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Marvin L. McLain, head of the grain branch, Commodity Stabiliza-
tion Service, was first speaker at the Friday afternoon session. Mr. Mclain
has had wide experience in agriculture as a farm owner, businessman and
government administrator. During the past year he has travelled extensively
throughout grain producing areas, discussing industry problems with numerous
business and educational leaders. He is one of the nation's best informed men
on matters pertaining to grain marketing.
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THE EFFECT OF GOVERNMENT FARM PRICE SUPPORT
PROGRAMS ON COMMODITY MARKETING

I deeply appreciate the invitation to speak before this 7th Annual Symposium
on Commodity Marketing and the Public Interest. The subject assigned to me
for discussion is ""The Effect of Government Price Support Programs on Com-
modity Marketing''.

The subject is a difficult one to discuss from the standpoint of Government,
particularly at a time when economic controversies about the place and function
of Government programs for agriculture have become political issues in the de-
velopment of new legislation. The problem o.f agricultural price supports with
all its implications upon producers, handlers, processors, and the consuming
public, has become one of the most important issues confronting us today, and
probably one of the least understood.

It would not only be difficult, bﬁt inconclusive to review and appraise the
effects of agriecultural support programs unrelated to their objectives, in the
light of which the accomplishments of these programs must be judged.

Although we have had more than 20 years of experience with agricultural
price programs, I know of no comprehensive study that has been made of the
effects of these programs upon farm prices, farm income, marketing agencies,
consumers, and other groups. The studies that have been made largely deal
with the impact of these programs upon acreage, production, and supplies.
Since the objectives of these programs have not always been the same, their
effects would have to be determined and measured in terms of the objectives

sought at the time of their operation.
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In view of these difficulties, I shall confine my statements primarily to
a brief review of the historicalk devélopment of Go'verriment price programs for
agriculture and their accomplishments, with some conclusions on their impact
upon marketing, so we may better understand how we got where we are now. Be-
fore reviewing these programs and their accomplishments, perhaps it is appro-
priate to give some attention first to the reasons for having Government farm
price programs at all.

Although few people advocate a policy of complete '""laissez faire' in which
the Government would take no rgsponsibility for economic matters, the idea of
leaving agricultural prices completely to free pricg competition has some pro-
ponents among business leaders as well as economists. Only free market prices,
it ié Wargued, continually adjust consumption and production t§ eaqh other. And
since free markef pPrices vary inversely with prodgction, they assure fairly stable
income to farmers insofar as variations in production are concerned. This group
takes the.position that any attempts to set prices at some level other than they
would seek ’if they were left alone, is bound to misdirect, impedé » Or accelerate
production, the flow to market, and consumption in uneconomic directions. P‘rices
should, it is argued, be at lewels that bring forth the supplies that the markets will
absorb.

There is apparently but little evidence in the realities of agricultural
price and production characteristics to establish the general validity of these argu-
- ments. The mere fact that reliance on free market prices has in the past proved
disastrous to farmers has been responsible for the development of measures de-
signéd to profect farmers against the operation of entirely free, competitive

markets in an economy where the wages of labor and the prices of the goods farmers
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bp,y, have become progreslsiAvely lesg re‘sponsive to Supplyland demand changes.
Agricultural prpdqction‘ possesses ce;tain distinct characteristics which
;et it off from industrial production. The most obvibﬁs differenc‘e between agri-
culture and industry is the dep‘endenv_c‘e. of agriculture upon the whims of nature.
Th‘ev yield of crops varies cons‘iderablly from year.to year due to uncontrollable
fé.ctors, such as weather, insects, and disease. ‘Vaftria.tions in the size of our
annual crops depend far rﬁore on the yield per acre than on the amount o.f acreage
planted. This leads to conditions of great variability and uncertainty of output.
Since demand for i:nost agricultural products is relatively inelastic, the appear-
ance of a small surplus has a disproportionately depressing effect on prices re-
ceived by producers. Thqs, farm income may drop sharply even under conditions
of stable demand because of factors of production over which farmers have no
control.

Agricultural prices, also, possess distinct characte;istics which set -
agriculture off from industry. In periods Q.f general price declines, prices re-
ceived by farmers decline faster and farther than the prices of goods farmers buy.
This unequal liquidation of prices, in turn, affects the non-agricultural segments
of our economy, since farmers are unable to make their usual purchases of
manufactured goods. As a result, non-agricultural markets contract furthér,_

Industry quickly adjusts itself to declining prices by reducing production.
This eliminates a large part of the eicpenses, such as labor, power, and raw
materials. The burden of supporting the unemployed labor is shifted to society.
In agriculture it is not only more difficult to adjust production i:o prices, but also

less advantageous than in industry. In the great majority of agricultural products,

the costs which vary directly with the volume of production are smaller than the
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costs which are independent of the volume of production. Jn periods -of declining
prices it ma.y. therefore, be more profitable to maintain the volume of production
than to reduce it.

'In 1929, the volume of industrial production was higher than in any previaus
year of record. But industrial production in the following three years of declining
prices was reduced at a rapid rate, so that production in 1932 was only about
one-half as large as in 1929. In sharp contrast to the decline in production of
factory goods was the relatively consfant output of farm products. Total farm pro-
duction in 1932 wag only 3 per cent less than in 1§29° These differences in pro-
duction behavior between industry and agriculture were associated with contrary
‘differences in price behavior. Between 1929 and 1932 wholesale prices of farm
products were reduced by more thari( one-half, while the decline in industrial
prices was less than one-fourth.

Few would deny that the Government acted in the general public interest
to come to the assistance of farmers in these circumstances. The deepening of
the agricultural depression and its final development into a major factor in the
general economic collapse, resulted in the Agricultural Adjustment Act of 1933,
| the first legislation aimed at raising the prices of basic farm commodifies by
reducing their output. The price objective was to establish the same ratio between
the prices farmers received and the prices they paid as had obtained in the 1909-14
period. This ratio was called '"parity'.

The basis of the programs operated under this legislation from 1933
.th%ough 1935 was a voluntary contract betweeﬁ the Government and each coopéra-
ting producer to regulate acreage or producfic;n 50 as to provide for domestic needs,

adéquate reserves, and any likely export demands. There was widespread producer
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participation in these programs. In the case of wheat, in 1933 about 51 million
acres, or 78 per cent, of the total wheat acr‘eage,of the 1930-32 base period,were
bro*‘ughtv under controls. . Grpwers received payments. equal to the difference be-
tween the farm price- and ‘the parity price on the dﬁmestically consumed portion of
their crops, and these payments and the administ?ative expenses of the programs
were paid out of funds collected in,proces"sihg taxes.

Although the effectiveness of these programs in bringing about needed re-
adjustments cannot be questiohed, their effects on production, prices, and producer
incomes are difficult to separate from the effects of the 1934 drought and the general
improvement in business conditions which developed in this three-year period. In
the case of wheat, cash income to producers, including adju‘stment payments, more
than doubled between 1932 and 1836. Though the need for Government action to
come to the resuaue of the farm commodity markets was widely recognized in the
midst of the depression, there was considerable criticism of the adjustmbent pro-
grams carried out under the Act of 1933. This criticism, however, was largely
directed towards the more drastic price-raising measures employed in the first
year of operation, which included the actual destruction of growing crops and young
livestock. .

On January 6, 1936, the Supreme Court declared the processing-tax-fin-
anced production 'contvrvol activities carried on under the Act of 1933 as unconsti-
tutioﬁal. This decision led to immediate action by the Congress to protect farmers
against a sudden stoppage of adjustment programs. The provisions of the Act of
1933 which were declared unconstitutional were replaced by an amendment to the

Soil Conservation and Domestic Allotment Act, enacted on February 26, 1936.
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Under this Act, for which funds were appropriated out of general revenue,
emphasis was still placed on inci‘easing é.gricultufal incoine, bﬁt th.e increase wé,s
sought primarily through payments for the adoption of land uses and farm practices
which v;ould conserve and build up soil fertility, instead of production or marketing
adjustments. This meant that pro;iucers ‘could earn payments out of general United
States Treasury funds for shifting from such soil-depleting crops as cotton, cofn,
wheat, tpba.cco, and rice to such soil-conserving’crops as grassland and legumes,
and for carrying out other positive measures of soil conservation, such as strip
cropping and terracing.

As ’under the early adjustment programs, farmers received cash payments
for voluntarily adjusting thé acreage of basic séil-depleting crops, but the con-
servation program permitted producers greate‘r latitude in determining the crops
and the manner of adjustment. This. made the érogram more flexible in its adapta-
tion to individual farm conditions but, at the same time, it made the program in-
capable of affecting needed adjustments in the total output of any particular crop.
The fact that wheat was considered a soil-depleting crop along with such érops as

‘barley, oats, and grain sorghums, while special classifications were made and
allotments set for cotton, tobacco, peanuts, sugar, rice, flaxseed, and, in 1937,
for corn in the commercial 'corn-producing area, caused many farmefs who were
in position to do so to decrease their plantings of those crops and increase their
plantings of wheat. As a résult, undesired production shifts developed, and in
1937 and 1938 wheat acreage had increased to the largest in history; and with
favorable growing seé.sons in both 1937 and 1938, supplies of wheat accumulated
to excessive proportions, demonstratin.g‘the ineffectiveness of the program. In

Augﬁst 1938, wheat prices received by farmers dropped to 51 cents a bushel.

- 90 -



On February 16, 1938, the Agricultural Adjustmeﬁt A:c‘t of 1938 was enacted,
combining the production ad:ju‘s'tml‘ehht ‘features of the Act 6.f k191334§vith t};e soil con-
servation features of the Act of 1936." ‘The developr’ri‘ken't”kand.eAnact'myent of this legis-
lation was based on the recognition that the adjustment value of thé emergency pro-
grams initiated in 1933 wa‘s obscured by the great droughts of.,1934 and 1936, which
in themselves affected acreage and marketings of crops more than planned under
the programs. On the other hand, "the unu’sually favorable gfowing' c;onditions in
1937 and 1938 revealed the inadequacy of the conservation approach alone. A
broader program based on the maintenance of larger reserve supplies than farmers
and the trade found necessary or advar;tagedus to carry, seemed advisable if the
problem of both surpluses and droughts were to Be met. The ideka of .an ever-normal
granary clearly served as the star‘ting point for the 1938 legislation,the first com;
prehensive statute dealing with agricultural price supports as a permanent policy.

The declared policy of the Act of 1938 was to assist farmers, insofar as
practicablé, to obtain parity pri¢es and parity incomes for the basic agricultural
commodities through the encoufagement of soil-building and soil-conserving crops
and practices, and through storage of reserve supplies, loé.ns, ;.nd marketing
quotas. The specific methods pro;rided to effectuate this policy ;Jvere (1) acreage
allotments and marketing quotas; (2) crop loans to cooperating prc;ducers, ranging
from not less than 52 per cent to not mbre than 75 per cent of parity, depending
upon the total supply in relation to requirements; (3) conservation payments; and
(4) crop insurance. Price sﬁpports for the basic agricultural commodities were,
fof the first time, made mandatotry.‘

The year 1939 marked th; .yfir;-,t full year of prografnkoperations under this

legislation. Although pPrice ‘supzpoi'ts to'f)roducers were conditioned on compliance
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with acreage allotments and, when necessary, marketing quotas were imposed

to enforce compliancg, supplies of wheat and other basic crops continued sub-
stantially in excess of domestic and export requirerﬁents, largely because of the |
atta.inmen-t of ever-increasing yields resulting from producers' efforts towards in-
tensifying production on the reduced acreage. In 1940, our carryover stocks of
corn had @ncreased to nearly 700 million bushels, and stocks of wheat increased.
to relatively still largeAr.proportions, With the Government coming into possess-
ion and ownership of nearly three-fourths of the carryover stocks, the impact

of agricultural adjustment programs upon marketings asserted itself in measur-
able terms.

Although we entered World War II with abundant supplies of grain, it soon
became apparent that the .requirements of war demanded not only a larger volume
but a different pa.ttern of agricultuAravl production. In January, 1941, the support
prices for the basic commodities \;vere raised to a mandatory 85 per cent of
parity, and in July of the same year the so-called. ''Steagall Amendment" to the
Aqt of 1938 .was passed, extending price support at not less than 85 per cent of
parity to commodities other than basic for which increased production was re-
quested by the Secretary. In October, 1942, mandatory price supports for the |
basic commodities were raised to 90 per cent of parity ( 92 1/2 per cent for cotton),
and price supports for the '"Steagall'" commodities were increased to not less than
90 per cent of parity.

Farmers were urged to increase plantings of such crops as flaxseed, dry
edible beans, soybéans, and dx;y field peas, and a flexible pattern of support rates,
- ranging from the legal minimum of 90 per cent of parity to as high as 180 per cent

of parity or higher were made available, depending on the urgency of requirements
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to be met by increased production. During the period of price controls, subsidy
payments were extensively used in preference to higher price supports when in--
creased production incentives were desired and it was a policy to hold prices under
the OPA ceilings. The Steagall Amendment,k which was scheduled to expire two
years after the war had been declared ended, was clearly designed to encourage
a large output of the farm products needed in the war effort and to protect pro-
ducers against sharp drops in prices following the termination of hostilities.

Although the high-level price supports were, with few exceptions, not
called into play to support prices during the war, (which generally were main-
tained well above the loan rates by the strength of market demands), the level
and pattern of price supports and incentive payments proved to be highly effective
under those wartime conditions in inducing farmers to use the resources of pro-
duction so a; to obtain maximum output of the commodities most urgently needed.
Farmers readily responded with crop shifts within a virtually constant acreage
to adjust their output to the changed pattern of needs.

Despite the fact that overseas demand for most farm commodities.con-
tinued at high levels and, in the case of wheat increased to unprecedented pro-
portions in the postwar period, it soon became apparent that the greatly expanded
production of some commodities Ahad extended itself into a period of shrinking
market outlets. Repeated extension of the wartime price supports and retention
of th_e unrealistic 'pa.r"?ty concept based on price relationships,which existed some
40 yeats ago, postponed the reconversion of agriculture to normal markets and
resulted in progreésive maladjustments between production, supplies, and re-
quirements,. High-level unrestrained production was encouraged in the face of

dwindiing exports, and the surpluses produced for non-existent markets were
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unloaded ﬁpon Government at wartime p&-ice supports.

This brings us uﬁ to the present time when we are confronted iwith the
largesf surplus accumulation of farm commodities in our nation's history. Al-
though stringent acreage and marketing controls ha_vé been imposed, and.conditions
of drought have materially reduced this year's production prospects below earlier
estimates, surpluses continué to ;ccumMate,

The basic legis.lation under which present’production adjustment and price
support programs are operated is still the Agriculfural Adjustmént Act of 1938,
as amended by the Agricultural Act ;)f 1949 which sqperseded the price support

. provisions of previous legislation and extended mandatory 90 per cent of I.;arity
price éupports to the 1954 crops of the baéic commodities.

Lasf month, the Agricultural ch: of 1954 was enacted. Under this legis-
'latiqn the mandéto'ry pPrice supports at 90 per cent of parity now in efféct for the

six basié cornﬁxoditiea w‘i'll'bei allowed to expire with the 1954 crops, and flexible
price suéports, r'arhé'mg from 90°per cent to 82 1/2 per Ce;lt of parity -- the pei--
centage depending upon the supply -- will go into effect for the 1955 crops of the
basic commodities. The Act, in effect, provides for a transition from the rigid
90 per cent of parity price supports now in effect to the 90 to 75 per cent 4range‘ of
flexible price supports provided in the Agricultural Act of 1949 which were sched-
uleci to become effective next year. It also allows the modernized parity formula
to go into effeci: on a gradual basis in 1956.

The Act further provides for the setting aside of 2 1/2 billion dollars of
commodities acquired by the Commodit}; Credit Corporation so as to first gi’ve
farmers an opportunity to start operating without the handicap of the large accumu-

lated surpluses. For wheat, a set-aside of from 400 to 500 million bushels is
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pfokrided to be excluded from thé cdmpﬁﬁtioh of carryover for the purpose of
~determining the level of price support. However, the setting aside of as much

as 500 millipn bushels would still be ineffective in raising the level ofvprice‘. support
for next yeaf’s crop of wheat above the minimum of 82 1/2 per cent of parity. This
is in marked contrast with corn for which present indications point to thie probabil-
ity of prvice support for the 19:55' crop at or close to the maximum of 90 per cent

of parity' pro;ridedi by legislation, | d‘e‘spitbe the fact that no set-aside is provided for
corn.

The Agricultural Act of 1954 introduces into legislation for the first time
the concept of a commercial wheat-producing area comparable to the legislative
provisions in effect for corn. States having a . wheat acreage allotment of 25,000
acres or less may be designated by the Sécre;a‘:ry of Agricultu‘re’ as outside the -
commercial wheat-producing area. In such States wheat farmers would receive
price support ‘at"75 per cent of the level of support in effect in the commercial
area, without having to comply with ‘a.creabg‘e or marketing controls.

With an ever-inc’:reasingv‘propo'rtion’of our major‘farm commodities placed
under price support and the surpluses from one crop being piled on tbp of>another,
and carryover stocks largély carried under Government ownership, the programs
operated under the Agricultural Adjusﬁhént Act of 1938 and 'the‘ Agricultural Act
of 1949 have had far-reaching eff.ect'évOri handlihg, storing, and .meréhandising of
grain, Large-séé.le”‘G"ovef‘nment storage vdp'ebrbatxion's have come to be accep’ted as a
necessary éoncorhitaht of price éuppo’rts’, and the liberal availability of non-recourse
crop loans has, in effect, relieved farmers of the necessity of being alert for sales
possiBilities and marketing their érop:é‘ through normal competitive channels. The
proportion of grain available to the private trade which historically has distributed
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and utilized our grain crops, has been progressively reduced and the Government
has become subjected to increasing criticism for interfering or competing with
the private business.

I wish to emphasize that our present Administration is determined to uti-
lize the normal and customary channels, facilitives, and arrangements of private
trade to ’the r'naximu’m extent practicable, 1n the opera‘tion of farm price support
programs. The policies and programs recently initiated in disppsing of out-of-
condition Government-owned stocks of grain are but the first step in the direction
of making possible increavs ed participation of the private trade in the operation of
Government price support programs. However, we must not take the position
that the problem’s and difficulties attending the operation of the price support
programs carried on under present legislation can be resolved merely by attempt-
ing to correct undesirable‘ interference with private tradef Even if the methods
and mechanics of price support programs could bg changed so as to get the
Government entirely out of the business of handling, storing, and merchandising
farm commodities, the economic soundness Qf present programs would be far
from established.

A considerable amount of serioqs thinking has been and continues to be
directed towards the development of sound agricultural programs that involve a
minimum of controls and call for a maximum display’of initiative of enterprise
on the part of producers. While there appears to be agreement on the broad aims
of agricultural policy,‘ much disagreement remains concerning the best methods
of achievement.

In general, Government policy cannot be content alone with supporting

farm prices by use of public funds. We have been concentrating too much on
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price at the expense of maintaining adequate, stable outlets for the products

of our soil at home and' abroad. Price support prngams can serve an important
purpose in protecting farmers against the impacts of ﬁncont;rollable variations

in production and short-term fluctuations in the general price level. But, they
cannot indefinitely protect agriculture against the necessity of adjusting itself to
the bng-time forces of supply and demand.

The first essential of any sound program for agriculture must be the
maintenance of adequate outlets for a high level of production. Success in main-
taining high levels of employment in all sections of the economy will go a long
’way towards achieving this. However, a high level of industrial activity alone
will not solve all of agriculture's major problems. Nor are there compelling
reasons for the conclusion that there will be no more depressions.

Even under conditions of full employment, burdensome surpluses of
some commodities will develop ;)n the face of unsatisfied needs for others --
and these surpluses will likely be in food grains.,' the commodities for which
domestic demand cannot be significantly increased through lower prices or otﬁer
consumption incentives. Neither producers nor the consuming public will long
tolerate programs that encourage the raising of surpluses which will have to be
diverted into wasteful uses in the face of unsatisfied demands for other farm
prodicts which could be produced instead. The incéntiyeé to pr'oduce must reflect
the demands of 'thé markets in order to provide for the socially useful employment :
of our produt:tiye resources.

The second essential of a sound price support program for agriculture,
therefore, is to provide farmers with iné:entives‘ towards the balancing of produc-

tion and consumption. Production goals have been used by previous administrations
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to guide p(roducers: by‘ p1’-0\4ri‘ding them with a foréwé.’rd—worki‘ngwbajse bf opérationa
This aﬁproach, however, has proved fo be ineffectivé for a number of reasons,
principally becé.use‘ of the incor.ls’istency of the ’goals with the ‘a ssured levels of
price support and the small-scaie, indi\}idualistic nature of agricultural p1.-oductio'n°

Production goal programs, in fact, frequently resulted in producer actions
quite different from those desired. For instance, a forecast for lower prices for
a given commodity and the recommendation to réduce production encouraged in-
dividual producers to increase production in the anticipation that other producers
would act in conformity with the goals program and thus bring .about favorabie
market conditions. With the individual farmers attempting to do the opposite
of what they believe the other producers are planning, goal programs, like
marke_ting agreement and acreage allotment progra’ms which are not enforced by
orders or marketing quotas, respectively, may defeat their purf)osen And the
stringent controls nécessary t§ make these programs effective -- though un-
avoidable under conditions of ’éxtfeme iin‘t;alance -- run counter to the deep-seated
feelings of our country and farmers themselvés.

Attempfs to maintain prices of cropé produced in excess of available
markets at uneconomic levels for extended periods through withholding the sur-
plusés which cannot be moved into consumption at the support levels not only a;é,
as our experience with the programs of the last 20 yAe‘ars illustrates, unworkable,
but in diametric opposition to a national policy of full and efficient use of our re-
sources of production. Although the soundness of progra.ms aimed solely at the
attaimne.nt of fixed price oi)jectives must be seriously questioned, there is a good
deal to be said in favor’ of prografﬁs designea to Astabi.lize supplies against varia-

tions in crop yields, if it is found that the reserve sypplies which farmers and
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the trade are willing to carry over from one ctop to the next are inadequate to
perform ’.chis function. |

The idea of an ever-normal granary is based on the theo’ry that the economi-
cally sound operation of price supports could be insured by the Government's ab-
sorbing the yearly surpluses with the view to releasing them in years of short
crops. Unfortunately, an ever-normal granary program cannot be consistently
operated in this manner. Nature has a habit of producing large crops over success-
ive years, and intermittent crop failures, rarely occurring in succession. cannot
be depended upon to restore a balance; and incidents of war cannot be expected to
continue to provide us with the unusual markets needed from time to time to ab-
sorb the accumulating surpluses.

The proponents of high-level, rigid price supports maintain that needed
production adjustments can be effected by reducing acreage only when producers
feel confident that they will obtain higher prices because of the reduction in acreage.
It is obvious, however, that high price supports maintained at the expense of volume
of production, with controls extended to the acreage taken out of production, pro-
vide o improvement in producers' income. The fact that wheat producers have
again voted to accept marketing quotas on the 1955 crop does not signify farmers’
preference of high-unit returns at the expense of volume of production over high-
level production at the expense of unit-returns. Marketing quotas are accepted
by producers merely to escape the alternative of a reduction in the price support
to 50 per cent of parity, as the means of adjusting supplies to markets.

Under the legislation now in effect, producers have no choice of produc-
tion and price policies. Acreage allotments, unless dispensed with because of

conditions of national emergency,are an integral and inseparable part of price



supports, and th,e  producer has no alternmative other than to receive high-level price:
support at the expense of volume of production or receive no price protection what-
soever. in the event that he elects to igngre his individual acreage allotment. Since
under these alternatives the operatiois of non-cooperating producers tend to be
expanded as long as windfall benefits can be derived from non-cooperation, the
more coercive_ device of marketing quotas must be resorted to, to prevent the price
support prongams from collapsing under their progressive ineffectiveness in main-
taining mﬁ;kéf pPrices at or close to the levels of support.

In defending high-level, rigid price supports coupled with stringent acreage
and marketing controls, attention has been called to the production, consumption,
and price characteristics of wheat. Lowering of price supports to 85, 8‘0,. or 75
per cent of parity, it is argued, would not result in any increase in domestic con-
sumption of wheat for food; it would not significantly increase the feeding of wheat
nor bring about larger exports; and it would not induce producers to reduce acreage.
Assuming that these contentions are essentially correct, they would still be fa'rl‘
from justifying making the same level of price support available regardiess of
volume of production. It is difficult to see how the same unit-returns can be ex--
pecfed from a crop which, because of the materialization of high yields, turned out
to be larger than anticipated on the basis of normal yields. Even if price supports
were to be lowered by thé same percentage as the increase in yield had increased
production -- which would be greater support price flexibility than suggested in
any legislative proposal -- the total income of producers will still be the same.

In the case of corn, where lower prices are a great stimulant to increased
consumption, rigid price supports unrelated to supply directly hinder rather than

help the adjustments needed to maintain a balance. In the case of dairy products,
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price is the only controllable factor regulating prdduction and consumption, and
the basic requirement to a workable system of price support is that it be geared
to quickly reflect fluctuations in supply and demand. Rigid price supports have"
had a direct pa;rt in expanding ,dairy cattle in areas producing milk fof butter
manufacture at the time when surplus stocks of butter have been accumulating
under Government ownershiﬁ. |

It is extremely important to the succeasful operation of Govermqe’nt .
price progr;ms for agriculture that the fundamental role of prices remams.a
functional one. Instead of sa}y‘ing to farmers, "You must not pl;oduce more than
the quantity for which 90 per cent of parity can be made av@ilable, else fo‘rfei; ali
rights to price support”, the Government should be saying, ;'This is the level of .
production which .;:an be supported at 90 pc;.r cent of paritf. If production and
market conditions are such that you find it profitablé to,préduc,e more than this
quantity, you are free to do so at prices sufficiently lower to move, within the
limits of potential demand, the lafger supplies into consumption'. Changing
pfiées are necessary if farmers are to produce the commoaities which people '
wanlt and are willling to ‘pay for, and if these commodities are to be brought. to the
right places, at the right éime,; and are to be sold at prices that clear the market
and make way for-renewed production.

In an expanding economy, advancing technology, rising .consumer incomnes,
population groxlvth, -and shifts in consumer preference continually modify the con-
ditions affecting supply and demand. To guide produi:tion so as to encourage )
adjustments needed to maintain an efficient agriculture in such a progressing ..
economy, prices received By farmers must be sufficiently flexible to respond to

long-time changes in supply and demand. And changing prices will be acceﬁted
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by farmers, as they are accepted by every other group of producers in our economy,
as the criterion by which they may know what their country wants them to produce.

Becausé of the different characteristics of the different farm products with
respect to production, -market outlets, storability, consumption, and prices, no
simple and single program can be applied uniformly to the whole farm industry.
While flexible price supports appear to be the most promising method of supporting
prices of‘ commodities for which domestic demand is relatively elastic, free market
prices with a two-price system of marketing are considered by some to be more
effective in dealing with price supports for wheat, rice, and other export commodi-
ties for which -domestic demand is highly inelastic. It may well be found that acre-
ége and marketing controls cannot be dispensed with for some commodities, while
their use should be rejected for others. The concept of a commercial producing
area, as embodied in present corn legislation, may perhaps be adaptable to other
commodities. And marketing agreement programs may be considered as a promis -
ing approach to the problems of orderly marketing and of making price supports
effective for commodities other than those to which marketing agreement legislation
is now confined.

In the development of any such programs, farmers will still be forced to
choose between two competing policies: Either to maintain high prices through re-
gtricting production or to maintain production through stimulating consumption at
the expense of unit-returns. It is reasonably assured that farmers and the country
as a whole, if the alternatives are cl‘early put, will choose the latter course. How-
ever, the fundamental approach to the adjustment problems cannot be detached
from the inter-group conflict in which labor, capital, agriculture, and the other
producing groups of our economy each are struggling for limitation of competition.
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The philosophy of democracy demands that the interests of no one group shall
be allowed to transcend the interests of the whole public. Agriculture can justly
" claim no vested interest in any special position in our economic system, but it
must have full representation of its side of the economic issues of which it is

a part.

Farmers are not only too numerous, but too individualistic to establish
production and price policies. Each of the six million farmers in the United
States exerts such an infinitesimal influence on market conditions for his crops
that the maintenance of a production policy is virtually impossible witﬁout Govern-
ment assistance. Whether the individual farmer produces a little more or a little
less is inconsequential as far as price is concerned, but highly important to him
individually. The individual farmer has nothing to do with the prices of the pro-
ducts he sells, nor can he tell in advance what his costs are going to be. What
other producers in our economy would stay in business if their éosts and selling
prices and the quantity and qﬁality of their products were determined entirely by
factors over which they had no control? "

The most effective means of protecting farm prices against the dispro-
portionately severe effects of a decline in the general price level is the'mainten-
ance of adequate market outlets for a high level of farm production as a whole.
Success in maintaining high levels of non-agricultural production and employment
;a.nd a flourishing export trade will go a long way towards that end. No Govern:
fnent program can be as effective in improving the terms at which farmers ex-'
'change the produats of thelr labor against the products and services of the other
groups in our economy. It not only provides agricultural prodgcers with an in-

creasing volume of goods and services which can be absorbed in a rising standard
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- of economic life, but offers employment opportunities for surplﬁs farm workers.
Agriculture, therefore, has a direct and vital interest in national policies é.nd
programs that aim at fnaintaining high levels of industrial production and employ-
ment. Agriculture cannot create its own prosperity.

The fact remains that during business recessions, agricultural prices
decline faster and farther than do prices in indu'stry.‘ Being thus penalized with-
out their fgult, farmers are entitled to governméntal assistance. Such assistance
should be in the form of programs which provide a m'easure‘ of protection against
the relatively greater instability of agricultural prices and incorpes and thus give
farmers assurance of economié security and.opportunjty comparable to those now
enjoyed by other economic groups. The problem is how to develop such a program
without abridging the far;ners' right to produce, without‘pil‘ing up excessive
suﬁplies, without pricing products out of markets, and without a heavy and con-
tinuing drain on public funds.

I have covered a good deal of ground in these remarks, and have probably
gone beyond my specific topic. This whole review, however, is an integral part
of the background against which we must appraise price programs and their effect
upon marketing. It is a complicated subject and one which invites widely differing
-- and perfectly honest -- points of view and opinion. And it is apparent that a
great deal more study and hard thinking about the economic inter-relationships of
price support will be needed before we can be sure that the best possible programs
a}'e in effect.

We are making progress. The experience of the last 25 years or so has
given us a great deal of valuable background inforriation. We know much more
now than we did a generation ago about what will or will not work out ébnstructivelyo
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Building on this knowledge, all friends of agriculture must go forward in the con-
stant search for sound answers to our problems.

In summary, here are some general conclusions which may help guide
further discussion;

Price support programs have inevitable impacts on mgrketing as well as
production and consumption of agricultural produéts, They interfere with the
normal funtioning of price levels in relation to supply and demand. They hold
varying percentages of a commodity out of the free channels of trade and commerce.
Under certain circumstances, and if not handled wisely, they can encourage over-
production, cut marketir;g both gt home and abroad, and actually add to the prob-
lems they are designed to help solve. And, of course, they can result in tre-
mendous public cost.

On the other hand, I think we can all agree, that there is a definite place
for price support and related farm programs. Millions of individual farmers can-
not be expected to carry out certain adjustment and stabilization operations with-
out governmental help. The past record of agricultural depressaions, and their
serious impact upon the rest of our national economy, provides ample evidence
that progréms of stabilizing farm income against the disproportionately severe
effects of general price declines are in the national public interest.

The task immediately ahead is to continue to select and improve the best
of past programs, adjusting and adapting them to changing conditions.

At the same time, we must profit by the mistakes of the past and move for-
ward in the development of farm programs which will approximate as closely as
possible the ideal objectives I have outlined. It will take continuous study and
planning by our best minds, but I for one am optimistic enough to think that this

country has the wisdom to find the right answers and the courage to take the right
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QUESTIONS-AND-ANSWERS SESSION

Professor S. F. Otteson, Presiding

CHAIRMAN OTTESON: Well, we are all set for our first question.

MR. HOLBROOK WORKING, Associate Director, Food Research Institute,

Stanford University: I would like to start with a question that perhaps should not

be addressed to Mx. McLlain since I think it was interpolated out of his paper, but
I was very much interested in his conclusion that ’the support program had not been
responsible for the large increase in production and the large surpluses.

Now I would go along entirely with his argument that the high prices were
largely the result of inflation in the case of some commodities, notably wheat.
There was also a world shortage of wheat. I would agree that the decline in prices
is going to be blamed, more or less improperly, on the drop in the support level;
and yet I question whether one can conclude that the support program was not in a
large degree responsible for the big increase in production. For this reasén:

The studies of so-called "elasticity of supply" -- statistical studies that relate
price in one year to production acreage the next year show in general, prior to the
support program, relatively little relation, quite a little in cotton, very little in
wheat. Farmers actually did not take a high price in one year as a very clear in-
dication that the price was going to be high the next year.

One may suspect then that if the price had been high because of shortage
of wheat, for example, after the War, because of inflation, if the support level
program had not been there as a sort of guarantee which in fact I th_iﬁk the farmers
to some extent trusted more than it proved worthy of trust, they might not have ex-

panded nearly so much as they did. Would you talk about that?
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MR. McLAIN: 1didn't mean to create the impression that they had no

effect. What I am fearful of (and I probably overemphasized this), as I look down
the road ahead, is that any move‘that we make to get away from high, rigid
supports by lowering them or by getting flexibility in them, is going to be directly
to blame for a declining level of actual prices for farmersb. And theﬂ reason they
are going to do that, is that they put too much into their thinking that price sup-
ports at ninety per cent of parity caused those high prices. I operate quite a lot
of land myself, and I know that {maybe I am misled a little by my own thinking and
rﬁy own operation) but I know that it was not high priée supports that determined
what I did and I am certain that lots of farmers will tell you the same thing.

Of course, you couldn't have a floor where we put it without having some
effect, but I don't think it had the effect that a lot of people have 'bo.'een led to be-
lieve that it did and will be led to believe -by the politicians as we move down the
road ahead.

CHAIRMAN OTTESON: Thank you. Where is our next question from?

MR. EDMUND B. O'LEARY, Profegsor of Economics and Business,

University of Dayton: Mr. McLain, isn't there a pattern in the agricultural in-

dustry now that is comparable to that in the industriai industry where the great
bulk of the key products come from a limited nurnber of areas or a limited number
of producers? In other words, the agricultural inﬂustry is no longer an industry
of a great number of small producers but the support -- the effort -- the emphasis
comes from a limited numbelf of producers? Consequently they are the ones that
influence the Government in its'policy?

MR. McLAIN: I wish I could tell you what does influence what happens.

1 had a little humorous thing happen on this present legislation that just the last

Congress passed -- as you gentlemen well know, the House Committee and the
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Senate Committee too went to great lengths to study this whole problem; and I
think they did a good job. They even, as a lot of them pointed out, went to the
""grass roots'" to get their information and made a thorough study of it. And then
they threw something affecting the "non-commercial wheat area' into the program
at the last minute with very little study and with very little thought as to what .
effect it might have on the milling industry and other affected groups. Now if I
and a few others had not been able to head it off, I think it might have gotten a lot
further than it did and could have had a lot of repercussions. So I sometimes
wonder where the influence for what we do, does come from. It is kind of hard
to figure out sometimes.

Of course it is true, as you pointed out and the Census figures will con-
firm it again this time, I think, that our individual farm units are increasing in
size and that fewer people are operating farms.

Personally, I am not objecting to that. I think that is progress. I think
that after we have no place for them on farms, we will have to find a place for
them elsewhere. But I think there are other places they could be put, probably,
that would be a lot more to the advantage of everybody in this country rather than
keeping them as inefficient farm operators.

I'm not one of those who worries -- although I think the family-sized
farm is what we ought to continue to have -- but family-sized farms today are
quite different than in the past, with our tractors and other things, quite different
than it was a good many years ago, as you know., I think it is just progress when
we are moving that way. Certainly we are not critical of industry when they do that.

MR. W.S. FARRIS, Extension Economist in Marketing, Purdue University:

Several times in your talk you mentioned ""parity price' and ""parity income' together.
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1 just wondered if you considered that if farmers got the parity price that they will
by the same token achieve parity incoms=?

MR. McLAIN: 1 don't think so necessarily, I think we s><.:1 entirely too

much time (and I probably did in my paper), talking about parity. In the firstv
place, we get all mixed up as to winat parity actually means. Not that we don't
understand it, but we try to relate it, as you know, Back to a period of 1909-1914,
and I think that is one thing we have made a lot of progress in in recent years.

I know some of the most severe critics we have in the Midwest area where I know
the leadership the best, at least, we have had a terrific change in thinking that
we ought to get up and relate §ur thinking as far as parity iz concerned up to
something more recent.

And you know in Congress, of course, we have continually pﬁt off lfhis
change-over primarily because, in mylopinion, it meant a reduction in price sup-
ports for wheat éspecially, and for corn, and for one or two other commoditie:.

I think the important thing is that we -- (and this is one thing farm programs are
not going to solve and is one from thch I get quite a kick in talking to people like
Mr. Meyers and others who have a different viewpoint than agriculturalists or
government perople do), but I think one of the big jobs we have ahead of us is
~keeping other prices in line. And how do you do that with labor moving away from
the farm with increased wages at a time when farm priées are slipping back?
That is an argument advanced by the maﬁufacturers of automobiles and tractors
and trucks and things that are used on the farm as a nl\eans of holding up prices
for the things the farmers buy. But we are going to have to take a more serious

look at this than we have in the past.

- 109 -



I think one of the worst things that happened in recent months was that
the very day that Cdngress passed this sé-called "flexible price support' bill in
the last session, the bakers in the Western part of the United States announced a
one td two cent priée advanée 02 a loaf of bread.

Now iﬁ some way I think wé have got to keep fhese other prices in line,
and how you do it with labor wanting what théy want‘ -~ and far be it for me to éay
that they are getting too much -- but labor's wages go into the mékeup of the things
the farmers buy. Some farmers séy: "Sure, we're Willing to have someL flexi-
bility in ourr prices if you will just keep these other things from going up". I think
that is one of the problems that all of us ought to be spending some effort on.

One of the reasons thatbthe grocers or bakers give me is that the house-
wife demands smaller packaging; she wants things wrapped in cellophane; she
wants it so she tan buy just enough for one meal and of course, smaller packaged
unifs mean higher i)rice for the product. While the coﬁsume{r still is paying the
same price or more, the producer out here gets lves‘s. As we look ahead, I think
we are going to have to '"iron that out a little"' or the politicians are going to se:

to it that we have some ¢ther regulations we do not want.

MR. JAMES J. MULLEN,i Assistant Professor, Business QOrganization

and Management, University of Nebraska: We have heard a considerable amount

of discus sibn about bringing parity up to a more recent period; and I am wond.ering
how it is possible to do.that in view of the fact if we ho.ok parity up to some recent
period, that one in turn is linked to, by virtue of its previous parify, to the 1909 -
1914 period.

MR. McLAIN: And linked to some things that are not normal; that is

another thing you ought to add to that. I agree with you that we cannot cliﬁg to
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1909-1914 as a pattern. As you watch what progress has been made in the pro-
duction of wheat, for instance, it is just stupid, in my opin’ion‘, tov think that we
would relate parityv for wheat back to that sondition. As far as I am‘conce‘rned,
there is nothing sacred about the present method of using parity. If we can work
out a better one, I would be happy to see it, and I would imagine someigood econo-
mist would be the one who works it out.

CHAIRMAN OTTESON: We have time for one more question.

MR. SOL SINCLAIR, Professor of Agricultural Economics, University

of Manitoba: Idon't know how I am going to frame this question because I haven't
got the matter completely clear in my own rn-ind, but I was just wondering whether
this flexible support price program in the Un@ted States today is fitting in better

or is going to fit in so as to_be more compatible with the State Department's
attitude towards foreign trade. This idea of ''trade not aid'', meeting foreign
nations on more favorable l’evel of trade to bring about a better feeling and more
international commerce, is your price support program more compatible with that
program?

MR. McLAIN: Well, of course the little flexibility we have got in this

new law is not go’ing to change things very much. The International Wheat Agree-
ment comes under my division and I have spent some time in Canada and a little

in London since I have been in the Department, but one of the things that concerns
other countries is the fact that we subsidize what we ship abroad. I know as some
of you do, that many of these same countries that are critical of what we are doing,
are actually subsidizing their producers even to a greater extent than we are,
particularly on wheat. The thing most of these other countries are afraid of is

that we are going to launch a dumping policy that will disrupt what they are doing.
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You must have read President Eisenhower's statement as of this morning about’
this billion dollar program in the next three years with 700 million of it to be used
with other countries using their currency and 300 million of it by other methods.
But the President very definitely indicated that there would be no dumping.

But let me tell you people that is a very difficult thing not to do because
quite naturally what some countries would like to see done would be for us to hold
our supplies and let them ''play'" with the market the way they want to. And our
friendly neighbors on the North favor a holding attitude. They would much prefer
to see us just sit here and hold our stuff and not move it. We cannot continue to
do that. Idon't think other countries ought to expect us to do it.

It is not going to be easy with the large supply of some of these things
we have; butter is one and wheat is another. It is not going to be easy to make any
progress towards moving these supplies into world markets without some retali-
ation or repercussions from them because they just would rather that we didn't
interfere with what they are doing.

CHAIRMAN OTTESON: Thank you very much, Mr. Mclain,
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