
F arm  P rice Supports a n d  the 

Southeastern Economy
This month Congress passed a new farm law to govern 
price-support operations for the year 1955. Among other 
things, the law provides for price supports of 82 Vi to 90 
percent of the parity price for wheat, corn, cotton, peanuts, 
and rice, depending upon the demand and supply condi
tions affecting those crops. That provision represents a 
compromise between a fixed level of price support at 90 
percent of the parity price and a flexible support level 
with a lower limit at 75 percent.

The compromise illustrates the difficulties confronting 
legislators when they seek a solution to the many-sided 
problem of agricultural income and adjustment. Those 
difficulties arise from the task of resolving a basic conflict 
between short- and long-run interests, which frequently 
presses in on Congressmen as they strive to develop legis
lation that will promote the general welfare. When farm 
income is falling, the short-run interest impels them to 
seek a way to maintain it. The appeal of high level price 
supports to gain that end is strong. On the other hand, 
legislators have the long-run interest to consider in pre
serving an adaptable economy and promoting its produc
tivity. When that interest has influence, they are attracted 
to a price policy that gives price movements a larger place 
in directing agricultural resources to various uses.

It is especially difficult to reconcile conflicting interests 
in a predominantly rural area such as the Southeast. Much 
of the Southeast still depends heavily on an agriculture 
organized around a few important cash crops that have a 
relatively inflexible production pattern and a history of 
wide price fluctuations.

One reason for sharp price declines has been the failure 
of production to adjust proportionately to a changed de
mand situation. Studies show that in the case of cotton, 
for example, when market prices declined 10 percent, 
farmers reduced their plantings in the next season only 
about 2 percent. In other words, prices have to decline 
sharply before farmers will voluntarily cut their acreage 
and production. Furthermore, consumption of cotton is 
only modestly responsive to price changes.

Economic and Social Costs
Sustaining incomes at an artificially high level by means 
of price supports tends to bring about an economically 
undesirable allocation of resources. The economic and 
social costs arising from misdirected resources in the South
east and elsewhere has undoubtedly been of major concern 
for lawmakers. They have the unenviable job of deciding

* just what these costs would be, and whether the income 
benefits to farmers and the general public from supported 
prices justify them. The accumulation of output that the 
market will not absorb is one economic cost that must be 
assessed. To some extent a persistent excess of supplies 
represents manhours and capital that have been applied to

produce goods not currently wanted at the existing price.
Another economic cost can occur in the form of an in

come reduction for farmers if it becomes necessary to sus
tain prices by severely limiting crop acreage and produc
tion. At the same time, reducing acreage planted may 
create higher costs per unit of production because fixed 
overhead and capital expenses on the farm have to be 
spread over fewer units.

In analyzing the probable economic cost arising from 
a high level price-support program, lawmakers must also 
consider the economic need for stimulating productivity. 
When production adjustment is guided by legal acreage 
allotments and marketing quotas instead of the subtle 
influences of relative prices, the total productivity of agri
culture can be lessened, because efficient and inefficient 
farmers share in acreage allotments on an equal basis. If 
many farm businesses have to be adjusted by assigning 
shares in a national acreage, there is also a chance that 
highly productive acres would be removed from production. 
Widespread use of acreage allotments to adjust production 
of crops that are grown on many acres conceivably would 
hamper managerial efficiency, because of changes in indi
vidual farm organizations without adequate reference to 
physical conditions on the farm, new production and mar
keting costs, or new market demands.

Also, as Congressmen readily recognize, production 
controls tend to reduce the use of some farm resources. 
Yet farm management research has shown that farm 
operators can best increase productivity by enlarging the 
size of their businesses with more farm land or new enter
prises or by more intensive farming of their present enter
prises. Southeastern farmers have responded to that eco
nomic principle by enlarging their businesses over the 
years. The average size farm in District states, for instance, 
has increased from 75 acres to 130 acres since 1935. Some 
of the region’s farmers have added broiler enterprises; 
others have turned to beef and milk production under the 
incentive of favorable prices for meat and milk and in view 
of the difficulties involved in cotton production.

A  worrisome social cost can arise from group action to 
limit output by production controls which curtail the 
individual farmer’s freedom to make; business decisions. 
With extensive use of such controls, part of a farmer’s 
responsibility for making sound managerial decisions is 
shifted to others. Restraints on farmers’ individual freedom 
tend to interfere with the operation of the capitalistic sys
tem upon which our society depends and are therefore dis
tasteful to lawmakers. The long-run interest then causes 
the Congressmen to consider the merits of price flexibility.

Possib le Long-Run Benefits
Price-support operations have merit when they preserve 
the agricultural resources by preventing severe income
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reductions that would cause farmers to exploit their land 
and capital and family labor. At the same time, there is 
the possibility that a program of flexible price supports 
that minimizes the economic and social costs of farm ad
justment could prove beneficial to the Southeastern econ
omy. It may encourage more farmers to produce food for 
the needs of a larger urban population; it may encourage 
a further increase in farm and nonfarm output per worker.

Within the last two decades the character of the South
eastern economy has changed markedly, with manufactur
ing, trade, government, and construction activity becoming 
relatively more important and agriculture less important. 
As recently as 1939, income flowing to agricultural workers 
in District states was about 20 percent of total income. 
At present the proportion is about 12 percent. This new 
income pattern is a welcome sign of a developing economy 
in which agriculture is taking its place as a relatively small, 
but highly productive, base for a large superstructure of 
industry and of urban population. The marked increase 
in urban income, which has come largely from influences 
outside of District agriculture, is creating a favorable sit
uation for Southeastern farmers. Although they still de
pend heavily upon the tremendous market afforded by the 
densely populated areas of the north central and eastern 
parts of the nation, they are placing more and more 
reliance upon local urban markets as an outlet for their 
products. At the same time, they are becoming less de
pendent upon markets in foreign nations.

Southeastern farmers have already made a sizable shift 
toward producing for the urban market. Farmers in Dis
trict states in 1925, for example, obtained about 16 percent 
of their income from livestock and livestock products. By 
1952 income from that source represented about 35 per
cent of the total. Beef cattle, hogs, and broilers are 
growing in importance, and cotton is diminishing. A  
further shift away from cotton is likely as the relatively 
small cotton farms in the area suffer from the competition 
of large growers.

Price flexibility could have an important place in 
stimulating adjustments in farm businesses to meet the
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changed competitive position. Price movements may in
duce shifts from cotton to cattle or hogs or chickens by 
those farmers who would thereby get the greatest long-run 
benefit in terms of raising their total output and conse
quently their productivity. Other farmers with different 
types of land and operations might be stimulated to grow 
more cotton, because even at lower prices cotton growing 
would be their most profitable operation. Larger-scale 
operations would tend to increase productivity. Increased 
output of that nature is a fundamental requirement for 
gaining higher per-capita income on and off the farm.

Usually when nonagricultural activity grows in im
portance in a rural area, the total production of that area 
increases and there is a tendency for average output per 
worker to rise. The number of farms and workers on 
farms declines, but the productivity of those remaining 
on the farms increases. Southeastern agriculture has fol
lowed that pattern. According to the census of agriculture, 
there were about 200,000 fewer farm operators in District 
states in 1950 than in 1935. Meanwhile with total physical 
production for sale and consumption advancing about 11 
percent in the same period, productivity per farm worker 
increased. Further regional development hinges in some 
measure on additional growth in the ability of fewer and 
fewer farm workers to grow the farm products needed to 
feed and clothe the urban community.

Agricultural adjustments guided by prices that help 
equate the supply and demand for food and fiber might 
also aid regional development by giving some benefits to 
consumers and by promoting greater utilization of the 
labor force. Consumers, for instance, presumably would 
get the kinds of foods and fibers they want at the lowest 
possible cost. At the same time, both farm and nonfarm 
labor is likely to be used more effectively. In a region 
seeking higher incomes by greater productivity, the natural 
direction of movement for workers is from farm to factory.

Some farm families are on the margin of receiving a 
suitable annual income, because their small cash-crop 
farms require only a half year or less of their labor. A  
reduction in their farm income could cause many of them 
to seek full-time employment in urban centers. If those 
families gave up their farm production, which at best 
would probably be a small contribution to total output, 
per-capita productivity of the workers remaining in agri
culture should rise. Meanwhile, total output in urban 
centers should grow as workers from rural areas find more 
hours of work in the cities and eventually become skillful 
members of the nonfarm labor force.

Judging from the changes that have occurred in the 
economic structure of the Southeast, a continuation of the 
prolonged advance of productivity in the nation and its 
major regions is a strong possibility. The passage of the 
Agricultural Act of 1954 with its arrangements for flexi
bility in price supports for farm products indicates that 
legislators have been swayed by the long-run interests. 
Very likely, greater emphasis on efficient allocation of 
economic resources by means of the price system will be 
beneficial to the Southeastern economy.

A r t h u r  H .  K a n t n e r
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