of inputs originating outside of agriculture. Computed by de-

flating farmers' expenditures by indexes of prices paid by farmers. Expenditure groups and price indexes,
in parentheses, follow: Depreciation and repairs on service buildings (budding and fencing materials),
depreciation of motor vehicles (motor vehicles), depreciation and repairs on other machinery and equipment
(farm machinery), petroleum fuel and oil and other motor vehicle operation (motor supplies), fertilizer and
lime (fertilizer), and miscellaneous (farm supplies).

8 1909.
9 Preliminary.

Source: U. S. Department of Agriculture unless otherwise indicated.
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TABLE C-11.-Index numbers of production per unit of resources used in agriculture;

1910-56

[1947-49=100]

Farm Farm
Livestock Farm output Livestock Farm output

Crop produc- output per unit Crop produc- output per unit
Year produc- tion per per man- of ma- Year produc- tion per per man- of ma-

tion per breeding hourof chinery tion per breeding hour of chinery
acre unit labor and acre unit labor and

motor motor
vehicles I vehicles t

1910---- 79 ------ 46 ------ 1934---- 59 77 51 .
1911 - -- 75 ------ 44-- ---- 1935 - -- 76 84 89 -----
1912 7 87 5 49 -1936 - 65 86 55
1913 76 45 -1937 88 87 64
1914 83 47 -1938 85 91 66
1915 85 50-1939 85 91 66
1916 76 46 -1940 88 92 70 111
1917 80 47 -1941 89 98 74 111
1918 --- 77 ------ 47 ------ 1942 --- 99 98 79 168
1919 77 ------ 68 48 -1943 91 95 78 114
1920 86 68 50 -1944 96 92 81 128
1921 73 71 48 -1945 95 96 86 129
1922 79 73 51 -1946 101 94 91 126
1923 79 73 51 -1947 95 97 92 114
1924 79 74 50 -1948 106 99 104 104
1925 80 77 50 -1949 99 104 104 82
1926 82 80 53 -1950 97 105 112 68
1927 --- 81 81 54 ------ 1951 --- 98 109 113 63
1928 83 81 55 -1952 103 110 120 61
1929 79 84 55 -1953 103 114 123 61
1930- 75 85 54 -1954 101 112 127 59
1931 83 86 58 -1955 106 113 132 61
1932 79 85 58 - 1956 2..... 107 117 136 62
1933 --- 71 84 53 -----

I See tables C-10 and C-12 for data from which computed. Ratios adjusted to average 100 In 1947-49-
X Preliminary.

Source: U. S. Department of Agriculture except as noted
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TABLE C-12.-Indez numbers of production of groups of farm products and of total
farm output, 1910-56

[1947-49=100]

Meat Dairy Poultry Feed Food Vege- Fruits To- Farm
Year ani- prod- and grains grains tables' and Cottonbacco out-

mals ucts eggs nuts put

1910- 66 58 47 90 52 58 53 82 55 61
1911 -66 59 49 77 51 55 65 111 45 59
1912 ---------------- 68 59 47 96 60 63 69 96 54 66
1913 -71 61 47 75 61 59 53 100 48 60
1914 -74 61 47 81 72 62 77 113 50 66
1915 -77 63 49 95 81 62 72 79 56 68
1916 -77 63 47 80 54 58 65 80 58 62
1917 -77 64 47 96 53 69 56 79 64 65
1918 -80 64 48 85 76 67 61 84 70 66
1919 -73 66 50 86 80 63 63 80 70 66
1920 -68 65 49 100 70 70 73 94 73 70
1921 -71 68 51 91 67 65 48 56 49 62
1922 -79 70 55 86 72 75 79 68 60 68
1923 -81 72 58 91 62 72 79 71 74 69
1924 -78 74 57 77 69 74 73 95 61 68
1925 -73 76 58 91 55 72 68 113 67 70
1926 -75 77 62 83 67 74 89 126 63 73
1927 -78 79 64 8 71 78 68 91 61 72
1928 -78 80 62 90 73 81 81 101 68 75
1929 -------------- 77 82 63 83 66 81 76 104 75 74
1930 -- ------- - 78 84 65 73 72 82 75 98 81 72
1931 -82 86 63 84 76 83 94 119 76 79
1932 -83 86 63 95 62 83 76 91 49 76
1933 -86 87 62 73 45 80 77 91 68 70
1934 -73 85 59 48 44 87 72 68 54 60
1935 -66 86 59 80 53 88 91 75 65 72
1936 -74 87 63 53 52 83 72 87 58 65
1937 -71 86 63 87 72 89 95 133 78 82
1938 ------------- - 77 89 65 84 75 89 85 84 69 79
1939 -87 90 69 83 61 88 98 83 94 80
1940 -89 92 70 85 67 91 95 88 72 83
1941 -94 96 77 91 76 92 102 75 62 86
1942 -107 100 89 104 80 96 100 90 70 96
1943 -120 99 102 96 69 103 87 80 70 94
1944 -108 101 102 100 85 99 102 86 96- 97
1945 -103 103 106 97 89 101 93 63 98 96
1946 -101 102 99 105 92 110 110 61 114 98
1947 - 100 101 98 81 108 98 104 83 105 95
1948 - --- -------- 97 98 96 116 103 103 96 104 98 104
1949 -103 101 106 103 89 99 100 113 97 101
1950 ----------- - 109 101 ll 104 83 98 104 70 101 100
1951 -117 100 116 97 82 92 106 106 115 103
1952 -117 100 117 102 105 92 102 106 112 107
1953 -116 105 120 101 96 96 104 115 103 108
1954 -121 107 125 106 85 94 104 96 110 108
1955 -- _ 127 108 123 112 80 96 104 103 109 112
19563 -123 110 136 111 83 106 111 94 106 113

I Potatoes, sweet potatoes, dry edible beans and field peas, truck crops, and farm gardens.
' Cotton lint and cottonseed.
S Preliminary.
Source: U. S. Department of Agriculture.
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TABLE C-13.-Indez of supply-utilization of farm food commodities, 1924-56' 1
[Percentage of total utilization in 1947-49]

Domestic use

Imports Total Exports
Calendar year Produc- and utiliza- Food and

tion inship- tion 2 Non- ship-
ments food 4 Total ments i

Civilian Mili-
tary '

1924 - 70.0 4.9 74.9 47.6 -- 23.2 70.8 4.1
1925 -70.7 5.3 76.9 48.1-- 25.6 73.7 3.2
1926 -71.2 6.7 76.3 49.0 - - 24.2 73.2 3.1
1927 -71.7 B.6 77.3 48.7 - - 25.1 73.8 3. 8
1928 - ------------ 73.4 8.6 77.8 49.1- - 25.7 74.8 3.0
1929 -71.4 6.2 78.1 60.0- - 25.1 75.1 3.0
1930 -70.8 5.6 76 7 50.1 - - 24. 2 74.3 2.4
1931- 73.9 8.3 77.0 50. 6 4 0.--- 24. 3 74.9 2.1
1932---------- 74.4 4.6 77.4 49.8------- 25.9 75.7 1.7
1933 -69.5 5.0 77.1 60.2 - - 25.5 75.7 1.4
1934 -65.2 4.9 74.5 51.3 - - 21.9 73.2 1.3
1935 -68.8 6.4 71.2 49.4 - - 20.8 70.2 1.0
1936 -65.2 6.4 76.0 51.4 -- 23.7 75.1 .9
1937 -74.4 6.9 75.3 52.2 - - 21.8 74.0 13
1938 -74.9 5. 7 78.5 51.9 - - 24.0 75.9 2.6
1939---------- 75. 9 6. 0 81.4 54.3 ----- - 23.1 79.4 2.0
1940---------- 79. 6 6.0 83.8 8 6.4------- 25. 7 82.1 1L4
1941 -83.7 6.8 87.9 57.1 1.1 27.2 85.4 2.5
1942 -92.4 4.4 95.5 86.7 3.9 30.3 90.9 4.6
1943 -94.6 6.0 104.6 57.0 6.4 35.2 98.6 6.0
1944 -98.5 7.3 105.9 59.0 9.5 32.1 100.6 5.3
1945 -96. 2 6.1 103. 7 59.8 8.8 30.9 99.5 4.2
1946 -97.3 5.8 102.3 65.1 2.2 29.8 97.1 .21947---------- 93. 7 6.1 102.3 65. 6 2.4 28.3 96.3 6.0
1948- 97.8 6. 7 97. 5 64.1 2.8 26.8 93.7 3.81949---------- 94.9 6.9 100. 2 64. 7 2.8 28.4 95.9 4.3
1950 -95.9 7.1 101.4 66.1 1.5 29.2 96.8 4.6
1951 -94.3 7.2 104.7 65.7 2.9 29.5 98.1 6.6
1952 -98.6 7.3 104.0 68.0 2.2 27.9 98.1 5.9
1953 -100.0 7.7 104.8 69.8 2.0 27.8 99.6 5.2
194 -101.3 6.8 105. 2 70.8 1.7 27.0 99. 5 5. 7
1955 -- --------- 104.9 7.1 109. 6 73.4 1.5 27. 6 102. 5 7.1
1956 -109.0 7. 4 115. 2 75.6 1.5 29. 0 106.1 9.1

1 Covers farm commodities normally used for food in the United States, including such imported foods
as coffee, tea, cocoa and bananas.

2 Includes net change In stocks.
a Includes civilian feeding in areas occupied by our Armed Forces.
4 Includes seed, feed, industrial alcohol, alcoholic beverages, etc.
5 Includes net purchases for U. S. Department of Agriculture export program.a Preliminary.

Source: U. S. Department of Agriculture.

'A
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TABLE C-14.-Approximate consumption of food per capita (retail-weiqht eguivalent)
and price-weighted index of food consumption per capita, 1909-56 '

Dairy Meats, Fats and Total
products, fish, and oils, In- Potatoes Other Flour food,4 Price-
excluding poultry, eluding and Citrus fruit and and retail- weighted

Year butter eviscer- fat cuts sweet- fruit and vege- cereal weight index,5
(milk ated and potatoes tomatoes tables 3 products equiv- 1947-49=

equiv- basis 2 butter alent 100
alent)

1909
1910-
1911-
1912
1913-
1914
1915-
1916
1917
1918
1919-
1920
1921
1922
1923-
1924-
1925
1926----
1927
1928-
1929
1930-
1931
1932
1933
1934
1935
1936
1037 ----
1938-
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956

Quarts
191
181
175
196
192
185
184
182
186
200
190
194
194
194
191
194
194
195
195
196
201
200
198
200
200
197
202
205
208
209
212
213
217
230
236
236
254
258
247
239
240
240
244
244
240
246
249
249

Pounds
158
152
156
150
148
144
140
144
140
146
145
142
138
142
149
148
144
142
140
136
135
134
132
132
137
144
124
136
132
132
138
144
149
148
156
162
119
162
161
153
154
156
151
158
168
169
172
179

Pounds
60
59
61
58
59
62
62
62
57
60
61
58
57
62
66
66
66
65
66
67
68
67
68
67
67
67
62
65
65
65
68
71
70
66
67
66
61
64
65
65
65
68
65
68
65
66
68
67

Pounds
212
221
181
202
209
178
206
166
171
196
178
166
179
167
192
167
170
145
160
162
174
145
151
156
151

'155
162
146
143
146
138
136
143
142
142
152
136
137
137
114
119
114
117
106

112
107

Pounds
61
61
63
63
63
70
68
65
68
64
66
66
67
63
72
72
68
71
71
68
80
74
82
80
82
82
91
92
92
98

111
108
108
113
118
130
133
128
123
116
109
101
109
109
110
108
112
108

Pounds
317
314
326
337
306
328
323
307
305
305
307
342
302
342
323
340
333
359
322
341
334
335
345
314
306
316
333
327
348
336
348
347
345
331
306
330
345
353
335
327
321
310
306
303
301
294
290
291

Pounds
300
295
291
286
283
280
278
277
2G8
260
259
242
229
242
241
239
235
238
239
239
236
228
226
223
213
204
204
208
203
204
201
199
199
201
208
190
201
192
173
170
169
167
165
162
158
155
152
149

Pounds
1,641
1, 615
1, 583
1, 645
1,608
1, 582
1, 593
1,532
1, 535
t:583
1, 562
1, 565
1, 520
1,584
1, 587
1, 591
1, 878
1, 586
1, 562
1, 580
1 590
1' 555
1, 564
1, 526
1, 509
1, 510
1, 525
1, 530
1, 540
1, 538
1, 571
1, 568
1, 591
1, 586
1, 605
1, 657
1, 668
1, 664
1, 618
1, 548
1,541
1, 525
1, 517
1, 517
1, 518
1, 506
1, 514
1, 514

89
88
58
89
87
87
86
86
85
87
88
87
85
89
91
92
91
92
91
91
91
91
90
88
88
89
87
91
90
91
94
95
97
96
97

100
101
104
102
99
99

100
98

100
101
101
102
103

1 For description of data and additional series, see Consumption of Food in the United States, 1909-1952,
Agricultural Handbook No. 62, September 1953, and the supplement for 1956 (U. S. Department of Agri-
culture).

2 Excludes fat pork cuts; includes game fish.
3 "Leafy, green, and yellow vegetables" plus "other vegetables and fruit."
4 Includes food groups not shown here, some of them not of domestic origin.
5 Derived from estimated retail weights of foods multiplied by average retail prices in 1947-49.
6 Preliminary.
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TABLE 0-15.-Per capita consumption of fibers and tobacco, 1920-56

[Pounds per capita]

Fibers Tobacco 2

Year
Cotton Wool I Synthetic All Clga- Cigars Other Total

fibers fibers rettes tobacco I tobacco

1920 - 26.5 3.0 -- 30.0 1.89 2.45 4.33 8.67
1921 -24.0 3. 2 .2 27. 9 2.07 2.00 4.14 8.21
1922- 26.4 3.7 .2 31.0 2.14 2.16 4.28 8.58
1923 -27.9 3.8 .3 32.6 2.51 2.21 4.26 8.98
1924 -23.1 3.0 .4 27.1 2.69 2.06 4.06 8. 81
1925 -26.6 3.0 .5 30.8 2.96 1.99 4.03 8.98
1926 -27.4 2.9 .5 31.6 3. 17 1.99 3.87 9.03
1927 -30.2 3.0 .8 34.8 3.42 1.93 3.61 8.06
1928 -26.4 2.8 .8 30.9 3.58 1.91 3.44 8.93
1929 -28. 1 3.0 1.1 33.1 3.91 1.86 3.44 9. 21
1930- 21.3 2.1 1.0 25.1 3.84 1[67 3&34 8.85
1931- 21.4 2. 5 1.3 26.0 3.63 1.53 3.29 6.45
1932 -19.7 1.8 1.2 23.5 3.21 1.24 3.19 7.64
1933 -24.3 2.5 1.7 29.2 3.49 1.23 3.07 7.79
1934 -21.0 1.8 1.6 25.0 3.94 1.29 3.11 8.34
1935 -21.7 3.3 2.0 27.6 4.11 1.30 2.80 S 21
1936 -27.1 3.2 2. 5 33.4 4.61 1.40 2. 81 8.82
1937 -28.3 3.0 2.4 34.2 4.81 1[40 2.74 8.95
1938 -- 22.5 2. 2 2. 5 27. 7 4.76 [31 2.68 8 75
1939 --------- 27.7 3.0 as 34.8 4.95 1.32 2.56 8.83
1940- 30.0 3.1 3.6 37.2 5.16 1. 36 2.60 9.12
1941- 38.9 4.9 4.5 48.6 5.95 1.42 2.41 9.78
1942- 41.8 4.5 4.8 51.2 7.01 1.41 2.27 10.69
1943- 38.6 4.7 5.1 46.4 7.99 1.28 2.19 11.46
1944 -34.6 4. 5 5.4 44.6 8.04 1.22 1[96 11. 22
1945 --------- 32.3 4.6 5.9 42.8 9.15 [.26 2.05 12.46
1946 -34.0 5. 2 6.6 46.0 9.24 1.37 [6 59 12.20
1947 -32.4 4.8 7.3 44.5 9.16 1.29 1.50 1[.95
1948- 30.4 4.7 8.3 43.6 9.35 1.31 1.46 12.12
1949- 25. 7 3.4 7. 3 36.4 9.33 1.16 1.44 I1. 93~
1950- 30.9 4.2 9.8 45.0 9.36 1.18 1.42 11.96
1951 -31. 5 3.1 9.6 44.3 9.98 1.19 1.31 12.48
1952 -28. 5 3.0 9.3 40.9 10.41 1. 26 1.25 12.92
1953 -27.9 3.1 9.5 40.5 10.46 1.26 1[18 12.90
1954 --------- 25.4 2.3 9. 1 37. 0 9.73 [.22 [.16 12.11
1955-'-------- 426. 5 * 2.5 4 1[.2 4'40. 3 9.58 [.21 1.15 11.9419516 -------------- 4 26.0 4 2.6 '10.0 4 3 7 4 9. 42 4 '.19 [1 07 4 11. 68

I Apparel and carpet wool, scoured basis.
I Consumption per person 15 years old or older in the United States and overseas forces.
3 Smoking, chewing, and snuff.
4 Preliminary.

Source: U. S. Department of Agriculture.
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TABLE C-16.-Exports and imports of individual farm products as percentages of
United States production, 1950-54 average '

Commodity Exports Imports Commodity Exports Imports

Percent Percent Percent Percent
Rice ------------------------- 39 .9 0. 9 Noncitrus fruit-Continued
Tallow and grease- 32.7 e) Canned - 3.7 (6)
Wheat (including flour) -30.3 1.4 Peanuts- ----- 8.1 3.8
Cotton lint -29.3 1.1l Corn ' -3.8 (2)
Flaxseed -29.1 (2) Eggs -L---------------- 1.8 .2
Dry peas ---------- 26.2 1.0 Dairy products, total -1.4 .5
Grain sorghums - ---- 26.1 () Dried milk:
Tobacco, unmanufactured - 24.1 4 4.8 Whole --- 45.5 (')
Lard -20.4 (2) Nonfat solids -13.1 (X)
Soybeans ' 18.7 (2) Evaporated milk-5.2 (2)
Dry edible beans- 16.7 .9 Butter -. 2 (2)
Cottonseed -14.0 (') Cheese ----- .3 4.2
Barley (includlng malt, etc.)--- 12.2 8.2 Poultry - 4 (2)
Citrus fruit, total-- 5 8.5 (6) Red meats, total-.5 1.9

Fresh- 512.0 (6) Oats (including oatmeal) .5 3.9
Processed - ------ 0--- ' 5. ° (8) Wool, apparel 9 .7 15154.4

Noncitrus fruit, total - - 8.4 (6) Sugar -------------- 1.9 254.6
Fresh - 3.6 (6)
Dried ----- ' 26. 7 (6) Al farm products " -7.4 12 3.9

' Computed from data in Foreign Agricultural Trade Statistical Handbook, Statistical Bulletin No. 179,
Foreign Agricultural Service, U. S. Department of Agriculture, August 1956, by dividing 5-year total
exports and imports by 5-year total production. Foreign trade year begins Jan. 1, July 1, or 1st day of
crop year.

' N one, or less than 0.1 percent.
* Includes oilseed equivalent of oil; ofiseed cake and meal disregarded.
' Imports on declared weight basis, production on farm weight basis.
' Simple average of percentages of sales, 1951-54.
6 Not computed.

Production includes all corn.
8 Simple average of percentages, 1950-54.
9 Exports of all wool, some on clean and some on actual weight basis, as percentage of total wool produc-

tion.
65 Imports include "not finer than 40s," both free and dutiable.
Hy Computed from data in Measuring the Supply and Utilization of Farm Commodities, Agriculture

Handbook No. 91, Agricultural Marketing Service, U. S. Department of Agriculture, November 1955. In-
cludes USDA shipments.

"t Supplementary imports only.
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TABLE: C-17.-Vaiue of agricultural exports and supplementary, complementary,
and total agricultural imports, with comparisons, 1910-66

Agricultural imports 3 Supple-
Agricul- mentary

Year beginning Total Agricul- tural as imports as
July domestic tural percentage percentage

exports exports I of total Supple- Comple- of agrl-
mentary 3 mentary a Total cultural

exports

Million Million Million Million Million
dollars dollars Percent dollars dollars dollars Percent

1910 -2,014 1,029 51 _ ---- 767
1911- 2,170 1,048 48 ----------- ----------- 882
1912- 2,429 1,121 46-909.
1913- 2, 330 1,112 48 ----------- ----------- 993 -----------
1914- 2, 716 1, 474 54 602 390 992 41
1915- 4, 272 1,516 35 782 560 1,342 52
1916-6,227 1, 966 32 945 647 1, 92 48
1917 -5, 839 2, 279 39 1, 093 729 1, 822 48
1918- 7,081 3, 579 51 1, 197 733 1,930 33
1919- 7,949 3, 850 48 2,133 1, 277 3,410 55
1920 -6, 386 2, 606 41 1,443 616 2, 059 55
1921 -3,700 1,915 52 711 659 1, 370 37

-922- 3,87 1,798 46 1,155 922 2,077 64
1923------------- 4, 224 1,867 44 1,000 875 1,875 54
1924- 4, 778 2, 280 48 999 1,058 2,057 44
192- 4, 653 1,892 41 988 1, 541 2, 529 52
1926 -4,867 1,908 39 977 1, 304 2, 281 51
1927 -4, 773 1,815 38 985 1, 209 2, 194 54
192-5------------ ", 284 1,847 35 1,030 1,147 2,178 56
1929-------------- 4,618 1, 496 32 889 1,011 1, 900 59
1930 -------------- 3,032 1,038 34 512 650 1, 162 49
1931 -1 908 752 39 375 459 834 60
1932- 1, 413 590 42 282 332 614 48
1933- 2,008 787 39 419 420 839 63
1934-2,085 669 32 498 436 934 74
1935 -2,375 766 32 642 499 1,141 84
1936 -2, 751 732 26 867 670 1, 537 118
1937 -3,362 891 27 588 567 3,155 66
1938 -2, 5 683 24 486 513 999 71
1939 -- 3, 744 738 20 572 667 1, 239 78
1940 - ---------- 3,959 350 9 629 845 1, 474 180
1941 -6,451 1,032 16 769 734 1, 503 75
1942 -10, 028 1,497 15 963 379 1,342 64
1943 -14, 698 2, 305 16 1, 244 530 1, 774 54
1944---- ---- 2 49 2, 191 8 1, 111 618 1, 729 51
1945 -------- - 8,468 2,857 34 1,033 846 1,878 36
1946 ------ 12,725 3,610 28 1, 387 1,317 2, 704 38
1947------------ 13, 799 3, 505 25 1, 444 1,418 2,862 41
1948 -------- 12, 690 3,830 30 1, 532 1,469 3,001 40
1949-------------- 10,104 2,986 30 1, 53 1,625 3, 177 52
1950 --_------ 12, 598 3, 411 27 2, 289 2, &8 5,147 67
1951 -15, 571 4,053 26 1,971 2, 728 4, 699 49
1952 -15,126 2,819 19 1, 911 2,392 4,303 68
1953 - 15,226 2,936 19 1, 694 2,482 4,176 68
1934 - 14,927 ' 3,144 2 4 1,509 4 2,272 4 3, 781 48
195 -16,847 4 3,493 21 4 1, 82 4 2, 602 4 4, 084 45
1956 - 20,655 ' 4,724 23 ' 1, 539 ' 2, 261 4 3,800 33

1 Beginning July 1942, includes "food exported for relief or charity by individuals and private agencies,"
in which small amounts of nonagricultural foods are Included.

a Agricultural imports for consumption; general imports prior to July 1933.
Supplementary ag.icultural imports consist of all imports similar to agricultural commodities produced

commercially In the United States, together with all other agricultural imports interchangeable to any
significant extent with such United States commodities. Complementary agricultural Imports include all
others, about 95 percent of which consist of rubber, coffee, raw silk, cocoa beans, wool for carpets, bananas,
tea, and spices.

4Preliminary.

Source: U. S. Department of Agriculture.
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TABLE C-18.-Exports of selected agricultural products, 1910-56

Domestic exports, physical units Exports, quantity indexes, 1951-53=100

Year be-
ginning Wheat Rice All Fruits Vegetable Total

July and Cotton 2 Tobacco 3 Lard 4 (rough animal and veg- oils and egricul-
flour I basis) 5 products etables oilseeds tural

exports I

191-
1911
1912

1913-1914

1915
1916
1917
1928
19219
1920
1921
1922-
1923
1924
1927

1 9 1

1926
1921
1922
1929
1930
1931
1932
1933
1934

1930

1 9371

1939
1940
1941 -

1942-
1943
1944
1943
1940
1947
1948
1949
1930
1931
1932
1953
1934
1950
1956

Million
bushels

71
82

145
148
336
246
206
133
287
222
369
283
225
160
261
108
219
206
164
163
131
136
41
37
22
16
22

107
116

54
41
36
33
51
57

319
366
480
505
308
374
480
324
220
275
345
546

Thousand
bales

8.0
11.1
9.1
9.5
&. 7
6. 1
5.5
4.4
5.8
6. 7
6.0
6.3
5.0
5.8
8. 2
8.3

11. 3
7.9
8.4
7. 0
7. 1
9. 2
8.9
8.0
5.0
6.3
3. 7
6.0
3..3
6.5
1. 2
1. 2
1. 5
1. 1
1.9
3. 7
3. 7
2.0
3. 0

6.0
4.3
5.7
3.2
3.9
3.6
2. 3
7.9

Million
pounds

399
426
470
507
395
495
461
328
709
718
564
513
505
623
472
576
675
540
633
677
634
473
436
503
395
473
446
507
514
352
389
321
318
388
539
596
653
438
320

541
524
584
498
515
516

7 648

Million
pounds

379
605
.153
375
460
487
454
382
55
784
635
893
787

1,060
971
708
717
702
783
848
656
578
552
584
435

97
112
137
205
277
201
393
652
757
902
651
451
383
277
617
467
689
634
423
465
562

7 611

Thousand
bags

487
639
630
363

1, 253
1,976
2,938
3, 181
3,129
7,831
7,142
8, 722
6,003
3,690
1, 815

780
4, 931
5,018
6, 362
4 690
4; 552
4, 3524,450
2,879
1, 633
1,988
1, 369

840
4, 764
4, 767
4, 484
5, 651
6, 552
6, 961
7, 069

10, 201
11,469
12, 291
13,055
14, 378
16, 224
13, 167
24, 058
25, 122
22, 708
14, 385
18,585

738,000

146
107
98
98
88
90
66
52

47
44
32
16
16

1i9

24
31

203
203
322
237
238
131
126
116
93

114
97
84

119
164
204

7 197

71
93

8735

103
91
80
82
68
90
68
8o7

74
38
70
59
76
94

115
118
124

80
78
80

100
98

102
107
127

7142

lin

10
87

23

42

3i

76
2Z3

283

4 2-- - -
3 3-- - -
1 3-- - -
2 1-- - -
2 7-- - -
7 7-- - -
8 9-- - -
9 9-- - -

179
223

7210

I
110
106

90
130
120
114
123
101

93
110

95
122
101
106

89
83
90
79
78
51
60
54
73
60
66
26
51
58
70
67

101
105

92
115
106
106
120

87
93

104
121

7 169

I Includes flour milled from imported wheat.
2 Crop year beginning Aug. 1, 500-pound bales.
7 Farm sales weight. Crop year beginning Oct. 1 (July I for flue-cured and cigar-wrapper types) from

1923 onward.
4 Calendar year.
6 Crop year beginning Aug. 1 from 1937 onward.
° Data prior to 1924 computed from old series on 1924-29 base by use of a multiplier based on overlap in

1924.
7 Preliminary.

Source: U. S. Department of Agriculture except as noted.
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TABLE: C-19.-Import.s of scdccd agricultural products, 1010-56

863

Imports for consumption, physical units
. ~~~~~Imports, quantity Indexes,

1924-29=100 S
Year beginning Sugar I

JuYW ool,_ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _
npparel I Tobacco I

Foreign Territories Supple- Oomple- Total
sources mentary mentary

I1 I__________ ___________ ____________ ____________

1910 -

1912 .
1913-
1914 .-- -- ---
1915-
1916-
1917
1918-
1919--------
1920
1921 .-- - - - - -
1922 .
1923 .
1924
1925.
1926 .
1927 .
1928
1929-
1930 - - - - - - -
1931 .
1932
1933
1934 .
1935 .
1936

1938
1939 .
1940
1941 .
1942
1943
1944 .
1945
1946
1947-
1948
1949 .
1910
1951 .
1952
1983 .
1934
19568

Million
pounds

94
51

112
61

166
307
364
342
378
337
207
217
169
243
94

172
170
110

87
100
70
43
14
59
29
42

111
10
31
98

223
614
783
643
S82
725
924
528
596
348
551
469
439
349
228
2S5
260

Million
pounds

48
658
68
61
46
48
49
87
84
94
59
65
76
S4
77
70
93
81
79
63
74
73
60
56
68
68
69
68
76
81
78
71
81
71
77
76
92
75
88
87
94

106
106
105
110

4 115
4 129

Theusand
tons

2,076
2,061
2,155
2,373
2, 692
2,620
2, 765
2, 464
2, 576
3, 497
3,873
2,961
4,851
3,829
4, 172
4, 435
4.529
4,241
3,912
4, 388
3,894
3, 260
2,873
2,836
3, 200
2, 763
2,999
3, 280
3,073
2,975
3,006
3,997
1,928
3,431
3, 930
3, 226
2, 697
4, 217
3,320
3,809
3, 783
3, 725
3,897
3,681
3,799
4,029
4,260

Thomsand
tons

818
896
922
914
927
951

1,035
1, 099

907
944
964

1,011
929
862

1,070
1,356
1,307
1,352
1, 554
1,393
1,681
1, 731
1,922
1, 787
1,802
1,815
1,868
1,683
1,810
1,872
1,855
1,852
1, 607
1, 510
1, 547
1,647
1, 104
1,812
1, 733
1,893
2, 173
1,918
2, 004
2,249
2,097
2,155
2,245

100
100
98

110
101
75
69
60
74
83
98

118
80
77

104
104
129
125
106

94
98
87
986

115
98

109
96
89
93

'90

96
102
104

110
110
108

94
106

97
106
315
102
102
113
146
100
44
61
67
82

105
110

3l21

115
113
105

93
109

' 101

98
102

106
95
90
79
92
90

193
116
92
91

102
128
102

78
89
84
87

102
100
102
104
119
108
111
101

91
102

'96

I Actual weight, calendar year. Does not include wool stored in the United States for the British, 1942-46.
Includes wool "not finer than 40s," both free and dutiable.

2 Crop year, 1910-34, calendar year, 1935 and later.
3 Base period Is calendar 1924-29.
4 Preliminary.

Source: U. S. Department of Agriculture.
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TABLE C-20.-Balance sheet of agriculture, United States, Jan. 1, 1940-67

[Billion dollars]

Assets Claims
____ _ _ _ _ _ ____ ~~~~Total _ _ _ _ _ _ _ _ _ _ _

assets,
Year Machin- Finan- total Real Propri-

Real Live- ery and cial Other 2 claims estate CCC Other etors'
estate stock motor assets I debt loans 3 debt ' equities

vehicles

1940 -- 33.6 5.1 3.1 4.2 7.0 53.0 6.6 0.4 3.0 43.0
1941 . 34.4 5.3 3.3 4.8 7.3 15.1 6.5 .6 3.3 44.7
1942 -- 37.5 7.1 4.0 5.6 8.3 62.5 6.4 .6 3.5 52.0
1943 41.6 9.6 4.9 7.5 9.7 73.3 6.0 .8 3.2 63.3
1944 ---- 48.2 9.7 5.3 9.9 10.7 83.8 5.4 .6 2.9 74.9
1945-- 53.9 9.0 6.3 12.5 11.4 93.1 4.9 .7 2.7 84.8
1946 -- 61.0 9.7 5.2 14.9 11.1 101.9 4.8 .3 2.9 93.9
1947----- 68.6 it.9 5.1 15.8 12.4 113.7 4.9 .1 3.5 105.2
1948 --- 73.7 13.3 6.9 16.0 15.1 125.0 5.1 .1 4.1 115.7
1949-- 76.6 14.4 9.3 16.1 15.5 131.9 5.3 1.2 4.9 120.5
1950 -- 75.3 12.9 11.2 16.0 15.3 130.7 5.6 1.7 5.2 118.2
1951 86.8 17.1 12.8 16.3 16.5 149.5 6.1 .8 6.2 136.4
1952 -- 96.0 19.5 14.9 16.8 18.1 165.3 6.7 .6 7.3 150.7
1953 96.6 14.8 15. 4 17.1 19.0 162.9 7.3 1.2 7.6 146.8
1954 -- 94.7 11.7 15. 9 17.5 19.8 159.6 7.8 2.4 7.0 142. 4
1955 -- 98.8 11.2 16.0 17.9 20.7 164.6 8.3 2.2 7.3 146. 8
1956 -- 102.7 10.7 16.5 18.4 19.9 168.2 9.1 1.9 7.9 149.3
1957 109.5 11. 2 17.0 18.7 20.4 176.8 9.9 1.6 8.0 157.3

1 Deposits, currency, United States savings bonds and investments in cooperatives.
2 Stored crops (including those under CCC loan on or off farm) and household furnishings and equipment.
' Loans held or guaranteed by the Commodity Credit Corporation.
4 Indebtedness to principal lending institutions and to individuals, merchants, dealers, and others. Es-

timates for latter group based on fragmentary data.

Source: U. S. Department of Agriculture.
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