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A New Farm Policy?

President Kennedy used to say that he 
didn’t want to hear about the farm prob

lem from anyone except John Kenneth Gal
braith— and that he’d rather not hear about 
it from him either. Today, President Nixon 
must be having somewhat similar thoughts; 
in the midst of dealing with a host of world 
and domestic problems, his Administration 
and Congress must turn their attention this 
year to the perennial farm problem, and re
place (or extend) the now-expiring farm 
legislation of 1965.

The economic performance of American 
agriculture is almost without parallel. Pro
ductivity has grown faster in agriculture than 
in any other sector of the national economy; 
in the past two decades alone, farm output 
per manhour has almost quadrupled, while 
nonfarm productivity has just about doubled. 
But since the effective demand for farm 
products has lagged behind the rapidly grow
ing supply of such products, the demand for 
farm labor has dropped sharply over time; 
last year, farm employment amounted to 
only 4.6 million, down from 10.4 million 
just two decades ago. This development, 
along with a natural increase in numbers, has 
caused agriculture to expel a considerable 
fraction of its workforce over the years— 
almost 6 percent annually in most years since 
1940.

The consequences of agriculture’s vast 
technological and economic advances—in 
particular, the sharp drop in farm-labor re
quirements and the sharp rise in migration 
from rural areas—have led the U.S. Govern
ment, like its counterparts overseas, to inter
vene in the farm economy to counteract these 
ambiguous effects of progress. Government

intervention dates back a century, to the 
Homestead Act and the creation of the U.S. 
Department of Agriculture (USDA), but 
the outlines of the present farm policy were 
developed only during the Great Depression.

During the 19th century, domestic mar
kets and foreign demand for farm products 
both expanded on a large scale. The vast 
increase in food and fiber production, which 
followed in the wake of the plow, the reaper, 
the land-grant colleges, and other innova
tions, brought long-term benefits to the con
sumer in the form of lower food prices and 
to the farmer in the form of generally rising 
income.

The farm situation, however, changed 
significantly after World War I. The rate of 
growth of domestic demand for food and 
fiber began to slow down, while exports of 
farm products were restrained by protective 
policies both at home and abroad. Mean
while, output continued to expand on the 
heels of rising agricultural productivity.

Failure of price supports
With production growing faster than mar

ket demand, prices eased and farmers’ in
comes lagged, and Congress felt compelled to 
develop programs to bring about a more 
equitable distribution of the gains from ad
vancing farm productivity. Some programs 
were designed to stimulate further increases 
in productivity, but others, in contrast, were 
designed to reduce production and bring 
about a better balance of supply with de
mand. During the Depression era in particu
lar, the overall goal — stabilization of farm 
income — was approached through direct in
tervention in the support of farm prices.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



F E D E R A L  R E S E R V E  B A N K  O F  S A N  F R A N C I S C O

Policymakers attempted to reduce market 
supplies (and facilitate orderly marketing) 
through commodity storage — marketing 
agreements, along with government loans 
and commodity purchases. They attempted 
also to reduce production through acreage- 
allotment and land-diversion programs and,

Productivity grews much faster 
in farming than in other sectors

1957-59 = 100

. . . so  farm economy requires only 
a fraction of its former workforce

meanwhile, to expand demand through food- 
stamp and other food-distribution programs. 
All of these programs involved substantial 
budgetary costs; by 1969, direct government 
payments amounted to $3.75 billion, or 23 
percent of net farm income.

Farm price-support programs were relaxed 
during World War II, the Marshall Plan 
years, and the Korean conflict, in each case 
because of a rapid upsurge of demand. Re
imposed after Korea, they contributed to a 
rapid building of commodity stockpiles, 
largely because the price-support features 
provided inventives for increased production. 
Thus, by 1961 it cost $1 billion annually for 
handling the $9-billion stockpile of commo
dities.

The post-Korean problem of oversupply at 
the supported prices was partly overcome by 
the development of the Food for Peace pro
gram, which accounted for nearly one-third 
of the nation’s farm exports in the post- 
Korean decade. This program helped reduce 
agricultural surpluses as an adjunct to the 
basic policy of price support and income 
stabilization. Still, it became increasingly evi
dent over time that farm overcapacity is not 
a short-run condition — especially in the 
context of a price-support program —  but 
rather a continuing consequence of special 
policy factors and of the developments 
achieved through increased use of capital 
and new technology.

During the 1950’s, farm experts had be
come convinced of the need to disengage 
from the policy of the early post-World War 
II period— a policy which, in effect, froze 
wartime prices in peacetime. The failure of 
this policy led to the adoption of another 
program in the ’50s, featuring relatively in
effective production controls and relatively 
small price reductions. This policy in its turn 
ended in more of the same— a buildup of 
commodity surpluses and a widespread de
mand for another new effort.
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Failure of direct payments
The answer to these huge postwar sur

pluses seemed to be a system of direct pay
ments to farmers in place of a system of high 
price supports. In the early ’60s, payments 
became a key instrument of policy reform, 
cushioning the impact of a shift from higher 
to lower price guarantees, and providing the 
cash incentives needed to reduce acreages 
and limit farm output.

This approach was codified mostly in the 
Food and Agricultural Act of 1965. This 
legislation attempted to separate the price 
mechanism from income-support policies, by 
setting price supports at relatively low levels 
and by supplementing producers’ market in
come with direct government payments. 
Also, through the Cropland Adjustment Pro
gram, this act permitted the shifting of 40 
million acres to other uses, replaced annual 
land-diversion contracts with five-to-ten-year 
contracts, and helped meet the growing de
mand for land for recreational and conserva
tion purposes.

With the passage of the 1965 legislation, 
farm policy consisted of these elements: 
commodity price supports, loans, and pay
ments to maintain farm income, plus sub
stantial cropland retirement to cut down food 
and fiber production, all supplemented by 
the expansion of demand through free food 
distribution and concessional sales here and 
abroad. Yet, in the view of the Advisory 
Commission on Food and Fiber, the benefits 
under this and earlier policies flowed to con
sumers, middlemen, and high-income farm
ers, but failed to reach either the rural poor 
or those who had been displaced completely 
from the farm economy. Moreover, in the 
Commission’s view, all of this had been ac
complished at a very high price— close to 
$75 billion in all for price-support, cropland- 
retirement, and foreign-aid programs over 
the post-Depression decades.

The interaction of slowly changing policy
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and rapidly changing technology—not only 
in this country but also abroad—thus created 
serious economic problems which in their 
turn led to demands for new political depar
tures. The concentration of government pay
ments in the hands of the larger producers, 
the difficulty of expanding sales abroad with
out subsidy, and the continued maintenance 
of expensive commodity stockpiles— all con
tributed to the dissatisfaction of urban legis
lators who were more interested in providing 
food stamps for former rural sharecroppers 
than benefits for present corporate farmers. 
More important, the continued farm-to-city 
migration meant a growing control over farm 
legislation by these urban legislators. A gen
eration ago, 250 of the 435 members of the 
House of Representatives had a large rural 
constituency, but today there are only 50 
such members.

Large growers, large benefits
Consider the increasing concentration of 

production (and government payments) in 
the hands of large producing units. The 
number of small farms — those with gross 
sales of less than $10,000—has dropped by 
one-fifth in just the last five years alone, to 
about two million. But the number of larger 
farms has increased by one-fifth in the same 
time-span, to about one million.

The total number of farms, after reaching 
an all-time high of 6.8 million in 1935, later 
dropped precipitously, until eventually reach
ing the present number of roughly 3 million 
units. The most likely victims of this agri
cultural consolidation movement, on the 
basis of migration statistics, were unskilled 
Southern black sharecroppers who formerly 
worked less than 100 acres of farmland.

The amount of land in farms, meanwhile, 
has remained relatively unchanged. This 
means that the size of the average farm has 
roughly doubled in the past two decades—to 
359 acres in 1967 — and as indicated, it 
means that the number of large farms has

R E V I E W
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been rising. Larger units, of course, have 
more productive efficiency; with modern ma
chinery and chemicals available, each work
er needs more acres and capital to be efficient 
in his operation. Moreover, unit costs are 
smaller when the costs of management and 
other overhead are spread over larger 
amounts of output. Also, larger units have 
the ability to handle larger volumes when 
marketing, financing, or purchasing supplies.

The larger farms thus tend to amass sur
pluses of commodities while the smaller 
farms amass only shortages of income. Many 
experts thus argue the need for developing 
separate programs for large and small farms, 
using (for example) the concept of “parity 
income.” According to this concept, the 
good farmer who invests his capital in a 
full-time operation should be able to earn as 
much from farming as he would earn in 
operating any other small business. Yet, on 
the average, this standard is met only by the 
half-million largest farmers, who produce 
two-thirds of the nation’s total farm output. 
The smallest and poorest two million farmers 
could not earn parity incomes on their opera
tions even if market prices tripled. So for 
them, separate programs should be devised, 
built around off-farm employment and in
come-maintenance plans.

When farm-support legislation was intro
duced in the 1930’s, the nation had 6.8 mil
lion farms—most of them being small one- 
family enterprises. Since benefits were geared 
to production, government benefits were 
spread fairly evenly over the farm popula
tion. But then, after the concentration move
ment in the industry, the relatively few large 
farms which produced the vast bulk of farm 
output also obtained the vast bulk of govern
ment benefits. By the late ’60s, the largest 5 
percent obtained 42 percent of total govern
ment direct benefits. And so for them, sur- 

70 plus-commodity legislation should be devised

U.So pays out more to farmers 
while reducing C C C  surplus stocks
Billions of Dollors

1947 1950 1955 I960 1965 1969
Fiscal Year

—perhaps with some payment limitation per 
farm, if urban legislators have their say.

Large exports, large surpluses
Consider, also, the importance of the ex

port sector, which has been bolstered in 
recent decades by the growing affluence of 
the developed world and by the increasing 
U.S. commitment to the underdeveloped 
world. Exports of agricultural products 
reached a peak of $6.8 billion in fiscal 1967, 
and then dropped off to $5.7 billion in fiscal 
1969. Moreover, in some years the foreign 
market has taken as much as two-thirds of 
U.S. wheat production, two-thirds of its rice 
production, one-half of its soybean output, 
and one-third of its cotton output.

Government-financed programs accounted 
for less than one-fifth of total farm exports in 
1969, as against two-fifths of the total in 
the peak year (1957). Still, in 1969, gov
ernment programs accounted for almost one- 
half of wheat exports, and over one-half of
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rice exports; also, in the same year, they 
accounted for a vast bulk of farm exports 
to India, Indonesia, Korea, and Vietnam.

Consider, too, the shifts in surplus-com
modity stocks, under the impact of changes 
in export demand and in Federal farm pro
grams. The Commodity Credit Corporation 
(CCC) investment in commodities under 
price-support programs, which had rarely 
fallen under $7.0 billion during the period 
1956-64, then began to decline. Investments 
totaled $3.2 billion in fiscal 1968 and $4.6 
billion in fiscal 1969. The general declining 
trend, and the 1969 increase, reflected shifts 
in CCC holdings of all of the major crops— 
wheat, corn, and cotton.

The CCC has contributed to price stability 
in the farm sector by acquiring products dur
ing periods of excess supply and adding to 
market supplies in other periods. Its re
serves have been valuable in times of emer
gency, but they have also been burdensome 
to taxpayers and worrisome to this nation’s 
trading partners overseas.

Under the impact of all the diverse eco
nomic, technological, and political factors 
outlined above, Federal budget outlays for 
the price-support program and other farm 
programs have generally risen over time. 
Total outlays for rural programs amounted 
to $1.2 billion in 1939, $2.5 billion in 1949, 
and $5.4 billion in 1959, but then fluctuated 
at somewhat lower levels during most of the 
1960’s. In recent years, outlays have jumped 
once again, reaching the range of $5.9-6.3 
billion in the period 1968-70.

In fiscal 1971, outlays may rise further 
still, if no adjustment is made for sales of 
assets under farm-credit programs. (If pri
vate lenders increase their participation in 
credit programs, however, the Farmers 
Home Administration may increase its loan 
sales and thereby permit a decline in outlays 
to $5.4 billion.) In the price-support area, 
the Administration anticipates larger pay-
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ments to wheat, cotton, and feed-grain pro
ducers, as well as increased support costs for 
dairy products.

Towards a policy
Viewing these substantial budget costs and 

the (at best) only partial successes of past 
farm policies, the Administration has devel
oped some new concepts in its 1970 legisla
tive proposals, mostly under the aegis of 
Agriculture Secretary Clifford Hardin and 
Presidential Adviser Hendrik Houthakker. 
In the latter’s view, advanced at a North 
Carolina State University conference last 
December, the 1965 legislation is mistaken 
in that it aims at maintaining farm prices 
above free-market levels through production 
curtailment. This is not the right way to go 
about supporting farm income; admittedly, 
income is increased by the higher price for 
each unit of output, but it is lowered through 
the smaller number of units. Also, maintain
ing prices above the level necessary to clear 
the market creates other difficulties; it pro
vides unnecesary burdens on domestic con
sumers and large budget costs for supporting 
farm exports, along with an uneven distribu
tion of benefits, with the large producers get
ting the bulk of the payments.

In devising 1970-style legislation, Houth
akker argues that policy should move to
wards more realistic prices—towards prices 
which would generate approximate equilibri
um between supply and demand when aver
aged over a period of years, and especially 
towards prices which would enable U.S. farm 
products to be sold in world markets without 
subsidies. This new direction becomes pos
sible only if the government-loan rate is kept 
below normal market prices, since otherwise 
the support mechanism would interfere with 
normal market operations.

Houthakker argues, secondly, that the 
government should not attempt to control

R E V I E W
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the output of particular crops but should 
leave this to the market mechanism. (“Noth
ing in history encourages the belief that the 
government can do a better job than the 
market.” ) Still, he believes that a gradual 
approach is necessary because of the distor
tions in the market introduced by earlier 
government programs. One possibility would 
be to operate through land-use restrictions 
only; this would not interfere with the 
farmer’s choice to produce as much of each 
crop as is profitable up to the limits of his 
authorized land.

Houthakker argues, thirdly, that direct 
payments are more efficient than price sup
ports for the purpose of supporting income. 
(Under past programs, the potential benefits 
of high product prices were largely dissi
pated; high prices increased gross receipts 
but they also led to higher land values and 
stimulated additional purchases of feed, fer
tilizer and equipment.) Moreover, direct pay
ments without strings are more efficient than 
those that require some reduction in output. 
Still, some limitation on payments may be 
necessary in order to prevent undue enrich
ment of large producers.

Towards a consensus
Secretary Hardin, testifying before the 

House Agriculture Committee last Septem
ber, added some specifics. He outlined a plan 
that would continue to employ acreage allot
ments, direct payments, and price-support 
loans to control production, but which would 
permit the Secretary to sharply reduce loan 
rates and scrap the remaining links with the 
old parity concept. This widely used concept 
is the ratio of prices received by farmers to 
the prices paid by them.

The plan would boost direct payments on 
production for domestic consumption, in 
order to maintain farm income in the face 
of lower market prices. Yet, at the same 
time, it would attempt to boost production

directed to foreign markets. (“We must avoid 
giving our overseas competition the idea that 
they can expand their production without 
limit while the U.S. carries by itself the whole 
burden of acreage limitation.” )

The Administration’s “consensus” bill sent 
to Congress in February incorporated most 
of these new concepts. This bill would estab
lish a new system of price supports in 1971, 
but would be aimed at achieving an eventual 
downward trend in Federal budget outlays. 
Moreover, it would give the Secretary broad 
discretion in setting price-support loan levels.

The legislation proposes, for corn, loans 
available at amounts up to 90 percent of 
partity, and for other feed grains, loans at 
levels related to their feeding value in rela
tion to corn. For wheat, loans would be avail
able at up to 90 percent of parity; for upland 
cotton, loans would be available at up to 90 
percent of the estimated world price.

Limitations and set-asides
A prime feature of the proposed legisla

tion, adopted in response to pressure from 
urban legislators, was a graduated scale of 
limits of farm subsidy payments, with 
maximum payments of $110,000 for each 
individual crop. This feature went at least 
partway toward meeting urban legislators’ 
pressures, evidenced by House passage 
(twice) of a flat $20,000 limit on payments 
per farm.

Another major new feature was a “set- 
aside” plan. To qualify for price supports, 
farmers would have to keep out of produc
tion their “set-aside” acreage plus a conserv
ing base, but on the rest of their land, they 
would have complete freedom to plant what
ever, and as much as, they wanted.

Cropland retirement was listed as another 
feature of the proposed legislation. The plan 
envisaged assistance to farmers who want to 
convert their land into nonfarm income- 
producing property, along with assistance to
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state-and-local governments in acquiring 
farmland for parks and conservation pur
poses, as well as aid to elderly farmers who 
want to retire but continue to live on their 
farms.

Towards a coalition
When the new legislation was submitted 

to Congress in February, it drew attacks by 
all the major farm organizations except the 
American Farm Bureau Federation. The 
critics argued that the new plan was “totally 
unacceptable,” on the grounds that it would 
reduce farm income and give too much dis
cretion to the Secretary of Agriculture in set
ting price supports. The payment-limitation 
plan also drew fire from urban legislators, 
who argued that it was overly generous to 
large commercial farmers, especially in rela
tion to the benefits available to low-income 
families under the proposed food-stamp pro
gram—which, incidentally, still remains tied 
up in committee.

In response to the Administration’s 
“consensus” bill, 14 Democratic Senators 
dropped in the hopper a “coalition” bill 
which would essentially continue existing 
commodity legislation, although with certain 
amendments (such as minimum price-sup
port levels for wheat and feed grains) aimed 
at increasing returns to complying farmers.
To gain further rural support, the bill would 
establish “consumer protection reserves” of 
wheat, feed grains, soybeans, and cotton un
der CCC auspices. And to gain urban sup
port, Senator McGovern suggested, in intro
ducing the bill, that it could incorporate a 
graduated limitation (to perhaps $15,000) 
on the amount of benefits payable to any 
individual producer.

The present controversy suggests that 
much negotiation lies ahead before a new bill
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emerges from Congress and moves to the 
President’s desk. Indeed, many observers feel 
that the existing farm program may emerge 
relatively intact from this year’s debate. De
spite the substantial cost of current programs, 
and despite the mounting efforts to focus 
resources on the solution of the urban prob
lem, widespread disagreements about the 
best solution to the farm problem may simply 
lead to a continuation of the present policy 
of price supports, cropland restrictions, and 
marketing quotas.

Meanwhile, the immensely productive 
American farmer remains able to supply 
world markets far in excess of actual and 
projected demand. Indeed, some indications 
suggest that the further expansion of effective 
demand may be somewhat difficult over at 
least the near-term future.

Sales abroad, which account for roughly 
one-fifth of total U.S. crop sales, are now re
tarded by the rising productivity of foreign 
producers and by the spread of import bar
riers against U.S. products. Sales at home, 
no matter how much they are bolstered by 
efforts to improve the diets of the poor, are 
likely to be constrained by the limits of popu
lation growth and by the drop in per capita 
food energy requirements.

At the same time, production here at home 
will continue to be stimulated by the rapid 
advance of technology, offsetting the reduc
tion in acreage through diversion and other 
land-retirement programs. The American 
farmer, it may thus be said, will continue to 
contribute to the solution of worldwide pov
erty, but he will also continue to add to the 
problems of the policymakers who are at
tempting to adjust to his fabulous pro
ductivity.

William Burke
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EE©o Effects ©f a Policy
The European Economic Community (EEC) introduced a comprehensive plan 

of farm price supports in July 1962, and it soon presented the EEC with the same 
type of problems that American policymakers have been grappling with for the past 
several decades. At the same time, this price-support plan created problems for 
other nations in the sphere of international trade.

In the eyes of U.S. officialdom, the EEC’s Common Agricultural Policy en
courages surpluses which curtail U.S. farm exports to the EEC and cut into U.S. 
exports to other markets. Also, the EEC’s preferential trade agreements threaten 
to divide the world into protectionist trading blocs, since they violate the most- 
favored-nation principle adopted two decades ago under the auspices of the General 
Agreement on Tariffs and Trade. (Every single nation in the Mediterranean area, 
except Cyprus and Libya, has already negotiated such preferential agreements or at 
least has talks pending with the EEC.)

The EEC Executive Commission, in a report published in late February, made 
several points in rebuttal. The U.S. has expanded its exports faster to the EEC than 
to any other of its trading partners; moreover, its tariff levels are generally above 
EEC levels and its nontariff barriers are just as high— and anyway, the U.S. sub
sidizes its farmers just as much as the EEC.

The area in question, the six-nation Community, contains 185 million people 
with a GNP of $340 billion and annual food consumption of $70 billion. It exports 
$6 billion of agricultural products annually and imports $12 billion worth, with 
over one-tenth of that total coming from the U.S. The EEC employs 11 million 
farm laborers— about 15 percent of its total labor force— and they work 6 million 
farms which cover an area the size of Texas.

The EEC’s farm price-support program involves several different price levels. 
These are: a domestic price level, which generally determines transactions within 
the Community; an import price level (roughly equal to the world price), which is 
generally much lower than the domestic price; and an export price level, which is 
generally below the import level in those cases where the EEC imports and exports 
the same commodities.

Variable levies are imposed to adjust for the differences between import and 
domestic prices, while export subsidies (“restitutions”) are imposed to cover the 
differences between export and domestic prices. Since EEC domestic prices are 
generally high above world price levels, both the variable levies and the restitutions 
tend to be large—they totalled $1.8 billion in fiscal 1969.
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High price supports have stimulated higher yields through the introduction of 
improved technology, and EEC production thus has outpaced domestic consumption 
by a wide margin. One consequence has been a piling up of surplus stocks — 
for example, 400,000 tons of butter (perhaps five times that much by 1974, 
according to EEC estimates) and 14 million tons of wheat. Another consequence 
has been a distortion of world trading patterns—the EEC was a major wheat 
importer in the early 1960’s, when it raised only 90 percent of its own needs, but 
it is now a major exporter, having pushed its self-sufficiency ratio for wheat up to 
112 percent.

Since EEC domestic prices are not allowed to fall below support price levels, 
the market-clearing function of the price mechanism fails to operate normally. 
Excess production thus must be unloaded at world prices with the aid of heavy 
subsidies, or else must be purchased and stored by the EEC farm agency. Surpluses 
continue to accumulate, despite the adoption of such measures as lavish export 
subsidies, strict production controls (but on sugar only), and the conversion of 
wheat and sugar stocks into animal food.

Last year, the EEC unveiled the Mansholt Plan in an attempt to redirect excess 
resources out of agriculture and to bring about a better balance in commodity 
markets. As first published, the plan proposed to rationalize the industry through a 
7-percent reduction in cropland and a steep 50-percent reduction in the agricultural 
workforce. In commodity markets, it proposed a 30-percent cut in the price- 
support level for butter, a tax on competing fats and oils, premium payments to 
encourage the production of beef cattle rather than dairy cattle, and a 5-percent cut 
in sugar production quotas. Eventually, in November, the EEC adopted a scaled- 
down version of this plan, specifically by reducing price supports for the major 
commodities (wheat, sugar, and butter) and by channeling the resultant savings 
into “structural improvements.”
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Farm Fare in 1970

T he nation’s farmers fared quite well in 
1969— far better, in fact, than they had 

anticipated at the beginning of the year. 
Despite a sharp rise in production costs, farm 
operators posted an 8-percent increase in 
realized net income, to $16.0 billion, on the 
basis of substantial gains in both marketing 
receipts and government payments.

Western farmers, however, posted roughly 
the same net income ($1.9 billion) in 1969 
as they did in 1968. The flow of cash to 
Twelfth District farmers increased because 
of a strong (4-percent) rise in marketing 
receipts as well as a significant rise in gov
ernment payments. Net income failed to in
crease, however, as production expenses also 
rose to offset the gain in gross returns. (Still, 
net income per farm undoubtedly increased, 
since the number of District farms has been 
declining recently at the rate of 3 percent a 
year.)

District farmers post higher gross—  
but also higher production expenses
Billions of Dollars

Western livestock producers posted a 9- 
percent gain in meat output and a strong in
crease in meat prices. But Western crop pro
ducers encountered difficulty in meeting their 
previous year’s receipts ($4.1 billion), part
ly because of a drop in output of cotton and 
vegetables, and partly because of some 
softening of crop prices nationwide.

Hard to match '69 ...
The nation’s farmers may not match their 

1969 increase in 1970, according to recent 
Department of Agriculture reports. Receipts 
from livestock marketings should continue 
strong, but crop receipts may move sideways 
and government payments may decline some
what.

The livestock sector should continue to 
backstop farm prosperity. Hog prices (and 
receipts) may rise considerably above 1969 
levels, reflecting increased consumer demand 
and tight supplies of pork. For much the 
same reasons, cattle prices and receipts 
should also continue strong.

The crop sector may experience little 
change in marketing receipts, because of the 
offsetting effects of rising output and de
clining prices. Receipts from the sale of fruit 
and vegetables may be the same as in 1969. 
In wheat, some reduction in acreage is ex
pected; and in cotton, increased output is 
likely on the basis of acreage increases sched
uled under current Federal programs.

Some reduction in government payments 
may occur, meanwhile, and thereby cut into 
farmers’ net income. If these cuts occur as 
scheduled, they would mark only the third 
such reduction in the past decade.
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Livestock sector accounts 
for sharp gain in farm receipts
Billions of Dollars

Any increase in farmers’ gross income may 
well be offset by a projected 5-percent in
crease in production expenses. Costs are 
advancing in most farm production cate
gories, and they are also rising in such non
production items as interest rates and taxes.

... and even harder in the West
Western farmers may find it even more 

difficult than others to post an increase in 
net income in 1970. An expansion in cash 
receipts should develop in the livestock sec
tor; however, this sector accounts for only 
40 percent of farmers’ receipts in this Dis
trict, as against 60 percent of total receipts 
nationwide.

At the same time, Western crop producers 
should benefit from rising receipts in certain 
areas. With the scheduled rise in cotton acre
age, receipts should rise in the cotton sector 
(assuming a return to normal yields); with 
some increase in government payments to 
wheat and cotton growers, incomes should 
rise even more.

Yet, any increase in Western farmers’ 
gross receipts may be offset by the continued 
rise in production expenses, which recently 
have been rising by $300 million a year. (An 
increase of roughly $100 million a year in 
hired-labor costs has occurred in the face

of a 2-percent drop in the number of hired 
workers between 1966 and 1969.) Rising 
costs are especially detrimental to the income 
prospects of Western farmers; with their large 
spreads and highly mechanized operations, 
they tend to pay out a larger percentage of 
their receipts in production expenses than do 
farmers elsewhere.

The income picture, nonetheless, may turn 
out much better than anticipated. (In fact, 
income growth was underestimated in each 
of the last two years, largely because of 
underestimation of the strength of farm 
prices.) The USDA expects a 2Vi- to 4- 
percent increase in food prices this year, as 
against a 5-percent increase in 1969. A sub
stantial increase in food prices— or a sub
stantial boost in consumer incomes— could 
increase farm receipts above levels now ex
pected.

More funds from PCA 's?
Western farmers will be under greater 

pressure in 1970 to obtain outside funds to 
finance their operations, because of the con
tinuing rise of production costs and the only 
modest increase in cash returns now antici
pated. Consequently, they may have to in
crease their borrowings from Production 
Credit Associations, as well as from their 
primary credit source, commercial banks.

Livestock receipts boosted by 
higher output, sharply rising prices
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Western banks increased their (non-mort
gage) farm loans by only 3.7 percent be
tween mid-1968 and mid-1969—not much 
more than the gain of the preceding year. 
PCA’s, in contrast, expanded by 11 percent 
over the same time-span. Over the past dec
ade, incidentally, PCA’s almost tripled their 
farm loan outstandings, while District banks 
more than doubled their farm loans.

Assuming the continued expansion of 
farmers’ credit needs, and assuming con

tinued difficulty in obtaining additional bank 
financing, Western farmers may increase 
their reliance on PCA’s, which have direct 
access to the credit markets. In addition, 
farmers may rely more heavily on other 
credit sources: processors and dealers, and 
also the non-farm corporations which are be
coming increasingly involved in farm ac
tivities.

Donald Snodgrass

Mr. Mansfield. Mr. President, could 
the distinguished Senator tell the Sen
ate at this time what the price of wheat 
is, roughly?

Mr. Ellender. Yes. The average price 
received in the marketplace in Decem
ber 1969 was $1.30 a bushel. How
ever, including payments it is an aver
age of about $1.90 . . .  As a matter of 
fact, in 1947 wheat was selling at 
$2.29 a bushel.

Mr. Mansfield. Going back 10 years, 
does the Senator recall what the price 
of a loaf of bread was in, say, 1959 
of 1960?

Mr. Ellender. It was, I would say, 
at least 6 cents less than it is now, per
haps as much as 9 cents.

Mr. Mansfield. I think the Senator 
is being conservative. What has hap
pened to the price of wheat over that 
10-year period?

Mr. Ellender. It has gone on down.
Mr. Mansfield. Who has made the 

profit on the wheat grown by the farm
ers?

Mr. Ellender. Evidently the people 
in between made it—the manufacturer, 
the distributor, the retailer. The freight 
rate has gone up, but the farmer did not

Tw© senators disenss
the widening spread
between what the consumer pays
and what the farmer receives

Billions of Dollars

get any benefit from any of the added 
cost.

Mr. Mansfield. Who pays for the 
price increase?

Mr. Ellender. The consumer.
Mr. Mansfield. And who gets the 

blame?
Mr. Ellender. The farmer.

Congressional Record— 
27 January 1970
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Shifting Resources—Two Views
Farmers have performed their primary production job so well that Americans 

take for granted the constant availability of food, its wholesomeness, its variety 
and quality. Even more fundamentally, U.S. agriculture has freed Americans from 
what otherwise might be a total preoccupation with getting enough to eat.

Farmers have freed manpower. At the time of the American Revolution, this 
was a nation of farmers. Even 50 years ago, over a fourth of all Americans were 
farmers. If our agriculture had remained at the 1920 level of efficiency we would 
today have some 20 million workers in agriculture, instead of fewer than 5 million.

Farmers have freed income. Fifty years ago, the basic requirements of life — 
food, clothing, and shelter—required about 80 percent of all consumer spending. To
day these essentials take less than 65 percent. So the average family can spend over 
35 percent of its take-home pay—instead of 20—for health, education, travel, 
recreation, and the other considerations that add to life’s quality. A major part of 
this gain derives from a decline in the relative cost of food.

Farmers have also freed time. Fifty years ago, the average workweek in manu
facturing was 51 hours, and paid vacations were few. Many things have helped, 
but you can be sure that if food and fiber production still required a fourth of the 
work force, industrial workers would not now have a workweek averaging below 
41 hours.

Farmers have freed space. Fifty years ago, it required 350 million acres of 
crops to provide for a nation of 107 million. In recent years we have harvested 
fewer than 300 million acres. If farmers had remained at the 1920 level of efficiency, 
we would now need to harvest 500 to 550 million acres—even if we stopped 
exporting. The acres spared by farm efficiency add hugely to soil and water protec
tion, wildlife, and recreation; these afford land for new towns and open space.

Clifford M. Hardin
National Farm Institute (February 12, 1970)

❖ ❖

Public policy has produced much of the technology that has made the tendency 
for agricultural overproduction and price and income instability more acute. Indeed, 
the problems we now face with pollutants, displacement of land and people, and 
unsatisfactorily low levels of family income are in large measure the bitter fruits 
of our success in freeing the great bulk of our population from the need to be farmers. 
With the affluence gained comes the freedom to treat new generations of problems.

David Allee 
Daedalus (Fall 1967)
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Western Digest
Bank Credit Declines

During February, bank credit at large District banks declined by $514 million, 
with loans accounting for nearly three-fourths of the decrease. Business loans, real- 
estate loans, and consumer loans all registered declines. (In contrast, business 
loans increased at large banks elsewhere.) . . .  A $ 143-million increase in holdings 
of intermediate-term U.S. Government bonds was more than offset by reductions 
in long-term issues and Treasury bills. Banks added slightly to municipal and 
other security holdings.

Time Deposits Gain
District banks recorded a $446-million decline in demand deposits adjusted 

during February. However, they posted a $ 14-million gain in total time deposits, 
largely due to a $ 174-million rise in time deposits of foreign official institutions. 
An increase in consumer-type time deposits offset attrition in regular passbook 
deposits during the month.

Aerospace Employment Weakens
Employment at District aerospace firms continued to decline in January as 

8,000 workers were dropped from payrolls. Aerospace employment in the West 
now stands at 656,000 — its lowest level since early 1966.

Lumber Markets Stabilize
Lumber and plywood markets started the year slowly. Some prices — for 

Douglas fir 2 by 4’s, ponderosa pine, and sheathing plywood —  declined between 
late January and late February. By contrast, demand for Douglas fir studs and 
interior-grade sanded plywood increased, and prices on these items rose. Overall, 
softwood lumber and plywood prices remained well below the exceptionally high 
levels of a year ago, although still slightly above the levels of two years ago.

Western Steel Strengthens
Western steel producers generally fared better than their counterparts elsewhere 

during the first two months of 1970. Both the District and the nation, however, 
lagged behind their performances of the year-ago period. . . .  In February, domestic 
producers made a fundamental policy change on prices, by promising buyers that 
they would not raise the prices of basic steel-mill products for at least a year after 
any pending or future price increase.
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