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FOREWORD

This is the final report of the subproject entitled “Wheat Price and Income
Policy” of the research project, “Measuring and Appraising the Impact of Agri-
cultural Price and Income Policy on Producers, Distributors and Consumers,”
initiated by the North Central Regional Technical Committee. NCM-11. Both
were begun in 1954, and grew partly out of studies and reports requested by the
Secretary of Agriculture in connection with a review of national farm policies in
1953.

Research under the wheat sub-project was centered at the Kansas Agricul-
tural Experiment Station, and supplementary research was conducted at the Uni-
versity of Nebraska, North Dakota State Agricultural College, South Dakota
State College, and Ohio State University. The original sub-project committee
was: George Montgomery, Kansas (project leader); Clyde Mitchell, Nebraska;
Rainer Schickele, North Dakota; M. G. Smith, Ohio; and Max Myers, South
Dakota.

B. J. Bowlen began studies of wheat supply response in 1954-55, and pub-
lished his findings separately. ’

J. O. Bray coordinated a series of surveys of wheat farmers’ views of farm
programs in 1955-56 which resulted in publications at cooperating stations as
listed below, and which were useful in all phases of the study.

John A. Schnittker served as project leader from March 1957 to completion
of the sub-project, except for leave of absence from Kansas State University in
1958-59. Mrs. Jeanne E. Dost made an important contribution to the project
from 1956 to 1958. Robert Rizek, Carroll Spencer, Patrick Smythe, and Lee Rug-
gels completed M.S. theses under project support at Kansas State University.
Mirs. Lorena Burnette, Mrs. Ruh Clifton, and Leo Mayer were of much assistance,
and Miss Margie Jaedicke was responsible for secretarial work.

The following published and unpublished works, in addition to this report
and unpublished studies contributing to this report, resulted primarily from the
sub-project.

Kansas

1. B. J. Bowlen, “The wheat supply function,” joxrnal of Farm Economics,
December, 1955. \

2. Leo Cohen, A suggested reformulation of the objectives of agricultural policy.
Kansas agricultural experiment station, Agricultural economics report no. 81,
1958.

3. Mrs. Jeanne E. Dost, An interregional analysis of the three major wheat pro-
ducing vegions in the United States. Unpublished Ph.D. thesis, Harvard University,
1958.

4. John A. Schnittker, “Response of wheat production to price,” Journal
of Farm Economics, December, 1958.



5. John A. Schnittker, J. O. Bray, B. J. Bowlen, Kansas farmers’ views on the
wheat price support and acreage control program, Kansas agricultural experiment
station, Agricultural economics report No. 77, 1957.

6. John A. Schnittker and Patrick E. Smythe, Az appraisal of the acreage re-
serve program for wheat, Kansas agricultural experiment station, Agricultural eco-
nomics report No. 79, 1958.

7. John A. Schnitcker and W. Lee Ruggels, Advertising and promotion of
wheat and other foods, Kansas agricultural experiment station circular 353, 1958.

8. Patrick E. Smythe, Alternative bases for allocation of wheat allotments, Un-
published M.S. thesis, Kansas State University, 1958.

9. Carroll D. Spencer, Impact of acreage allosments and marketing quotas on
central and western Kansas farms, Unpublished M.S. thesis, Kansas State Univer-
sity, 1957.

Nebraska

L. Ivan H. Auer, An analysis of the effect of price and other factors on acreages
of winter wheat planted in Nebraska, 1931-55, Unpublished M.S. thesis, Univer-
sity of Nebraska, 1958.

2. Donald L. Winkleman, Some factors affecting the wheat supply in Nebraska,
Unpublished M.S. thesis, University of Nebraska, 1957.

North Dakota

1. Perry V. Hemphill and Donald E. Anderson, The effects of wheat support
programs on North Dakota agriculture, N. D. Agricultural experiment station,
1958.

Ohio

1. M. G. Smith, ez al., An analysis of Ohio farmers’ views and responses to the
wheat price support and contvol program, Ohio mimeo bulletin, No. A. E. 258,
1955.

2. M. G. Smith, et al., An analysis of Obio wheat growers’ views and responses
in 1956 to federal agricultural policies, Ohio mimeo bulletin No. A. E. 270, 1956.

South Dakota

1. Richard H. Kruse, Acreage response of South Dakota wheat producers
to expected price changes, 1955. Unpublished M.S. thesis, South Dakota State
College, 1958.

2. Allen Severson, “South Dakota wheat farmers and the 1957 Acreage Re-
serve Program?”, South Dakota farm and home research. May, 1958.

3. Allan M. Severson, Acreage reserve participation in South Dakota wheat
areas. South Dakota State College Agricultural economics pamphlet No. 98,
December, 1958.



Members of the NCM-11 Technical Committee listed below provided sug-
gestions useful in the study.

Illinois Vincent West
Indiana J. Carroll Botrum
John Dunbar*
Towa Geoffrey Shepherd*
Kansas C. P. Wilson, Adm. Adviser*

George Montgomery
John A. Schnittker*

Michigan Dale Hathaway
William Cromarty*
Minnesota Willard W. Cochrane
Elmer Learn*
Missouri O. R. Johnson
Elmer R. Kiehl
Jerry West*
Nebraska C. Clyde Mitchell
Don Kanel
James Hassler*
North Dakota Rainer Schickele
Perry Hemphill*
Ohio Mervin G. Smith
Dick Newberg*
South Dakota Max Myers

Dick Newberg
Philip W. Van Vlack*
Wisconsin Harlow Halvorson
*Member of technical committee when manuscript was approved for publication.



Wheat Problems and Programs
In the United States*
1933-1960

JOHN A. SCHNITTKER**

Over-production of many farm commodities, persistent downward pressure
on farm prices, and high price support costs rank among the most difficult do-
mestic issues of the 1960’s. How to dispose of surplus stocks of wheat and to re-
duce wheat marketings without seriously reducing farm incomes or increasing
the production of other crops is one of the most serious aspects of the farm
problem.

Farm output in the U.S. is a small and decreasing share of total national
output. Per capita consumption of cereals is low and declining; farm population
is relatively small and decreasing. Productivity of farm resources continues to
rise under the stimulus of research and development and the individual farmer’s
need to match lower prices with lower costs.

That the economic structure of U. S. agriculture differs from that of much
of the rest of the economy is no longer seriously debated. Chronic surpluses, and
depressed prices and incomes follow from the small-unit organizaticnal pattern
of agriculture, from its modern technological framework, and from the nature
of farm commodities. It is not surprising that the economic condition of agri-
culture should be a matter of public concern in the U. S. It is, in fact, only in
such an economy that the public can afford to take a leisurely and costly ap-
proach to eventual solutions of such problems.

Public patience with the wheat program may be far from exhausted in 1960,
but it is not inexhaustible. In a world where war and hunger are daily possibili-
ties, large stocks of wheat may once more be as valuable as they were a few
years ago. But wheat is not the only product making claims on our productive
resources and the public treasury, nor is agriculture in the atomic age so clearly
a “defense industry” as it once was. Even in a rich country, we cannot have
more of everything. People in the U.S. are increasingly aware that they have too
much wheat.

*Contribution No. 333, Department of Agricultural Economics, Kansas Agricultural Experiment Station,
Manhattan,
**Associate Agricultural Economist, Kansas Agricultural Experiment Station, Manhattan.



Wheat is a global commodity; wheat problems and policies of the U.S. are
of world concern, just as production goals and consumption trends in other
countries are the concern of wheat producers in the U.S. While this study is
focused on the domestic wheat situation, international implications of U.S.
wheat programs and foreign farm policies are also discussed.

The study is in four parts: (1) the goals, methods, and effects of past wheat
policies and programs; (2) economic factors determining the production and
consumption of wheat in the U.S.; (3) global economic factors affecting the U.S.
wheat industry; (4) alternative public policies and programs.

GoALs, METHODS, AND EFFECTS OF WHEAT
PoOLICIES AND PROGRAMS

Agricultural policy is inherently economic and social policy. Early agricul-
tural policies and programs in the U.S. promoted internal improvements, speed-
ed land distribution, and encouraged domestic and foreign trade. The establish-
ment of land-grant colleges and extension services made education and experi-
mentation important aspects of farm policy.

These early policies promoted national economic growth as well as individ-
ual achievement. There was also a strong undertone of democratic idealism in
the land distribution policies of the 19th century, foreshadowing the goals of
parity prices and incomes, which in the 1930’s became the intent of Congtess
according to law.

Objectives of agricultural policy ought to be consistent with the objectives
of general economic policy and of the political community. One such objective
is order, established or harmonious relation, a universal but not exclusive goal
of the state. In modern democracies, personal freedom is of nearly equal rank.
Freedom and order are not mutually exclusive, however. Each may be substituted
for, or may complement the other. The extent of order in a society is clearly
greater when that pure freedom to do exactly as one wishes in all matters is
denied.

The major economic counterpart of order is stability. Relative stability of
prices, of production, of employment at a high rate of the labor force, and of
economic institutions (such as the family farm) are major economic goals of
every developed democratic country in the world. No political organization
which must answer to the people can profitably retreat from those goals.

Economic stability conflicts with economic freedom in many ways. But the
U.S. society has chosen the goal of relative stability, and has established institu-
tions to insure its pursuit if not its complete attainment. Thus it has implicitly
rejected a measure of individual economic freedom in favor of limited control by
government over individual affairs.



Only the means and extent of that control are open to question in a demo-
cratic society. If farmers or all voters jointly and freely choose a measure of order
in their markets and reject a bit of managerial freedom, they may be criticized as
unwise by dissenters who seem to see a better way, or who reject the pursuit of
economic stability itself. But they should not be called undemocratic for such
conventional democratic behavior.

Justice is a third major goal of democratic societies with economic content.
The roots of economic justice in free societies are in-the concept of the worth of
the individual person. Justice as an economic goal is neither clearly defined not
measurable. Yet society has continued to dispense pragmatic distributive justice,
largely by enacting laws to lessen the inequality of income distribution. The
slogans of modern agrarian agitation—“equality for agriculture” and “parity”
are rooted in the objective of economic justice, and cannot be lightly dismissed.

Finally, people continue to be interested in their level of consumption.
They want to produce as much as possible, subject to the limitations self-im-
posed by other goals. In short, we want to be reasonably efficient, but do not
reject all other aspirations in favor of efficiency.

OBJECTIVES AND MEANS

There are countless lists of objectives of agricultural policy; there are many
slogans stating specific goals of an era or a group. Yet only one objective of
recent farm agitation and legislation stands out—to raise farm prices and in-
comes. The farm agitation of the 1920’s which led to the agricultural policies
and programs of the 1930’s is almost fully explained by widespread dissatisfac-
tion with the results of the prevailing economic order in agriculture, especially
with the price system, the mechanism for income distribution.

Farm prices fell sharply after 1928 and aggregate net farm income was near-
ly zero by 1932 (11). With those developments, the immediate goals of farm
people crystallized. To re-establish their income position by creating conditions
in agricultural markets which would raise farm prices became almost an exclu-
sive goal of farm policy. If a bit of individual freedom was about to be lost, few
took note in 1933; fewer still mourned its loss. Lack of income had imposed its
own unique restraints on farmers for the preceding decade.

1933-36: The Agricultural Adjustment Act

The Agricultural Adjustment Act' was Title I of “An Act to relieve the
existing national emergency by increasing agricultural purchasing power. . .,”
one of many emergency measures enacted to revive the U.S. economy. The idea
that national recovery would come about largely through agricultural recovery,
though widespread, was not taken seriously by economists even then.> A report
explaining the Act after its adoption stressed the interaction between farm and
nonfarm sectors, but made only small claims for its effect on national recovery
(11).

Approved May 12, 1933, 48 Stat. 31.

*Presidential candidate Roosevelt had said: “I believe that we can restore prosperity here in this country
by re-establishing this gigantic purchasing power of half of the people. . . ” As quoted by Davis (7, p. 2).



It was declared to be the policy of Congress to establish and maintain con-
ditions so that farm prices would be at levels at which agricultural commodities
would have purchasing power equivalent to their purchasing power in the peri-
od August, 1909, to July, 1914. Reduced farm production was called an inter-
mediate objective of the Act but was properly a necessary condition for achieve-
ment of the real objectives, increased farm prices and incomes.

It was also declared to be the policy of Congress to protect consumers de-
spite action to raise farm prices. Farm production was to be cut and prices raised
only to such levels as would not increase farmers’ share of the consumers’ re-
tail expenditures above the share the farmer got in the prewar base period. Con-
sumers were to expect food prices higher than in the years just prior to 1933,
but not higher relative to other prices than they were from 1910-14, except
where marketing charges had risen.

Clearly, the architects of farm policies and programs in 1933 had in mind
an economy with market characteristics and an income distribution different
from what had been in existence. Farm prices, whose level and instability had
been the major source of agrarian discontent since 1920, were the key issue (34,
Ch. 13). Parity prices (meaning 100 percent of parity) were the main symbol,
but they were not a serious objective in 1933 nor were they to become one. Un-
specified higher farm prices and higher farm incomes were the goals.

The Agricultural Act of 1933 authorized the Secretary of Agriculture to re-
duce acreage, production, or both, of any basic agricultural commodity, to enter
into agreements with and to license processors of agricultural commodities, and
to obtain revenues by levying taxes to be paid by the processor.

For wheat, the objectives of the law were to be pursued through the volun-
tary domestic allotment plan (52, pp. 48-49): (1) payments were to be offered
on the 1933, 1934, and 1935 wheat crops to producers entering into contracts to
reduce acreage only 1934 and 1935 (since the 1933 crop was nearly ready for har-
vest when the Act was passed). (2) Payments were to be 30 cents per bushel on
about 54 percent of the national production, (the proportion of the total crop
which had been used as food in the U.S. in immediately preceding years), and
the pro rata share of each contracting wheat producer. (3) Contracting producers
were to reduce acreage by not more than 20 percent from plantings in 1930-32.
(4) To provide funds for payments to producers, a processing tax was to be
levied on the first domestic processing of wheat for domestic human consump-
tion.

Output reduction was the heart of the program (11, pp. 21-62). Compara-
tively large price increases were expected to follow relatively small reductions in
output, and farm income from wheat was expected to increase accordingly.

The processing tax was to provide a fund from which to make payments
to producers who had reduced acreage. It was feared that without such an in-
centive to reduce plantings, few producers would cooperate, and the potential
price increase would either be dissipated by noncooperators who overplanted, or
if it materialized, would benefit noncooperators more than others. In the first



. year of the program (1933), the processing tax was set at 30 cents per bushel,
about 40 percent of the average market price received by farmers that crop year,
as shown in table Al of the Appendix.

Consumers were theoretically, if not materially, protected under the 1933
Act. Few doubted that the processing tax would raise prices paid by consumers
for wheat products. To keep food prices from rising more than justified by the
processing tax, the Secretary of Agriculture was to make public the relationship
between the processing tax and the price paid to producers, and the effect of the
processing tax on prices to consumers. No penalties were provided to enforce
the policy in respect to consumer prices. Instead, the Office of Consumers’
Counsel was established in the Department of Agriculture to provide informa-
tion on prices and margins. Public opinion was counted on to do the rest.

1936-38: The Soil Conservation and Domestic Allotment Act

Superficially, the goals of agricultural policy changed when the AAA was
declared unconstitutional (January 6, 1936) and was replaced by the Soil Con-
servation and Domestic Allotment Act.> A USDA publication stated: “Whereas
prior to the Supreme Court decision, adjustment of acreage and production had
been the primary objective defined by law, and soil conservation and farm man-
agement had been by-products, after the decision, the latter became the primary
function under the law, with production adjustments as the by-product” (53, p-
11).

The provisions of the Act do not support that statement. Cash payments
were to be made directly to producers, as under the voided 1933 law. Major
crops called “basic” in 1933 were designated “soil-depleting” in 1936. Producers
could share in the receipts of the processing tax under the 1933 law only if they
had reduced their acreage of basic crops; they were required to shift a designated
acreage out of soil-depleting and into soil-conserving crops to become eligible
for payments from general tax funds under the 1936 Act.

The speed with which the 1936 Act was passed also contradicts the appar-
ent change in goals. Support for conservation is not likely to have produced the
1936 Act in such a short time. The 1936 Act was a product of a depressed agri-
culture in a depressed economy—the same conditions which produced the 1933
Act. Maintenance and improvement of farm prices and incomes were its main,
though not its avowed, objectives. A renewed national concern with resource
conservation, born of the “dust bowl” and related circumstances surrounding
the adoption of the Soil Erosion Act of 1935, was an important and durable by-
product.

The Agricultural Adjustment Aci of 1938

No significant changes in farm policy objectives were made in the 1938
Act;* the “Declaration of Policy” specified both the end in view and the means
by which it was to be pursued.

*Approved February 29, 1936, 49 Stat. 1148.
*Approved February 16, 1938, 52 Stat. 31.



“Sec. 2. It is hereby declared to be the policy of Congress to continue the
Soil Conservation and Domestic Allotment Act, as amended, for the purpose of
conserving national resources, preventing the wasteful use of soil fertility, and of
preserving, maintaining, and rebuilding the farm and ranchland resources in the
national public interest; to accomplish these purposes through the encouragement
of soil-building and soil-conserving crops and practices; to assist in the marketing
of agricultural commodities for domestic consumption and for export; and to
regulate interstate and foreign commerce in cotton, wheat, corn, tobacco, and ricé
to the extent necessary to provide an orderly, adequate, and balanced flow of such
commodities in interstate and foreign commerce through storage of reserve sup-
plies, loans, marketing quotas, assisting farmers to obtain, insofar as practicable,
parity prices for such commodities and parity of income, and assisting consumers
to obtain an adequate and steady supply of such commodities at fair prices.”

Parity prices, in 1938 as in 1933, meant only higher prices in practice. Parity
income was defined more idealistically:

* ‘Parity,” as applied to income, shall be that per capita net income of in-
dividuals on farms from farming operations that bears to the per capita net in-
come of individuals not on farms the same relation as prevailed during the peri-
od from August, 1909, to July, 1914.” (58, p. 25)

Cash incomes for farmers as high relative to nonfarmers as in 1910-14 were
the stated intent of Congress. But statements of policy do not generate pro-
grams spontaneously, nor were the programs adopted in 1938 railored to in-
come parity as defined. Income parity was not, in fact, a serious goal of the
1938 Act, but a symbol of the period. The 1938 Act established means of pre-
venting prices of specified crops from falling to levels which would have pre-
vailed without the Act, but the price goal was modest, only 52 to 75 percent of
parity. The parity income doctrine, the relationship between per capita net in-
come of persons on farms from farming operations to the per capita net income
of persons not on farms, was left to take care of itself.’

The basic mechanism for supporting the price of wheat and the incomes of
wheat producers was established in 1938 and has not changed materially to 1960.
1. National and farm marketing quotas were to be announced and put into ef-

fect upon approval by producers whenever it was determined that the prospec-
tive total supply of wheat would exceed the normal supply by more than 20
percent, or if, in the absence of such an excess, the price was depressed.
Penalties were specified for failure to comply with acreage allotment and
marketing quota provisions.

2. National, state, and farm acreage allotments were defined, together with
conditions under which they were to be in effect.

3. The Commodity Credit Corporation was directed to make available nonre-
course price support loans on wheat for the first time, whereas such loans
had previously been limited to cotton and corn. The level of loans ranged
from 52 to 75 percent of parity (37, pp. 40-76).

The method of operation was to divert enough wheat (and other commedi-
ties) from market channels to storage when necessary to keep prices at or near
pre-announced levels. The acreage reduction was designed to minimize the

5Per capita income of the farm population was slightly less than half the per capita income of the toral
population in the 1910-14 base period; about the same relationship prevailed in the 1950’ (49, pp. 34-35).



quantities thus diverted. Grain was to be alternately removed from, and returned
to market channels in a stabilizing operation, a hope which did not materialize
fully.

Wartime Amendments

Three legislative acts passed during World War II had marked effects on
the postwar wheat program. Previously, wheat prices could be supported only
from 52 to 75 percent of parity, and had been supported at only 52 to 57 per-
cent of parity from 1938 to 1941 (table A1). The Agricultural Act of 1938 was
amended to support the 1941 wheat crop (nearing harvest), at 85 percent of
parity, more than 50 percent above the previous level.®

At the same time, producers with not more than 15 acres of wheat were
exempted from marketing quota penalties, an amendment which was to be un-
important until 1954, but which has since been a key barrier to remedial wheat
legislation.

The Steagall Amendment (July 1, 1941) required price support at 85 per-
cent of parity for all commodities for which the Secretary of Agriculture had
asked for increased production.”

The Stabilization Act of October, 1942, provided price support at 90 per-
cent of parity for wheat and other basic commodities for at least two years after
the official end of World War II.* This price support level, subsequently ex-
tended through 1954, is often cited as a major cause of the wheat problems in
the postwar period, a contention examined later. The objective of the increased
support levels was closely related to the almost exclusive real goal of all basic
farm legislation to date, to maintain (postwar) farm prices and incomes above
levels which would otherwise have prevailed. A general expectation of unem-
ployment and depression after the war was later instrumental in the enactment
of the Employment Act of 1946,° and contributed to passage of the higher price
Support.

The Agricultural Acts of 1948 and 1949

No change in the objectives of wheat programs or of general farm policy
was indicated in the 1948 and 1949 Acts, which were amendments to the 1938
Act. Nor was the mechanism by which farm prices were to be maintained al-
tered significantly. The 1948 Act'® extended price supports at 90 percent of
parity through June 30, 1950, established a new system of computing parity
prices, and set up a schedule of price supports for basic crops (including wheat)
related to the level of the total supply of the commodity. The “flexible” price
support program, although adopted in principle in 1948, was repeatedly post-
poned, and has never been thoroughly tested, although with modifications it has
been in effect since 1954.

The key feature of the 1948 and 1949 Acts was the following schedule relat-
ing price supports to commodity supplies.**

“May 26, 1941, 55 Stat. 205. 960 Stat, 23.
55 Stat. 498. 1962 Stat. 1248,
856 Stat. 767. 1162 Stat. 1253,



The level of support shall be not

If the supply percentage is'* less than the following percentage
of parity prices:
1948 Act 1949 Act

Not more than 70 90

More than 78 but not more than 80 85

More than 88 but not more than 90 80

More than 98 but not more than 102 75 90

More than 110 but not more than 112 70 85

More than 120 but not more than 122 65 80

More than 130 60 75

The price support schedule of the 1949 Act™® raised the levels of support
15 percent above those in the 1948 Act. However, the 1948 Act had also spe-
cified that if acreage allotments were in effect, or if producers had approved a
marketing quota for wheat (and certain other crops), the price support would
be 120 percent of the level provided in the schedule, but not more than 90 per-
cent of parity. The 1948 and 1949 Acts thus provided nearly identical price sup-
port schedules for wheat and other basic crops when acreage allotments and
marketing quotas were in effect; neither became effective until 1955.

Agricultural Act of 1954

This Act'* set into motion the price support program adopted in principle
but not in fact in 1948. As shown in table A1, 90 percent of parity price sup-
ports for wheat ended with the 1955 crop. The statutory minimum support of
75 percent of parity was reached in 1958, and was continued for the 1959 and
1960 crops.

Price supports falling as wheat stocks mounted were the only substantial
change in the wheat program under the 1954 Act. Acreage allotments continued
to be tied to a long planting history, a minimum national acreage allotment
was again established, and producers continued to be eligible to harvest up to
15 acres of wheat without penalty even though their acreage allotment was be-
low 15 acres. Diversion of wheat into government ownership continued to be
the method of supporting wheat prices.

The 1954 schedule of price supports was from the untried 1949 Act, but it
was not permitted to become fully effective. The support price for wheat, which
would have been 75 percent of parity for the 1955 crop apart from exceptions to
the price support formula, did not fall that low until 1958 (table A1).

EFFECTS OF WHEAT PROGRAMS
Emergency Program: 1933-36

The 1933 wheat program was based on almost universal agreement that the
U.S. demand for wheat was inelastic (see page 43). That is, any decrease in wheat
output was expected to be followed by a relatively greater price increase. Gross
income from wheat would rise, therefore, and production outlays (on fewer

'*Supply percentage was the percentage total supply was of the normal supply, the latter being defined tor
wheat as the estimated domestic consumption plus exports plus 15 percent of the sum of the two.

1363 Stat. 1051.
1468 Stat. 899.



acres) would surely not increase. Net farm income was expected to be greater as
a result.

Contracts to reduce wheat acreage were not applicable to 1933 crop wheat,
nearly ready for harvest when the 1933 Act was passed. Although wheat produc-
tion was down by 310 million bushels (36 percent) from 1930-32, it was the
result of drought, not the wheat program. Incomes of cooperating producers
from wheat production were directly increased during the 1933 crop year only
by the “adjustment payment” of 30 cents per bushel (28 cents net) on 54 per-
cent of their base period production.'® However, with the short crop, the price
received by farmers for 1933 crop wheat was twice the 1932-33 level (table Al).

According to Johnson (52, p. 53) wheat planted for harvest in 1934 was re-
duced by 7.6 million acres, 12 percent of the base acreage. Davis (8, p. 350) esti-
mated later that wheat seeded for harvest in 1934 was reduced only 3.5 million
acres, as noncomplying farmers increased plantings somewhat. The wheat price
recovery was well under way by the time the 1933-34 wheat program was an-
nounced. The reduction in output attributable to the program, whether 30 mil-
lion (Davis) or 60 million bushels (USDA), contributed positively but modestly
to the price strength, and probably contributed little to the 1933-34 economic
recovery.

The acreage reduction required for 1935 crop wheat (to be eligible for in-
centive payments) was only 10 percent. As the drought continued, this restric-
tion was removed, and the 1934-35 program reduced production and increased
price negligibly. Thus, in three years of the AAA, the major gains to wheat
producers came from funds distributed out of proceeds of the processing tax.
Drought decreased production and caused most of the price recovery.

The processing tax paid to the CCC by millers of wheat for consumption
in the U.S,, increased the cost of wheat for milling by nearly $150 million in
each of the crop-years in which the law was effective (1933-34, 1934-35, and half
of 1935-36). Cereal consumption, then as now, did not decline measurably as a
result of increased prices (see table A14). Millers and bakers had no fear then,
and need have none in the 1960’s, that flour or bread sales would fall if the in-
creased cost of wheat was passed on to consumers. In the first report on the
1933 wheat program, it was stated without qualification that *. . . the wheat
processing tax is not borne by the millers . . . It consequently appears that the
entire processing tax has been passed on to the wholesale price of flour” (52, p.
221). Davis (8, p. 365) estimated that the increase in the price of bread, result-
ing from the 1933-35 processing taxes, may have been slightly greater than justi-
fied by the processing tax.

The experience of 1933 to 1935 is especially relevant to discussions of an
appropriate administered price for wheat under future government programs.
Thirty years ago, it was the consumer who paid directly for increased farm prices.
This is still the case. Neither justification of higher farm prices on equity
grounds, nor the possibility of ultimate public benefits, should cloud the issue
of the short-run incidence of farm price increases.

150f 1.2 million producers, 550,000 with 77 percent of all wheat acreage signed contracts to reduce 1934
acreage up to 20 percent, and received payments totaling $95 million during the 1933 crop year (52, pp. 52-53).



A Stop-Gap: 1936-38

There was no identifiable wheat program in effect for the 1937 and 1938
crops. No serious effort was made under the 1936 Soil Conservation and Domes-
tic Allotment Act to reduce wheat acreage and production, as soil conservation
payments were not tied directly to wheat acreage reduction. Payments were
made from federal funds to supplement farm incomes from 1936 to 1938, but
wheat acreage increased sharply as higher prices followed the poor crops of 1933
to 1936, and as the drought ended (53, pp. 253-301).

Permanent Legislation: 1938-60

Higher farm prices were the major tangible objective of the 1938 Act. For
wheat, price objectives were to be met both by reducing acreage and production,
and by removing wheat from the market.

W heat prices and incomes of wheat producers were higher from 1939 to
1943 than they would have been without any wheat program. U. S. farmers
seeded nearly 80 million acres of wheat in 1937 and 1938, the last two crops be-
fore enactment of basic wheat legislation in force through 1960. Under pressure
of a 62 million acre allotment from 1939 to 1941, seeded acreage was reduced
nearly 18 million acres each year. The average yield per seeded acre was near 12
bushels in each of those years, so wheat production was reduced nearly 200 mil-
lion bushels each year by the wheat allotment program. In 1942, wheat acreage
was cut even more by a national allotment of 55 million acres.

Small increases in barley, sorghum grain, and hay acreages were recorded
in major wheat areas in those years. But total land used for crops was reduced;
not all land taken out of allotment crops was planted to an alternative crop.
Reduced wheat output and higher wheat prices were not fully offset by greater
output and lower prices for other farm products in that period.

In the postwar era, this was not the case. The acreage allotment program
reduced total farm output after 1954 only insofar as alternative crops planted on
acreage taken out of wheat and other allotment crops were less productive than
the preferred crop of the area. Most alternatives to wheat, corn and cotton (major
allotment crops) were also supported, but at lower levels than the basic crops.
Shifting acreage to other crops either pushed their prices toward support levels,
or helped to keep them there, thus requiring the Commodity Credit Corpora-
tion (CCC) to purchase additional quantities of minor commodities. The acreage
allotment program of 1954-60 affected the composition of CCC stocks a great
deal, but reduced their quantity very little.

Reduced acreages of wheat were not enough to keep wheat prices at the
modest goal levels of 1939 to 1941 —52 to 57 percent of parity. Wheat prices
were raised (or kept from declining) also by the second price support me-
chanisms of the 1938 Act—nonrecourse loans made commercially, but guaranteed
by the CCC, and which could be paid by delivery of the commodity collateral
to the CCC.
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The method of operating the direct price support program for wheat since
1938 has been an implicit offer by the CCC to buy all wheat produced in excess
of the quantity that would sell during the marketing year at the established sup-
port price. Producers use that option when the market price falls far enough be-
low the support price to make the small inconvenience of the price-support loan
transaction worthwhile.

Any year in which substantial quantities of wheat were put under loan or
purchase agreements,'® prices must have been below the support level for a time
or perhaps for the entire marketing period. Had producers offered additional
wheat for sale instead of using the loan or purchase agreement, prices would
have declined further. Large quantities of wheat pledged for CCC loans are,
therefore, direct evidence that producers would have taken lower prices at some
point in the year if the loan option had not been available.

Large quantities delivered to CCC at the end of the marketing year show
a substantial and sustained difference between the price support and the average
prices which would have prevailed in the absence of a diversion program.

As shown in table A1 more than 10 percent of the wheat crop was placed
under loan in all but four years from 1938 to 1960, and more than 20 percent in
all but seven years. In each year except 1946-47 and 1947-48, the wheat program
caused wheat prices during a part of the year to be higher than they would have
been. In some years (1950-51, for example) large quantities were placed under
loan but little was delivered to CCC. In those years, large price gains from the
loan program did not exist throughout the year, since producers were able to
market their wheat and repay the loan. Since 1952, the average U.S. farm price
has seldom been above the loan rate (table A2), and there were few opportuni-
ties to sell grain, pledged under a price support loan, at a profit in the market.
About eighty-five percent of all wheat placed under loan or purchase agreement
since 1952 has been delivered to the CCC (table A1).

The wheat program has prevented not only price declines but also price in-
creases. Conditions for substantial price increases existed in two periods in the
22-year history of the present wheat program, both in connection with war. CCC
holdings were reduced from 320 million bushels to zero between 1942 and 1946,
helping to restrain wartime price increase. This was repeated on a smaller scale
during the Korean war when CCC stocks were reduced sharply even though
prices received by farmers were seldom above support levels.

Only the direction, not the size of the price effects can be accurately esti-
mated. From 1938 to 1942, when 14 percent of all wheat produced went into
stocks, wheat prices would have been much lower, perhaps as much as 50 per-
cent below the actual price, had the loan and storage program not been in opera-
tion. Without either the loan program or acreage allotments, wheat prices
would probably have been very low until 1942.

From 1942 to 1948, effects of the wheat program on prices were either
negative or negligible. Addition of wheat to CCC stocks in 1949 and 1950 again
prevented price declines.

"%Since 1948, producers have been able to assure themselves of the support price without the inconvenience
and cost of borrowing with a warehouse receipt as collateral—by entering into 2 purchase agreement in which
the CCC offers to buy at a certain date, if the producer is willing to sell on that date, a specified amount of
wheat at the support price.



From the great 1952 crop through 1959, when from 15 percent (1956-57)
to 41 percent (1953-54) of production was delivered to CCC each year, wheat
prices would have fallen sharply any time the program was ended. If the wheat
program had been abandoned, or marketing quotas for wheat rejected in pro-
ducer referendums while the corn price support program was continued, wheat
prices would have fallen to near the level of corn prices.

This would not have forced an immediate drop in corn prices if the corn
loan program had remained in operation. But with wheat added to feed sup-
plies, more corn would have been acquired by CCC as producers declined to
take the lower corn prices dictated by the addition of large amounts of wheat to
the feed supply.'™ Given the historic level of support for U.S. corn, recent na-
tional average prices for wheat and corn if both were set chiefly by the corn
program, would have been about as shown in Column 3 below.

Actual Estimated Actual
Year wheat price wheat price* corn price
(dollars per bushel)
1952-53 2.09 1.62 1.51
1953-54 2.04 1.58 1.48
1954-55 2.12 1.52 1.42
1955-56 1.99 1.44 1.35
1956-57 1.97 1.38 1.29
1957-58 1.93 1.19 1,11
1958-59 1,72 1.19 1.11

* Assuming equal feeding values per pound of wheat and corn, and no location
differences.

If wheat and corn price supports had both been terminated in any year,
wheat price declines would have been immediate, sharp, and probably sustained,
even with CCC inventories withheld. Foote and Weingarten (14, pp. 40-41)
estimated that if both programs had been terminated in 1956 and surplus stocks
impounded, the price of wheat for 1956 would have fallen from near $2 per
bushel (table A2), to $1.65, while the price of corn would have fallen from $1.29
to $1.19 per bushel in the first year; 1959 prices were estimated as $1.24 and
$1.15 per bushel, respectively, under those conditions.

If grain stocks had been made a part of the total supply, and price supports
and production controls ended in 1956, with annual wheat exports limited to
400 million bushels, wheat and corn prices were estimated, respectively, as $0.56
and $0.76 in 1956, and $1.15 and $1.14 in 1959 (14).'® Such estimates are quick-
ly out of date, but they tend to confirm the judgment that grain price support
levels have been and remain well above the level of prices that would prevail
if price supports were ended.

Effects of wheat programs on the location of wheat production. Most of
the arable land in the United States is physically suited to wheat production.
Wheat is produced in nearly every state, and in recent years 39 states have had
allotments of 25,000 acres or more (table A5). That little wheat is .grown in

"See also Foote and Weingarten (14, p. 36).
Qutput was assumed to not be affected by the lower price in the brief period considered.



many areas with the highest yields is explained by the relatively greater pro-
ductivity of other crops in those areas, and by price relationships among wheat
and other crops.

By any historic comparison, wheat programs have only minor effects
on the location of wheat production. Small shifts in location caused by
the program have not been an important cause of our most serious wheat
problems.

The wheat problem of the late 1950’s and early 1960’s is primarily a hard
red winter wheat problem. To a lesser degree, it is a problem of potential sur-
plus production of most classes of wheat. Major wheat problems are closely re-
lated to the wartime expansion of crop acreage which occurred almost exclusive-
ly in the Great Plains—the hard red winter and spring areas.

Looking back, the Cornbelt and adjoining states produced two thirds of all
wheat by 1869, having assumed production leadership from eastern states (table
A4). By 1899, nine Great Plains and northern srates produced 46 percent of all
wheat, and four western states produced 12 percent. The broad outlines of re-
gional specialization in wheat as it exists in 1960 were established by 1918-20.
The Cornbelt share of the wheat acreage was to decline after 1920 and the south-
ern plains and northwestern areas to expand, but the aggregate changes made in
the 40 years (to 1959) were minor. By 1928-30, the Cornbelt, the northern and
southern plains together, and the Northwest had reached almost the identical
acreage shares they held in 1959 and in most intervening years (table A3). Im-
portant changes were yet to occur in acreages and shares of U.S. acreage in sev-
eral states after wheat programs were begun but not because of the wheat pro-
grams.

It is often contended that wheat prices support and/or acreage allotments
produced or maintained a pattern of wheat production location different from
that which would have developed under the free market, a matter extremely dif-
ficult to evaluate.

Certainly no large changes in production location can be ascribed to the
1933-38 programs. Acreage limitations scarcely operated in those years. Nor were
wheat programs the most influential factor in wheat production during those
years of drought and depression. Neither the 1933-36 nor the 1937-38 programs
operated long enough to leave any lasting mark on the wheat economy.

The wheat program established by the Agricultural Act of 1938 was the first
which might have influenced production location. At that time, corn production
was becoming favorable relative to wheat in the Midwest as hybrids were adopt-
ed. Corn acreage allotments were also in effect, causing pressure to put idle corn
acreage to wheat. However, producers without wheat allotments could not harvest
wheat at that time without penalty. This fact, and the limited period in which the
prewar wheat program was effective, would have prevented any major acreage
shifts among regions under the 1938 Act before World War II, had they been
indicated by economic conditions.
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The distribution of wheat acreage allotments, in 1938 and subsequently,
was based directly on acreage in the previous ten years, adjusted for abnormal
conditions which affected wheat planting. Beginning with the 1942 crop, an
amendment to the Agricultural Act of 1938 exempted from marketing quotas
producers planting up to 15 acres. This provision became effective at a time
when the wheat program was virtually suspended as a major factor in market
price determination or the allocation of farm resources, and was not widely used
until 1954.

Speculation concerning locational changes which might have taken place
between 1938 and 1942 under a free market is not very useful. Extreme stability of
the location of wheat plantings and expected production prior to federal wheat
programs and the absence of large changes in the technological relationship of
wheat production to other farm production in the immediate prewar period sug-
gest that such shifts would have been small. In the brief prewar span of wheat
legislation (1938-42) there was too little time for major changes in production
location from any cause. Free market wheat prices would have been far below
the range of 49 to 82 percent of parity which prevailed, as shown above. But
corn prices were similarly low and would have been lower had there been no
price support. Neither technology nor prices would have exerted a marked in-
fluence on production location, the<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>