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F O R E W O R D 

In recent years, fellows from the cloistered halls of learn
ing have been descending the steps of their ivory towers in 
increasing numbers for a rendezvous with the guys from the 
battlegrounds of business. On the one hand, there is a grow
ing realization among the scholars that such contacts with 
reality have a gyroscopic effect. It keeps them from getting 
too far out in left field. On the other hand, the makers and 
merchants, devotees of Fortuna and Yacatecuhtli, have mani
fested an increasing interest in the research findings flow
ing from the test tube laboratories, and from the pens of the 
philosophers of the behavioral sciences. This mutual inter
change of ideas, experiences, and observations in the physi
cal sciences has produced phenomenal results in the perfor
mance of men and machines as the recent flights of the cos
monauts illustrate. 

T h e social sciences are less startling in their revelations, 
but, I believe, they are no less effective in transforming the 
fortunes of mankind. They trail in the parade of progress, 
perhaps, as a natural sequence of events which calls them 
into play. With a little bit of luck, I believe their contri
butions will follow in the wake of the great upheavals caused 
by the many new technological discoveries made in the past few 
decades. On other occasions, I have asserted that "the art 
or the science of marketing is in its infancy." It is only dur
ing the past half century that the schoolmen collectively have 
given the subject any serious consideration. The first 25 
years of this period were spent in elbowing their way into the 
curricula of the colleges and universities, and in forming an 
organization supported by a budget and a trained staff. After 
they had succeeded in chipping out their own niche of spe
cialization within the realm of the social sciences, there were 
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fewer distractions and more incentives to turn their atten
tion to creative work. 

The charter members of the Board of Trade of Chicago 
founded this institution without benefit of counsel or direc
tion from the academicians simply because there were no 
economists on the scene, or if there were any, they did not 
concern themselves with problems of marketing or futures 
trading. One of the first scholars to recognize futures trad
ing in a formal way was Henry Emery of Columbia Univer
sity, 1896. His efforts in this direction, however, were insu
lar. The next writer of note — Harrison Brace, presented 
his version on futures trading in 1913. In the half century, 
1896-1946, the principal books appearing on the subject could 
be tallied on the fingers of one hand, and these, I might add, 
were primarily descriptive rather than explorative in con
tent. No attempt is made here to account for the consider
able volume of reports, pamphlets, hearings, and other pub
lications slanted either toward or away from dealings on the 
commodity exchanges. 

The future, to me, has a brighter hue. During the past 
10 to 15 years, several economists have delved into various 
aspects of futures trading in an objective manner broadening 
our understanding of the functions of commodity exchanges 
and their role in an acquisitive society. The publication of 
the papers and commentary presented in the 1959 seminar 
sponsored by the Board of Trade has elicited many favorable 
comments, as the publication of our deliberations in this 
meeting is certain to do. It is this enrichment of the litera
ture that is so essential for effective instruction in the ad
vanced marketing courses offered in our higher institutions 
of learning. 

Outweighing this consideration, in my estimation, is the 
influence which these discussions and papers may have in 
stimulating interest and inspiring students of market orga-
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nizations to press their inquiries farther out on the horizon 
and deeper into the core of the subject. T o illustrate, one 
facet of these potentialities intrigued me this past week. My 
attention was drawn to a statement claiming the market fore
casters have been experimenting with new devices in pre
determining cyclical turns in the stock market. They claim 
a higher degree of accuracy than ever attained before. Re
cently, they pronounced a major break-through in forecast
ing price trends for individual stocks by the use of new tech
niques with the aid of modern computers. If a reasonable 
degree of success is achieved in determining future price 
trends for common stocks, how long will it take to thus fore
cast the price of specific commodities, and how will this de
velopment, if applied successfully, be best administered in 
the interest of everyone concerned in projecting prices into 
the future. 

A corollary to this avenue of enlightenment is the scholar
ship program sponsored by the Board of Trade. Each year 
two grants are awarded on a competitive basis, one for stu
dies toward a Master's degree and the other toward a doc
torate in any university of the candidate's choice. This pro
gram for increasing competence in the field of marketing 
agricultural products actually had its origin in the Uhlmann 
grants which were current for several years. It is recognized, 
of course, owing to the vicissitudes of life that some of the 
students awarded these grants will be diverted into other 
channels of livelihood. Consequently, they may never direct
ly conceive a salient idea improving our market economy, but 
their advanced training in problems of marketing and dis
tribution might, nevertheless, exert an indirect influence of 
a salutary nature on market development wherever they may 
reside. 

These seminars have several unique features that set them 
apart from the ordinary convocations of scientists. They are 
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attended by a limited, select group of persons drawn from the 
professions and the trade. The invitees are guests of the 
Board of Trade, and there is an ostensible obligation to con
tribute to the proceedings if the spirit moves them. They 
are warned, however, that anything they may say will be held 
against them for the remainder of their natural lives. 

These sessions are being held within earshot of the clamor 
and tumult of the world's greatest commodity market. Con
sequently, let no participant be disturbed if they observe any
one drifting in and out of the room during our deliberations. 
T o the member-actors in this drama of real life, "the show 
must go on" as they attend to their daily round of duties. 
We hope business activities on the Board will not be so in
tense during today and tomorrow that it will make it diffi
cult for members from the pits, the desks, and the cash tables 
to attend. This opportunity for close association between 
educators and members of the trade is a real privilege. It can 
only lead to mutual respect and a better understanding of the 
problems confronting those who take part in this pow wow. 

The theme of this seminar is the "Influence of environ
mental factors upon our markets in particular and world mar
kets in general." Since it was obviously not possible to con
sider all exogeneous factors affecting markets in a two day 
conference, our committees settled on four topics, two of 
which stress governmental intercessions and the other two 
are concerned with national and regional organization pro
grams designed to facilitate trade. 
September 5, 1962 

Henry H. Bakken, Chairman 
Educational Advisory Committee 
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IMPACT OF GOVERNMENT AGRICULTURAL 
PROGRAMS UPON MARKET STRUCTURES 

AND FUNCTIONS 

Henry B. Arthur 

B, 'EFORE one can comment 
intelligently about the impact of Government Agricultural 
Programs upon market structure and functions, it is highly 
important to clarify some concepts. In marketing literature 
there is a heavy burden of multiple meanings for "markets", 
"market functions", "market structure", "market behavior", 
"market performance", and, of course, the activity called 
"marketing". Sometimes they are ambiguous; sometimes con
tradictory. The meanings we will use are a selection for our 
particular purpose. 
1. Markets 

Markets can be defined broadly enough to embrace all of 
those relationships between firms or individuals where
by necessary inputs of goods and services are brought 
together to make their contributions toward the emer
gence and sale of a final end product.1 In other words, 
markets provide linkages, and in each case they perform 
a function relevant to the end purpose at hand — a fin
ished product delivered to an ultimate customer. Such 
relationships or linkages are primarily "vertical". They 

1 There is a meaning for the word "market" which is unduly restrictive for our 
purpose — that which is equivalent to a description of the final buyers and 
their buying habits, as in the case of "the market for television sets" or for 
cosmetics. Our markets embrace both buyers and sellers and the factors which 
both take into account. 
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FUTURES TRADING SEMINAR 

bring the goods and services one step nearer to the con
sumer. 

Markets permit the production process to be accom
plished in separate and independent stages. At each 
stage services are performed and value is added. The 
succession of market transactions as goods move from 
basic resources toward the consumer theoretically pre
sents us with a succession of appraisals of values added 
as the stream of goods progresses from stage to stage. It 
is these cumulative appraisals which give us a constant 
linkage between the uses to which we put our resources 
and the ultimate values which the market system expects 
the final consumer transaction to validate. In contrast, 
government controlled markets (or "State Marketing" 
as in the communist countries) often omit this vital check 
on "discounted" or expected consumer evaluation, and 
rely most heavily upon cumulative costs or arbitrary al
locations. 

Having said this, we should recognize that almost every
where, and at practically all stages, the government is 
a part of the market structure of today's world of com
merce, and often a major factor in its transactions. 

Markets as they operate, embrace relationships that 
are INTER-personal or INTER-firm.2 These inter-firm 
relationships have, as we all know, a great many dimen
sions. The one that is likely to come first to mind is the 
bargaining relationship between a buyer and a seller. Of 
course, this was the classic concept of marketing in the 
early days — the bringing together of a buyer and seller 
and the "bargaining out" of the terms of transaction. 
Henry H. Bakken in his paper before the Futures Trad-

2 The conduct of relationships within a firm may have analogies to markets and 
marketing but they are not regarded as a part of our field. 
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INFLUENCE OF ENVIRONMENTAL FACTORS 

ing Seminar in 1959s cited, in a most interesting way, the 
historical development of various marketing arrange
ments and the historical evolution of the systems and 
rules which made it possible for markets to evolve from 
crude gift-giving and barter to extremely refined con
tract markets and future trading. The old principles of 
caveat emptor were modified. Orderly procedures and 
rules were developed to make it possible to introduce 
specifications in place of spot inspection and delivery. 
Bargaining, while perhaps still among the most important 
relationships in the field of marketing, has been vastly 
modified, sometimes beyond recognition. Products have 
been elaborated and differentiated to a point where they 
bewilder consumers (and indeed even the professional 
industrial buyer). In the case of many staple agricultural 
products and basic raw materials, the process of classifi
cation and grading has minutely divided the total supply 
into use categories, variations in quality, in service, and 
in the terms of sale. As a result of these and other changes, 
a consumer today seldom finds himself haggling over a 
trade. He is confronted with numerous alternatives of 
brand names, qualities, sizes — and of course competing 
stores — where he normally makes his selections with
out personal negotiation to resolve the differences be
tween himself and the seller. At the point of purchase 
the choice is likely to be unilateral, not a matter of give 
and take between two parties. 

We have mentioned two kinds of marketing relation
ships — bargaining, and the exercise of choice. There are 
many other4 which are interrelated with these two. How-

8 Futures Trading Seminar, Vol. I, Mimir Publishers, Inc., Madison, Wisconsin, 
1960. 

4 e.g. longtime contracts, auctions, communications through missionary salesmen 
or advertising — 
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FUTURES TRADING SEMINAR 

ever, we can regard the other arrangements as being subor
dinate to the essential features of bargaining and the mak
ing of choices. In fact, when we begin to look at market 
structures we find that most of the arrangements we en
counter are devices that have been developed in our more 
or less civilized world for the purpose of making it more 
convenient for the bargainer or chooser himself to be 
more intelligent or better informed. 

The bargaining, the making of choices, the transaction 
are at the focus of the market. The broader market area, 
or the scope of the market, is the entire area where prac
tical alternatives exist and are given consideration in the 
process of arriving at a final choice. 

A market has a "focus" and a "scope" for you or me 
in the purchase of a new car or a can of tomatoes. But 
"focus" and "scope" have a more conventional meaning 
when we think of markets with broader participation of 
both buyers and sellers. Hence we can say that a mar
ket (micro) is the relevant environment of a particular 
transaction; a market (macro) is a conglomerate environ
ment embracing many somewhat similar transactions. 
Transactions are the definitive things in either case; the 
environments can be almost as varied as life itself. 
Market Functions 

Whether it is accomplished through bargaining or uni
lateral choice, a transaction normally provides for the 
performance of economic services or the transfer of title 
to goods. The transaction, and what it provides for, is 
of course the prime function of a market. It facilitates 
exchange. However, the functions of a market go far be
yond the transaction. They include the transmitting of 
incentives and rewards — the signals that guide our eco
nomic production and resource allocation. The market 

[6] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

provides access to goods and services on terms that make 
each buyer equivalent to the "most favored buyer" and 
each seller to the "most favored seller", assuming com
petitive conditions exist. 

These are the bare fundamentals of market functions.6 

I like to think of the word "function" as meaning the 
"job to be done". The job existed before the market per
formed its function. If a market fails to accomplish one 
or more of its necessary or traditional functions, then 
some other arrangement has to be found to fill the gap. 

Markets have purposes to accomplish. They also have 
consequences some of which may be unrelated to tradi
tional purposes, but some of which may thwart the pur
pose or introduce new complications. This is particular
ly true in instances where innovations such as government 
control programs are introduced. 
Market Structures 

Market functions are performed in a particular way 
largely because of the market structure which exists. We 
have defined market structures as those parts of the mar
ket environment that comprise the pre-existing "institu
tions" and arrangements for implementing market rela
tionships. Institutions include entities such as market 
places, but they also include a great deal more. Market 
news services can be regarded as institutional parts of a 
market structure. The same is true of price catalogues, 
rate books, and the like. All kinds of legal rules defining 
eligibility or restraints on trading would be a part of the 
institutional structure. Market structures also include 

5 1 am not planning to discuss in detail the great array of so-called marketing 
functions. Almost any standard textbook on marketing contains a listing of 
marketing functions. Of recent years there has been a considerable emphasis 
upon arriving at a consensus as to the definition of marketing, and through 
this process the functional areas are tending to be standardized. 
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the people who do the trading, but not their actual trad
ing activities. 

Thus, market structures embrace the rules, the infor
mation systems, indeed all the arrangements for integrat
ing the needed resource inputs in a vertical commodity or 
industrial complex. They include arrangements to ac
commodate the peculiarities of the commodity itself — its 
degree of standardization, its perishability or its assorted 
sources and uses. But they exclude the actual negotia
tions and the decisions arrived at. 

Within the terms as we are defining them, we could 
think of a "micro" market structure for a single trans
action, even an isolated one. Competition enters into 
this "single transaction" kind of market structure when
ever a buyer or a seller has the opportunity to choose 
another bargaining partner or another product or ser
vice. When we look backward from a consummated trans
action, we find that competition represents the series 
of opportunities which were open to the buyer or to the 
seller, whether accepted or rejected. The successful buy
er and seller were the successful competitors. 

Most authorities would say that there is not a market 
unless there is a large mass of transactions and unless 
considerable numbers of buyers and sellers assemble to 
negotiate their trades. In contrast, I am suggesting that 
such markets represent conglomerations of individual 
transactions each one of which may be unique in terms 
of the set of market considerations that surrounded that 
particular transaction. When we consider many trans
actions, we obscure conditions differing from one trans
action to the other in which widely diverse sets of con
siderations are taken into account by individual buyers 
and sellers. For some individual transactions the consider-
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ations taken into account by a particular buyer or seller 
may be few and simple, for others they may reach far 
afield. Nevertheless, these considerations represent op
portunities between which choices were made and are 
therefore in a very real sense a part of the market struc
ture being considered. 

In this sense the conventional market, or market place, 
is very seldom a completely closed system. There are 
almost always opportunities to take advantage of a wider 
area or of different offers outside the market system being 
considered. In fact, some of the participants are constant
ly exploring or moving to other sources or other outlets. 

In other words, markets are useful devices for the very 
reason that they are loosely defined arrangements. This 
is one of the basic dilemmas that is faced by anyone who 
tries to regulate markets. There is a tendency to assume 
that a market structure is a closed system within which 
all kinds of manipulation or exploitation can occur with
out any recourse for those who are in the market. The 
fact of the matter is that both buyers and sellers usually 
have a great many additional choices by turning beyond 
the restricted limits of the market being considered and 
therefore the degree of flexibility in our marketing sys
tem greatly exceeds that which is assumed by most reg
ulators. 

4. Market Behavior and Market Performance 
The terms "market behavior" and "market perform

ance" are sometimes thought of as interchangeable terms. 
However, a distinction may be made between a factual 
report of what happens or has happened — market be
havior — and an analytical statement of the degree to 
which a market accomplishes its functions — market per
formance. 

[9] 
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5. Marketing 
Marketing is mentioned here merely to emphasize that 

the activities we refer to as "marketing" in the business 
world are not the activities we are discussing here. Al
though they relate to the same facts, the orientation is 
different. The average marketing executive in a busi
ness firm is likely to be basically interested in "sales" 
and programs that will generate or improve sales. How
ever, his environment is undoubtedly composed of mar
ket structures; his functions involve most of the elemen
tary functions of markets as well as the specialized con
siderations of product development, advertising, manag
ing a sales force, etc. 

GOVERNMENT C O N T R O L PROGRAMS AND 
"FREE MARKETS" 

What has been said is enough to illustrate the breadth of 
market structures and to establish the terms on which govern
ment control activities become a part of these structures. Mr. 
William McChesney Martin, Chairman of the Federal Re
serve Board, said in his commencement address at Harvard 
last June, "The Government is deeply involved in the con
duct of our economy and it could not extricate itself alto
gether even if it were minded to do so." 

The distinctions which have been made between markets 
and market structures give us at least a small hand-hold for 
grappling with the question of the impact of government con
trol programs. The acceptance of government authority in 
prescribing and defining parts of the market structure is long
standing and non-controversial. One of the easiest ways of 
illustrating this acceptance is to consider the number of in
spectors, of market reporters, of court actions to enforce con
tracts, of registrations, licenses and the like which we en
counter every day. 

[10] 
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All of us understand that the term "free markets" does not 
mean freedom from all restrictions. Most markets, even with
out government intervention of any formal sort, would be 
subject to innumerable rules and customs. The two elements 
of freedom that seem to be most significantly present in "free 
markets" are freedom of pricing and freedom of access. 

The institutions and arrangements that make up a market 
structure are sometimes restrictive, sometimes facilitative. 
It is not always easy to distinguish between the two. 

Rules and customs that would generally be acknowledged 
as facilitating trade include those relating to such things as: 

Honesty in dealing (including the law of property and 
contract) 

Physical facilities and conveniences 
Definitions of terms to facilitate mutual understanding 
Information services 
Trading rules 
Grading (voluntary) 
Credit information and facilities 
Weights and measures 

Some restrictive arrangements are: 
Licenses 
Entrance fees and qualifications 
Tariffs 
Quotas 
Compulsory or arbitrary classification of sellers and 

customers 
Compulsory arbitration 
Preponderance of market power 
Patents and other exclusive privileges 
Copyrights, brands, etc. 

Many trading arrangements are initially entered into on 
a free basis, but because they involve contracts or commit-
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ments covering a substantial period of time they may have 
a variety of restrictive consequences. This would include: 

Franchises 
Dealerships 
Options 
Restrictive covenants 
Requirements contracts, etc. 

It seems fairly safe to affirm that most of the activities of 
government which relate to market structures have over the 
years had a strong influence toward facilitating trade. Some 
of the highlights of such influences are seen in the all-impor
tant market intelligence provided through government chan
nels. This is not just market reporting on things like supply 
and price. It is market intelligence in very considerable depth. 
More information is available about our heterogeneous agri
cultural and agribusiness industries — and it is rendered in 
a more usable form — than is available for nearly any other 
comparable sector of the economy.' Without government 
information services, the census, market news service, innu
merable special studies and information from regulatory 
agencies, agriculture and many other industries as well would 
be floundering in virtual ignorance. 

Market structures include not only information, but ac
cess to markets by both buyers and sellers. Here again, gov
ernment activities in the field of highways, mail services, and 
various market facilities have opened the channels of trade 
to much broader participation. 

In many other ways the role of government facilitates the 
functioning of free markets. The existence of orderly pro-

5 This statement might be challenged by people in other fields, such as money and 
credit, securities, transportation, or labor, where extensive information is 
available. However, the information in these fields, while extensive, seldom 
provides the "depth", the facts and factors underlying supply and demand, 
that are available for agricultural industries. 
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cedures relating to honesty, to the defining of generally ac
cepted terms of trade, of grades, of effective labels, greatly in
creases the efficiency with which transactions can be accom
plished. 

It should be noted that none of the last named procedures 
is considered restrictive if it leaves room for the voluntary 
meeting of minds as respects final transactions. In other 
words, grades need not be mandatory; acceptance of custo
mary terms may be optional. When we move to the next step 
and shift the role of government to that of regulator issuing 
orders of "thou shalt" or "thou shalt not", we enter the re
strictive list. 

In appointing Lester P. Condon as Inspector General in 
charge of a newly established Office of Internal Audit and In
spection in the United States Department of Agriculture, on 
June 19, 1962, Secretary of Agriculture Freeman said that 
"the growing complexities and increasing responsibilities as
signed to this Department require that we must continually 
appraise the effectiveness with which we discharge these re
sponsibilities. The highest possible standards of performance 
must be maintained at all times. Our internal audit and in
vestigation activities are essential to the accomplishment of 
these objectives. 

As Inspector General, Mr. Condon will report directly to 
the Secretary. His duties will include review, appraisal and 
policy direction of independent internal audit operations 
in 10 major agencies now carried out by some 700 people." 

The reason for Mr. Condon's army of auditors, however, 
is not chiefly the enforcement functions of the USDA in 
policing markets. It is safe to say that the major reason for 
the auditors is the fact that Uncle Sam has moved from the 
role of referee to that of player in the marketplace. The Com
modity Credit Corporation, with its seven to eight billion dol-
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lars of assets, is one of the world's largest corporations en
gaged in commerce. Back of this huge corporate operation 
are the vast number of agency arrangements, guarantees, con
tracts and other types of commitment which involve Mr. Free
man's department in direct business arrangements with at 
least several million farmers.7 Thus the government has had 
a direct impact upon market structures, not only because it 
has developed and policed rules of conduct but also because 
it has become by far the largest participant in several of our 
most important markets. 

The government agricultural control programs of course 
have many kinds of impacts upon markets. The activities that 
take the form of referee or facilitator of orderly marketing 
and the like have been mentioned. We tend to accept most 
of them as being a part of a free market system. The same is 
true of other government activities (such as antitrust laws) 
which are intended to prevent participants from disrupting 
orderly market structures without engaging the government 
as a trader or participant in the transactions of the market. 

The agricultural control programs of the past 35 years 
have moved far over into the area of making government a 
major participant, a trader, an active influencer of price lev
els. Without going into detail, the principal programs of this 
sort can be classified into five categories: 
1. Activities affecting access to the market, or permitting 

and fostering government supervised monopolistic prac
tices.8 These include nearly all market orders. 

2. Price support purchases and loan programs. These pro-

' Allotments in 1960-61 have been listed as numbering roughly 100,000 for pea
nuts, 500,000 for tobacco, over 900,000 for cotton, and between 1,500,000 and 
2,000,000 each for corn and wheat. 

BThe terms employed in the numbered points are not intended to be prejudicial 
in any sense; the use of the words "monopolistic", etc. is simply to enable us 
to compare impacts of these programs with the free market model. 
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grams make the government a direct trader or the equiv
alent of one. Generally the primary purpose of govern
ment trading is to influence and dominate the price. 
This is seldom the prime purpose of private traders; if 
it is, they are likely to be accused of price-rigging. 

3. Production controls, acreage quotas, land retirement and 
the like are programs designed to control resource in
puts or to limit the supply coming to market, thus to 
create scarcity. Their impact upon market structures 
may be nil, but they seek to employ the most basic monop
olistic device in the book — such control of supply as 
to enable prices to be fixed. This of course is done on 
behalf of the farmers, not to provide any benefits to the 
government itself. 

4. As a counterpart of point 2, the government, not being 
itself a consumer, must dispose of that which it acquires. 
It must choose between selling, giving away, destroying, 
or letting its supplies hang over the market. In private 
trade, many of the practices followed in disposal activi
ties are given names like "dumping", "salvage" or "waste". 
One disposal channel — resale in the commercial market 
— is largely foreclosed to the government unless produc
tion controls, crop failures, war, or other catastrophe re
places surplus with shortage, or unless price objectives 
are modified. 

5. Stimulated or subsidized demand is the matching device 
to be paired with output controls. Here the buyer is 
given the means or inducement to procure more in the 
regular market channels. It includes stamp plans, adver
tising and publicity campaigns and the like. 

What have the several government programs referred to 
above done to markets and market structure? Can we expect 
markets to behave in new and different ways because of 
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them? Will market performance be as effective in accomplish
ing the functions we normally expect of markets? 
Market Orders 

Market Orders usually impose a substantially new set of 
market structure conditions. Frequently they go beyond what 
I have defined as market structure and deal directly with 
access and price. They may prescribe who may trade, what 
grades or qualities may be traded, what price may be charged 
or paid, who shall receive subsidies and on what terms. In 
effect they preempt the most vital of market functions, and 
may go so far as to fashion their own market structures to 
accomplish their purposes. A private monopolist employs 
many of these devices, but we undertake to protect ourselves 
by our elaborate system for enforcing competition. In market 
orders this is not our defense; instead, we deliberately create 
market power and then rely upon a market authority or 
watchdog to see that market power is not abused. 

Market orders may depart from the free or competitive 
market norm in another way. They may so freeze the price 
as to make it a part of the market structure — a fixed fac
tor. This inevitably changes the guidelines and signals which 
lead producers and consumers to adjust their output and con
sumption to keep the two somewhere near in balance. We 
have thrown away or at least pegged the automatic regulator, 
and must of necessity replace it with another. Usually this turns 
out to be an arbitrary authority. Thus we have not only affect
ed the free choices of buyers and sellers in the market itself, but 
we have also taken on the task of replacing the vast under
lying network of self serving decisions with arbitrary restraints 
and regulations. This is a big order. The problem is not 
just a matter of deciding what are the right answers; it is a 
matter of getting them carried out. The machinery for doing 
this is inevitably complex and we need look no farther than 
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a typical milk market order to learn that resourceful people 
find loopholes, that conditions constantly change, and that 
this type of regulation inevitably breeds more regulation. 

This is not to say that market orders can't be made to work. 
Some can and some can't. Almost always the complexity of 
the machinery imposes major supervisory responsibilities. 
The regulations are usually cumbersome and often lead to in
efficiency. Sometimes they place great temptations before 
the enforcement authorities, either to exploit the regulations 
for their own profit or to favor their friends. Seven hundred 
auditors in the USDA may well be an insufficient number. 

In summary, we can say that market orders are a device 
for revamping the market structure. Where they have any 
substantial effect, they greatly alter the performance of mar
ket functions and the role of those in the market. 
Price Support Purchases or Loans 

In the second category of control measures we are likely 
to see less impact upon market structures as such. Instead, 
the government becomes a trader or participant in the mar
ket, taking its place along with other traders. The structure 
is of course affected by the entry of a single pre-emptive buyer, 
just as it would be by the entry of a large pre-emptive private 
buyer. T o the extent that the government can stay on the 
buying side and not have to resell its supplies, it can affect 
price. 

Private traders tend to deal with this kind of governmental 
activity very much as they would with the entry of any other 
large trader. They can continue to perform most of their in
dividual functions even though a major new price factor is 
present. They learn to operate in the shadow of the "big guy". 
They have found ways to deal profitably and to save their 
customers even with the government present. They can trade 
with the government as with anyone else. The functions of 
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the total market are distorted, however, so far as price sig
nals are concerned. With price supports, cotton competes 
less advantageously with other fibers. Meanwhile, high prices 
stimulate increased production which is not a reflection of 
the true demand, and more restrictions are required. 
Production and Acreage Controls 

Government control of production and acreage again has 
a more limited impact upon market structures than do mar
ket orders. The control device in this case does not necessarily 
require the government to enter the commodity market at 
all. (Usually, of course, production controls have been linked 
with price supports, but for our purpose they can be treated 
separately.) The production control itself is in the nature of 
a contract between the producer and the government, and it 
is designed to affect the supply coming to market. The market 
structure, however, (except for the contract by producers to 
co-operate, which is a new market structure in itself), experi
ences little change. 

The use of the market to give signals that guide produc
tion plans is of course sharply modified by the imposition of 
the quota scheme. 
Disposal, Diversion and Subsidy Programs 

Disposal programs are a necessary consequence of prior 
acquisitions. Their impact upon market structures arises 
largely from the fact that the government is under great pres
sure not to have supplies pi~oduce their usual impact upon the 
market. This calls for special arrangements. In the extreme, 
the market can be completely circumvented by the destruc
tion of the surplus. Since this is seldom feasible, the supplies 
usually hang over the market and have to be disposed of in 
a way that affects commercial channels. 

Short of destruction, one of the most frequent procedures 
is to find diversionary channels where the supplies will not 
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have their usual effect upon the market. Subsidized industrial 
uses of food products is one device. Gifts to those who would 
not otherwise be able to purchase is another. Export subsi
dies have been introduced in many forms, in order to at
tract trade which would not otherwise be generated. The 
range of export deals covers the entire scale from outright 
gifts to price remissions, from acceptance of inconvertible 
currency to arbitrary long-term credits. 

The impact of the disposal programs upon market struc
tures can vary widely. There have been government state
ments affirming the intent to use normal commercial chan
nels. While this has been attained in considerable measure, 
there is something of an anomaly in the use of normal com
mercial channels in order to move goods into abnormal out
lets. This suggests that market structures are in effect modi
fied substantially. Anyone dealing actively in commodities 
which come under the Public Law 480 program can testify 
to the degree of impact. When sales are not based on the 
high bid, the market structure is surely modified, and some
times severely warped. The degree of severity depends upon 
how well the disposal channels are insulated from normal 
channels of trade. 

A government threat to use dumped grain surpluses as a 
club to induce compliance (called co-operation) with acreage 
restrictions is an interesting new example of the interplay 
of control with market functions. This device could, it ap
pears, force all compliance grain into government hands, 
leaving non-compliance supplies and government sales to 
move at prices substantially lower than "support" levels. 
Stimulated or Subsidized Demand 

In contrast to government disposal of the surpluses it has 
acquired, we can distinguish the direct measures for building 
up demand by distributions of purchasing power, stamp plans, 
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advertising programs and the like. This sort of program does 
not involve the government as trader, and it may leave mar
ket structures almost untouched. Even the present "experi
mental" food stamp program has not gone beyond the con
sumer and retailer in the handling of stamps." T h e degree 
of interference in the functioning of markets is less than in 
most other schemes, because the control is introduced at the 
extreme consumer end of the marketing chain. Dollars quick
ly replace stamps in the money flow; demand is largely un
differentiated10 from normal food buying; and the scheme 
seems to be largely an income bonus to the eligible consumers. 
Consumers like it (Who wouldn't?); dealers can handle it; 
and demand for foods is enhanced to the extent that tax money 

(a part of which the taxpayer would have spent for food any
way) is collected by the government and turned over to poor 
people who may use somewhat more of the money for food. 
(The average percentage of incomes going for food will no 

doubt be increased under the food stamp plan. The question 
is whether, after paying the costs of tax collection, stamp dis
tribution, and administration, we are directing many more 
dollars into the market for food.) 

This brief review of the impact of government control 
programs has distinguished the effect upon market structures 
according to types of programs which introduce (1) monop
oly aspects through market orders (2) government trading 
as a preemptive buyer, (3) artificial scarcity measures through 
control of output or resource use, (4) diversionary disposal of 
government acquired supplies, and (5) demand stimulating 
activities. The most severe impact on market structures — 

• In contrast, wartime food rationing, a similar device, carried the ration coupons 
back to processors in many cases, and sometimes to producers. 

10 This is an important consideration. The more specifically the food stamp 
money is restricted or channeled to particular items, the more drastic the im
pact upon market structures and functions. 
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those intricate fabrics of conditions within which we trade — 
comes with market orders (Item 1). The government as 
trader (Items 2 and 4) may employ the normal market struc
ture, but the very weight of government trading cannot avoid 
disturbing the structure as well as the pricing and other func
tions of the market. This is especially true when the govern
ment's purpose is so often to preempt or dominate the mar
ket. The least market impacts occur when the government it
self stays out of markets and applies direct controls to produc
tion (Item 3) or to demand and purchasing power of others 
(Item 5). 

A CASE OF M U T U A L ADJUSTMENT 
Not all market structures are identical, or even similar. 

They represent the adaptations developed over long periods 
of time to the peculiar requirements for trading in a special 
commodity. The selection of particular devices for accom
plishing price or income raising purposes is very largely 
governed by the same kinds of factors that brought about the 
market structure which had already evolved for the com
modity in question. Therefore it might have been more ap
propriate to inquire about "the impact of market structures 
upon agricultural control programs" than to start, as we did, 
in reverse. Certainly, agricultural programs have taken their 
particular form in part because of the dictates of the pre
existing market structure. 

T o give an example or two, it is perfectly clear that the pos
sibility of segregating fluid milk from manufacturing milk 
was a prime consideration in developing use classification, 
support prices for different classes, and even the practice of 
pricing by statistical formulas in milk markets. 

Or, if we were not a substantial net importer of sugar, we 
can be sure we would have a very different kind of sugar pro
gram. 
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Again, where controls involve the accumulation of surpluses 
as a part of administering price supports, the product must 
either be storable or it must somehow be convertible into non-
perishable form. Where neither of these possibilities seem 
practical, ingenuity has been used to find ways of implement
ing support through indirect means. Perhaps the prime exam
ple has been the use of feed grain programs as the primary 
instrument in avoiding direct controls in the livestock field. 
If feeds are made scarce, or high in price, the inducements to 
increase livestock feeding are retarded, and in this indirect 
way livestock markets have managed to escape most of the 
direct administrative involvement in government farm pro
grams. 

The ingenuity with which market structures have been em
ployed in agricultural programs calls for considerable admi
ration. While many traders have a feeling that the govern
ment acts like a bull in a china shop when its program af
fects their particular market, the truth of the matter is that 
these programs have employed the existing market structures 
and market arrangements about as fully as they can. Markets 
can't be expected to escape some effect if we realize that the 
programs themselves exist for the very reason that markets 
were considered not able to do the desired job (i. e. provide 
fair prices or adequate incomes). 
Some Comments on Futures 

Another example of the adjustment of existing market 
structures in the face of government programs is seen in the 
interaction of futures markets with the commercial opera
tions of the government. Many of the price support guaran
tees are in fact future commitments. Repeatedly they have 
set a practical limit on the range within which futures prices 
are likely to fluctuate. However, there have been practically 
no cases wherein futures trading has been outlawed. In fact, 
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futures trading has been vigorous in the recent past, in spite 
of the fact that opportunities and the need for futures opera
tions have shifted drastically from one commodity to another. 

An organized futures market is unquestionably a part of 
the market structure for the commodities traded there. Its 
most important service is to provide an effective time dimen
sion to the market. 

The time element is no doubt important in nearly all 
transactions. Even spot transactions are seldom free of time 
considerations. The terms of the transaction, the delivery 
and the payment call for time specification, as do many other 
trading terms. Past and future trade relations, the value of 
reputation or good will is meaningful largely in a time con
text. When orders are placed or contracts are signed, the 
element of time becomes even more explicit. 

When the span of time is somewhat more extended, how
ever, the futures market can provide very special services. It 
enables traders to split off most other elements of their trans
action by carefully defined contract terms, leaving only the 
relationship of price and time as the major consideration, 
which can then be transferred to other risk takers. 

The virtual isolation of the time-price factors make it pos
sible to regard the futures market as a device for opening up 
an otherwise difficult and restrictive market dimension. The 
futures market is not just a separate market with its own 
structure and its own functions; it is a part of the broader 
market structure which embraces the entire trading in a 
commodity. It not only broadens the market by providing 
another trading place; it makes it possible for market partic
ipants — dealers and processors, for instance — to transfer 
to others the time-price risks and concentrate on other factors, 
such as geographic, quality, transportation, customer service 
and the like, with comparative freedom from time pressures 
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and risks. It is a market-extender. 
These comments on futures are relevant to the main argu

ment of this paper. It is interesting to reflect upon the simi
larities between (1) futures trading on organized exchanges, 
(2) government production control and price support pro

grams and (3) contract farming or other forms of integra
tion in agricultural industries. Features usually found in all 
three phenomena are: 

(1) They entail future commitments. 
(2) They undertake to transfer certain risks from one part to 

another. 
(3) They employ the legal device of contractual arrangements. 
(4) They divide and re-assign functions in the vertical pro

duction and marketing chain. 
It would sound shocking to some politicians to hear that 

the government is a prime factor in agricultural integration. 
But if you doubt it, consider how many farmers sign con
tracts which control their planting, grow crops only because 
of the guaranteed price, secure government guaranteed cred
it, and store and deliver on government instructions. — 
All this with virtually no recourse to individual bargaining. 

Concerning risk transfer, the similarity is quite obvious. 
The government gives farmers an open-end offer to take 
their products at support levels. There are time limits, de
livery conditions and the like, but the main difference — one 
which futures markets can't match — is the "heads you win, 
tails I lose" feature whereby the seller has a minimum guar
antee but can accept a better offer if the price goes up. Many 
contract farming arrangements fall somewhere between the 
firm contract of the futures markets and the open option of 
the support price. They often have floor prices with a shar
ing of profits or losses if prices change substantially. 

Mr. W. B. Murphy, President of Campbell Soup Company 
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— a strong supporter of contract farming, and of what it has 
done for the producers of many crops — says, "With a sound 
contract, the grower has a guaranteed price, a guaranteed mar
ket, a great incentive to do a good job and the help of an 
alert research team and up-to-date crop service."" The first 
two or three of these advantages also apply in futures mar
kets and in government support programs. 

Please understand I do not advocate that the government 
go further into contract farming, nor into futures trading 
to carry out its farm program objectives. However, I would 
like to leave two queries to be pondered rather than answered. 
First, why has the government steered as clear as it has from 
the commodity futures markets in its efforts to influence 
price? Second, is there any basic difference between the ef
fects of agricultural integration through such devices as con
tract farming and the influence of government decision mak
ing implemented by quotas, support prices, non-recourse 
loans and the like?12 

The burden of this paper is that government control pro
grams do alter market structures and behavior in ways and 
degrees that vary over a wide range. The Administration's 
"supply management" proposals of 1962 asked authority to 
employ practically all the devices in the book with respect 
to almost any commodity. Such a carte blanche was apparent
ly beyond the willingness of the Congress to grant. Never
theless, it is not difficult to find numerous examples of each 
of the following market impacts of government agricultural 
control programs: 

" T a l k given before the Faculty and Graduate Students, Texas A&M, College 
Station, Texas, January 18, 1962. 

12 With respect to the latter I had occasion recently to read a manuscript by 
Ronald L. Mighell, Agricultural Economist with the Farm Economic Division, 
USDA, which is titled Vertical Co-ordination in Agriculture. Mighell discusses 
most interestingly the various arrangements which provide the decision points 
and linkages in our agribusiness complexes. Strangely enough no mention is 
made of the government as integrator or decision maker. 
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Government control programs often make prices so fixed 
that they become a part of the market structure, not the 
balancing force to enable the market to match demand and 
supply factors. 
They impose other criteria than consumer free choice as 
a primary control of resource allocation. 
They alter cost structures by imposing mandatory new 
factors — both involuntary costs and "unearned" rewards. 
(If the purpose of controls is to provide "adequate" or 
"fair" incomes to farmers regardless of whether or not the 
goods or services are needed, then at least one function 
of markets is drastically changed.) 
Frequently government control programs make the gov
ernment an active trader, buyer or seller, in the market. 
(Usually the government, because it is an authoritarian 

body, undertakes to dominate the market, not just to 
stabilize it.) 
The government, since it is not itself a consumer, must 
assume the role of seller as well as buyer if it enters the 
market. It can of course destroy (a form of consumption) 
or give away the products it acquires, but its acquisitions 
usually over-hang the market. 
Many control activities in which the government does 
not itself become a buyer or seller, (such as acreage quo
tas or stamp plans), impose rules and restrictions that 
change the market structure, and these changes require 
substantial adjustments in other elements of the struc
ture or functions of the market. 
When control programs require the market to be seg
mented (as in milk orders) or supplies to be diverted 
(as in other market orders) there is a loss of free access 

and also a loss of economic efficiency as the term is 
generally understood. 
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Whether the purpose in every case justifies the means, and 
whether the means in fact accomplish the purpose, it is for each 
of us to try to decide. Even though this paper has made no 
attempt to appraise the merits or effectiveness of government 
agricultural control programs in the light of their basic pur
poses, we can not ignore the impacts upon market structures 
and functions. 
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Impact of Government Agricultural Programs 
Upon Market Structures and Functions 

Ben Raskin 
Except for Professor Telser, I feel I have had the advan

tage over this audience. For according to the rules of this 
particular ball game, I have had somewhat over a month in 
which to read, re-read, and digest Professor Arthur's ideas and 
thoughts. I might say that this discussion which we have all 
just enjoyed is deceptively simple. It is perhaps at the third 
or fourth reading, or listening, if you will, that one begins 
to perceive the Pandora's box which Professor Arthur has 
opened up for further investigation. And the final questions 
which he leaves hanging are in themselves provocative enough 
to keep any future seminar or symposium going for quite 
some time. 

I am listed in this program as a discussant and for this, I 
am grateful. Under no circumstances did I want to be pointed 
out as a critic, because this role would have placed me 
in a very sensitive position. I understand that critics of Har
vard are suspect in themselves. But, if in the course of my 
brief discussion, some petulance or asperity or note of criti
cism creeps in, I hope I will be forgiven. I do not believe 
that I can confine my discussion to an altogether aseptic or 
non-opinionated viewpoint. 

First of all, I would like to point out that Professor Arthur 
is a realist. He points out a fact which many of us in the 
grain trade and processing industries are loathe to admit, or 
if we do admit the situation, we sigh and hope for a return 
to the good old days. I am referring, of course, to the recog
nition as Professor Arthur puts it, "That almost everywhere, 
and at practically all stages, the government is a part of the 
market structure of today's world of commerce, and often a 
major factor in its transactions." While there is no direct 
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confirmation of the thought, my interpretation of Profes
sor Arthur's thesis is that there are no indications now nor 
are there any hopes that such will not continue to be the case 
for the forseeable future. And so, we are not discussing a 
theoretical situation; the government is in our business and 
we can assume that it will be in our business for many years 
to come. 

Now, it can be noted that Dr. Arthur has carefully refrained 
from taking any position as to the merit or lack of merit in such 
government involvement. He merely points out the fact as 
being inescapable. But Professor Arthur does point out some 
significant factors concerning marketing. In his discussion 
of markets and their usefulness, he points out that users of 
markets are in a constant exploration of other sources or 
outlets. And further, he suggests this restlessness on the part 
of those who make up the markets as being one of the basic 
dilemmas facing those who would regulate markets. 

Now, in this connection, we can comment briefly on the 
O.P.A. ceiling days. And the truth of Professor Arthur's ob
servations can be buttressed by those who would remember 
corn trading on the basis of the privileges connected with 
buying nylons or tractors or tires or gasoline. 

Bringing this matter up to date, the elasticity in the pro
duction of corn during these past two crop years during the 
current feed grain program may be attested to as another 
example of flexibility of our marketing system which exceeds 
the experience or anticipation of the planners. And the strange 
behavior in the price of corn this past year, is fairly concrete 
evidence that markets have a way of bewildering the most 
sophisticated as well as the extremely naive. 

The comments made here in this discussion on the con
structive aspects of government involvement in the struc
ture of the marketplace might bear a brief comment. It 
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was noted that much of the government activity in this field 
facilitates free trade. And I would like to say that not only 
can there be no quarrel with such an appreciation but it might 
be well for many of us who are practitioners in the markets 
to acknowledge fully this fact. We take too much for granted 
such factors as the universally known and utilized grading 
standards, weights and measures, rules, and the various in
formations freely offered for all to interpret and use. And 
I would suspect that no matter how much we would disagree 
with a particular aspect of this system, we would acknowledge 
that the overall benefits to all in the trade are substantial and 
do lubricate the moments of our commodities. But, I would 
suspect that our appreciation and enjoyment of the govern
ment role is somewhat more restrained when the government 
moves from the role of referee to that of player as Dr. Arthur 
so aptly prases it. I find unpalatable even the words Inspec
tor-General, in reference to the Office of Inspection and 
Audit. I am not reminded of a Russian novel by the title 
but I am frightened by the thought of the empire which 
could be built up under that broad description and author
ity. While the recent Republican Party attempts to limit 
the number of employees in the Department of Agriculture 
to the number of farmers was obviously a tongue in cheek 
proposal, it nevertheless pointed up the increasing number 
of employees in the Department while the number of farm
ers continues to decline. 

Now there is one factor which rather much slides in and 
out of Professor Arthur's discussion. I refer to the comments 
concerning the manner in which the government programs 
have employed the existing market structures and market 
arrangements about as fully as they can. He further states 
that markets can't be expected to escape some effect if we 
realize that the programs themselves exist for the very rea-
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son that markets were considered not able to do the desired 
job (id est: provide fair prices or adequate incomes.) 

I certainly realize that one can't isolate this situation by 
itself and give any sort of adequate discussion within a few 
minutes. But it is important. And I would like to propose the 
question whether or not markets have been given more than 
a passing opportunity to do the desired job. Now relative 
to the commodities of primary concern to the Board of Trade, 
there has been no occasion since World War II where 
some kind of program has not required a market accomoda
tion. I don't remember an opportunity for free market pric
ing to assert itself as the regulator for future production and 
consumption (with the exception of soybeans). In those cases 
where we have had price situation far above the loan, I do 
believe that price has acted admirably both to ration out sup
plies and to encourage new production. 

Now I know the corollary, that is the possibility a free 
market price might be so low that the desired objectives of 
fair prices or adequate incomes might be threatened. In this 
vein, I should state that there has been no recent empirical 
experience with this, and this would also require some def
initions with respect to fair prices or adequate incomes and 
for whose account these objectives should be forthcoming. 

In any event, I do like to linger occasionally with the 
thought that some day our situation might develop to permit 
this. 

I found Dr. Arthur's discussion and comments on futures 
most interesting. And I do not mean to be pedantic or abuse 
with faint praise when I say this. Certainly, I found the com
parisons and the similarities noted for government price sup
port programs, futures trading, and contract farming most 
provocative and worthy of a discussion far greater in scope 
than is permitted here. 
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T h e point made about the government being a prime fac
tor in agricultural integration might be worthy of a moment 
here. It is noted that many farmers sign contracts which con
trol their planting, grow crops only because of the guaranteed 
price, secure government guaranteed credit, and store and 
deliver on government instructions. Some comparison is 
made with contract farming which theoretically offers much 
similar features, I almost used the word, opportunities, to 
farmers. 

Now these are the features which make difficulties for our 
futures markets and for a free pricing system. We have the 
background for controlled supplies and with the non-recourse 
loan, a fixed price system. If it were not for the government 
liquidation of its own inventories, it would be most diffi
cult to foresee anything but a fairly flat price . . . and such 
price prevailing whether or not it was economic. In this 
respect, I am not altogether sure that the relatively low price 
which affected corn this past crop year was economic. It 
was dictated, if you please and the low price undoubtedly did 
encourage consumption but I am not certain it was not sub
stantially below representative values. 

I suppose the private grain trade fears the eventuality of 
the government maintaining such tight controls over both 
planting and supplies and marketings that our marketing 
system, including the futures market, will not have a place 
in the prescribed economic society. 

I suggest we can detect the beginnings of some attempts 
at contract farming in grains. One of the smaller farm or
ganizations has made some passing attempts at contracting 
supplies with processors, but I have not heard of any 
real success along that line. 

Grain processing and grain exporting industries, the prime 
users of our field crops are not faced with the type of problem 
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which Campbell Soup has before it. In other words, our 
products are not sold . . . as yet, on a flat price, with a 
built in cost and profit factor over the cost of the raw material. 
I am not outlawing the possibility that this could occur 
or may even be desirable. It just seems terribly difficult 
to develop. 

It should be apparent that without a stable and known 
price outlook for the final products, processors of farm pro
ducts would not be willing to contract at a fixed price for 
the raw material. Admittedly, in some area, possibly the 
processed cereal manufacturers, some activity along this line 
might be investigated. 

Speaking now as a processor, there would be a distinct ad
vantage to this type of operation. Processing would be more 
closely allied with what are normal manufacturing operations. 
We would not be indifferent to the advantages of stability. 

Professor Arthur has left two questions to be considered. 
I cheerfully agree with his suggestion that the questions be 
pondered rather than answered. I'm going to ponder them 
for a moment and I hope that I am not led astray by answer
ing. 

First of all relative to the query as to why the government 
has steered as clear as it has from futures markets in its ef
forts to influence price. I'm not entirely certain that it has 
steered entirely clear from the futures markets. I'm not in 
possession of the details but I have some reading memory 
that the Hoover Farm Board did deal in wheat futures with 
a conspicuous lack of success. 

I know of no other direct positions in futures on the part 
of the government, but one can not overlook their use of the 
futures markets for guides in setting export prices. Those 
of us who have occasion from time to time to purchase 
grain from Commodity Credit know of their following our 
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futures prices for further suggestions. 
I believe it was in mid-winter that the government an

nounced its price formula on corn with a minimum no matter 
the course of futures prices . . . and indirect reaction, I would 
guess to futures pricing. And we are, of course, familiar 
with their occasional country corn pricing at the back-off 
from Chicago corn prices. 

I would guess that with the government now in fairly good 
control of grain inventories, their taking a position in futures 
would be a threat to the futures markets rather than an aid. 

Relative to the question posed as to whether any basic dif
ference exists between the effects of agricultural integration 
through contract farming or through government decision 
making implemented by quotas, support prices, etc. 

Here the key word to my mind is the effects. I would 
suppose the discussion of which is preferable for free deci
sion making is left out of the arena. 

T o the extent that contract farming could be as widespread 
or as pervasive as the government, and to the extent that both 
programs would tend to lead to a flatness in the price lev
el to a guaranteed market, one might suspect that the effects 
would not be greatly different. 

In this area, when one could anticipate that the demand 
would be equal to the supply, with prices previously agreed 
upon and so forth, then, theoretically, we might be in alto
gether different sort of market structure and one without the 
necessity of the time-discount necessity of the futures market. 
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Impact of Government Agricultural Programs 

Upon Market Structures and Functions 

Lester G. Telser 

I would like to begin by congratulating Mr. Arthur for 
his excellent paper. He has given an admirable presentation 
of the topic he set for himself. If we disagree at all it is in 
the less sanguine view I take of the government's interven
tion in agriculture. 

Since Adam Smith there have been few surprises follow
ing government intervention in a free market. Our current 
experience with government programs in agriculture is no ex
ception. We may generally expect three major consequences 
of such government intervention. First, administrative de
cree, subject to some legislative control, replaces the price 
mechanism and allocates resources more or less directly. Un
fortunately, the current trend seems to favor the direct in
stead of the indirect controls. Second, the agents in the mar
ket, farmers, merchants, processors, etc., must spend consid
erable energy and intelligence in learning the government 
regulations. Third, once government regulation and regula
tors come to play a large role in an economic sphere, corrup
tion becomes a real possibility. 

It is a sad commentary on the sophistication of the elector
ate that these consequences of government intervention, 
which are easily predictable by anyone with some understand
ing of the economic process, must be learned by costly experi
ence again and again. Nevertheless, it was not ignorance that 
led to our adoption of these programs but rather a naive op
timism that supposed that a government agency had the wis
dom to direct a very complex set of markets better than the 
blind market forces. There arose in the Great Depression, 
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a distrust of the market mechanism and the leading example 
of its failure was supposed to be agriculture. The opinion 
that a free market leads inevitably to chaos became almost 
axiomatic in those years. The demand for agricultural pro
ducts is inelastic but, more important for the effect on farm
ers' incomes, the supply was also supposed to be inelastic. 
Hence small shifts in demand were supposed to have the ef
fect of changing the price by large amounts. Although this 
might result in the short run, in the long run the continuous 
migration out of agriculture should have convinced observers 
that supply in agriculture ultimately is elastic. Although 
we can understand why the agricultural programs began 
and can forgive their instigators, we need not continue them. 

Perhaps the most obvious effect of the support program 
is on the allocation of resources. It is not until one tries to 
establish a set of support prices that all of the subtle ramifi
cation of a free price mechanism becomes visible. There 
is, first of all, the problem of choosing the relative support 
prices for different crops. After all, if one price rises rela
tive to another then relatively more of the higher priced good 
will be produced. Out of fear of this, the tendency for ad
ministrators to be cautious is reinforced and there is little de
parture from historical precedent. The price of caution is, 
of course, increasing disparity from equilibrium because mar
kets and technology do not stand still. Changes in technology, 
incomes, tastes, and even medical news alter the relative sup
plies and demands for agricultural products so that the past 
becomes an increasingly less relevant guide. Second, it is a 
crude abstraction to think of wheat or soybeans or corn as 
single uniform commodities. Each crop is grown over a wide 
region and there are many different qualities. The admin
istrator must choose support prices by grade and by location. 
An error will induce scarcity of some types and gluts of 
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others. If acreage is controlled then farmers will bend every 
effort to increase yield. Here lies a strange and senseless ef
fect of the program. The one resource that should not be 
economised is the one without alternative uses. But land is 
withdrawn from cultivation and the fertilizer industry is en
couraged. Since the farmer has no use outside of agriculture 
whereas the resources drawn upon by the fertilizer industry 
do have other uses, acreage restrictions clearly waste resources. 
Export markets have to be considered also. By keeping up 
the price of cotton in the United States, we encourage in
creased foreign production of cotton. Brazil learned this 
the hard way when they kindly made room for African coffee 
by restricting the output of their own coffee. We attempt 
to circumvent these difficulties by installing a two price sys
tem. The cost is still more regulation. Not only must we pre
vent the re-importation of the raw material exported at the 
lower price but also we must restrict imports of the finished 
goods made with the cheap raw material we have exported. 
Thus we do not want unrestricted importation of cotton goods 
from Hong Kong and Japan made with cheap American cot
ton. The skein indeed becomes tangled when we begin to 
regulate. 

The second important effect of the government programs 
in agriculture is that legalistic rather than business talents 
are encouraged. The more complicated the regulations be
come, the greater is the advantage of the "operator". Mere 
business talent is insufficient. Those in the market, from 
producer of the raw material to processor, must become famil
iar with abstruse regulations. A not inconsiderable side ef
fect is the entry of lawyers and accountants into agriculture. 
We need elaborate definitions of farms, codifications of the 
minute details of growing practices, inspectors to measure 
acreage planted, and what not. Thus the program not only 
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creates a surplus of commodities but it also encourages petti
foggers. An acreage allotment is a valuable property right 
and it may as well be recognized as such. However, the agri
cultural program regards it as part of the farm and not suscept
ible of separate sale. Here is a simple example that illus
trates why farmers must be ingenious in order to carry out 
logical transactions not directly permitted under law. When 
all of these matters are considered it becomes clear that we 
have taken long steps toward the maze of mercantilism. 

The third important effect of these programs lies in their 
temptation for corruption. So far as the public knows and 
so far as I can tell, the most surprising thing about the pro
grams has been the absence of large scale corruption. Hard
ly anyone denies that corruption on a small scale must be 
widespread in agriculture, but it is almost a travesty of the 
word to label as corruption the kinds of dealings necessary 
to bring the crops out of the ground and to the market in 
spite of regulation. Just as smuggling is a public blessing, 
so are many of the evasions of the law to be welcomed. What 
has not appeared is the kind of racketeering that accompanied 
prohibition and the attendant corruption of city government. 
This is remarkable in a world of men and not angels. 

These programs have affected speculation in the commod
ity markets. In the past, information on which to base spec
ulation had to do with expectations regarding prices and all 
of the things that enter these expectations. Thus people 
were concerned with crop forecasts, weather conditions here 
and in all parts of the world, general business conditions, 
and so forth. These matters are still very important for suc
cessful speculation. However, changes in government policy 
in small matters as well as in important things now play a 
large role in affecting futures prices. When there are large 
stocks of some commodity, there is little public interest and 
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trading slackens. Since the risk of a substantial change in 
policy is ever present, this can inhibit trading even if total 
stocks of the good are not very large. The successful specu
lator must, among other things, form a shrewd judgment 
about next year's support price and even the support price 
two years from now. He must learn the same kinds of skills 
as a speculator on government bonds. In that market changes 
in government policy are paramount, and one must forecast 
how the government will react to various bits of information 
about current business conditions. The same kind of talent, 
albeit to a lesser degree, is now required to speculate suc
cessfully in a commodity under effective supports. 

It seems to me that there are three broad conclusions we 
can draw from our experience with price supports. The 
first is that the current program is a failure. Hence it must 
be changed. There are two courses open to us. We may 
rationalize the price support program by direct control over 
output instead of acreage control consistent with the sup
port levels we adopt. This means moving toward a real gov
ernment imposed cartel. In effect we would nationalize farm
ing. The alternative is to move toward freeing the market 
of controls. Without abrupt changes in the current program 
we can begin a series of steps that will lead us back to a free 
economy in agriculture. 
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Discussion 
Impact of Governmental Programs on Market 

Structures and Functions 
Henry H. Bakken, Chairman 

BAKKEN: Now comes the period in which we will have a 
free-for-all discussion. I believe that it is Professor Arthur's 
privilege to rebut the two discussants. 
A R T H U R : I don't think I want to add more than a very 
brief observation. The discussion has been most helpful in 
bringing to the surface some of the specific applications which 
the need to condense my presentation caused me to overlook. 
I don't think there has been any stretching or misrepresent
ing of my ideas or views. 

Mr. Telser's comments are most helpful, even though I 
am afraid they are somewhat idealistic. I welcome them. I 
think that this is the sort of thing we must put on the table 
and look at seriously, rather than just say, "Well, what world 
does he live in? Doesn't he know that the laws are made in 
Washington and that the Congress will have some darlings 
on the farm and therefore have to be considerate and solici-
tious for what will please them, whether it is good for them 
or not?" Therefore, I think we are very fortunate to have this 
discussion presented to us along with the other remarks that 
we had from Mr. Raskin. 
BAKKEN: Now! Who has the first question or comment 
from the floor on these papers? 
PLAXICO: Dr. Arthur has defined for us several terms that 
he has elaborated on quite a bit. He used one term that is 
also rather interesting. I would like for him to comment on 
what he really means by this term "market power". What 
do you mean, and how does it relate to these other terms? 
A R T H U R : I wish somebody would tell me the answer. I 
have troubled myself with it both as an economist trying to 
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think of what sort of theoretical content the word carries, and 
also as a person who has on occasion been asked to review on 
behalf of some of our lawyers, the allegations of economic pow
er or market power. 

It has seemed to me that this is one of those terms that is 
tossed about without really pinning it down to specific con
tent, specific meaning. 

Let me give you a quick effort — I am sure it will be inac
curate. Market power represents a differential ability to com
mand choices so that if you are thinking of economic power 
of a seller, there is no close alternative to the buyer. Now, I 
should back up and outline a little more fully what sort of a 
background this market power operates against. 

I think of a competitive market as being one in which there 
are a considerable number of choices, of choices that are rea
sonably independent, open to the buyers and to the sellers. 
I think of it as choices in which sellers are all anxious to se
cure the patronage of a particular buyer. Therefore, you 
have sellers who are independent of each other and are each 
eager to be chosen by the other party, the buyer. 

Market power in my mind represents the degree to which 
you can insulate yourself from a close choice by the person 
on the other side of the bargain. 

Am I clear? It sounds a little abstract. 
YODER: On either side of the bargain? 
A R T H U R : It can be done on either side of the bargain. It 
would be easier to explain it if you chose one side only and 
explained it in those terms. 

Let's say the market power of a seller depends upon the 
degree to which he is able to command the selection by a buyer 
without a close alternative available to the buyer. 

Now this departs quite a way from the usual approach 
to market power, which is generally stated in terms of the 
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market occupancy, the per cent of the market commanded 
by either one or four or ten or whatever number it takes to 
make an impressive per cent. I think this is largely irrelevant. 

There have been some very good studies, theoretical studies 
in fact, of the extent to which you have to modify the impact 
upon markets of the assumption of few sellers or few buyers, 
when you find that the few are accompanied by many small 
ones, any one of which is eager for trade. 

How powerful was Brazil in the coffee market over the long 
period, just to refer to one of Mr. Telser's examples? I think 
there are real limitations, that market power has been over
stated in most of our economic theory. This is a tribute to 
the eloquence of Ed Chamberlain, perhaps. He brings the 
idea into being, and then economists think this is the new 
truth replacing Adam Smith. 

THUROCZY: This concerns a question to Professor Arthur 
about his treatment of the government programs, the effect 
of government programs on the structure of the agricultural 
markets. 

Now my question is this, and this probably is a loaded ques
tion: It hasn't been clearly stated whether or not we need 
any outside assistance to regulate the markets, or it hasn't 
been stated, for example, that possibly because in the past the 
free market forces failed, consequently we may have a need 
for government intervention. 

Secondly, is the norm of a free market something of a 
desirable goal to achieve. This is where obviously most econo
mists would try to compare the deviation, the so-called con
trolled market from the free market per se. 

Is my double question fairly clear, Mr. Arthur? 
A R T H U R : Anybody else want to take that on? Sounds like 
Mr. Telser's point. 
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BAKKEN: Do you wish to relate it to Professor Telser? 
A R T H U R : I would like to have a chance to back up what
ever is said. (Laughter). 
TELSER: I think the easiest way for me to try to answer that 
is to bang the ball back and ask what alternatives to free mar
kets are being proposed and whether there are some moral, 
ethical or other factors behind the question. If there are, I 
would like them put on the table. The volley is yours. 
(Laughter). 

THUROCZY: I was asking the question. (Laughter). 
BAKKEN: I think, in fairness to the questioner, we should 
give him an answer one way or the other. Did the free mar
kets fail? 
A R T H U R : I tried to say in my paper that what we call free 
markets involve a considerable body of rules, customs and 
government activity. This did not mean that automatically 
the law of the jungle and Adam Smith's unseen hand is the 
Elysium that we all dream about. 

I think that markets in many cases have had to have some 
kind of policing, some kind of control. It is a little bit like 
the traffic cops to run the traffic system. 

The essential thing it seems to me was that the decisions 
as respect price and as respect access should be kept open 
and free as an area for individual decision making. Therefore, 
when you say: "Do we need intervention?", I think we need 
intervention of various kinds. 

We were discussing a moment ago the question of the out
lawing of trading in onion futures. Whether we needed this 
intervention or not, there was a pretty broad feeling that 
the free market as it had existed prior to the enactment of 
that regulation wasn't operating very satisfactorily. 

Now, your second question, is the free market giving us 
right answer. You indicated that you were going to give us 
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a loaded question. I don't think the charge was there, be
cause you left us with a gun pointed, but the ammunition 
wasn't in it, as Mr. Telser says. 

The free market has done certain things for us. It has per
formed the functions that we outlined in discussing market 
functions about as well as any substitute that we have found. 
Generally, when we have tried to find other substitutes for 
the performance of these functions we have produced side 
effects: we have provided ourselves with embarrassing sur
pluses, we have deferred adjustments that most of us would 
have considered desirable adjustments, we have inefficient 
units in operation. We generally have not made those ineffi
cient units healthy. We have sustained them on some kind 
of appropriation which kept them inefficient and supported 
them with taxpayers' money. Take the tiny tobacco allotment, 
for instance. 

Therefore, in terms of a fluid adjustable system, which 
facilitates economic adjustment, the person who undertakes to 
replace the free market undertakes a rather imposing task. 

Now, I think my paper said that the results of the free 
market were "considered" unsatisfactory and I gave as exam
ple that they were not providing "fair prices" or adequate 
incomes. 

Well, whose judgment was this? I suspect that in part 
this judgment grew as a sort of side effect from the very able 
work of a number of economists and I would put Mordecai 
Ezekiel among them. In the early days a statistic was developed 
and labeled parity. This became incorporated as the synonym 
for fair prices. If we accept this equivalence, we then carry 
over from a statistic to a moral value and we may say that 
this was a moral value that was not realized by free market. 

Again I say that if we depart from free markets we take 
on quite a job when we consider what the job markets have 
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done and are supposed to do in accomplishing adjustment 
and allocating resources, rationing demand or rationing sup
plies. Taking on that job through arbitrary authoritarian 
control is a very big job indeed. If this isn't a good answer, 
I am sure many of you will have some ideas about it. 
YODER: There seems to be some anomaly here. Maybe I 
have my facts wrong, but I am under the impression that 
in the period during which we have had the most extreme 
government interference or regulation in agriculture two 
things have happened which did not happen as rapidly as 
before. 

First of all, that there has been an increase in productivity 
in agriculture which exceeds that in any other area. Secondly, 
as I recall during the depression one of the things called to 
our attention was the fact that the scale of agricultural pro
duction did not increase as we thought it should. 

This was, as I learned my economics, throughout the 20's 
and the 30's and we learned it again several times over. This 
is an impression which carries over. I remember some figures 
along in the middle 30's which said that the most efficient 
scale for agriculture, given the technology of the midwest 
farm at that time, was in the neighborhood of four thousand 
acres. 

Now this may be perhaps a little wrong, but what I would 
like to raise in this question: Here we are talking about this 
question of allocation of resources, and it seems to me that 
it is anomalous that we have had the increase in productivity, 
the increase in scale under this type of control which we pre
sumably should have had under a freer system. 

I don't know to whom that is addressed. 
TELSER: May I? I would just comment that I mentioned one 
of the points that you raised, namely, the increase of produc-
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tivity. T o some extent I believe this is a direct result of the 
acreage restriction. For example, in cotton there has been a 
very large increase in yield per acre, but this is — 
YODER: In corn, in wheat, too. 
TELSER: Well, cotton I mentioned to begin with — a fantas
tic increase. But I believe this is primarily the result of acre
age controls, with no direct control over output. Then you 
have every reason to try and sell as much as you can at the sup
ported price. There is no penalty according to the physical 
quantity that you sell, the only penalty arises when you ex
ceed your acreage allotment. A similar phenomenon might 
explain increased productivity in the grains. 

Now, as far as the size of farm is concerned, I am hardly 
competent to say what the optimal size of a farm should be. 
I can remember when I was at Iowa State hearing that they 
were around three or four hundred acres. The Iowa farmers 
seemed to be doing very well. 
A R T H U R : I have one observation in this connection, that is 
that the increase in productivity in agriculture was probably 
most rapid, indeed explosive, during the war, when we took 
the controls off for a while. So to associate these two is not 
necessarily a proof of the one causing the other. 

There is a further point I think that ought to be acknowl
edged, and this is that the farm benefits at a cost of four to 
ten billion dollars a year unquestionably put money into 
farmers' pockets that wouldn't otherwise have been there. 
You can do this, if you can redistribute wealth by taxing one 
group and giving it to another. With the additional money 
in the hands of farmers they were enabled to update their 
capital equipment more rapidly I am sure than they would 
have been able to without the added income. 

Now, let me add one more factor along the same lines 
which I think agrees with the points you are making; namely, 
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that with these — well, you can call them cartels that are estab
lished in the form of membership in the quota pool — with the 
value attained through the capitalization of quotas and allot
ments, farmers had an anticipation of prosperity which led 
them in optimism to undertake some very vigorous updating 
of their capital equipment. 

I am saying that I agree with you in respect to the last two 
points I made. With respect to the first point about the 
wartime expansion productivity, I think I am taking excep
tion to you. 
YODER: We have had the exit of population from agricul
ture. (Professor Farris assumed the chair.) 
KOHLS: I would suggest that when we read Professor 
Arthur's paper probably his greatest contribution is in his 
cautioning us about the term "free market". It has no literal 
meaning. It is not a concept which carries a communicative 
meaning between one and the other. Markets are never to
tally free. Then he discusses the inter-relationship between 
referee and player, I think he said. It seems to me this has 
been the historic evolutionary problem, and I would take 
this back as far as Adam Smith or anyplace you try to go — 
trying to define what is the role of the referee as against the 
role of the player. I presume the questioner back here had in 
his mind what he meant by free markets and Professor Telser 
had in his mind what he means by free markets, and I think 
Professor Arthur said off-the-cuff that the only way we used 
them is really to castigate somebody who is against us. I 
seriously lay it to us as a group of professional people that we 
have here a term which raises more fires and solves no prob
lems, because, after all, markets are merely a means to an 
end which society has evolved. I just lay this on the table 
because I think this is an important contribution. 
RASKIN: I would take issue with the last gentleman pretty 
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seriously. I am not an academician, but I am a player in the 
ball game from time to time. As a player I look upon free 
markets as giving us these privileges: We are free to be a 
buyer or a seller as we wish. We are free to pay the price or 
not pay the price, and the government does not intervene in 
dictating our desire. T o that extent as far as I am concerned 
it is not a question of semantics, it is a free market. You 
can call it anything you please, but it is still free and to the 
extent it is freedom I think it is sound, constructive econom
ic justification. 

KOHLS: This merely illustrates the point I was making. He 
is now defining his remark. We do not permit him to sell 
grade five wheat as grade one and he never even mentioned 
this. We do not permit him to cheat in his contract. I mean, 
these are the restrictions which he has assumed into his free 
market and this illustrates what I meant. He defined what 
he had as important freedoms. We can come to grapple with 
this, but the term free market now may mean something en
tirely different to somebody else. 
RASKIN: I don't want to be too critical, but you are pretty 
much penny-pinching. You are penny-pinching to the ex
tent that everybody in this particular game knows the rules 
as Professor Arthur does. But, once you know the rules of 
the ball game, you are free — you can take that strike. This 
is a pretty important freedom that we like and we are asking 
for an expansion of it. 

I wanted to pose one other question here. In all this dis
cussion of the government intervention and government pric
ing, it seems to me we sometimes overlook the whole idea 
behind the government price support program. It was the 
furthering of the economic welfare of the farmer. Tha t was 
the theoretical objective then and I would assume is the 
theoretical objective now. 
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It just so happens that in order to further the economic 
welfare of the farmer, they got into the fair pricing idea. So 
we get into this price manipulation on the part of the gov
ernment and all these other details we have discussed here 
this morning. And the question I would like to pose is, is 
there a way of furthering the economic welfare of the farmer 
without the so-called fair pricing idea, forgetting about price, 
and let the free market take the pricing, but go to some other 
technique of aiding the farmer? 

FARRIS: Are you posing that as a question to be answered? 

RASKIN: I just wonder if that isn't a way out. 

HENDEL: I don't have a question, but the remark was 
made, "the free market failed." Which way? Did it fail any 
more than the market price in industry? When did it fail? 
During the 30's? How did it fail? And I would appreciate 
an explanation of the nature of the failure so we can find out 
how we can remedy it. 

I happened to spend my lifetime in the grain business, so 
naturally I am really a little bit — I won't say prejudiced, but 
I have a little experience behind me, backed by mediocre or 
fair academic training. 

As far as the failure, we didn't get the prices that we would 
like to get in agriculture. Neither did we get it in industry 
at that particular time. It is very vivid to me what happened 
after the first World War and what happened in the 30's. The 
government tried to stabilize at a much lower price than at 
the present time. If my memory is correct, wheat was $1.10, 
and they simply cornered the market, got all of the supplies. 
Acceptance of the claim that the free market does not stabilize 
the supply and demand really is an exception rather than the 
rule. I would like to ask again to describe the nature of the 
failure. 
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FARRIS: All right. Who wants to tackle this question he 
has posed, the nature of the failure? I suppose you said in 
the 30's. 
HENDEL: The nature of the failure of the free market. 
FARRIS: Dr. Telser says he will take a shot. 
ERDMAN: I am inclined to think that one of the difficul
ties in trying to answer this question goes back to our in
clination to do what I have often called thinking in terms 
of status quo. We try to make a change by some legislative 
or other arrangement and then naively expect other things 
to remain equal or to remain the same, and they do not. 

Dr. Arthur made one comment here about technological 
improvements or technological developments that went on 
in agriculture and apparently was hinging that as an expla
nation on to some more conditions. 

Well, that is undoubtedly correct, but you need to keep 
in mind that over the years from the time that the Smith Act 
was passed there was a gradual development of a very powerful 
agency for disseminating information to farmers. Then a new 
generation of farmers was growing up, a generation which 
had among it a rather considerable number of graduates of 
colleges of agriculture, of schools of agriculture, short courses 
and what not. At any rate a new generation which was not 
afraid of book learning when that seemed to be the only way 
of survival. Getting back to one of my own peeves or pet 
hobbies, very quickly you get too much done and maybe the 
market was too efficient in trying to adjust and the farmers 
were going at it by trying to produce more individually, a 
conflict between the individual and that of the industry — 
for the industry the demand curve is more rigid, and for the 
individual there is a very elastic demand. 
TELSER: Last night I was reading the first pamphlet by 
Gardner Means on administered prices. This was a Senate 
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document that was written when Means was the financial assist
ant to Henry Wallace, Secretary of Agriculture. Mr. Means, 
in that pamphlet gives a rationale for the government price 
support programs when he says that laissez-faire has failed. 

Now, writing in 1935, Means and a number of other people 
thought that laissez-faire had failed. The great depression 
had a very traumatic affect on the United States and a num
ber of policies that we are now saddled with are the direct 
outgrowth of this very unfortunate episode. Now that we have 
accumulated a little more experience I think we can see that 
some of the reforms are good ones, but that others were mis
takes. 

The original AAA was modified after it was declared un
constitutional by the Supreme Court. We are left now with 
a modification of the original AAA program. What we should 
do now is think a little harder about what parts of our experi
ence were relevant and what were not and try to overcome this 
original trauma of the great depression. 
UPGREN: I might say that my work is mostly outside the 
field of agricultural economics, but we have two illustrations, 
I think. It seems to me the word "free market" is a very un
usable kind of thing to try to put before us and to avoid. We 
had in 1950 and 1951 a war; the Congress lifted expenditures 
from $17 billion to $54 billion in short order. We had the 
best advertised price control coming in. President Truman 
gave it six months of advertising before he imposed it. Then 
when it came in the last week of January it was completely 
not effective. Prices never reached the permissible control 
ceilings, because we adopted what I like to call, and most 
people do, general controls of taxation and tighter money. 
Those were so effective that they kept prices quite inside the 
permissible price ceilings. Almost nobody ever sold anything 
but once at the price ceiling, and that was for the purpose of 
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establishing the ceiling. They never reached that level and 
our friends in OSA were put out of business well before the 
Korean War expenditure was over. 

It isn't a case of free laissez-faire versus some type of con
trol. We want the general controls, because we feel the direct 
ones are not very efficient in directing the allocation of re
sources and meeting the choices we all have as consumers. 
The general control we thoroughly and completely accept. 
We can have a free market and use the word free market 
inside of an economy where those general controls are used 
with good intelligence and with our accumulated experience 
— we have done it once in 1950 and didn't have to price con
trol at all in a fair-sized war. I think it is graded as World 
War 2.65, rather than as World War III. 

Then going back to the 30's it wasn't the free market that 
failed us, as it was the financial system that collapsed. We 
destroyed 2 3 % of the money supply in a relatively short 
period of time and that is what collapsed the economy. A 
very superficial view of it was that the free market as a price 
mechanism failed. It didn't do anything of the kind. The fin
ancial system failed us. 

General control can achieve what we want. Back in the 
depression had we known enough it would have sustained 
income. I don't think it has been proved yet that the free 
price system failed us in any way at all. We failed in other 
areas. (Prof. Bakken resumed the chair.) 
PADBERG: This relates to the first presentation. As I in
terpreted the remarks about marketing orders it was con
cluded that their philosophy is generally in opposition to 
the philosophy of our anti-trust system. I may have misinter
preted this, but I think that this doesn't go quite far enough. 
Our anti-trust philosophy takes the situation in a market 
where one side had market power in that they have an oppor-
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tunity to restrict the alternatives of the people on the other 
side of the market. In contrast to this, market orders buttress 
the weak side of the structure, many people think, and the 
effects may not be completely in opposition. In fact, I think 
that they are oriented to rather similar ends. 

You mentioned the milk marketing orders. Some people 
believed that these came in existence because the very atomis
tic structure was bargaining with a consolidated structure and 
the consolidated structure was able to deny alternatives among 
farmers. The same problem could have been handled by 
disaggregating the handlers. This would have been an action 
by the Federal Trade Commission perhaps. But instead, 
through market orders, the terms of trade were pre-empted 
and fixed with an outcome that might be quite similar. 

I think it is a terse judgment to say that the philosophy of 
market orders is in opposition to the anti-trust philosophy, 
because I think in an important way they have similar ends 
or goals. 

Would you discuss that? 
A R T H U R : I think you have stated a problem in a very in
triguing way. I still maintain that they move in opposite di
rections. Out of the kind of situation you were presenting 
came Ken Galbraith's discussion of counter-vailing power, I 
presume. There are two kinds of observations I would like 
to make about your remark. 

First, if we are going to market orders as a counter
vailing measure, it is in the opposite direction from that 
which the anti-trust laws had undertaken to send us. What 
you are saying is we are going in the opposite direction be
cause the anti-trust laws have failed to do their job, so we 
are taking the other alternative, we are building up a counter
vailing power in the form of a market order arrangement. I 
still maintain that this is going the other direction. It may 
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be going that way because the anti-trust laws have failed to 
accomplish what the philosophy of anti-trust might have given 
us had they been more successful, so I think the position is 
still valid. 

The other side, I think, of your remark is that what we 
are talking about here is a situation where we feel that the 
market is somehow not doing its job and, as you say, the in
dividual milk producers were being exploited by the few. 

There have been a number of studies recently — none of 
them very conclusive, to take the testimony of the authors 
themselves — but they tend to raise seriously the question as 
to whether the many were really being exploited very much. 
The studies themselves are more likely to take this kind of 
phrasing, that it is difficult to find any indication where the 
farmer was able to realize in the long run more than very 
small benefits from the market orders, the control program, 
the bargaining pool, the marketing agreement. 

In the short run there was a real impact, sometimes good, 
sometimes bad, but in the longer run as far as the tools of 
economic analysis have been able to get any insight, the com
petent people that I have seen discussing this subject raise 
serious question as to whether there is very much gained 
by merely setting up a market order kind of arrangement. 

Now this says in effect that even if your market order com
pletely monopolized the supply there may be real question 
as to how far it could increase income. These questions are 
being raised by people as an outgrowth of their statistical 
inquiries, not as an idealistic diatribe over controls. 

They cite such things as the fact that whenever one of 
these measures is successful it holds an umbrella. Substitute 
or new sources — African coffee, if you want to use one illustra
tion — come along and make it very difficult to make the re
striction effective. 
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Another illustration of the kind of factor they have dis
cussed is the matter of whether the discarding of offgrades, 
of lower grades, and concentrating on the top grades, is really 
enhancing the total income. Perhaps there is a part of the 
demand that prefers a lower price and a lower grade and isn't 
even going to come into the market when nothing but the 
higher grades are available. These people cite the existence of 
several grades of automobiles as an example of this kind of 
demand pattern. 

T h e third thing they cite is that in the areas of agricul
tural production the possibility of substitution of other pro
ducts is present and available on a quite wide scale. You would 
have to have an integrated control structure embracing many, 
many products instead of say just one kind of grain. We have 
already gotten to the point where we realize that we have to 
have a total feed grain complex control system instead of 
one on just corn. 

This may not be a good answer to your question, but I 
think it does suggest that there are real problems to be en
countered before we reach the conclusion that market orders 
and the control system is an inevitable and necessary sequel 
to the relationship of bargaining power that is alleged to 
exist in these markets. 
THUROCZY: In criticizing government programs and their 
impact on industry mainly, aren't we really overlooking one 
important fact: the government programs in agriculture are 
really designed to help the farmers and not necessarily the 
marketing agencies. The issue perhaps is more basic than 
we would think. We read every day in newspapers and com
ments by people about the misrepresentation of urban people 
in Congress and consequently I just raise this question — 
the basic problem lies in Congress. As time will go by perhaps 
the urban people will get a better and stronger representation 
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in Congress and consequently maybe these farm programs 
will end up to the point where everybody might be happy. 
I am asking you, do you think this, Professor Arthur? 
A R T H U R : Well, Nick, I think that I can make one obser
vation. 

I gather that if you consider the doing of favors for the 
farmer as a political issue — one in which the favors of Con
gress are awarded to a farmer in order to make him more hap
py, we will forget the next phrase, to get more votes — then the 
prospect that the scales may swing the other way should be a 
matter of real concern to people who are interested in the 
farmer. So I agree with what I think was implied in your 
statement in that respect. 

What does one do about this? I suspect that the most hope
ful course of action for the farmer, and here I am speaking 
only of personal reaction of my own, is that the espousing 
of a flexible system which makes effective adjustments, which 
enables farmers to be independent of continuing Congres
sional votes and appropriations, but makes his prosperity de
pendent upon the effectiveness with which he becomes the 
most efficient producer of things that people need in the 
world, is probably the best outlook for the farmers them
selves. The control programs build in, they freeze in, ineffi
cient application of resources. They develop machinery for 
their management, and for the most part the amount of bene
fits to farmers can be almost regarded, in short-cut terms, 
as lifting money from the taxpayers and turning it over to 
farmers. 

So I would think that the place you turn is toward a system 
in which adjustments are facilitated, possibly even helped 
affirmatively, rather than the retention of a price and income 
target which in fact and under the normal pressure of markets 
looks unrealistic. 
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THUROCZY: Would you disregard the concept of agricul
ture as a utility? It has been discussed in the past that we 
should regulate agriculture just as much as we regulate the 
railroads, telephone companies and so on. What is your 
thinking on this? 
A R T H U R : My thinking is that I don't see the necessity of 
it. I have the feeling that there is need for bufferization be
cause of the violence with which new changes have their im
pact. In terms of taking over the whole control of an indus
try, making the basic market decisions by government offi
cials, I think: first, not necessary, and second, too big a job 
to bite off. You remember my questions in the paper as to 
whether the ends justify the means and whether the means 
are in fact manageable. These are real questions that I think 
we ought to ponder very carefully. 
FARRIS: I have a short question here. I was interested in 
the comment that Ben Raskin made. You mentioned some 
question about the government using the futures market and 
you couldn't remember if they had used it since the Farm 
Board days. I know that you understand the working and 
the operation of this market better than most people do. 

Could you trace through for us the impact that sales of 
government corn has had? For example, when they were sell
ing 50 million bushels of corn a week, what happened on the 
commodity exchange as a result of CCC action at that time? 
Did this have much interplay? 
RASKIN: Yes, I think the question just very simply is: "What 
was the effect on our futures market when the government, 
in response to their feed grain program, sold against pool 
certificates?" 

First of all, the initial effect was an enormous expansion 
of volume on the Chicago Board of Trade in corn futures. 
Those who bought cash corn from the government, the actual 
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physical property, had several different options. Number 
one, they could just retain corn on the basis of price itself, 
with the hope and aspiration that there would be a price im
provement later. Tha t is a speculation. Number two, they 
could immediately have re-sold it either at a profit, even 
money, or at a loss — which happened many times. Or, three, 
they could have hedged it — in other words, sold the futures 
— as price protection. And as a result I think the corn volume 
was about twice the volume of the year before. T h e open 
interest, that is, the total volume of outstanding contracts rose 
to an all-time high. Undoubtedly a substantial portion of 
the government corn finally wound up hedged on the Chica
go Board of Trade, no matter the position it was in. 

T o that extent the futures market performed its function 
admirably and well. Of course, at the same time the price 
of corn got down to a level which I thought might be uneco
nomic. Someone posed the individual question to me here 
this morning what did I think — why did I think it was un
economic? It obviously drove the price of corn down to a level 
below at least where the newspaper publicity had planned 
such corn prices to go, and if I remember correctly there had 
been some anticipation that corn prices would greatly rise 
from the mid-winter low to August high, which did not oc
cur. The last newspaper story I read intimated that somebody 
had goofed in the Department and sold more than they had 
anticipated. Be that as it may, the futures market absorbed 
this tremendous volume of hedges. Of course, the price 
worked down, because as we said around the Board of Trade 
there were more pitchers than catchers. (Laughter). 

I thought the price of corn became uneconomical, number 
one, relative to what I considered the statistical situation in 
corn, relative to the fact that the price of American corn 
overseas was so much cheaper than the next lower offering 
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of any kind of competitive feed grain. Despite what you 
might say of state trading on the part of such as Argentina, 
Rumania, or in South Africa where they had feed grains, our 
American corn prices were far below this. 

In other words, in a competitive world market we were 
just not fractionally low, we were substantially below world 
price levels. At the same time the thought always occurred 
to us that we had a situation where total consumption of corn 
was apparently 400 million bushels larger than the total pro
duction — I am not saying total supplies, but total production 
— and normally that is not an irrational reason for prices to 
maintain stability or improve. As a matter of fact, we had 
the converse action. We had no seasonal pattern, except that 
of a very, very low price. The third part — and I am not 
sure of the cost of production of corn — over the period of 
the year the price of corn may have been below the actual 
cost of production. I also think if it had not been for the 
government selling roughly 750 million, we would not have 
had prices at $1 a bushel. Therefore, I think it is uneconomic. 
COLLINS: Ben is so close to hitting the point that I was 
shooting at, I'd like to clarify it a little further. We know 
what the short-run effect of the corn price has been, and I 
agree that certainly it has been below its economic value. I 
would like to hear Ben comment further with regard to this 
question of economic value of corn. We have seen the big 
jump in utilization; we have seen various things to support 
his conclusion that it is at an uneconomic value at the pre
sent time. What will be the short or long run effect of this, 
considering that the principal part of our market, three-
fourths of our market, is the livestock, the feed industry of 
the country? 
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RASKIN: That one sort of threw me. I think that without 
question there has just been a tremendous expansion in feed
ing as a result of the cheap price of corn. Whether our total 
feed consuming use in itself, that is livestock, poultry and 
so forth, is now going to condition itself to this very vast 
supply at a very cheap price, I do not know. It could very 
well be. 

I will now speculate in the very worst kind of way. Assum
ing this year's corn crop is about where the government says 
it is and assuming that this year's consumption is about where 
we anticipated last year's to have been plus a similar increase 
in use, once again we may be faced with the possibility of 
consuming four, five hundred million bushels more than we 
produce. Assuming this feed grain program extends to the 
third year it seems to me we could be in the situation where 
the price of corn can no longer stay at a dollar a bushel, 
where the whole pattern of the corn supply will have changed. 
We have built into it a tremendous pattern of feeding at very 
low levels and we've got relatively cheap proteins coming to 
consumers as a result of other factors, too. All at once you 
might arrive at a situation where natural forces will force 
the price of corn up like an escalator and the feeders are 
going to be stuck with a high price. This I admit is specu
lation of almost the rankest type, but it wouldn't be surpris
ing to see this sort of thing result in an advance in corn prices 
somewhat larger than the government may have anticipated 
by the end of this coming crop year. 
FARRIS: What did you mean by low feeding levels? 
RASKIN: Low feeding costs, price. I mean price of corn on 
the market. 
BAKKEN: I think we will now have to terminate our dis
cussions for this morning. 
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MARKETING ORDERS AND AGREEMENTS 
AND THEIR EFFECTS ON FUTURES MARKETS 

H. E. Erdman 

T. HE general topic for this 
seminar deals with an aspect of marketing which is of partic
ular concern to producers, handlers, and processors of farm 
products — namely, market instability. This is not to say 
that other businesses involve less risk; in fact, some may in
volve more. It does mean that farming and the businesses 
closely related to it are conspicuously dependent on the vicis
situdes of weather and the threats of epidemics of plant and 
animal pests and diseases which cause wide and unpredict
able variations in yield. 

The particular topic assigned to me involves two quite dif
ferent approaches to the reduction or elimination of risk from 
price changes in the production, handling, and processing of 
farm products. Hedging by trading in futures markets is a 
procedure by which those who, in the normal course of their 
business must "take positions" in commodities, may shift 
to others much of the risk of loss from such price changes. On 
the other hand, an important objective of many marketing 
orders is to set up programs which are designed to reduce 
the price swings which constitute the risks. 

Farmers' Struggle With Uncertainty 
In order to give you an idea of the nature and persistence 

of the drive back of the moves to make market orders work, 
I should like to sketch briefly the road by which farmers ar
rived at the point where they would consent to such controls 
as these plans involve. 
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For over a century American farmers have been under 
economic pressures they have not understood, many of which 
arose from rapid expansion of production on new land, aug
mented by improved transportation and the oncoming rush 
of mechanization and new technologies. Always they faced 
the double instability of price and yield. Many went to a 
town or city where industry and trade called; many, following 
Horace Greeley's advice, moved "out West" — to Ohio, Illi
nois, Iowa, and on to the far West. Here, especially in the 
mountainous areas west of the Rockies, they found numerous 
valleys with fine soils easily accessible to abundant water for 
irrigation. Often such areas had climatic conditions uniquely 
favorable to certain crops — cantaloupes, winter lettuce, early 
cherries, Tokay grapes — with opportunity far beyond what 
Greeley had dreamed. But always the same problem soon 
arose — surplus and chaotic markets as seasonal peaks in ship
ments glutted the distant markets which were often the only 
outlets. 

Horace Greeley, writing about nearby markets in 1870, 
gave a vivid description of the kind of situation which, over 
half a century later and several thousand miles out into his 
West, gave rise to the "social invention" we call "market 
orders." He wrote: 

"I write in the fullness of a peach-harvest of extra
ordinary abundance. Peaches were never before at once 
so plentiful and so good. . . . Yet, while the growers have 
been constrained by their abundance to sell peaches at a 
low figure, and often at prices which left them nothing 
after defraying the cost of transportation and marketing, 
the consumer have paid for them an average of not less 
than two dollars per bushel."13 

3 Horace Greeley, Political Economy (Boston: Fields, Osgood 8c Co., 1870), pp. 
274-275. 
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How a surplus such as Greeley described might affect a 
producer of one of these specialty crops far from market 
may be illustrated by a hypothetical example. Take a fruit 
for which eastern consumers were paying the equivalent of 
$4.00 for a package which would gross the Pacific Coast pro
ducer $1.00 on tree or vine. With most of the intervening 
costs fixed for the season, a 10 percent drop in retail prices, 
if passed on to producers," would reduce gross receipts by 40 
percent, and profits often to beyond the vanishing point. Such 
occurrences were not unusual; in fact, for some products, they 
were almost yearly occurrences at seasonal shipping peaks 
which usually found many cars consigned to eastern receivers 
8 to 10 days away. 

T o correct such situations was the central idea of the 
Orange Growers Protective Union15 and the California Fruit 
Union16 in the middle 1880's, the Southern California Fruit 
Exchange in 1895,17 and a host of others to follow. 

Experience quickly showed that no drive by farmers to 
establish their own organization could enlist all farmers, and 
that the nonparticipants not only shared any gains in price 
and bore none of the costs but that their actions often wrecked 
a program. Said one speaker in a pessimistic vein: 

"You can get one-third of the growers together in an 
organization; these can get another third to join; but no 
power outside the Almighty can draw the other one-third 
in."18 

" On the likelihood of such passing on of a drop at retail levels, see Karl A. 
Fox, Policies to Combat Depression, Bureau of Economic Research (New 
Jersey: Princeton University Press, 1956), p . 301. 

w Rahno Mable MacCurdy, The History of the California Fruit Growers Exchange 
(Los Angeles, 1925), pp. 10-13. 

16 Erich Kraemer and H. E. Erdman, History of Cooperation in the Marketing 
of California Fresh Deciduous Fruits, California Agricultural Experiment Sta
tion Bulletin 557 (Berkeley, 1933), pp. 13-29. 

17 MacCurdy, op. cit., pp. 26-35 
18 A Mr. Gordon at the Thirtieth Fruit Convention, December, 1904. California 

State Commissioner of Horticulture, First Biennial Report, 1903-04 (Sacramento) 
pp. 311-12. 
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Although there was wide recognition of the fact that not 
all farmers would join or adhere after they joined, many per
sons hoped that in periods of industry stress it might be pos
sible to get coordinated action between the diverse groups 
within an industry by means of yet another device, the indus
try "clearing house" for the dissemination of market infor
mation, and at times to carry on action programs. A long 
series of such ventures "soon fell apart because of their in
ability to bring any measure of compulsion to bear on their 
members."18 

It took a particular experience, in the gloom of the de
pression period, to drive home in a dramatic way the basic 
difficulty of using such voluntary organizations to reconcile 
the conflict between the motives of the group and those of 
the individuals that composed it. The basic conflict is simply 
this: In economic terms, the demand facing a group of 
farmers at the farm level is almost always inelastic within 
the ordinary range of experience — a little less would bring 
a little more — but for the individual farmer of moderate 
volume (as he sees it after he gets home from the meeting) the 
demand is one of unit elasticity — increasing his output to 
his limit will not affect the price but will affect his income. 
The greater the success of the group in raising prices by cur
tailing supplies the greater the temptation to the individual 
to expand his own. This is not news to you; and do not 
think it is to a farmer. 

The particular experience to which I referred took place 
in the restricted Tokay grape area around Lodi, California, 
in the summer of 1932. When it became evident that another 
bumper crop was on the way, growers and shippers recalled 

u Edwin G. Nourse, Marketing Agreements Under the AAA (Washington: The 
Brookings Institution, 1935), p . 133. 
Kraemer and Erdman, op. at., pp. 90-120 
Henry H. Bakken and Marvin A. Schaars, The Economics of Cooperative Mar
keting (New York and London: McGraw-Hill Book Co., 1937), pp. 502-512. 
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that in 1930 a crop of 7,670 cars had grossed them "on the 
vine" an estimated $750,000; that in 1931 a short crop of 
4,109 carlots had brought about $2,000,000.*° 

With this background in mind and overlooking lessons 
learned in the past, growers and shippers again organized a 
clearing house including 85 percent of the Tokay tonnage, and 
proceeded to prorate shipments. The plan worked well for a 
few weeks but was given up at the end of the fourth week 
when it developed that the noncooperating shippers, holding 
but 15 percent of the tonnage, had actually shipped 50 per
cent of the week's quota.21 

Action minded groups in the California Farm Bureau 
Federation and the California State Chamber of Commerce 
shortly asked for a study of the desirability and feasibility 
of compulsory programs as procedures for these producers 
of special crops. The result was the drafting of the Califor
nia Agricultural Prorate Act and its enactment early in 1933." 

In the meantime, the U. S. Congress had included in its 
Agricultural Adjustment Act, enacted in May, 1933, two sec
tions which 

"Empowered the Secretary of Agriculture to enter into 
such agreements with 'processors, associations of produc
ers, and others' as would in his judgment 'effectuate the 
declared policy' of the act, and to put these 'processors, 
associations of producers, and others' under license. . . . " " 
These had been inserted in the adjustment bill late in its 

development by persons interested in "basic" crops. Per-

°E. A. Stokdyk, Marketing Tokay Grapes, California Agricultural Experiment 
Station Bulletin 558 (Berkeley, 1933), pp. 50-56. 

'•Ibid., p . 52, Table 16. 
2 Introduced January 26, 1933, and signed by thhe Governor June 5, 1933. See 

E. A. Stokdyk, Economic and Legal Aspects of Compulsory Proration in Agri
cultural Marketing, California Agricultural Experiment Station Bulletin 565 
(Berkeley, 133), pp. 3-44. 

sNourse, op. cit., pp. 15-16 and 423-438. Note that the license feature was re
placed by "Orders" by Public Law 300, August, 1935. Ibid., p . 424. 
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sons interested in special crops, the California groups in par
ticular, seized upon these sections as promising devices and 
urged their passage.21 

Finally, the California legislature in the same spring passed 
the California Adjustment Act of 1933 to parallel the federal 
act on intrastate matters. 

The New Plans Evolve 
Various groups of producers and handlers at once set out 

to try the new "inventions" — like boys and dads on Christ
mas morning. In 1956 it was reported that to that date a total 
of 70 marketing programs had been promulgated under Cali
fornia law (exclusive of milk) and that at that time 28 were 
in active operation.23. 

Of course, not all of the schemes had worked. Many were 
poorly set up, others were badly administered, and farmers 
resented inequities which developed. In any case, numerous 
activities were soon being challenged in the courts. As cer
tain procedures were cast in doubt or struck out by court 
action, the procedures were changed or the laws amended, 
or both, to permit the sorts of action needed to attain the 
desired objectives. Legislative evolution thus leaves Califor
nia farmers with the California Marketing Act of 1937 
(though repeatedly amended) as the law under which most 

current state programs are operating, and with the major 
provisions of the original Prorate Act now embodied in the 
Agricultural Producers Law which specifically authorizes reg
ulations applicable only to producers.26 

' Nourse, op. cit., pp. 3-9, 15 and 16. 
5 California State Department of Agriculture, Bulletin, vol. 45, no. 1, January, 
February, March, 1956, p . 20. 
I have omitted milk with which experience has been perhaps less applicable to 
commodities traded on futures markets, but see Report to the Secretary of 
Agriculture by the Federal Milk Order Study Committee (Washington, 1962), 
95 p. 

"Ibid., "California Agricultural Marketing Programs," pp. 2-11. 
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As of August 15, 1961, 30 programs were in operation un
der the California Marketing Act, with 3 others in effect but 
inactive. And in November, 1961, 43 federal marketing agree
ment and order programs were in effect for fruits, vegetables, 
and tree nuts produced in 21 states.27 

I have given an overly long background story, even though 
I have had in the back of my mind the remark of the school 
girl who, asked by her teacher to review a book on penguins, 
said: "Well, the book tells a lot more about penguins than 
I care to know." 

My purpose is to emphasize the nature and persistence of 
the drive that has impelled so many farm groups to organize 
with market stabilization as a main objective. I suspect that 
much of this drive has now been transferred to experimenta
tion with this new institution. For those products for which 
it proves to be feasible and politically acceptable, it may re
duce price swings to the point at which futures trading will 
not develop or will wither away. But let us look more close
ly at the thing itself and how it works. 

Nature of the Setup Under Market Orders 
The terms "marketing agreements" and marketing orders" 

are often used confusingly. The federal law of 1933 pro
vided for marketing agreements between producers and/or 
handlers of an industry and the Secretary of Agriculture. Since 
these bound only the signers, the Act made use of an old de
vice to compel a nonsigning minority to comply; namely, to 
require all handlers to be licensed. Operation without license 
drew a heavy fine, violation of the provisions of the license 
was cause for revocation of the license. In 1935 the amended 
Act replaced the licenses with market orders. 

" U. S. Agricultural Marketing Service, Marketing Agreements and Orders for 
Fruits and Vegetables, A.M.S. 230, Rev. November, 1961, p . 14. 
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The marketing order is the significant document under 
both federal and California state law.28 The marketing agree
ment is basically used only to indicate to the officer — the 
U. S. Secretary or the State Director of Agriculture — that a 
major section of the industry wants the program and agrees 
to comply with its rules. 

All but one of the 33 California marketing programs operat
ing under the California Agricultural Marketing Act of 1937 
are joint-order and agreement programs. Two others operate 
under the Producers Marketing Law. All of the 15 federal 
programs operating in this state are joint producer-handler 
programs with agreements applying only to the handlers who 
signed but with orders applying to all, producers and handlers 
alike. 

In general, much the same procedure is followed for the 
inauguration of a program whether under federal or state 
law. Usually, there is discussion by interested persons among 
themselves and with appropriate officials about possible pro
grams; draft of a tentative program, perhaps after industry 
group discussions — often long and contentious; public hear
ings on the contemplated program; evaluation by officials of 
evidence presented; revision of the program to make it at 
once acceptable to the several segments of the industry, oper
ationally feasible, and compatible with the enabling legis
lation as to procedures and public welfare; and submission to 
a referendum to get producers' and/or handlers' reactions. 
If the industry approves by the required margin — in both 
cases very substantial — and the Secretary or Director approves, 
the order is issued.28 

281 shall restrict my discussion to California experience mainly because it has 
been so extensive and also because facts are readily available. 

20 U.S.D.A. "Marketing Agreements and Orders", op. cit., (A.M.S. 230). 
California State Department of Agriculture, op. cit., "Procedures in the De
velopment of a Marketing Program," pp. 12-14. Bulletin, Jan., Feb., March, 1956. 
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T h e list of commodities for which there are market orders 
seems to be expanding. The commodities to which market 
orders may or may not apply are named in the enabling leg
islation, specifically or by groups, or may be excluded. In
clusion or exclusion has been the subject of numerous legis
lative battles at both the state and federal levels. Interested 
industry groups managed to have the turkey industry made 
eligible for control via marketing orders by a special pro
viso inserted in the Agricultural Act of 1961,80 and a bill in 
Congress at this writing would authorize federal egg mar
keting orders.31 

The purposes of these orders are, simply stated, to im
prove returns to agricultural producers.83 T o get the desired 
results, the following major lines of activity are authorized 
by the various enabling laws: 

1. Volume control. 
2. Quality control, sometimes including pack or contain

er specifications. 
3. Industry promotion — sometimes the main item — not 

permitted under federal law. 
4. Research. 
5. Elimination of unfair trade practices. 

Only the first two are of direct concern in our discussion to
day. It may be pertinent to note, however, that producers' and 
handlers' interest seems to be shifting to the third item — 
industry promotion and advertising. Although volume con-

"U, S., Agricultural Act of 1961, Public Law 87-128, 87th Cong., S. 1643, 1961. 
1 U . S. Library of Congress, Legislative Service, Digest of Public General Bills, 

87th Cong., 2nd sess., June 5, 1962, H.R. 12,007, Clem Miller, Issue No. 4, Sup. 1. 
2 U. S. Congress, Joint Economic Committee, Policy for Commercial Agriculture, 

"The Contribution of Marketing Agreements and Orders to the Stability and 
Level of Farm Income," by Sidney Hoos, Papers, 85th Cong., 1st Sess., 1957, 
pp. 319-320. A good bibliography included. 
See also Murray R. Benedict and O. C. Stine, "The Agricultural Commodity 
Programs," chapter on "Marketing Agreements: Fruits and Vegetables," pp. 
368-415. New York: Twentieth Century Fund. 1956. 
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trol — "orderly marketing" or "surplus control" — was at 
first the main purpose, only 11 of the 33 programs Califor
nia had in effect in 1960 provided for volume control, but 25 
provided for sales promotion and advertising. Of some $9 mil
lion collected for operating these programs in 1959-60, 69 
percent was expended on "promotion."88 "Inspection," 8 
percent, doubtless included mostly quality control, while a 
part of "administration," 18 percent, would have been for 
volume control aspects. Apparently, California producers 
have more faith in sales promotion than in volume restriction. 

The program under each order is carried out by a manager 
and staff employed by an "Advisory Board," a body appointed 
by the Secretary or the Director (in California) from nominees 
recommended by the participating producers and, if they 
are included, the handlers. Such an advisory board has less 
authority than is ordinarily assumed, since it may not act on 
important matters on its own initiative but may only recom
mend to the Director. The latter, if he approves, issues the 
specific order for action, let us say, establishing the operating 
levy or a quota for the season. 

The various "self-help" programs are supported by assess
ments levied against the persons regulated on some equit
able basis. They are ordinarily collected by the first handler. 
In California money collected pursuant to a marketing pro
gram is deposited in a bank under an account established 
by the state and credited to that program.84 The enabling 
act establishes maximum rates. 

A New Institution Develops 

Here, then, is a new procedure developed in the past three 

33 California State Department of Agriculture, Bulletin, vol. 50, April, May, June, 
1961, p. 103. Computed from tabulation. 

34 California State Department of Agriculture, Bulletin, vol. 45, no. 1, January, 
February, March, 1956, p . 16. 
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decades by which producers of given agricultural products 
in a specified area may virtually take things into their own 
hands when the marketing system seems to function badly. 
What we have is a new "social invention," the marketing or
der, to use the term which Professor Black in the 1959 seminar 
applied to futures trading.85 Before speaking more on the like
ly impact of the new on the old, let us take a better look at 
the new, which is, in a sense, a supergovernment, imposable 
on but not interfering with existing government, to provide 
special regulatory facilities desired by given industry groups 
within it to regulate certain activities of its own members. 

We have long had various kinds of special "districts" — 
drainage, fire protection, mosquito abatement, etc. These 
have been superimposable on areas outlined by boundaries 
other than those establishing the older township and coun
ty system. When so imposed by a prescribed majority of the 
voters of the area, any regulations and tax levies involved 
in its purposes are applicable equally to those who favored the 
plan and to the dissident minority. 

In the new institution which we are discussing, the voting 
is restricted to those who are to be regulated. Thus, during 
the recent referendum on the defeated national turkey or
der, the voting was restricted to those growers who had each 
produced at least 3,600 pounds of turkeys during the base 
period. Left out were growers of less than about 200 tur
keys each, who were not to be regulated. 

These groups are operated by advisory boards, as you will 
recall, which are appointed by the Secretary or Director from 
lists of nominees selected by the growers and/or handlers 
from their own numbers. It is these boards which must make 
the recommendation to the responsible officer that he im-

^Bakken, et al., Futures Trading Seminar, vol. I (Madison: Mirmir Publishers, 
Inc., 1960), pp. 43-44. 
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pose the specific controls they believe to be needed to bring 
about the adjustments in supplies required to raise prices. 
Even in these days when the educational level is high, such 
boards will not grade high on their knowledge of demand 
and supply — the very heart of these programs to raise in
comes. Of course, the most unlettered fruit peddler knows 
something about supply and demand: scarcity makes for high 
prices; how high? That 's easy; just ask too much, then lower 
your price if you have to. 

The ground rules laid down in the enabling legislation for 
the guidance of these newly appointed advisory boards and 
the responsible administrative officer at state and federal lev
els are stated in flowery language which sets up goals such 
as "orderly marketing," "expanding markets," "improving 
returns to producers," and, in federal legislation, the usual 
references to "parity."38 Yet, these bodies must make recom
mendations to the responsible officers for specific action, on, 
let us say, an order to impose a 12 percent "green drop" of 
cling peaches. 

What do they need to know? They probably do not need 
to know about the demand schedule in detail but they do need 
to know about the total value schedule derived from it. For
tunately, there is usually available to the administrative offi
cers the trained personnel which, with personnel at the state 
agricultural college, can make available modern statistical 
analysis in understandable terms. Fortunately, also, an order 
program which worked badly would quickly be terminated, 
usually after another referendum, but the Director's judg
ment is one which gives him sobering power to say no even 
without a referendum. 

'See Hoos, op. cit., pp. 319-320. 
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An example of the way growers can take over occurred 
in California during recent months. The Cling Peach Ad
visory Board, faced with a new record crop, was deadlocked 
on a vote to recommend a "green drop." The board is made 
up of 11 grower members and 11 canner members. Grower 
members favored the "green drop" but the canner group 
reportedly voted 6 to 5 against it. When it became evident 
that nothing would be done, a grower group, realizing that 
doing nothing would mean a chaotic market and maybe 
bankruptcies among both growers and canners, proceeded 
to formulate a grower control plan to accomplish the surplus 
removal if the established board did not act. The Director 
sent out the proposed order for grower approval. The vote 
was a decisive "yes." Shortly afterward the old board changed 
its vote and recommended the 12 percent "green drop."" 

This latest episode is the sort of thing I had in mind in 
saying that this is what growers of these volatile special crops 
have wanted. The plan is still "evolving." Some persons 
have suggested granting production control power. So far 
this has not been done.38 

Evaluation of Programs 
Evaluation of the effectiveness of marketing programs is 

not simple. The main difficulties are lack of information on 
operations, repeated changes in procedures, and changes 
in the economy itself. 

The gaps in information about experiences with given pro
grams are perhaps the first things that strike one. Such an
nual reports as are made by managers or secretaries are seldom 

37 "Cling Peach Advisory Board Agrees to Volume Controls." California Farmer, 
July 21, 1962, p . 8. 

39 But note that in 1957 Willard Cochrane expressed the idea that ultimately 
"society" will grant monopoly powers to agriculture. See "An Appraisal of 
Recent Changes in Agriculture Programs in the United States," Journal of 
Farm Economics, vol. 39, no. 2, May, 1957, p. 297. 
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adequate for analytical purpose, and only a few are readily 
available. Even when statistics of movement, prices, and pro
duct utilization are given, there is inadequate information 
on "market context" to permit drawing valid conclusions 
from the data supplied. 

Although some groups have been experimenting with in
dustry controls for some three decades, an attempt on my part 
to list for each of several groups the successive control de
vices or procedures that had been tried led me nowhere ex
cept to the realization that a vast trial and error process has 
been going on. The numerous changes ran the gamut from 
minor amendments in the wording of regulations to shifts 
from state to federal enabling law, or the reverse. Again, 
there is little information available on the reasons for such 
changes or on-the-ground evaluation of results as to effec
tiveness. 

Finally, evidence on the effectiveness of programs is ob
scured by the fact that numerous important changes in the 
industry or elsewhere were taking place simultaneously so 
that the results of marketing order programs became diffused 
and intertwined with the results of other influences than 
their own. Much of the popular discussion of marketing 
programs has been in a status quo atmosphere with the naive, 
tacit assumption that when a correction is made in a marketing 
process other things remain as they were.3" Such problems 
simply do not remain "solved." 

Among the important changes has been the burgeoning 
population influx which has converted thousands of acres of 
orchards to housing tracts. In numerous cases this has led to 
significant shifts in acreage. Lemon production has moved 
into the coast counties below Santa Barbara, and walnut acre-

1 Henry E. Erdman, "Progress Calls for Readjustment," Journal of Farm Econo
mics, vol. 36, no. 1, February, 1954, pp. 22-25. 
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age has moved north to the more suitable areas in central 
and northern California where yields are higher. 

The products have changed; over half the 1961-62 lemon 
crop will be utilized in lemon juice or frozen concentrate 
lemonade. Orange utilization has likewise changed. In 1946-
47, the first postwar season, 72.4 percent of the United States 
orange crop was sold fresh and 27.6 percent processed; by 
1960-61 the proportions had been reversed — 65.6 percent 
was processed and only 34.4 percent sold in fresh form." In 
the case of walnuts, whereas at the beginning of the thirties 
a few defective nuts were being cracked, shelled walnuts now 
absorb over half the crop. 

Moreover, the market structure in the food trade has 
changed.41 Where private and cooperative handlers formerly 
sold largely to wholesalers and jobbers, sales are increasingly 
going directly from association to large retailer — the chains 
and supermarkets. 

These market order programs seem to have been most 
consistently effective where there are strong grower organi
zations — Sunkist, Sun-Maid, Sunsweet, Diamond Walnut, etc. 
In these instances, the basic conflict between growers and 
handlers is largely absent. Some of the conflict of interests 
between growers and shippers involved in control plans 
arises out of the fact that price elasticity is low at the on-tree 
level, and that total returns schedules are maximum at small
er volumes at that level than at later market stages. Stokdyk 
found in his Tokay grape study that growers might expect 
the highest on-vine return by shipping 250 cars a week where
as the shippers, operating on a commission basis and at the 

40 U. S. Department of Agriculture, Citrus Fruits, October, 1948, p . 3 and October 
1961, p . 6. Author's computations. 

11 George L. Mehren, "The Changing Structure of the Food Market," Journal 
of Farm Economics, vol. 39, no. 2, May, 1957, pp. 339-353. 
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f.o.b. level, would benefit by larger shipments." 

It has frequently been pointed out that these control pro
grams have long-term value mainly as standby services for use 
in occasional emergencies. Almost from the start objective 
observers have cautioned that they are not applicable to 
situations involving "chronic surpluses." That , in fact, crude 
ly applied they would aggravate the problems.43 

In 1938, Wellman said of control schemes for oranges that: 
" . . . schemes which have for their sole purpose the reg
ulation of the flow of shipments to market during the 
season and which do not involve actual limitation of the 
total supply marketed are likely to prove beneficial to 
growers both in the short run and in the long run. Such 
regulation is a device which can be used continuously 
with reasonable safety and is particularly applicable to 
fresh fruits and vegetables."44 

But of schemes designed to limit the total supply for a sea
son, he wrote: 

"This type of control is essentially a palliative and 
should be treated as such. It should be used only in 
acute emergency situations; that is, when prices and re
turns to growers would otherwise be at distressingly low 
levels. Its use should be confined to raising returns to 
producers up to the returns obtained from alternative 

42 H. E. Erdman, "The California Agricultural Prorate Act," Journal of Farm 
Economics, vol. 16, no. 4, October, 1934, p . 633. Data from a table prepared 
by E. A. Stokdyk and published in Lodi Sentinel. 
Average price elasticity coefficients for lemons (1925-1941) has been calculated 
for three market levels: Retail, -0.78; F.O.B., -0.49; and On-tree, -0.44. Sidney 
Hoos and R. E. Seltzer, Lemons and Lemon Products, California Agricultural 
Experiment Station Bui. 729 (Berkeley, 1952), p . 34. 

431 have in mind the numerous writings of men closely associated with the 
development of these plans — Wellman, Braun, Hoos, Mehren, and others. 

44 H. R. Wellman, "Controlled Marketing with Special Reference to California 
Fruits and Vegetables," Address delivered at Twentieth Annual Meeting of 
the California Farm Bureau Federation, Sacramento, November 16, 1938. 
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crops. T o go beyond that is to court disaster. On the 
other hand, if limitation of the total supply during the en
tire season is applied only in years of excessive surpluses 
arising out of unusually high yields or of unusually low 
demand conditions, and if a quantity no larger than the 
surplus is withheld from the market, the program may 
be of substantial temporary benefit to growers without 
endangering their returns in the long run."46 

It seems that, from the long-run point of view, Wellman 
was too optimistic about the judgment such control groups 
would use in deciding when and to what extent to exercise 
control over flow to market. Such groups tend strongly to 
the short-run viewpoint. They find difficulty in drawing 
fine time-span distinctions among the problems they face 
today. 

In the cases of crops like lemons, oranges, cling peaches, 
and walnuts, which have been subject to one or another sort 
of control for at least a couple of short "long runs," two in
fluences have been tending to move the equilibrium point 
toward greater volume and lower price. First is the fact that 
control plans, to the extent they are effective, cut off the 
price troughs but leave hope for a series of short crops (for 
the other fellow) and higher prices, thus raising the average 
prices. The last point is only partially offset by such devices 
as the "stabilization pool" set up to meet unexpected demands. 
The second influence is the tendency to plant on the promise 
of increased certainty as to outlet and price. I suspect that, 
like putting some funds in a savings account at a low but 
safe return, some farmers and others have been planting with 
added certainty in mind. 

At any rate, after 30 years and new or continued surpluses 
dead ahead, a comment made by Hoos some two years ago 

45 Ibid. 
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anent chronic surplus situations may be pertinent: "A mar
keting order and its provisions are in effect only an asprin 
or two, or a Miltown, when what is really needed is some 
expert diagnosis and perhaps a substantial type of healing or 
even surgery."46 

Now I have been discussing marketing orders for products 
which are not traded on futures markets. I have largely 
ignored the one product which is currently involved on both 
counts — Maine potatoes. Futures trading in Maine potatoes 
began in 1941." It had apparently grown out of the practice 
of forward contracting between potato growers and dealers 
that is said to date back to 1871.48 A marketing agreement 
and order was established in September, 1948.48 Its use has 
had an intermittent history; a new federal order was recently 
approved by growers and handlers.50 It is my understanding 
that direct volume control has not been practiced under the 
Federal Order but that size and quality regulation has been 
used with one eye on volume reduction. 

Size and quality control, if consistently practiced, should 
facilitate futures trading if there is cooperation between the 
control administration and the trading group. If used consis
tently, it should help increase demand; if used intermittent
ly as a volume control device, its side effect on consumer de
mand is more likely to be negative; if used mainly for quality 

"Sidney Hoos, "Problems and Limitations of Federal and State Agriculture Mar
keting Orders, Organization for Marketing, Symposium Proceedings of the 
Committee for Improving the Marketing of Washington Agricultural Products 
(Yakima, Washington, March 1-2, 1960), p. 40. 

47 William T. Wesson, The Economic Importance of Futures Trading in Potatoes, 
U. S. Department of Agriculture Marketing Research Report No. 241, June, 
1958, p. v. 

48 Ibid., p . 2. 
"Roger W. Gray, Vernon L. Sorenson, and Willard W. Cochrane, An Economic 

Analysis of the Impact of Government Programs on the Potato Industry of the 
United States, Minnesota Agricultural Experiment Station Technical Bui. 211 
(St. Louis, 1954), p . 153. North Central Regional Publication no. 42. 

60 Federal Register, June 23, 1962, p . 5945. 
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improvements, a side effect may be to widen price swings 
— though at higher levels. 

Long observation and recent study of the operation of 
marketing order programs in California leads me to doubt 
the effectiveness and more particularly the workability of na
tional orders. The potato study just cited (footnote 49) im
plies that on the matter of quality alone the operating com
plications would preclude a successful national program. Too 
many conflicting ideas are involved; for example, equal size 
or quality regulation might well have widely different cur
tailment effects in different regions.61 On the other hand, 
it has frequently been noted that vigorous action on surplus 
control by regional groups is virtually impossible, at best 
dangerous. Simmons has suggested that size and quality reg
ulation may have given Maine producers a degree of pro
tection against competition from other regions. 

Over the years I have often asked myself several questions 
about futures trading for which I have not found wholly satis
factory answers; they have repeatedly come to mind again as 
I have studied marketing orders: 

1. If futures trading is as useful as its proponents claim, 
why is it used in the handling of so small a proportion of 
our important commodities? 

2. What are the basic conditions necessary for the develop
ment of futures trading? 

3. Why has futures trading developed and then withered 
away in some instances? 

4. How do the business firms fare which do not hedge 
when competitors do? 

I have given further thought to these questions while try
ing to answer the question before us now. They have seemed 

61 Will M. Simmons, An Economic Study of the U. S. Potato Industry, U. S. 
Department of Agriculture Report No. 6, 1962, p. 53. 
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particularly pertinent to an understanding of any conflict 
which may exist between the marketing order approach and 
the futures trading-hedging approach. I have not found the 
answer to my query on why futures trading on northwestern 
apples failed after one season of trading (1948) on the Chi
cago Mercantile Exchange,62 nor why futures trading on po
tatoes at Chicago has become insignificant and erratic while 
that on the New York Exchange has continued (but why 
only on Maine potatoes?). I have noted numerous attempts 
to explain declines in futures trading by reference to price 
support activities — perhaps the most conspicuous instance 
was the decline in future trading in butter. These observa
tions have strengthened my conviction that any adverse ef
fect of market orders on futures trading should come in any 
future instances in which the amplitude of price swings is 
narrowed sufficiently to avoid the need for hedging.68 

Since I do not anticipate the application of marketing 
orders to the "basic" crops nor to others on a national basis, 
I have considered the possibilities in the list on which market 
orders are or have been used but am inclined to rule out 
most of them on grounds such as those outlined by Wesson 
in his study of Florida citrus.64 He listed the following group 
of industry characteristics as favorable to the development 
of futures trading, specifically, at that time, orange juice 
concentrate: 

02 Trading began on August 16, 1948; was opposed by the International Apple 
Shippers Association; a few sales only were reported in 1949. See items in 
New York Times, July 29, August 11, August 19, and August 20, 1948, and 
Wall Street Journal, October 11, 1949. 

53 See Holbrook Working, "Price Supports and the Effectiveness of Hedging." 
Jour. Farm Econ., 35:5:811-818 Dec, 1953. 

"Wil l iam T. Wesson, Possibilities for Futures Trading in Florida Citrus Fruits 
and Products, U. S. Department of Agriculture Marketing Research Report No. 
156, February, 1956, p. 2. 
Sidney Hoos, "Futures Trading in Perishable Agricultural Commodities," The 
Journal of Marketing, vol. 6, no. 4 Part I, April, 1942, pp. 358-365. 
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" 1 . The organization pattern of the industry must be such 
that the responsibility for the various phases of pro
duction and marketing are, to a substantial degree, di
vided among different groups of specialized and fair
ly numerous firms, rather than among a few large 
integrated firms. 

"2. The commodity must be purchased and sold on the 
basis of quality standards that convey a common mean
ing to all buyers and sellers. 

" 3 . Market information concerning supply, demand, and 
price for the commodity must be widely distributed 
and usable by a large number of potential buyers and 
sellers. 

"4. T h e methods of buying and selling the commodity in 
the cash trade must be standardized to the point where 
the further standardization necessary in establishing 
a futures contract is consistent with trade interest. 

"5 . There should exist a potential trade interest in the type 
of financing afforded by futures trading." 

On one ground or another, I have ruled out most of them 
other than perhaps apples, potatoes, onions, and perhaps 
orange juice (which Wesson ruled out on the basis of his 
rules above quoted.)65 

Newer Tendencies 
It is my impression that there is a tendency on the part of 

advocates of marketing orders to depart from the older "order
ly marketing" bundle of concepts to the new group centering 
on (1) quality improvement and (2) trade promotion and 
advertising. I have already commented on the first of these. 
The second has only an indirect bearing on my topic; namely, 

53 But see "Futures Market Proposal for Concentrates Under Investigation by 
Florida Packers," Quick Frozen Foods, July, 1962, pp. 141-2. 
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that disappointment with the newer programs50 may lead 
to a search for a scapegoat — as with onions. Professor Black 
last year told this group that futures trading "has two power
ful obstacles to overcome. One of these is that whenever 
prices of a product that has a futures market drop sharply, 
the producers are pretty sure to blame this on the traders. 
The other is that, especially in the smaller and newer mar
kets, it is often possible for a small number of traders with 
short-run greedy interests, to stampede the market to serve 
their ends."57 

Summary and Conclusions 
Our discussion here involves two different approaches to 

the reduction of risk from price changes, that is, (a) shifting 
risks by hedging on futures markets and (b) reduction of 
the risk itself by adjustment of market supplies. 

With specialty crops produced far from market, the rela
tive price fluctuations are exaggerated at the farm level where 
derived demand is usually inelastic within the range of or
dinary experience. 

Producers of specialty crops have long tried to bring about 
industry-wide supply adjustments by voluntary organization. 
Such plans have failed because of conflicting reactions of the 
industry and the individual as each saw the demand — inelas
tic for the industry but perfectly elastic for most individuals. 
Hence, the more successful a program the more pressure on 
the individual to avoid compliance. 

Out of farmers' inability to adjust market supplies by volun
tary organization has developed a new "social invention," 

601 am skeptical of the value of these programs, having tried my hand at evaluat
ing them. See my papers: (1) "Self-Financed, State-Sponsored Advertising as a 
Form of Farm Relief," Proceedings, 19th Annual Conference, Pacific Coast 
Economics Association, December, 1940. (2) "To Advertise or Not to Advertise; 
the Cooperative's Soliloquy," unpublished paper, Giannini Foundation Library, 
March, 1941. See also Alois F. Wolf, "Measuring the Effect of Agricultural 
Advertising." Jour. Farm Econ., V. 26, No. 2, May, 1944, pp. 327-47. 

57 John D. Black in Bakken, et al., Futures Trading Seminar, op. cit., pp. 45-46. 
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the marketing order, designed to require a dissident minori
ty to abide by a program approved by a preponderant majori
ty, a principle long established in such matters as the forma
tion and operation of drainage and irrigation districts. 

After nearly three decades of experience with such pro
grams, the results are difficult to evaluate. In the continuous 
"tendency toward an equilibrium" noted by John Stuart Mill 
and other early economists, the results have become diffused 
in the economy and intertwined with the results of other 
simultaneous or intermittently occurring changes. 

The job of bringing about "orderly marketing" is more 
complicated — or should I say "sophisticated" — than is real
ized by most advisory boards set up to help administer the 
programs. Some saving features are that (1) both federal and 
state agencies set up to implement enabling legislation have 
trained economic analysts available, (2) many industry groups 
have among their members men who have acquired a lot of 
"know-how" on such matters, and (3) programs which do not 
work well may be discontinued on the judgment of the 
administrator, and must be discontinued on a majority vote 
of participants. 

Two results seem to emerge, both of which would move 
the volume-price equilibrium to a new, larger volume, lower 
price point, thus encouraging increased plantings. They are: 

(1) Programs tend to cut off price troughs but leave room 
for occasional high prices which would raise average 
prices. 

(2) Operation of these programs may bring growers a de
gree of certainty for some outlet and avoidance of ex
tremely low prices. 

We have no direct evidence to indicate how the operation 
of agricultural programs will affect futures trading. Logical
ly we may expect marketing orders, independently or in com-

[87] 

©1963 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

bination with price support programs, to affect futures trad
ing only as they succeed in lessening price swings sufficiently 
to remove the need for hedging. That seems to have been 
one result of a number of price support programs. The cur
rent tendency to shift emphasis from "orderly marketing" 
to trade promotion and quality improvement may have mixed 
effects on futures trading. Consistent size and quality control 
could be favorable for futures trading. 
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Marketing Orders and Agreements and Their 

Effects on Futures Markets 

Wilbert E. Huge 

I would interpret the comments we have just heard by 
Prof. Erdman, as indicating that he does not believe that 
marketing orders are a "cure-all" for agriculture. 

I would acknowledge, also, that commodity futures mar
kets do not provide a "cure-all". 

The marketing order route is usually identified with "Pro
duction control" and "orderly marketing", whereas the com
modity futures market route is identified with "intense com
petition and expanding markets". One might well raise the 
question as to whether these two routes are not quite incom
patible in objective, and therefore, in route. 

I hope I am not being unfair in classifying marketing or
ders as a "legalized cartel". This cartel method of reducing 
price risks has some unfortunate side effects. Principal among 
these side effects are price increases to the consumer, which 
inevitably must reflect the higher cost of each marketed unit, 
and the cost of administering and policing the cartel. There 
then follows the reduced per capita consumption of the pro
duct, the stifling of competition, destruction of the incentive 
to produce more for less, and, of course, the umbrella, there
by held over other potential producing areas of the world 
who are not subject to such limitations. 

It may be that in the case of perishable commodities, where 
an industry sees little further market growth prospects, a mar
keting order may be a proper refuge. 

However, I would submit that for the vast bulk of agri
cultural commodities, which are not immediately perishable, 
and have not attained a static period in their history, expand-

[89] 

©1963 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

ing markets and competitive enterprise are a more desirable 
route. 

In our capitalistic system, three major methods of risk 
sharing have developed. 

1. Through public ownership of common stocks, the many 
risks inherent in a corporation are shared. Indeed, mutual 
funds perform the function of a further division and sharing 
of these risks. 

2. The many casualty risks to which individuals and cor
porations are exposed, are shared through the medium of 
insurance and a complex of underwriters who thereby divide 
and share individual risks. 

3. The price risk inherent in commodity ownership is 
shared through the function of commodity futures markets. 

It should be emphasized that in each of these three cases, 
the risk underwriter performs his function voluntarily, and 
whether he experiences a profit, or loss, is largely dependent 
upon the quality of his judgment. 

One might ask, "what are the benefits of such risk sharing?" 
If a company carried no casualty insurance, it would save 

the insurance premium, but surely would require a larger 
margin of gross profit on its product or services to justify 
the risk exposure. 

Those agricultural industries who have commodity fu
ture markets available, are able to pass price risk on to volun
tary underwriters, and are thereby able to perform their ser
vice at narrower margins, thus benefiting both producer and 
consumer. 

Undoubtedly, the prime example of the functions of com
modity futures markets is contained in the history of the soy
bean industry. 

In addition to an active, liquid, soybean market used by 
growers, elevators, merchants, exporters and processors, pro-
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duct markets in oil and meal are useful to processors, refiners, 
feed manufacturers, and exporters. 

In addition to domestic users, each of these three markets 
are being used in increasing volume by processors and other 
trade interests abroad. 

By reason of the importance of soybean protein in poul
try feeding, one might consider the egg futures market, and 
the recently adopted broiler and turkey futures markets, a 
further extension of the price risk underwriting of soybeans 
and soybean products. 

While the large production and low consumer prices of 
foods dependent upon soybeans, cannot entirely be credited 
to futures markets, this price risk sharing has been an integral 
part of the rapid, sound, growth of the industry. 

T h e abundance and low consumer prices of turkeys was 
threatened recently, when turkeys nearly became entangled 
in the marketing order proposals for their industry. 

Surely it would have been a cruel paradox if this Thanks
giving Day symbol of a courageous people, who pioneered a 
new nation in the search for liberty and opportunity, had been 
consigned to the ranks of marketing orders and controls. 

Prof. Erdman poses four questions concerning futures trad
ing, and I would like to offer my response to these questions. 

Prof. Erdman asks, "What are the basic conditions neces
sary for the development of futures trading?" 

I would suggest the five points which Prof. Erdman out
lined in quoting Wesson, plus two further conditions . . . 

"That the commodity must be relatively free of artificial 
price influences" . . . 

"That the interest of potential price risk underwriters can 
be attracted to the commodity." 

Prof. Erdman's first and third questions are related, and 
I should like to discuss them simultaneously. They are, "If 
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futures trading is as useful as its proponents claim, why is it 
used in the handling of so small a proportion of our impor
tant commodities?" . . . "Why has futures trading developed, 
and then withered away in some instances?" 

An increasing number of our agricultural commodities have 
fallen victim to politically oriented price support methods, 
resulting in the price support level actually functioning as a 
price ceiling. 

T h e accumulated supply of the price supported commod
ity, functions as an effective club, preventing price in
creases beyond the ceiling and, therefore, produces no incen
tive for price risk underwriters to indulge in ownership of 
the commodity. Furthermore, questions as to how, and at 
what price level the tired long might elect to dispose of the 
accumulations, further deters the price risk underwriter. 

The corn market during this past crop year might be 
viewed as a typical example which may serve to answer both 
of Prof. Erdman's questions. 

The major long in the corn market, Commodity Credit 
Corporation, through price support activities has been buy
ing corn at $1.20 per bushel, and this price, of course, has 
attracted large purchases. 

This same long, has been selling corn at prices averaging 
less than $1.00 a bushel. 

Therefore . . . the only reason left for the hedging of corn 
ownership in the futures market are the uncertainties arising 
from the action of one long in the market . . . Will this 
long market 300 million, 600 million, or one billion bushels 
of corn . . . and, at what prices will this one long sell this corn? 

Certainly the market price will be, and has been, deter
mined by the action of this one owner. 

As this process is repeated in other commodities, it inevit
ably reduces the use of the futures market. 
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Futures markets are a part of the normal function of the 
law of supply and demand. Periodic tinkering with the law 
of supply and demand, which has been attempted at many 
times over past centuries, will, of course, limit the usefulness 
of commodity futures markets. However, for those commodi
ties which can avoid such entanglements, commodity futures 
markets can provide a useful hedging tool. 

With respect to Prof. Erdman's fourth question, and that 
is, "How do business firms fare which do not hedge when 
competitors do?" 

I can present no factual data, but presume that some paral
lel might be drawn to companies who do, or do not, insure 
casualties. Those who do not insure, and are fortunate enough 
not to have a fire, or other accident, are better off than those 
who do insure. However, such route may not inspire utmost 
confidence on the part of their bank or stockholders. 

I would acknowledge, that removing price risk is a de
sirable objective, but in many cases an exorbitant price is 
paid for such stability. 

Is it not possible that in many cases so-called removal 
of price risk is in reality a case of hiding the price risk? 

The over 400 million lbs. of butter straining storage facil
ities are a by-product of price risk removal . . . But, is it not a 
part of the price tag? 

The other price tags are: High prices to the consumer. 
Shrinking markets. Stifling of competition. 

Destruction of the incentive to produce more for less. 
Stimulant to competitive producers and products. 

I am convinced that risk is inherent in any human endeavor. 
When we seek to reduce risks, we must surely consider the 

costs of various routes of such protection. 
Such calculations must consider all costs . . . hidden and 

apparent. 
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Marketing Orders and Agreements and Their 
Effects on Futures Markets 

Robert L. Clodius 

Preparing this discussion has given me some difficulty, not 
because of Dr. Erdman's paper which is a good one, but be
cause of the subject. There is fairly general agreement about 
what marketing agreements and orders are, what they try 
to do, and the provisions through which they attempt to reach 
their objectives. However, I find no such general agree
ment about the fundamental objectives underlying a futures 
market operation. 

The traditional point of view is that a futures market can 
be justified on the basis of the opportunity for hedging that 
it provides. The social purposes to be served through hedg
ing come first and the futures market is the means to that 
end. Another point of view is that futures markets exist be
cause speculators want to buy and sell contracts with one 
another in hope of a personal gain. It may be justified on 
this basis alone but has incidental benefits of providing an 
opportunity for hedging, indicating directions of price move
ments, establishing a basis for pricing in spot markets, as
sembling and disseminating price information and of facil
itating trade in specific commodities. 

Any analysis that a person makes of the effects of some
thing on the futures market depends in large part upon his 
conception of the futures market. For example, let us assume 
a perfect economic world in which there are large numbers of 
buyers and sellers in close contact with one another and with 
knowledge of market supplies and demands of some standard 
commodity. In such a circumstance prices in space would 
differ by the costs of transfer and prices in time would differ 
by the costs of storage. In a world such as this there would 
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not be much need for hedging and if this were the only 
justification for a futures market, it would likely not ap
pear. However, there might well be a market for futures 
contracts in the commodity if there were enough specula
tors who wanted to play the game and bet that prices through 
time might be more or less than storage costs. 

If the latter concept of a futures market were to be as
sumed, then it would largely be immaterial whether market
ing agreements and orders existed or not. Futures mar
kets could exist for their own sake alone, or rather for the 
sake of the speculators who like to, want to, and can afford 
to play the market. 

In his paper, Dr. Erdman has assumed that the futures 
market depends upon hedging. The analysis of agreements 
and orders becomes one of appraising their effect on hedg
ing. Hedging in turn is related to price instability. As 
agreements and orders reduce price instability, they 
reduce the need for hedging, and accordingly reduce the 
need for futures markets. This is the frame of logic within 
which he places his analysis. Further, he considers the in
stitutional setting — past, present, and prospective commodi
ties appropriate for orders and the likelihood of their being 
traded in futures. 

The early history of agreements and orders suggests their 
purpose was to stabilize markets but the over-riding consider
ation is to improve returns to agricultural producers. This 
is the reason the provisions of orders other than milk include 
volume control, quality and size control, industry promo
tion, research, and elimination of unfair trade practices. The 
provisions most likely to have a price stabilization effect are 
volume control and these quality and size controls that have 
an effect on volume. At least it is theoretically possible that 
management of supplies set against demands can stabilize 
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prices. This could lessen the need for hedging and futures 
markets. 

What the facts are with respect to the stabilization of 
prices through management of marketings is still a subject 
of research as Dr. Erdman has indicated. It is possible that 
mismanagement could increase price swings, or that quality 
control, promotion, and the like might put prices on a high
er level generally without reducing their instability. The 
end effect might be neutral or perhaps encouraging to fu
tures trading. 

In this area of price stability-instability there is a conflict 
between the market order approach and the futures trading-
hedging approach with respect to their secondary conse
quences. A market order seeks first to raise incomes to pro
ducers but its secondary consequence may be to stabilize prices 
through orderly marketing. The conservative objective of 
futures trading is to provide an opportunity for hedging, but 
its secondary consequence may be to stabilize spot prices. 
Incidentally neither of these secondary effects has been proven 
to my knowledge, but they are dearly held by the proponents 
of the two approaches. If the market order is successful in 
stabilizing prices, hedging is not necessary and presumably 
the futures market is not necessary. But if futures trading 
is successful in stabilizing cash prices, it still may not raise 
the level of farm prices and incomes and eliminate the need 
for market order operations. These statements merely re
flect historical and present facts of economic life that market 
orders are social inventions of, by, and for agricultural pro
ducers while futures markets are social inventions of, by, 
and for members of boards of trade. 

Dr. Erdman's analysis of the institutional setting of mar
ket orders as they relate to commodities that are presently 
or conceivably objects of futures trading is too conservative 

[97] 

©1963 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

in my opinion. The only commodities he finds as possibili
ties for joint market order-futures trading operations are 
apples, potatoes, onions, and perhaps orange juice. These 
conclusions seem valid but are limited to those commodities 
for which market orders are or have been used. What con
clusions can be reached if a person starts with those commod
ities that are or have been traded in futures contracts? How 
many of them might be subject to marketing orders and agree
ments? Is Dr. Erdman's assumption realistic that market or
ders will not be applied "to the 'basic' crops nor to others on 
a national basis?" Answering this requires a brief discus
sion of political economics. 

As all of you know, the Administration has proposed legis
lation that will permit "supply management" on a national 
basis. In many respects this can be viewed as marketing order 
legislation on a national basis with the major exception that 
control over production is visualized rather than control over 
marketings. The farm bills advocating supply management 
have had rough going in Congress, but marketing order leg
islation has been on the books since 1933. It is conceivable 
to me that amendments might broaden this legislation to 
cover more and more commodities. Furthermore, it is not 
too big a step from market control to supply management. 

Is there any reality to supply management? Its logic goes 
back to the technological revolution in agriculture that is 
a continuing fact of life in the real world. Equally real are 
the low demand and supply elasticities, the atomistic numbers 
of farm firms, inadequate mobility of resources, and the con
sequent squeeze on net farm incomes. The determination 
of the Secretary of Agriculture is also real. Thus it seems 
entirely possible to me that supply management as a cousin of 
volume control in a marketing order is something to be 
reckoned with in futures trading. The primary objective, as 
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with a marketing order, is raising farm income but the sec
ondary consequence may well be the stabilization of prices. 
In this event the necessity of hedging decreases and the use 
of futures contracts could decline even further. 

Here again we see the conflict in interest between the pro
ducer on one hand and the handler, processor, and trader. 
The farmer wants the level of his income to increase. This 
is no concern of the other agents in the marketing channel. 
The handler and processor want to protect their margin and 
to make their profits on the services they provide so they 
hedge. The exchange member is interested in a large volume 
of business so he can collect his service charges, and the spec
ulator is interested in an active market with sufficient price 
movement so he can hope for a killing. In all these latter in
stances the welfare of the farmer represented by high or low 
farm income is really not significant. But futures market 
operators may become the unwitting and protesting recipients 
of the consequences of farmers trying to improve their in
comes. If use of futures declines, it makes little difference 
to them whether the instrument was a marketing agreement 
and order or supply management. 

Discussion 

Marketing Orders and Agreements and Their 
Effects on Futures Markets 

William S. Farris, Chairman 

FARRIS: Thanks, Bob, for bringing us this analysis and dis
cussion of Professor Erdman's paper and these other points. 

We have plenty of time for some discussion and the floor 
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is yours as long as you don't call names and stay relatively 
close to the subject. 
KOHLS: Before we go off on to areas which I suspect we 
will before the afternoon is out, I would like to ask a ques
tion of Dr. Erdman, of a fact, I presume. Mr. Huge alluded 
to it, and it has very often been alluded to, that a product 
under market order cannot take advantage of a growing 
market. 

What has been factually the issues in oranges, walnuts, 
prunes, cling peaches — have they been able to capitalize on 
the growing market? What does the research show for this 
one question of fact? 
ERDMAN: They have in most of those cases strong market
ing organizations which spend a lot on advertising and, in 
addition, have made additional levies on non-association pro
ducers in the industry in order to do just that, to expand a 
demand. 
KOHLS: So this issue that a so-called orderly marketing 
approach necessarily stagnates the market, at least, doesn't 
happen out there? 
ERDMAN: I don't believe that does. No, in those cases 
where they have been going long enough so you can see any 
results, they actually seem to be increasing the production. 
They may in some cases be losing out in the market, but 
that is not because of the curtailment. They are too eager 
to do some selling. 
CLODIUS: I would like to expand on that, too, Dick. As 
I studied the early history of some of these voluntary pro
grams and then the compulsory programs, the first time the 
control committee gets ahold of one of these orders they 
feel "Oh boy, we are in the saddle now", and they really try 
to limit marketing so as to enhance price. But they do this 
for only about two seasons and they see what happens to 
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their markets, and then they become more sophisticated as 
their experience grows. They realize that there are such 
things as inter-dependent demands, both with other commod
ities and through time, and that this is not the cure-all to 
their problems. They also realize that if you get the price up 
too high you are going to induce a supply response and this 
complicates their problems. So at least in the older orders 
where people have gained a great deal of experience, you 
don't find this kind of undue limiting of marketings with 
the undesirable further consequences. 
HUGE: I may be able to shed a little light from the annual 
summary of U.S.D.A. Are prunes a typical product pertinent 
to that subject, are they subject to marketing orders? 
FARRIS: Yes. They have an order, as I understand it, but 
mainly on quality control. 
HUGE: Here are production statistics and I am not sure it 
answers the question, but for the United States as a whole 
for the 1950-59 period, the average annual production was 
457,000 tons. In 1960 it was 372,000 tons. In 1961, 412,000 
tons. So obviously the per capita availability has declined, 
because we have had a substantial increase in population since 
that time. 
KOHLS: Of course, this would fit the pattern of prunes, 
which is a low level income desirability fruit, I presume. 

I would be more interested in watching whether oranges 
or other high level vegetables for which there is income elas
ticity, supposedly have been able to capitalize. We never cast 
this aspersion at a highly organized industry by saying that 
when an industry becomes organized it can't develop its mar
ket and yet we always seem to cast it at attempts of agricul
ture. I would like to see us put more facts on the table on 
some of these issues. 
HUGE: I have the figures here on California oranges. 
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KOHLS: Not fresh ones, please, nor California. I would be 
more interested in the total orange market. 
HUGE: Here is the total then for all states. The 1950-59 
average, and this is converted into tons, is 2,780,000 tons; 
1960, 2,751,000 tons; 1961, 2,831,000 tons. I might point 
out there that Florida represents a substantial increase, I 
presume because of the juice angle. California, a substantial 
decline, from 544,000 averge down to 281,000 this past year. 

How about grapes, is that an example? 
KOHLS: You see, this is not getting at my point. One can 
always quote production figures. This isn't the issue. I was 
wondering what research has shown us concerning the ability 
of these organizations to stay vigorous in their marketing ex
pansion. I mean I think this is more pertinent. I don't care 
to pursue it. 
HUGE: If their markets have expanded, their production 
would expand, would it not? It would have to. 
KOHLS: Yes, but one has to watch what product they are 
dealing with and all the various ramifications that go with it, 
of course. 
GRAY: I think that Bob Clodius is certainly right in saying 
that before we can talk about the effect on futures markets 
we've got to agree as to what these are and what their func
tioning is. 

I think, further, that we owe Bob a debt of gratitude for 
stating the issue as clearly as he has stated it here this after
noon. Let me just review what has been said. 

Bob said that sometimes the futures market is viewed as 
a place which enables hedging; sometimes it is viewed as a 
place which enables speculation. I would say that it is neither 
of these primarily, and I would say, further, that it is not pri
marily what Mr. Huge says it is, namely, a place which enables 
risk transfer. 
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I think that any market is a coordinating device, a device 
which coordinates economic activity. I think that a futures 
market is no exception to this. I think that we have to judge 
the performance of futures markets according to how well 
they do coordinate activity. 

A futures market does refine this somewhat, because it 
enables the greater centralization of information than most 
markets and it also adds the time dimension, which most 
markets do not have. 

Other than that, however, a futures market is pretty much 
what any other market is and the real issue is whether you 
are going to have an organized market or whether you are 
going to have marketing orders and agreements. 

I spoke, as George Wilkins, if he is here will attest, to his 
group at Minneapolis, saying that it was my feeling that if we 
continue to try to defend futures markets — those of us who 
think that we see something good about them and therefore 
do try to defend them — if we continue to try to defend them 
in terms of whether or not they facilitate hedging, whether 
or not they facilitate speculation, whether or not risk can 
be economically transferred on these markets, I think that 
we are damning them with faint praise. I think they've 
got to be evaluated in terms of whether or not they are suc
cessful coordinators of economic activity. 
CLODIUS: I will engage in a little speculation here, but not 
of the futures market variety. 

I tried to play around with this idea, too, that the futures 
price is a price and it ought to function as price does in the 
economy. That there is a demand for futures contracts and 
there is a supply of futures contracts, and somewhere these 
two reach the Marshallian Cross, and the quantity and the 
price is determined. Then I began to try to think further 
about the traditional role that price plays in an enterprise 
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economy and see if this fitted exactly futures prices. 
We think of prices performing the function of allocating 

resources, we think of price in the role of rationing demand 
— quantities among alternative outlets, we think of price as 
being associated with the distribution of income, we think of 
price as registering wants, as price measuring the intensity 
of wants and so on. This began to break down a little bit 
in my own thinking and so I sort of abandoned it, Roger, and 
went back to the traditional stuff that you find in literature. 
GRAY: I wish you stayed with it, because I think the stereo
type needs to be abandoned. Take a case in point. Let us say 
the well-known sort of cobweb phenomenon in potatoes that 
existed before you had futures markets and before you had 
the sort of thing that Verne Sorenson and I studied. Now, 
a futures market is there today for producers of Maine pota
toes to coordinate economic activity in a way that an open 
free market for potatoes without the futures aspect to it could 
not coordinate economic activity. That is to say a producer 
now has something in the springtime other than last year's 
potato price to look at and base his decision upon. Indeed, 
if he so desires he can actually sell this year's crop in the No
vember contract. A little exercise here, by the way, in whether 
or not this would have provided successful coordination of 
economic activity for the grower who just routinely ap
proached it in this way will quickly demonstrate that it will 
have — and it would have incidentally eliminated the risk 
you are talking about and which I keep insisting is only in
cidental. 

By the way, on this hedging, it is certainly important that 
most of the evidence shows that a futures market will de
pend upon hedging, which is a different thing from saying 
that it exists in order to enable hedging. The level of use 
of any futures market does tend to depend upon hedging. 
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ERDMAN: You speak of some of the instances in which there 
has been a withering away. I wonder, for example, whether 
in some of the failures, like in apple marketing and maybe in 
the Chicago potatoes, the difficulty was largely one of the 
growers going in with the idea that here was a way of sell
ing their product. Their experience has not been good when 
they have thought of the futures market as a place where they 
can sell potatoes or onions or apples. You know that hedging 
is the reason, or price spreads or whatever you are think
ing of is an important element, but not the selling of the 
apples and then delivering. There was a lot of misunder
standing. It is difficult for the Board of Trade and others 
to overcome. 

GRAY: I started to interrupt you, Henry, because I thought 
you were saying something other than what you said. I fully 
agree with what you said, that a futures market tends not to be 
an efficient market through which to procure supplies or 
through which to market supplies directly. So misunder
standing can certainly be one of the things that would cause 
it to wither. But I think we also have to recognize that users 
of futures markets, like any users of any markets, are con
tinuously looking at the alternatives and if one tends to be 
better than the futures market — then they are going to use 
the alternative. This has caused the withering away of some 
markets quite readily. The coffee futures market has now 
withered away because the alternative is better. 
HUGE: I wonder whether you and I disagree on the pur
poses of futures markets. In my opinion, its primary func
tion is the sharing of price risk. It aids in marketing of pro
duction only as a by-product. It naturally becomes a foun
tain of information by reason of that very activity. 
GRAY: I think the answer to your question is, we do dis
agree, Mr. Huge. 
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HUGE: Well, I must emphasize that I am — 
GRAY: I am not sure we can resolve our disagreement here 
and I don't mean to be smart alecky in putting it that way. 
I think it would take too much time for us to try to resolve 
that disagreement, but let me suggest this as a course of action. 

Ben Raskin, who spoke to us this morning also spoke at 
the Eleventh Annual Symposium, and I would like to refer 
to the fact that he explained the use of futures markets with
out ever using the word risk. I subscribe to Ben Raskin's 
view of futures markets instead of yours. 
HUGE: It is difference of opinion that makes markets — 
and I take it that we have a "gray" area here. 
BAKKEN: I would like to direct this question to Mr. Huge. 
Are market orders, for specialty crops not sold in futures, inim
ical to futures trading? 

HUGE: I would question the prospect of an effective futures 
market in a crop subject to marketing orders, because I 
would consider a hazard there similar to the artificial price 
influence I spoke of. There is an item of volume control or 
a type of monopoly that is not subject to public knowledge 
day to day, and I think one of the points Professor Erdman 
quoted as being an element necessary to successful futures 
markets does not exist. The knowledge of the crop must be 
public information at all times and there must be partici
pants of a wide variety rather than a small integrated group. 
Those two elements would make it rather difficult to have 
a successful futures market in a crop subject to marketing 
orders. 
CLODIUS: I was wondering if I could respond to this, be
cause many of the people that have studied marketing agree
ments and orders come to the conclusion that the best thing 
about them is that they produce public knowledge about sup
plies, demand, marketing, shippings and all the rest of these. 
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All of these orders operate either under the Director of Agri
culture or under the Secretary of Agriculture in the federal 
government; all the information that they generate is public 
information. 
HUGE: Let me raise a point. Suppose there were a futures 
market in cling peaches and the question of a 12% green 
drop arose. As I understand it, that is 12% destruction of the 
crop. I can imagine some volatile futures markets, but I won
der whether that futures market could serve a constructive 
purpose? 
FARRIS: Anybody from California want to expand on that? 
BAKKEN: Well, I am not from California but, I dropped 
in on the general manager of the Prune and Apricot Growers 
Association in California about three years ago. I asked him 
about his experience under marketing orders and he said that 
that year they diverted 17,000 tons to cattle feed. 

Now, this means that they diverted the low grades of 
their crop, I presume — at least he implied that. The quality 
of the crop put on the market therefore was generally higher 
and better than it would have been if they put the total crop 
on the market. The growers saved their necks by this diversion 
of the crop and the consumers were not hurt. If the value 
of the crop were increased the commissions on sales will prob
ably be increased, so who was hurt in this proposition? And 
I submit this, that if prunes were sold in futures and the 
current volume was known, could this in any way affect the 
futures? 

They operate on known supplies, on information that they 
have, on the possibilities that the growers may divert in such 
a very heavy crop. All this would be discounted, wouldn't 
it, or taken into account in the price? 
HUGE: I think I would have to leave that to a speculator 
to say whether or not he would buy such a contract, at what 
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price, or whether he would ever buy it or sell it. 
ERDMAN: He'd do both certainly, one time one and at one 
time another. (Laughter). 
A R T H U R : I would gather that this would greatly enhance 
the value of a good pipeline to state or national headquarters. 
This seems like a safe conclusion to the question, but it isn't 
a good answer. 
FARRIS: Would this be any different in principle than the 
announcement of the degree of participation in a feed grain 
program? This knowledge becomes known all of a sudden. 
CLODIUS: Actually it would be more predictable, because 
these orders don't operate on the basis of whim, caprice and 
fancy. They are hardheaded businessmen trying to figure 
out the best way to handle their marketings so as to make a 
profit, and I would think that a study of these programs 
would produce a person who could predict pretty darn well 
what the outcome of their operations might very well be. 

Anybody who has followed the cling peach order over the 
years and knows that they have a surplus crop coming up 
knows darn well there is going to be a drop order. You might 
not know whether it is going to be 12 or 13 percent, but the 
information on which that decision is made is information 
based on economic analysis that anyone else could do. 
GRAY: Right, and so long as there exists any reasonable ba
sis for prediction, I think you will find the speculator is will
ing to predict. If it is predictable, then I think a 12% green 
drop is not too much different as the yellow drop we have 
had in corn this year. 
HUGE: I think this pipeline question, of course, is the focal 
point, too. Those who are instrumental in deciding whether 
it is 8%, 10% or 12% green drop have considerable advan
tage, and I am not sure whether speculators would be willing 
to fight with one hand behind their backs in effect, because 
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they would be at a little disadvantage compared to those 
who were capable of determining the percentage of green 
drop. 
C O O T N E R : What about comparing the price supports that 
the Congressional committee is going to come out with for 
wheat next year? Is that Congressional committee decision 
on a price support program any different from the group 
that determines the marketing percentages of green drop? 
GRAY: Twelve per cent green drop is almost a closer ana
logy I think, Paul, to the U.S.D.A. estimate of the size of crop. 
What is a 12% green drop order other than an estimate of 
the size of the forthcoming crop? 
ERDMAN: Of course, it is based on an estimated drop that 
is very large; this year's crop is estimated to be the largest 
they have had for quite some time. 
GRAY: And if they did have a larger crop estimated, they'd 
have a largest estimated green drop. 
ERDMAN: Depending on their analysis for the outlook for 
sales. 
PADBERG: Mr. Huge quoted some conditions under which 
futures trading can develop or can work. I have some ques
tion about this. 

It is my impression that there is no other country or no 
other part of the grain trading system that has a futures mar
ket, is that correct? 
HUGE: There have been futures markets for centuries in 
other countries, but I know of none in grain presently except 
Canada. Let's see, the Liverpool wheat futures market was 
the center of wheat trading for many, many years. However, 
there is government administration of imports and exports 
in these countries and therefore there is no price risk. I 
am sure there is no future market in Russia, either. 
KRISTJANSON: There is a futures market in oats and bar-
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ley in Canada. 
HUGE: Also in flax, is there not? 
KRISTJANSON: In flax and rye, but there is no futures 
market in wheat and there hasn't been since 1941. There has 
been a Marketing Board since 1935, administering a quota 
system. 
HUGE: Is there a futures market in any country other than 
Canada and the United States? 
KRISTJ ANSON: There is a barley market in Liverpool, 
isn't there? 
GRAY: Numerous. In Buenos Aires, in India — there are 
many around the world. Rarely are they as important as 
they are in this country, however. 
PAD BERG: My question is really why, why is this? Maybe 
my impression is that they aren't as important as they are 
here. You suggested that the reason is because of government 
intervention in Liverpool. Would you say this is the reason 
that futures trading is not as important in other countries as 
it is here? 
HUGE: Surely, where the government agency is the importer 
and the distributor, there is no price risk to be hedged. I 
see little reason. You don't have wheat trading in Winnipeg? 
KRISTJ ANSON: That is right, it was abolished and the 
Wheat Board has complete control over the movement of the 
wheat from the producer to export position. The reason for 
this is, I think, that out of the experience of the 20's and 30's 
farm groups decided that they wanted control over this mar
keting mechanism and it was a political decision that a Wheat 
Board would be established. 

Now from time to time there is talk of abolishing it, but 
no political party in Canada has seen fit to come up against 
the Wheat Board system of marketing. They have in the past 
years had a conservative government. Anticipation would 
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be that this party, if any, would re-institute the open market. 
This has not been the case. 
GRAY: I would like to comment on this last one and then 
I will keep quiet. I think by and large the reason that futures 
markets have not developed so far in other parts of the world 
as they have in the United States, with the possible exception 
of the former Liverpool wheat futures market, lies in just 
the fact that the rest of the world is relatively under-developed 
or has been. Secondly, these markets that have reached a 
certain level of development and have subsequently declined 
nearly always have been related to some sort of government 
intervention in the pricing of the commodity. 
KRISTJ ANSON: Can I have a chance on that one? We did 
have a futures market back in the 20's and early 30's, and I 
don't think it is a question of Canada being under-developed. 
(Laughter). 

C O O T N E R : I think that the question of under-development 
is not really the point at issue. Malaya, which is hardly con
sidered a developed country, has a pretty good rubber futures 
market. Surely rubber should count as well as grain, and 
there are a number of futures markets in other than grains 
in Germany and Holland, places like this. 
HUGE: There has been a burlap futures market in India 
for years. 
C O O T N E R : While I have the floor, though, I would like 
to comment on two other points. One, Mr. Huge before, 
when he was discussing futures markets and government in
tervention, pointed out the difficulties operating in the corn 
market with one seller and one buyer. It seemed to me 
particularly an inappropriate example since this particular 
kind of government intervention has resulted in record par
ticipation. It seems to me that it is not so much the fact of 
government intervention that operates against the efficacy 
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of futures market, but the manner in which it takes place. 
In this particular case the effect of the government inter
vention was to buy the corn directly from the farmers on the 
farm where it would not have normally moved into commer
cial channels and sell from its stocks in Chicago and major 
terminals, where it was removed directly to processors who 
had to hedge it if they were going to finance it. So that it is 
true that government intervention can ruin futures markets, 
but it will do so only if it pegs the price too high or if it mono
polizes purchases and sale in such a way as no corn moves 
through the commercial channels. 

Another point, I never realized that agricultural economics 
required a course in semantics. I have never heard so much 
quibbling about what markets are free or not free. 

The particular point I want to raise right now is the one 
that you and Professor Gray were tossing about. I have had 
this point at issue with both Professor Gray and Professor 
Working. I still think that it is a semantic problem and not 
a point in issue, although I can't ever get Professor Gray or 
Professor Working to admit it. 

It is true, as they are prone to argue, that hedgers hedge 
in great part because they expect to make money on the ba
sis — or similar sorts of motives — or what they call conven
ience, which means you buy in the futures market when you 
can get large quantities there and you can't get just what 
you want in the cash market. In each one of these cases it 
seems to me if you analyze it closely there was another alter
native to the buyer which did not involve futures markets, 
and which would have been more risky. So the particular 
technique that was chosen was chosen because it did reduce 
risk, even though its primary objective may have been in
volved with convenience, fluctuations or something like that. 
The only point I want to make is I don't think that you and 
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Professor Gray are in as deep disagreement as he thinks. 
As he does say, it is a very complicated subject and not one 
that we can clear up in print, let alone here. 
GOLDSCHMIDT: I would just like to add emphasis to what 
the gentleman just said and take a little issue with you, Roger. 
There have been several allusions to futures markets. I am 
with a company that uses futures markets. I think that there 
are two kinds of people that use them — those that intend 
to eliminate their risk and then, obviously, the others who 
are quite willing and able to take these risks. Yet, Roger 
maintains that the risk, the transfer, is not the function, is 
not part of the futures market — correct me if I am mis
quoting your intention. Then what is it? However, I will 
agree with Roger that it does serve to eliminate risk for us 
and provide an investment medium for the speculator. 
GRAY: First to correct you where you were wrong, since 
you asked me to. I do not say that risk is not transferred on 
a futures market, nor do I say that this is not a function of 
the futures markets, as best as I can put that. The transfer 
of risk is done incidentally and indifferently by futures mar
kets in general. 

As a user you say, "We use it for this purpose". Fine, I 
give you that, that is the purpose for which you use the mar
ket. So be it, I can't deny this. I am not even going to accuse 
you of being semantically confused. 

But, I say the only way to evaluate the performance of a 
futures market in terms of economics is whether or not it is 
a good, efficient coordinator of economic activities. This is 
the primary criterion on which the performance of a futures 
market should be judged. 

Now, it will enable hedgers to transfer risk to speculators, 
incidentally. It will enable hedgers to hedge for other pur
poses than transferring risk. 
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FLOOR: I wonder if you can give us some examples, so that 
we could try to pin this down a little? What would a purpose 
other than the purpose of avoid risk be, for example? 
GRAY: The most obvious one I suppose is that terminal 
elevators employ — that of garnering the carrying charge on 
a commodity that they want to put into storage. They would 
not buy a commodity, say a grain, and say, "Oh, my God, I 
own this stuff. I am afraid the price might go down, I will 
therefore sell the contract." That is not the way they approach 
it. They approach it in terms of the carrying charge. 

Correct me if I am wrong, Walter. If the carrying charge 
is attractive or if they anticipate the basis movement is going 
to be in their favor then they make the double transaction of 
buying the grain and selling the futures. Tha t is the simplest 
kind of illustration, and most hedging is some variant of 
that kind of transaction. 
GOLDSCHMIDT: Just one point. The carrying charge is 
an outgrowth of the futures market, but it merely projects 
the cost of financing and the storage charge that one incurs 
from the time that the grain is harvested to the time that it 
is finally used. 
GRAY: And it is agreed it doesn't merely do that. I refer 
you again to Ben Raskin's discussion in the Eleventh Annual 
Symposium, in which he made it very clear that it doesn't. 
GOLDSCHMIDT: Let's say you weren't worried about 
risk; then just why don't you buy the cash product and not 
bother to sell futures at all? 
GRAY: The futures market, for instance, can be a very use
ful way of fixing the margins — other margins than the differ
ence between the value of the cash commodity and the fu
tures commodity. It is not merely because you fear that price 
might decline that you will sell a futures contract. You 
usually will sell a futures contract. You usually will sell a 
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futures contract jointly with the purchase of some cash com
modity, because you think it is a profitable thing to do. 
C O O T N E R : But if you are really not worried about the 
price going down, why bother with this extra transaction 
that results in commissions? 
GRAY: That is a little bit like saying why bother when, 
as a retail grocer you stamp 200 on a can of beans which you 
bought for 17^. Why bother? If you are not afraid that the 
price is going to drop from 200, why bother to fix this price 
at 200 in your mind? T o a certain extent it is a convention, 
but this is the device that you use for fixing the price on 
something you're going to sell. 
C O O T N E R : But it is a little different, because you can fix 
the price at which you want to sell the grain without selling 
the future. 
GRAY: It is a great deal different, because this is competitive 
pricing and you don't have the ability to maintain that price 
other than by going to the futures market. That is what makes 
the difference. 
C O O T N E R : Why not? 
GRAY: How can you? Who is standing there ready to buy 
this grain for the price that you want to sell it for three months 
from now? 
C O O T N E R : Then the whole point of your selling is you are 
afraid you are not going to be able to find somebody to sell 
to at the price you want to sell it. 
GRAY: This is not a matter of fear, this is a matter of seizing 
your opportunities. You have this opportunity to sell some
thing into the futures and this is a profitable opportunity. 
Take it, not for fear of missing more profitable opportunities, 
but because here is a profitable opportunity. 
C O O T N E R : You would have more profit if you didn't. 
GRAY: Maybe. 
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FARRIS: Let's get a fresh angle on this thing. 
KOHLS: I think all of us are involved. Anyone who is a 
student of marketing knows that sometimes something gets 
started and we don't even argue what it was started for. Then 
the people involved develop their own mythology of what 
goes on — some parts of it true, some part of it false. In the 
process of growth in any organization, side events grow and 
develop over time. Maybe here we have a very vital issue. 
Perhaps the Board needs to ask itself, "What is this phenom
enon of the futures market in today's world and what does 
it contribute to it?" Any country organizes its markets for its 
goals and its goals don't have to be solely economics. The 
world is full of proof that there are all kinds of ways of organ
izing markets. 

If we have something here which is of value for our goals 
and for our organization, it is very pertinent for people as 
Mr. Gray and others, to really look at this thing in a fresh 
light and ask themselves what does this market organization 
contribute. I think we have here a perfect example that 
operates in every marketing organization. The primary pur
pose of the organization which people talk to themselves about 
oftentimes is moved into second or third place importance 
and something else is making the major contribution. It is, 
I think, an excellent discussion of marketing evolution. 
HENDEL: The discussion this afternoon is marketing orders 
and agreements and their effect on markets. Well, let's in
terpret it differently. What makes a good futures market, 
what are the fundamentals, and let us forget the definition. 

There is no question, I would say — incidentally I did not 
listen to Professor Gray's paper in Minneapolis — whether it 
is for the hedgers or whether it isn't for the hedgers or whether 
it coordinates. I think I would agree that it coordinates pos
sibly supply and demand, and because of the mere fact that 
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we do have a futures market, the margin between producer 
and consumer narrows. You try to get along without a fu
tures market, and then you will see how wide the margin 
is. What I want to say, in all this discussion, what are the 
fundamentals that make a good futures market? 

T o start with, the buyer and seller must be fairly treated, 
so they can get in and get out — and you can't do it in pota
toes and you can't do it in onions. It is too narrow a market. 

Now, what are the things that make it possible? You have 
to have large storage capacity, you have to have a certain 
standard, you have to have a quality of product that can be 
carried not only for two, three, four, five months, but also be 
carried into the next year. 

Now, lard wasn't so good. Why? Because at the end of the 
year you had to take the lard or you could not re-deliver. It 
isn't liquid. 

Now, I am not interested in definition. I think both of 
you are right and both of you are wrong. (Laughter). 

The futures market is not there to help the hedgers. The 
hedgers are taking advantage of the futures market. The fu
tures market is there because some people feel that they can, 
I would say, make a little money, because my advance in
formation is better than yours, and by doing so they coordi
nate the price, and I can frankly say the grey hair is due to 
watching the futures market. (Laughter). 

Now, a man does not use the futures market and put a 
hedge because there is a carrying charge. God knows, during 
the 30's there were no carrying charges. We had to protect 
ourselves on inventories. The only thing is we kept inven
tories at a minimum, so we don't pay a tribute to the specula
tor from going over from one future to the other for the 
privilege of owning inventories. 

Now, what are the fundamentals to have a good futures 
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market? Number one, it has to be liquid. What makes it 
liquid? You have to have stocks to be able to deliver and 
when you want to take delivery, you want to know what you 
are getting. I think those are the two most important funda
mentals. The rest of them flow from that particular thing. 

Now, why don't you have futures trading in other coun
tries? Of course, the stocks are very small. The government 
has interfered and as you get more free stocks naturally it 
just turns over so much more. Now, why did we have a fairly 
decent and high volume of future trading in corn? I think 
this year we had the biggest stock of free corn in the United 
States during the months of December, January and February. 
Some hedged, some didn't, but there were free stocks, people 
were just buying and selling. 

Now, go ahead and have a futures market in a commodity 
which squeezes itself; I think you are better off without it. 
HALCROW: I was about to express a desire to return to the 
topic of the afternoon, which is marketing orders and agree
ments and their effects on futures markets, and this recent 
comment sort of introduced the question I was about to ask. 

It seems to me as I summarize the comments of Professor 
Erdman and some of the panel members that they have con
fined their remarks largely to the commodities which generally 
are not traded on futures markets. It seems to me that they 
have concluded that the marketing agreements and orders on 
fruits and vegetables have had sort of a passive effect as far as 
futures markets are concerned, being an alternative way of 
organizing economic activity. 

Now, it seems to me we have reached the point of agree
ing that the function of the futures market and the many de
vices you develop is to be tested largely in terms of efficiency 
or its effectiveness in organizing resources and in producing 
goods for the consumer use. 
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I feel the crucial question, however, goes beyond this sub
ject and this discussion, and gets into the question of what 
would be the effect on futures markets of a further exten
sion of marketing agreements and orders into the things that 
are already traded in large volume on futures markets. 

We have seen the emergency feed grain program and its 
operation in the past year. We have seen a large volume of 
trade in corn and this is attributed to the large open supply 
or free supply of the product. 

If this device were to be extended, however, so that you 
eliminated the large free supply, what then would be the ef
fect of marketing orders and agreements on the futures mar
kets? 
FARRIS: Are you asking what happens if we had marketing 
orders on soybeans; is that your question? 
HALCROW: On soybeans or on wheat and on various other 
things. 
HUGE: I would volunteer an answer to that. If the market
ing order were effective in its objective of accomplishing a 
supply management that worked, it would destroy the futures 
market. However, you would require virtually a police state 
in agriculture to bring it about, and that again is one of these 
hidden prices I speak of. Are we willing to pay such price 
for such thing? 
ERDMAN: If we had a marketing agreement on potatoes, 
you would have to have it pretty much on a national basis 
in order to do anything with it. The inter-relations between 
regions are such that you could not handle it on a regional 
basis and do the kinds of things you talk about doing in the 
way of eliminating these fluctuations. When you get into it 
on a national basis, where you have so much regional spe
cialization there would be many controversies that I can't 
conceive that the orders would work. I cannot conceive of 
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the areas resolving their differences. 

HALCROW: Could I ask this one quick question. Professor 
Erdman, you say you can't conceive of a national marketing 
order for potatoes? 

ERDMAN: Not one that would be satisfactory for a very 
long time. There would be too much resentment over such 
things as curtailment on any quality basis or keeping them 
out of certain markets. 

HALCROW: Are you implying then that the reason the mar
keting orders have worked well in California, or worked to 
the degree they have in California is largely due to the tight
ness with which you have been able to control supply in a 
limited area? 

ERDMAN: The relative concentration in a relatively uni
form type of situation. You wouldn't get California and Flo
rida together ever. 

REICHMANN: We don't have to theorize on this complete
ly. We had in the futures markets something that was really 
supply management or an attempt at it during the second 
World War. You'd almost have to stand on your head to 
get the right picture, but during that period when we had 
the OPA prices, futures trading was practically eliminated. 
In fact there came a time when we liquidated our wheat 
contracts and discontinued trading wheat futures. We did 
continue trading in corn and rye and oats. 

I don't think it was a completely successful venture into 
supply management. It certainly wasn't a successful venture 
into price control. The price on the blackboards, the price 
as recorded down in the exchange did comply with the orders, 
but all through the country we know that the prices were 
paid under the counter and showed a great range that made 
the actual OPA prices very unrealistic and we know that it 
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really didn't work when you came out. 
FLOOR: I simply wanted to offer a pivot around which we 
could talk. We have a commodity, turkeys, that was put to 
referendum and the vote was fifty-fifty, pretty close, on a 
volume basis. Now, we have had active futures trading in 
turkeys for about nine months, ten months. I simply would 
like to offer the commodity as a peculiarly adaptable one to 
our discussion. What do we think if the order proposal is re
activated? 
FARRIS: This symposium is not to be especially for or 
against one of these things, but to get the issues out on the 
table. 
CLODIUS: I might be able to get to this one, but I wanted to 
clear up what I thought was a misunderstanding in the inter
change between Halcrow and Dr. Erdman. 

The market agreements and orders, when there is a volume 
control in them, limits this to volume of marketings, not sup
ply. Supply in the terms of output production is not con
trolled, merely the movement of supplies to market. This was 
why Dr. Erdman said in his judgment such market orders 
on a national basis were not feasible, because output is not 
controlled. You can control marketings from one area of the 
country and you can get a large increase of production re
sponse in some other part and so on, and you generate equity 
problems if you try to go to a larger geographic basis of control. 

Now, the people that have studied these things say that 
several features are required for a successful market order 
program. Among these is limiting the geographic area of 
the program to the smallest possible. Another feature is to 
have some large organization that has an interest in this 
commodity and wants to see the order and will take some 
responsibility for it, like a cooperative, and so on. So this is 
why he thinks — I am putting my words into Dr. Erdman's 
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mouth — but this is why he feels that market orders as applied 
to the specialty crops in California are not appropriate on 
a national basis or for the basic commodities. 

I think you can drop it there, but then you come around 
to — well, is there anything that has features like market orders 
that might be considered on a national basis and then you 
come to supply management. But supply management, as I 
understand it, is not price control. 
REICHMANN: I know that. I realize the distinction be
tween the two. I just brought that out as a sort of a con
trasting economic control which we know something about. 
CLODIUS: But the difference between market order and 
supply management is that a market order does not control 
supply, supply management presumably does. Then we come 
to turkeys, and at least I argued in my discussion that if a 
market order reduces price instatility then certainly it re
duces the need for futures markets. 
KOHLS: This point, though, is the crucial issue, isn't it? 
As Dr. Erdman in his paper pointed out, these demand curves 
are not hung out there all ready to pick off. If at least in 
the initial phases of this turkey order, we are no more accu
rate in predicting what prices are to be from these allocated 
supplies than we are from our present available data of pro
duction, there would still be considerable price risk. I am 
merely raising the question that if we said, "There will be 
10% less turkeys next year," would this fact reduce the price 
risk to such an extent that would kill the futures market at 
least in the interim phase. 
CLODIUS: It conceivably would reduce the low-income-to-
farmers risk, but it might not reduce the price risk any more. 
KRISTJ ANSON: I wonder whether there isn't something 
that could be learned from looking at the international ex
perience on marketing orders and marketing boards. Here 
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in the United States apparently the experience is concentrated 
in milk sheds and specialty crops, but certainly there is all 
kinds of experience in Australia, France and Canada on mar
keting orders or marketing boards on a national scale. 

I think it is possible to see some of the potential advantages 
and some of the potential problems connected with this type 
of market organization by studying these. I grant that you 
can't transfer them directly, but for example this comment 
that you'd have to have a police state control to make it work. 

In the Canadian wheat marketing system we have a permit 
book and control the deliveries of wheat — a marketing quo
ta. Here in the United States you have acreage controls. I 
don't think ours is any more police state than the acreage 
control, and yet it has been working. 
HUGE: I am responsible for that police state comment. I 
think it is probably like a girl being just a little bit pregnant. 
It is a matter of degree. I grant that our acreage controls are 
a step in that direction. 
FARRIS: Of course, on some crops these are tied to market
ing quotas, too. 
REICHMANN: In wheat we have marketing quotas here and 
we have had them for quite a few years now. 
THUROCZY: If marketing orders limit the amount of sales, 
then what happens if the producer — whom you cannot con
trol because of the weather conditions and so on — really 
produces twice as much as his quota might be or his order, 
what happens to the rest of the production? 
CLODIUS: These pro ratas operate on the basis of the pro
portion of the total crop that is under the ownership or mar
ket control of each individual grower shipper. First you need 
an estimate of the total supply and then you identify the pro
portion that each individual has of that total supply. Tha t 
becomes his pro rata base. 
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THUROCZY: I see. 
KRISTJANSON: It is one way, but another way is simply to 
let them market as long as you've got outlets for it and then 
the marketing is cut off at the point where you can't sell any 
more and then the balance accumulates back on the farm. In 
our system they have to pay the storage themselves, and this 
becomes a supply control mechanism. The wheat acreage in 
Canada hasn't expanded over a twenty-five year period, until 
this year. 
ERDMAN: Who decides whether you can sell or not? 
KRISTJANSON: Your Wheat Board. 
ERDMAN: On what basis? 
KRISTJANSON: There is a market quota based on a farm
er's specified acreage. The quota goes up during the year 
as crop is marketed. 
ERDMAN: Suppose I have a poor yield and my neighbor 
has a good yield, does that make a difference? 
KRISTJANSON: Your neighbor with a good yield winds up 
with a surplus on his farm and you market what you've got. 
A R T H U R : Is this transferable? 
KRISTJANSON: No, it isn't. 
A R T H U R : Not under the regulation, I suppose. In fact, 
does the truck stop at the neighbor's farm? 
KRISTJANSON: They are not supposed to. But this really 
doesn't make a great deal of difference from the standpoint 
of working of the overall mechanism. I mean it doesn't des
troy the mechanism itself. 
FARRIS: It is still a pro rata type operation. Any other ques
tions? 
ROY: Dr. Clodius made a good point there. I think the poul
try people who are growing or would grow turkeys, broilers 
and eggs, would vote against marketing orders. In the first 
place, Dr. Clodius, they would agree that national orders 
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would be useless in themselves without supply control, and, 
secondly, the southern poultrymen believe very sincerely 
that marketing orders would be an exercise for future sup
ply management. Therefore they would be led to the trough, 
so to speak, of supply management. So in rejecting supply 
management they in fact say first we must reject marketing 
orders, because it is a precedent to supply control. This is 
the way a lot of poultrymen view the situation. 
HUGE: While we are on turkeys — wasn't there this prob
lem in this turkey marketing order, that the small turkey pro
ducer was exempt and wasn't it likely there would be more 
small turkey producers crop up over the country to make 
the whole thing unworkable. Is that not the same prospect 
in broilers or in eggs? How can the small producer be con
trolled under such cases? 
FARRIS: They didn't mean to control the small producer. 

I think we can give this panel a vote of thanks for their 
papers and their participation. 

(Applause) 
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COMMON MARKETS AND THEIR EFFECTS 

UPON AMERICAN AGRICULTURE 

O. B. Jesness 

T. HE assigned subject refers to 
"common markets" rather than to "The Common Market", 
The European Economic Community. However, in view of 
the more extensive development and advancement of the 
latter, this discussion will center attention on it. 

The organizers of the European Economic Community 

(EEC), generally referred to as "The Common Market", did 

not find themselves without guidelines from earlier develop

ments. The example of the United States, a federation of in

dividual states with a central government, a common policy in 

international relations, a common currency, and freedom of 

movement of people and commodities within its confines, 

certainly has encouraged movements for cooperation to at

tain similar ends among other nations. Active military co

operation under unified commands during both world wars 

demonstrated gains to nations from working together for the 

attainment of common objectives. Postwar aids provided by 

the United States under the Marshall and other plans involved 

organized cooperation among the recipient nations. The un

easy peace represented by the "cold war" has encouraged co

operation on the defense front through the Mutual Security 

and other programs. 
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"The Common Market" is not the product of one mind 
as many have contributed to it. If any one person were to 
be singled out for particular mention he would be Jean 
Monet of France. His vision of the gains from united effort 
and his ideas with respect to how to bring them to realiza
tion have spearheaded the development. 

A long step in formal economic cooperation was embodied 
in the Schuman Plan, proposed by the French Foreign Minis
ter Robert Schuman in 1950. The heart of this program is 
the pooling of French and German coal and steel produc
tion under a common authority in an organization open to 
all European countries. The treaty creating the European 
Coal and Steel Community (ECSC) was entered into in 1951 
by six nations — Belgium, France, West Germany, Italy, 
Luxembourg and Netherlands. The arrangement went into 
effect in 1952. The objectives include developing a unified 
market for coal and steel in the six member countries, pro
moting expansion in the economy, facilitating labor mobility, 
and a move towards uniting Europe. The means of attain
ment include abolition of internal trade barriers on the com
modities involved, applying rules of fair competition, and 
guiding expansion by productive investment. 

The ECSC thus established a pattern for intergovernmental 
cooperation in Western Europe. The member nations were 
the same as those which subsequently established the Com
mon Market and the objectives of the two are in harmony. 
A contemporary move to create a European Defense Com
munity did not come into fruition as it was not approved 
by the French Parliament. The idea of additional formal co
operation remained alive. Meetings of the foreign ministers 
in 1955 led to negotiations in 1956 for the organization of 
the European Economic Community (the Common Market) 
and the European Atomic Energy Committee (Euratom). 
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Treaties for the establishment of these were signed in Rome 
in 1957, effective on January 1, 1958. 

These six nations did not have a monopoly on such co
operative undertakings. Seven other European nations — 
United Kingdom, Norway, Sweden, Denmark, Austria, Por
tugal, and Switzerland — followed the lead by establishing the 
European Free Trade Association (EFTA). The numbers 
and locations of the countries have led to the dubbing of the 
Common Market as the "Inner Six" and the EFTA as the 
"Outer Seven". The program and organization of the Euro
pean Free Trade Association are not as comprehensive as 
those of the Common Market. Several members of EFTA 
have taken steps recently to seek to become members of or 
associated with the Common Market. The latter hence is 
the most ambitious endeavor of its kind which has been 
launched up to now. The Latin American Free Trade As
sociation and the Central American Free Trade Association 
manifest interest in trade coordination in other parts of the 
world. Similar moves are under discussion in Southeast Asia 
and among some African nations. However, in the light of 
progress to date it is logical for our discussion to concentrate 
on the Common Market. 

The rapid recovery of Western European countries and 
the favorable rate of economic growth which they have and 
are experiencing have speeded progress of the Common Mar
ket as well as being aided by it. One of the reasons for concern 
over the growth rate in the United States in recent years is 
that it has not kept pace with the rate of growth in some other 
developed countries with which we are in direct competition 
for markets. 

The plans of the Common Market called for the gradual 
elimination of tariffs and other trade restrictions between 
the member countries, to be completed by 1970. Perhaps 
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surprisingly and certainly encouragingly, progress to date on 
this front is well ahead of schedule, at least in nonagricultural 
lines. Reports indicate that by the end of 1961, reductions of 
40 per cent had been arranged in industrial tariffs. Unifi
cation of agricultural policies did not reach agreement until 
recently so the goal here may not be reached as soon as in 
prospect for nonagricultural items. 

During the period 1958 1961, trade within the Common 
Market is reported to have increased by 73 per cent, exports 
to other countries by 28 per cent and imports by 27 per 
cent. While it is not to be expected that such rates of in
crease will be maintained without interruption, starting per
formance on this scale promises well for the future. 

The longer-run prospects for the external trade of the 
Common Market cannot be determined with assurance until 
its policy with regard to such trade comes into sharper focus. 
The Common Market and similar groups elsewhere have a 
choice among alternatives. One choice is that it can take the 
lead in expanding world trade by reciprocal, or at times even 
unilateral, lowering of trade restrictions. A choice on the 
other extreme is to become a bloc with the aim of self-suf
ficiency within its boundaries. The dependencies of the Com
mon Market on supplies from outside and on outside outlets 
for many of its products make it logical to expect that its 
stand will be on the side of trade development, rather than 
restriction. The intent is not to suggest that the elimination 
of barriers within the Common Market will be duplicated 
in the near future with respect to external trade. The unifi
cation of import restrictions of the Common Market should 
be helpful to world trade, particularly if it leads to reduc
tion rather than a general increase. 

How to deal with agriculture presents some knotty problems 
for the Common Market. All of its member countries have 
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farm programs but with wide differences in their provisions. 
A start has been made on unifying these provisions so there 
will be a single program for the entire area. Some Americans 
may regard Europe as being so largely industrial and agricul
ture of such minor importance that coordination in farm 
programs should not be difficult. This is not an accurate 
picture. A report of the United States Department of Agri
culture indicates that over one-fourth of the labor force in 
the Common Market area is made up of farmers. This is 
something which cannot be ignored in development of plans. 
The area has nine million farms, or some two and a half 
times the number in the United States. Obviously, the aver
age size of these farms is much smaller than ours. Over five 
million have only 12 acres, or less, which means that mechani
zation is limited and the dependence on human labor much 
greater. This situation increases the demand for protection 
against imports of competing farm products from countries 
with more efficient farming and lower costs. When viewed 
from the standpoint of comparative advantage, this condi
tion advances arguments for shifting from a policy of high 
protection for some farm products to one of employing re
sources in production in which the Common Market has 
greater advantages. But as demonstrated by our own experi
ences with governmental farm programs a drastic change of 
this nature is not made overnight. The demand for protec
tion of the lines involved may remain persuasive. 

The experiences of two world wars and the serious depres
sion of the 1930's have given decided impetus to fostering and 
expanding food production within the Common Market coun
tries. The comforting security provided by a domestic food 
supply in time of need may continue to weigh heavily in 
decisions on farm policy of the Common Market. Prospec
tive gains in the defensive strength of the Common Market 
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nations may have a tempering effect, particularly if the threat 
of war subsides. 

The depression thirties gave decided impetus to economic 
nationalism and increased agricultural self-sufficiency. Lack 
of export oportunities to provide the means of paying for im
ports provided an important push in this direction. The need 
for protecting shaky financial systems against outside influ
ences and drains played its part. Our criticism of the actions 
of other nations in this period may be tempered if we recall 
the part we played in enacting the Smoot-Hawley tariff act 
in 1930, raising import duties to their highest level. Hind
sight does not give us cause for having pride in the type of 
leadership we displayed by that action. 

The passage of the agricultural marketing act and the crea
tion of the Federal Farm Board in 1929 brought our govern
ment into active participation in farm markets which still 
continues. Hence, we are not in a good position to find fault 
with other nations for their activities in this sphere. These 
programs take on aspects of economic nationalism on the 
grounds that imports cannot be permitted to interfere with 
efforts to bolster the domestic price level. An illustration is 
supplied by Section 22, added to the agricultural legislation 
in 1935, to authorize quotas and other curbs on farm imports 
at any time they threaten to interfere with price supports. The 
farm programs of Common Market members have been in
fluenced by similar considerations. 

The United States has learned from first hand experience 
that a program of price supports or other aids to bolster farm 
income once established is not easily discontinued or scaled 
down. We are handicapped in efforts to get other nations 
to discontinue or modify farm programs which we may view 
with disfavor as long as we maintain programs of our own 
which may not meet with their approval. 
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After extended discussions the Common Market countries 
worked out a general agreement on how to handle their agri
cultural programs. This agreement aims at gradual elimi
nation internally of tariffs and other restrictions on farm pro
ducts in accord with the step taken earlier for other commo
dities; bringing price supports, or target prices, to a common 
level, and authorizing variable fees or levies on some agri
cultural imports to cover the differences between target levels 
and world prices. These variable levies are to shield domes
tic prices against lower-priced imports, a purpose correspond
ing to that of our own Section 22. 

The provision of variable levies is of considerable con
cern to the United States because of its possible effects on 
export opportunities for some of our farm products. The 
implication of this step is that the Common Market intends 
to continue considerable protection for some farm commo
dities. The authorization for varying these levies creates an 
element of uncertainty for the exports of some competitive 
products as we may find ourselves excluded from or decided
ly restricted in a market upon which we have come to rely. 
Unfavorable reaction to this treatment of some agricultural 
products which we export was evidenced in Congress by a 
proposal to incorporate in the trade bill under consideration, 
a provision to retaliate by a restriction on reductions in our 
import duties on goods from the Common Market. 

The variable levies will not affect all farm products. The 
Common Market has no duty on cotton and soybeans so these 
exports, important to the United States, are not included. 
Fixed rates have been negotiated on fruits and vegetables. 
However, the variable levies do apply to some of our lead
ing agricultural exports such as wheat, feed grain, rice, and 
poultry. 

Leaf tobacco presents some special situations. Common 
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Market import duties are being shifted to an ad valorem ba
sis with a range from a minimum of 13.2 cents to a maximum 
of 17.2 cents a pound. These rates will be higher than those 
in force previously, particularly on the higher-price tobacco 
which is important in United States exports. The elimina
tion of internal duties may expand tobacco production in 
Italy. The same may apply to some associated areas such as 
Greece and some African countries. Unless the United States 
can negotiate a more favorable rate, our tobacco exports to 
the Common Market may decline. As these countries have 
taken about 27 per cent of our exports of unmanufactured 
tobacco this is a matter of some importance. 

Our negotiators in their representations to the Common 
Market may be expected to stress the importance to the latter 
of avoiding saddling its consuming population with higher 
prices to encourage production of commodities which lack 
advantages. Boom conditions have brought a return of threat 
of inflation in Common Market countries which should in
crease recognition of the inflationary effects of rising living 
costs. Such effects will show up in wage demands and other 
costs which weaken the competitive trade position of the pro
ducers affected thereby. 

As we know from experience here at home, commodity 
groups seeking restrictions on imports often are a potent force 
which cannot be dismissed lightly when levels of such curbs 
are under consideration. Their interests are specific; the ef
fects on the general public are more indirect and diffused 
although no less real on that account. Anyone who had occa
sion to review the voluminous hearings on the Smoot-Haw
ley tariff bill some thirty years ago must have noted the al
most complete absence of any representation of the interests 
of the consumer. The retort that all who testified were con
sumers is no answer because they were not appearing in that 
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role. Even today, the pressures from producer groups tend 
to be more persistent than those of consumers. 

The variable levies evidently are to be determined on the 
basis of a relationship between target prices of the Common 
Market and the prices at which imports are available. Pres
sures of benefiting producers naturally will be directed at 
getting target prices set at levels favorable to them. T o the 
extent their efforts succeed they will lead to higher levies on 
imports. 

What are the magnitudes of trade with which we are con
cerned here? For the fiscal year 1961, about $1.1 billion of 
agricultural exports from the United States went to Com
mon Market countries. This represented 32 per cent of the 
total of dollar exports of $3.4 billion. The largest items 
were cotton $266 million, feed grain $197 million, wheat and 
flour $120 million, soybeans $118 million, and tobacco $87 
million. In terms of percentages of dollar exports that year, 
Common Market countries took 52 per cent of our feed grain 
exports, 43 per cent of poultry products, 41 per cent of the 
cottonseed and soybean oil, 38 per cent of the cotton, 37 
per cent of the wheat and flour, 36 per cent of the soybeans, 
and 28 per cent of the tobacco. The amounts and percent
ages naturally vary from year to year, depending on produc
tion and volume of exports, but they show conclusively that 
the Common Market plays a very important role. 

The above figures relate to exports for which we were 
paid in dollars, not total exports which are materially larg
er (total of $4.9 for fiscal 1961) because they include non
commercial transactions such as exchanges for foreign cur
rencies, donations and the like. Common Market countries 
are not active recipients of nondollar exports. Dollar exports 
also are a better indicator of actual markets than are the over
all totals. Dollar exports are by no means free of government 
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participation. Important aids are provided for some farm 
products to make them "competitive" in world markets. 
These are cases where price supports raise prices in the Unit
ed States above world levels. Currently, cotton exports are 
subsidized at about 8]f2 cents a pound. The subsidy on 
wheat runs somewhere around 60 cents a bushel. 

The outlook for exports of farm products from the United 
States to the Common Market varies among commodities. 
Prospects also will be affected by any expansion of the Com
mon Market by the admission of other countries. Cotton 
may look forward to a continuing and expanding outlet as 
it is not produced in the present member countries so is ad
mitted freely. Conceivably, situations might arise which 
could create demands for protection of man-made fibers but 
this prospect does not threaten at this time. As suggested 
earlier, tobacco exports may experience some curtailment 
unless more favorable tariff treatment is negotiated. Soy
beans are imported by the Common Market to meet the need 
for the oil and the meal. Continuation and some expansion 
in soybean exports may be expected, particularly if we avoid 
excessive pricing. Any radical easing of tension between the 
East and the West leading to a resumption of trading between 
these areas, in time could lead to increased competition for 
markets in this product. Rapid expansion of soybeans in 
this country points to the possibility of burdensome surpluses 
unless markets keep pace. This prospect puts a premium on 
market development for both soybeans and soybean oil. 

Poultry products represent a relatively minor share of our 
agricultural exports but with the Common Market area tak
ing a large share of such exports. Concentrated efforts to de
velop a market for frozen poultry in parts of Western Europe 
have produced encouraging results. This is essentially a new 
product, or at least a product in a form that is new to that 
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market. Increasing availability of refrigeration and rising 
incomes in Western Europe have aided this program. Some 
tempering of enthusiasm over prospects for future growth 
may be in order. The poultry enterprise is well established 
in Common Market countries and can be expanded and 
adapted to the market preferences which are being created. 
Such expansion and adaptation could lead to protective de
vices to aid them. Producers and processors will do well to 
stress efficiency and quality and to make every effort to re
main competitive if they are to hold their own in this mar
ket. Doing so provides no cure for import restrictions which 
the Common Market might see fit to apply. Reliance will 
have to be placed on the effectiveness of our negotiations to 
keep this market open. 

Wheat, in terms of the relationship of our production to 
available commercial markets, is our outstanding farm sur
plus problem. Stocks on hand would have been far larger 
if it had not been for the volume moved out under P. L. 480 
and other nondollar disposal. For example, of the total ex
ports of wheat and flour in fiscal 1961, only 326 million out 
of total exports of $1.1 billion were sales for dollars. With 
domestic prices kept well above world levels, the dollar ex
ports would not have been possible without sizable subsidies 
at taxpayers' expense. Of the dollar exports of wheat and 
flour, Common Market countries received more than one-
third. 

Wheat ranks high among farm commodities assisted by 
government programs not only here and in Common Market 
countries but the world over. In fact, wheat is a close com
panion of sugar as a recipient of government attention in re
cognition of its vital importance as human food over much 
of the world. No grounds are found for forecasting any 
early or decided shift in the policy of the Common Market 
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which would increase greatly its dependence on wheat im
ports. Nor is there prospect for an increase in its food wheat 
requirements. This is based on the long-time tendency for 
the per capita use of wheat for food to decline as incomes 
rise which is well established in developing countries. The 
decline in per capita consumption of wheat in the United 
States has offset the increase in population so that in spite of 
the considerable increase in population wheat consumption 
in total is about the same as it was a generation or more ago. 
Incomes in the Common Market are expected to rise with in
creasing productivity and lead to further shift in diets which 
will reduce dependence on wheat. 

Target prices for wheat have shown a considerable range 
among Common Market countries so attaining uniformity 
involves raising the target prices of some countries and lower
ing those of others. Over a period of time this should have 
some effect on the distribution of wheat production within 
the Common Market area. Growers who experience higher 
target prices will have their incentives to expand produc
tion increased. The amount of reduction of output in coun
tries where the target level is lowered will vary with alter
natives available to them. Target prices on wheat have had 
the aim of encouraging and maintaining domestic produc
tion and a departure from that objective is not in evidence 
as far as the Common Market is concerned. The prospect 
is that the taiget price will remain well above the level at 
which wheat can be obtained from the outside and that the 
variable import levy will be employed to maintain the dif
ferential. Thus, if wheat is available through imports at say 
$1.75 a bushel and the target price is $2.50, the import levy 
could be expected to be at least $.75. 

Reports indicate that the production of wheat in the Com
mon Market area has provided about 89 per cent of its needs 
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and that this could rise to approximate its total needs in terms 
of volume. Such a development would not necessarily mean 
a complete shutdown on wheat imports because of the need 
for imports of strong, hard wheats for blending with domestic 
wheat for bread making. In turn, however, such an expan
sion could result in the Common Market having some wheat 
for export. The United States likely will not be the primary 
source of high protein hard spring wheat because of the im
portance of Canada as an exporter of such wheat. The op
portunities of disposing of any significant share of the sur
plus wheat held by the Commodity Credit Corporation (CCC) 
by sale to the Common Market appear very limited and are 
not improved by the fact that much of this wheat is not of 
the kind needed for blending with its domestic supply. 

The prospective membership of the United Kingdom in 
the Common Market attracts special attention because of the 
importance of this step, the problems involved and possible 
effects on other parts of the world. Members of the British 
Commonwealth have preferential trade arrangement with 
the United Kingdom. These are especially important for 
such exporting nations as Canada, Australia and New Zea
land which look to the United Kingdom to take a major share 
of their exports of such commodities as wheat, dairy pro
ducts, meats and wool. Tropical countries in the Common
wealth are already doing a large share of their marketing in 
the Common Market nations. The United Kingdom natural
ly would like to continue its trade preferences but the Com
mon Market is reluctant to accede to this because of the 
conflicts this would create in its relations with other nations. 

The Common Market operates on the basis of making the 
specified adjustments within indicated time limits. The same 
idea likely will be followed in adjustments of existing trade 
arrangements within the British Commonwealth if the ad-
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mission of the United Kingdom is consummated. This will 
provide some time for the parties involved to make needed 
adjustments. Understandingly, if agreement is reached, it 
may call for this adjustment during a shorter period than the 
Commonwealth countries would prefer while the Common 
Market may think it is too long. The outcome of the various 
compromises that will be needed will depend on the impor
tance assigned by the United Kingdom to membership and 
how eager the Common Market is to have it. Present indi
cations suggest that both parties stand ready to accept some 
compromises. 

There were hopeful indications that the compromises 
needed for agreement could be arrived at in time for a final 
decision this summer. However, extended negotiations failed 
to reach settlement with the result that entry of the United 
Kingdom has been delayed, if not indefinitely postponed. 
Opinion within the United Kingdom with regard to entry is 
divided. Commonwealth countries understandably view the 
matter from the standpoint of their individual self-interests. 
They cannot be expected to look with favor on any loss of 
preferences which they enjoy in the British market so they 
press the United Kingdom to obtain from the Common Mar
ket binding assurances that their exports will continue. In 
case the United Kingdom does not come to terms with the 
Common Market regarding membership, doubt will be cast 
on the entry of some of the other applicants. The eventual 
consequences of such an outcome go far beyond matters of 
international trade. The effects on the defensive strength 
and hence on the security of the western world might be 
most serious. 

Wheat holds a special place of interest for American agri
culture in these negotiations. An important reason is that 
the United States is geared to produce more wheat than mar-
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kets are available for at this time. Nor can the importance 
of Canada and Australia as sources of wheat be overlooked. 
If Canada has to relinquish its preferential place in the British 
market some of our wheat might have its outlets in that mar
ket improved although the outlook for this is not especially 
promising. The wheat supplies from Canada and Austra
lia will not fade away if they lose some of their advantage 
in the British market. They will show up in added compe
tition for our wheat in other markets. 

One point with respect to wheat is clear. Expansion in dol
lar exports to clear our surpluses and to provide outlets for 
all of the wheat we are equipped to produce is not in sight. 
Even if sizable exports of wheat can be continued on a non
commercial basis at taxpayers' expense, a considerable shift 
of production resources out of wheat to less intensive uses, 
such as grazing, or out of agriculture entirely will have to 
be made. 

Wheat surpluses and wheat exports often are spoken of as 
though all wheat were the same. This is not the case. Wheat 
consists of several different classes, each with its own char
acteristics, uses and markets. Differences likewise are found 
within each class. The surplus situation varies among classes 
and qualities as do export preferences and opportunities. Ad
ministrations and Congress appear reluctant when it comes 
to accepting class differences in farm programs. However, 
they do not disappear on that account. The problem of 
surplus capacity in wheat production will not be solved un
less and until adjustment programs recognize these differ
ences. If we are to retain and expand commercial exports 
of wheat we need to produce the classes and qualities of wheat 
wanted and offer them at prices which will compete. 

Feed grain exports in fiscal 1961 amounted to less than 
half the value of total wheat and flour exports, but were a 
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larger share of the exports for dollars. However, exports of 
feed grain represent a much smaller share of the production. 
The Common Market took slightly more than half of the 
dollar exports. Feed grain may be better situated than wheat 
as far as prospective exports to the Common Market are con
cerned even though the domestic feed production of that area 
increases. While rising levels of living tend to be reflected 
in a declining per capita consumption of wheat the opposite 
is true of animal products. Increased consumption of meats, 
dairy products, eggs, and poultry is to be expected in the 
Common Market area. Such increase translates into more de
mand for feed grains. The result will be added incentive 
for feed grain production within the Common Market but 
some room may be left for modest increases in imports. We 
can seek a share in providing feed grain without fear that 
doing so will infringe on our markets for beef and dairy 
products because these are lines not included among our ex
ports. An exception may be dried milk of which we have an 
excess well above our domestic markets. 

Corn is a feed grain in the production of which we have 
an advantage over many other parts of the world. Outstanding 
technological advances have been made in corn production 
and reports suggest that added ones are on the way. Improved 
hybrids may be adapted to more plants per acre and be cap
able of utilizing more fertilizers with expected increases in 
yields. If so, our comparative advantage in corn production 
may increase. Progress may speed the adoption of continuous 
corn production and lessen shift to grasses and legumes un
less offsetting gains are made in their production. If these 
developments take place our interest in enlarging corn ex
ports will grow because our own livestock enterprises can 
not be expanded sufficiently to absorb increased supplies 
without running into price-depressing surpluses in animal 

[144] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

products. Unless export outlets expand, feed grains could 
become as much of a surplus problem as wheat if attractive 
price supports are continued. Corn is primarily a feed grain 
for use on the farm where produced rather than a market 
crop as far as most growers are concerned. Not everyone 
shares the optimism of some Washington circles that corn 
lends itself to effective governmental production controls. 
The answer may be that we will have to back away from 
supports on feed grain. 

What steps can the United States take to help farmers 
establish the best possible outlets for their products in the 
Common Market? One view is that it is up to the Administra
tion to "demand" that the American farmers' "right" to the 
European market be preserved. This view arises from a mis
conception of our status with respect to the Common Mar
ket. We are in no position to issue orders or to enforce de
mands. We will get nowhere by threatening to pick up our 
marbles and go home unless the game is played in accord 
with our special rules. Our hope for results lies in negotia
tions and we need to keep ourselves in a position from which 
we can negotiate effectively with the Common Market with 
respect to markets and trade barriers. No one has a right 
to any market handed down from on high. T o gain and 
hold a market requires production of the kinds and amounts 
of products wanted and at prices which will move them. 

The State Department which has the responsibility for 
taking the lead in international negotiations finds itself at 
times under criticism from some farm groups and others 
because that Department is alleged not to appreciate the needs 
of agriculture. Without in any way undertaking to present 
a brief for the State Department it may be in order to note 
that it represents all of the country, not merely agriculture, 
and that its assignments are not restricted to economic aspects. 
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It needs ever to be guided in attaining a balance between yield
ing and receiving which will best serve the longer run in
terests of the nation as a whole. It is the right and duty of 
citizens to bring to the attention of that Department mat
ters which may appear to be overlooked or given inadequate 
attention. However, in doing so, it is important to remem
ber that what one considers a "right" may be in direct con
flict with what others consider as their "rights." 

Trade negotiations are based on giving as well as receiv
ing. The expiration of the trade agreements act and the need 
for broader approaches made essential new legislation to pro
vide authority and means for negotiations. One of the ap
proaches which our negotiators surely will employ involves 
the application of the principle of comparative advantage. 
The advantages of the Common Market are largely in cer
tain industrial and manufacturing lines and some services, 
rather than in agriculture generally. Their resources will be 
most productive if concentrated in the lines for which they 
have advantages to the extent markets are available or can 
be made available for them. 

Opportunities for economic gains within the Common Mar
ket include some shifts out of agricultural commodities in 
which it lacks advantages into lines where comparative ad
vantage is greater. Such shifts will not take place unless ade
quate markets are available. Our own import policies need 
to be shaped to do their part in making markets available. 
We have no reasons for expecting trade concessions from 
others unless we reciprocate by making our share of conces
sions. 

No purpose is served if we entertain any self-delusion that 
we are absolutely free agents in deciding upon our trade pol
icies. There always are at least two parties to every trade. 
Just as we are free to object to actions of other countries 
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which interfere with our trade so are they with respect to 
our operations. Nor are they limited to expressing objec
tions; on occasion they may retaliate. A few months ago 
President Kennedy exercised his authority to modify a trade 
agreement concession on imports of certain types of carpet-
ings and glass. One reason for this action was that it might 
help relieve unemployment in some areas. Domestically it 
had some earmarks of being good political action to win sup
port for the pending trade bill. But Belgium, as an impor
tant source of the products involved, was prompt in indi
cating its displeasure over the action, suggesting that it vio
lated the rules of the G A T T agreement as there had been 
no consultation prior to the action. That country was well 
aware of the fact that if the increase in our import duties led 
to any decided loss of its markets the consequence would be 
unemployment in the lines involved. Counteraction of the 
Common Market involved increases in import duties on cer
tain products for which the United States is an important 
supplier. Such occurrences do not contribute to amity in 
international relations. Even where no specific reprisal action 
is taken the results may plague us later in our endeavors to 
obtain concessions. 

Farm programs are in a somewhat similar category. We 
may not like some farm programs of other countries; they in 
turn may be critical of ours. This may be a good place for us 
to look for the beam in our own eye when we discover the 
mote in someone else's eye. Like it or not, our 
export subsidies on price-supported commodities such 
as wheat and cotton constitute "dumping" in that they 
involve selling abroad at prices below those maintained in 
the domestic market. Receiving countries (including the 
United States) may view such operations as unfair competi
tion for their producers and can apply offsetting restrictions 
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if they are disposed to do so. The International Wheat 
Agreement helps us get by in the case of wheat. Important 
cotton consuming countries such as those in the Common 
Market do not produce cotton so have not objected direct
ly to our export subsidies on cotton. 

Where the export subsidy on cotton is creating some prob
lems is on the home front and some of these have international 
repercussions. Domestic cotton mills call attention to the 
disadvantage at which they are placed by the sale of Amer
ican cotton to their foreign competitors at 25 per cent less 
than they pay for the same cotton. They press for offsetting 
import duties or other curbs on competition from abroad. 
Yielding to such demands is not likely to be helpful in getting 
trade barriers lowered. In the world of today it behooves us 
to weigh carefully international repercussions which may flow 
from domestic programs. 

But why does the United States need to be concerned about 
the Common Market if dealing with it will so circumscribe our 
freedom to do as we please? With our vast domestic market 
and abundance of resources why not stay home and leave the 
rest to lick their wounds? Fortunately expressions of such 
an unrealistic view are now very rare. The United States is 
a "have not" nation in the sense that we are dependent on 
other lands for many of the things which are essential to 
our daily living. Our surpluses of some farm commodities 
and unused production capacity in some other lines have 
awakened in us a keen desire for enlarged exports. 

Nor are our interests limited to the economic front. Mod
ern communications and transportation have made this a 
"one world" in many physical respects. Experiences in the 
two world wars showed clearly how our security depends 
on allies. No single power in the world today is sufficiently 
strong to depend on itself alone. Man's ingenuity in de-
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vising tools for his own destruction makes the prospects of 
a third world war frightening indeed. The call is for inter
national cooperation. The antagonism shown by the Com
munists towards the Common Market is based not only on 
the economic competition it creates but also on the contri
bution it makes to the defense of the Western world. 

How fast and far the European Economic Community may 
move in the direction of political unity only the future can 
tell. The handicaps of nationality and language differences 
are present but overcome to some degree by proximity and 
contacts. Personal rivalries for positions of leadership are 
a factor. Western Germany naturally would like to see East 
Germany united with it so opposes any recognition of its 
present regime. The present government in France wants 
no yielding to pressures from the U.S.S.R. and may dislike 
what seems to it to be too conciliatory attitude of the Brit
ish. While differences arising from such sources may not 
be insurmountable in the longer run they may slow progress 
for the time being. However, just as the trade adjustments 
are ahead of schedule, progress on the political front might 
surprise us as well. 

The move to economic coordination has already led to unit
ed action on some matters usually regarded as being within 
the exclusive domain of each national government. Progress 
has been made towards an anti-monopoly policy to foster com
petition. The development of uniform patent and bankrupt
cy laws and programs for retraining workers are making pro
gress. 

The organization of the Common Market is not without 
some features of a super-government. The Consultative As
sembly, or Parliament, consists of members drawn from the 
legislative assemblies of the participating nations. This body 
has general supervision over and ultimate control of the Com-
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mon Market. The Council of Ministers is made up of a re
presentative from the government of each of the six nations 
and is responsible for EEC, ECSC and Euratom. Direct Ad
ministration of the Common Market is a responsibility of 
a Commission of nine members, selected for their special 
qualifications rather than to represent member nations. The 
Commission is in charge of the staff. It has a president, aided 
by three vice presidents, and is divided into nine departments 
each under a commissioner. 

Other institutions include a Supreme Court to pass on 
acts of the Commission and Council which may be brought 
into question; a Social and Economic Committee; a Trade 
Cycle Committee; the European Investment Bank, and funds 
including social, overseas development, and agricultural guid
ance and guaranty. 

Attention has centered on the European Economic Com
munity because it is the most advanced development of its 
kind at this time and also because of its importance to Amer
ican agriculture. Earlier reference was made to the European 
Free Trade Association (EFTA). Its organization and plans 
were agreed to in the Stockholm Convention by the seven 
member nations. Its program with respect to trade within 
its area is similar to that of the Common Market in that 
it provides for gradual elimination of tariffs and quotas among 
the members. Progress to date indicates that complete eli
mination may be attained before the dead line, January 1, 
1970. (A special provision fixed the date for Portugal as 
1980.) 

Unlike the Common Market, EFTA has not provided for 
a unification of the farm programs of the members. If it 
continues in operation some such move would appear logi
cal. The structure of EFTA is less formal than that of the 
Common Market, consisting of a Council of Ministers and 
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a small secretariat. More administrative responsibility is 
left with the member countries. 

EEC is larger than EFTA in population, national product 
and imports from the United States. Compilation of the 
Chase National Bank (The New European Market) points 
up some of these comparisons. EEC in 1960 represented a 
population of 172 million and EFTA about 90 million. The 
combined total of 262 million compares with 186 million in 
the United States while the land area is only about one-
third of ours. The gross national product of EEC countries 
in 1959 was $211 billion and of EFTA, $122 billion. 

As indicated earlier, several members of EFTA have applied 
for membership in the Common Market. Complete absorp
tion of EFTA is not in prospect at this time as not all of its 
members are seeking union with EEC and the latter might 
not be ready to admit all of them. The future scope of EFTA 
hence is not too clear at this stage. 

Trade groupings among various nations of Latin America, 
Africa and Asia are in progress. The Latin American Free 
Trade Association (LAFTA) was set up under the treaty 
signed in Montevideo in February, 1961. The participating 
nations are Argentina, Brazil, Chile, Columbia, Mexico, Para
guay, Peru and Uruguay, with Ecuador expected to be an 
early participant. Elimination of most of the trade barriers 
between these nations over a twelve-year period is planned. 

The Central American Common Market, organized in 
1960, includes four nations — El Salvador, Guatemala, Hon
duras and Nicaragua. This group has made progress in elimi
nating trade barriers among the participants and hopes to 
have this completed within a five-year period. While the 
Latin American developments are not as important as the 
Common Market as far as United States agriculture is con
cerned, they could play a significant part in the future indus-
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trial and trade development of their members. Instability 
of government and of monetary systems in some of these na
tions add to the difficulties of cooperation. 

While the U.S.S.R. opposes the Common Market in western 
Europe for obvious reasons, the communist world has made 
some moves of its own in a similar direction. The Council 
of Mutual Assistance was established in 1949 but has re
mained relatively inactive until more recently. The Council 
created twelve study commissions in 1956 to make recommen
dations for specialization of production; to serve as centers 
for the interchange of technical and scientific information, 
and to suggest ways of coordinating national production plans. 
Indications are that little or no recognition has been accorded 
the principle of comparative advantage or to reduce the pres
sure for self-sufficiency. The desire to outstrip the free world 
may lead to greater coordination of production and trade 
among communist nations. Much may depend upon the 
extent to which the U.S.S.R. may be willing or be forced to 
ease its tight controls over satellite nations. 

Lesser developed nations may find it easy to emphasize na
tionalism and to view trade restrictions as the means of speed
ing their development. This approach is not without merit 
provided due care is employed in the selection of industries 
whose development is to be fostered. Past experiences, how
ever, show that the selection is not always made with care 
and demand for protection for the weak continues. Effective 
cooperation among these nations could help speed develop
ment and reduce undesirable duplications which might 
have to be undone later. 

A fervent hope is that all of these developments will suc
ceed in resisting the temptation to block off external trade 
and to seek increased self-sufficiency within. A move of one 
important group in this direction would provide incentive for 
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others to organize in self defense which could wind up in 
economic warfare, and even in armed conflict. 

An aspect of the Common Market and similar developments 
which creates concern, especially among some labor groups, 
is the establishment abroad of plants with American capital. 
The availability of a growing market area within which trade 
barriers will be removed presents an attractive opportunity 
for such ventures. Existing uncertainty over the treatment 
which will be accorded goods from outside adds to the in
terest. Even if import duties are stabilized in the Common 
Market, there are no indications at present that they will be 
removed so plants within the area will have advantages in 
serving it. Organized labor sees such migration of Ameri
can capital as a loss of employment opportunities here at 
home. The emphasis placed on higher wage rates here than in 
Europe and elsewhere has fostered the belief that the move 
is an endeavor to get the advantage of the lower rates. 

Management stresses the point that this is not a flight of 
capital but instead an investment in new opportunities to 
supply overseas markets, not to ship products back to the 
United States. Some of these developments may add to Amer
ican exports if they are equipped from this country and buy 
raw materials here. The argument that this outflow of capi
tal affects our international balance of payments adversely 
is countered by the contention that profits earned improve 
the balance when they flow back to this country. 

Many industries in the United States cannot escape not
ing the rapid gains being made by their counterparts else
where in the world, particularly in Western Europe and 
Japan. They are concerned over the increasing competition 
in both domestic and world markets. This tends to concen
trate attention on wage rates, not without some failure to 
distinguish between wage rates and unit costs. Granted that 
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there may be a tendency to overwork the wage comparison, 
the interests of both labor and management are inextricably 
linked in avoiding cost situations which price our products 
out of markets. 

This brings us back to the point that these market groupings 
which are in the process of development in the world present 
challenges to us to do the best possible job to fit our operations 
in with theirs. Negotiations on a give-and-take basis are im
portant in safe-guarding our interests. Moreover, if we are 
not to fall behind in the race we must be pace setters in de
veloping new and better products and methods. Shrink from 
meeting the challenge and we fall behind. 
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Common Markets and Their Effects Upon 

American Agriculture 

Julius Hendel 

Dr. Jesness is to be complimented on the concise manner 
in which he has presented a very broad subject. He has done 
an excellent job of providing us with the backgrounds and 
developments of common markets. 

I find myself entirely in agreement with the principles ex
pressed. Our difference is only on emphasis. Dr. Jesness' 
approach is naturally that of an academician; mine, due to 
different environment, is that of a trader. My experience 
is principally with the European Economic Community, so 
I will confine myself to this market exclusively. I wholeheart
edly support Dr. Jesness' views on the following points: 

1. The attitude of the European Economic Community 
is more significant than the provisions of the Treaty of 
Rome. 

2. Our approach must be realistic and we better clean our 
own house first before demanding reforms from others. 

3. Our negotiators must be agriculturally oriented. 
4. The consumer's point of view is wholly ignored in all 

negotiations and the principles of competitive advant
age forgotten. 
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5. The appearance of antagonism by the communists 
towards the Common Market is not wholly the economic 
competition it creates but also the contribution it makes 
towards the defense of the Western World. 

6. Negotiations on a give and take basis are important in 
safeguarding our interests. 

But I differ to a great degree with his optimistic assump
tion as to the attitude of the officials of the European Econo
mic Community towards the philosophy of freer trade in agri
culture with the outside world. I am also dubious of the in
terest taken by our State Department negotiators in favor of 
U.S. Agriculture. Finally, I am not quite so optimistic as Dr. 
Jesness about Britain joining the Common Market. 

While active with Cargill and the assignments by the For
eign Agricultural Service of the U.S. Department of Agricul
ture which I undertook last summer and again this spring, 
I had the advantage of on-the-spot observation of the behind 
the scenes behavior of the Common Market officials. In 1961 
I studied the overall outlook for U.S. exports of agricultural 
products to the European Economic countries. The assign
ment this spring was more specific. I was asked to determine 
if Holland would continue to import U.S. flour, Germany 
to import our broilers, whether Britain would join the Com
mon Market, and if she joined, under what terms. In addi
tion, I was asked to find out the future for the export of 
U.S. wheat and feed grain to the Common Market Countries. 

On these assignments, I traveled as a private citizen. This 
gave me freedom to visit old acquaintances in the grain busi
ness, banking, farm associations, cooperatives, education, trans
portation, and civil servants. These contacts allowed clear 
insight on behind the scenes attitudes of the people respon
sible for the administration of the Common Market. 

As far as agriculture is concerned, the Common Market 
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countries give lip service to liberalization and are building 
a protective wall against outsiders. A case in point is their 
decision for higher differentials on better quality wheat in 
relation to soft winter wheat — the target base. 

Another example is the decision to limit deferred shipment 
permits to three months only. This is entirely contrary to the 
long standing practice of contracting deferred shipment for 
six months or longer. These contracts were usually made with 
more distant countries such as Australia, Argentina, and South 
Africa. These countries, particularly the Argentine, are short 
of storage and have limited transportation facilities. Deferred 
shipments let them use interior and ocean transportation and 
seaboard elevator space to the best advantage. Since these 
deferred shipments were usually sold at a discount, both the 
importer and the exporter benefited. 

The Common Market politicians appear to regard agricul
ture as something apart from the economy of the area. At 
least they want to treat it in a manner entirely different from 
that which has been so successful in industry. The benefits 
of liberalization in the industrial sector are obvious to every
one, yet agricultural philosophy appears entirely contrary to 
industrial thought. 

The traders, businessmen, and civil servants feel that while 
the politicians pay lip service to the liberalized agriculture, 
a high protective wall is being built against the agricultural 
products of outside countries. This may be contrary to the 
spirit of the Treaty of Rome, but it is the attitude of the peo
ple in authority. Attitude is more important than the words 
of the Treaty, because the specifications are so broad they 
leave a lot of leeway. In industry everyone wants to speed 
up. They liberalize their plans, moving ahead regardless 
of progress in agriculture. As one high civil servant in a 
Ministry of Agriculture said to me, "I wish my boss would 
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act as the Minister of Finance and Commerce, and not as a 
Minister protecting the status quo in a rapidly changing 
world." 

I am glad Dr. Jesness pointed out the large number of farms 
in the European Economic Community. Compared with the 
atomic age industry of one of the world's most heavily indus
trialized areas, the agriculture is still feudal in many countries, 
keeping labor unprofitably employed on the farms. This 
creates a shortage of industrial labor in Holland, Belgium, 
Germany and France. Labor, which is not as skilled or as well 
educated, must be imported from Spain, Italy and Greece 
to fill the gap. There has been a slow natural movement 
into industry and a resultant consolidation of the farms. The 
application of high support prices and protective levies will 
slow it down. These same support prices are of great bene
fit to the grain farmers who have larger farms and are of 
little benefit to the small farmer who is primarily a livestock 
man. Since the farmers with the big estates can contribute 
heavily to political parties at election time, it is obvious they 
expect to reap some of the fruits from a winning party. 

When Dr. Jesness points out how our present agricultural 
programs tend to hamper us in obtaining liberalized treat
ment for our agricultural products, I heartily agree. We 
appear to have a double standard. At home we practice high 
support prices and we advocate to the Common Market coun
tries that they should adopt liberal policies toward our price 
supported products. Before we can expect them to give us 
concessions, surely we must set the example. In fairness to 
the ultimate consumer, who pays all the costs, the system of 
deficiency payments adopted in Britain seems to be the fairest. 
Britain buys the grains at the world market price and the 
farmer's income is supplemented by the deficiency payment. 

The system of levies which has been established as of the 
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first of August of this year, indicates the trend. These levies 
have been set to the detriment of countries outside of the 
Common Market. In fact, it is evident the pendulum has 
swung to protectionism. 

The community has set a basic floor and ceiling target 
price on wheat. The floor price at $2.43 per bushel is that of 
France, the largest exporting country. The ceiling price at 
$3.24 is that of Germany, the largest importing country. This 
advanced the top 20 cents. From 1963 until 1970, the end of 
the transition period, the target prices will be adjusted so 
finally there will be only one target price for the whole com
munity. The outlook is for the French target to gain much 
more than the German will be reduced. The degree of the 
advance of the French target price will determine French 
participation in the grain exports in the European Economic 
Community. 

After 1970 when the target prices are expected to be equa
lized, there will be no need for intracommunity levies. The 
levies to outsiders will remain. The council will set the prin
ciples governing the extraction rate for wheat flour, rye flour, 
wheat groats and meal. The principles will take into consider
ation the extraction rate as a protective instrument for the 
domestic processors. 

Other means of controlling imports such as state trading, 
mixing regulations, and quantity, have been ruled out in 
principle by the Common Market, but a hole has been left 
in the fence. This is an escape clause which lets a member 
take action if its price is threatened internally or actually 
subject to disturbance from abnormal market activities, such 
as presumably dumping high subsidies. 

The regulation on intramember trade in poultry and flour 
consists of a levy made up of two elements. The first is the 
difference between the grain prices in the importing and ex-
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porting countries. The second is a fixed amount based on 
the intracommunity tariff. Poultry and flour imports from 
third countries have to bear three additional levies. One is 
a variable based on the difference between the world market 
and the grain prices of the importing country. Second is a 
fixed element similar to that charged on intracommunity 
trade. Thi rd is an additional two per cent in 1962-63. This 
third amount is to be gradually increased to a maximum of 
seven per cent over a period of years. On top of all this, there 
is a "lock gate" price to be used in case of price disturbances 
from third countries. (This has to be put into effect by the 
Council of Ministers and at the proposal of the Commission
ers.) The "Lock Gate" price is calculated on the basis of the 
world market price of feed grain and a conversion factor 
typical for third countries. If the poultry is offered below 
the lock gate price, the levy is increased by the difference. 

Import licenses are required on all intracommunity and 
third country trade. Before importation can be made, an 
import certificate, valid for three months, must be obtained. 
A cash deposit is mandatory at the time of issuance of this 
certificate. The deposit is forfeit if the transaction is not 
completed within the time limit. 

I must agree with Dr. Jesness when he deals with sub
sidized exports. This does in effect constitute dumping. Un
der the present regulations, no one benefits except the ex
chequer of the importing government. Even if we were to 
give the grain away, the cost is raised to the target price of the 
importing country ,and the ultimate consumer pays the higher 
price. It is an additional burden on the taxpayer of the sub
sidizing country. 

I also heartily agree with Dr. Jesness' reasons why the Com
munists do not like the Common Market. During my 1961 
trip I had the chance to visit Russia for three weeks. It was 
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obvious that the youth of that country are deeply indoctri
nated in the communist dogma. They believe they are much 
better off than they were under the old regime. Yet their 
standard of living is very low. While there may be enough 
bread and potatoes, there is a great shortage of animal fats 
and proteins. 

I believe an abundance of reasonably priced food in the 
west can be one of our strongest weapons in the cold war. 
The smaller the portion of his pay check, the worker must 
spend for food, the more he has left over for recreation, edu
cation, and ultimately for investment. The owner of proper
ty does not continue to be a real radical at heart. An abun
dant supply of food is a far more effective weapon than all 
the atomic warheads, missiles or space ships. 

That the success of the Common Market is annoying to 
Mr. Khrushchev is indicated by the vehemence of his attack. 
He is even advocating the principle of competitive advan
tage for use in the USSR and its satellites. 

Any move toward protection in agriculture on the part of 
the West will permit the regimented world to catch up or 
eventually surpass the free world. 

Now I come to the points of minor divergence. The first 
is the argument that Europe must be prepared against the 
hunger of war with a strong agriculture at any price. In the 
light of atomic warfare, I regard this as an excuse rather than 
a bona fide argument on the part of the politicians to make the 
so-called conservative farm voter happy. It may be a good pa
triotic slogan, but surely it is a little outdated. Here the 
politician has not looked far enough forward and is acting 
only on the expediency of the present. 

On the subject of Britain's entry into the Common Market, 
the events do not seem to substantiate Dr. Jesness' optimism. 
After my return from Europe, last spring, I felt the chances 
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of Britain being admitted to the Common Market were di
minishing daily. As long as DeGaulle is alive, he will block 
Britain's entry every way he can. For the present the Treaty 
of Rome requires that all decisions be unanimous. This 
gives him virtual veto power. DeGaulle is jealous of losing 
his dominant position in the Common Market, in spite of 
the French standing to gain the British grain market. 

France has the potential to plant in excess of two million 
acres of grassland to grain cultivation. If the French apply 
additional amounts of fertilizer and modern technology, they 
can replace the present exporters. They have their eyes on 
becoming the grain basket of the Common Market. Indica
tions are the French will make the conditions for Britains 
joining so difficult, the disadvantages of joining will far out
weigh the advantages. 

I had the chance to discuss the British deficiency payment 
system with top British Farmers Union officials and senior 
officers from the Ministry of Agriculture. If Britain is ad
mitted she will have to adopt the present target price system 
and levies of the Common Market. Yet, at this meeting, one 
of the ministry officials who had just returned from the Con
tinent expressed the opinion that it is possible in the distant 
future that the present levy and target price system might 
be modified to the British deficiency payment system. He be
lieved this change would be based on three important develop
ments: 

1. Continued growth in the industrial sector of the Com
mon Market. 

2. The abandonment by the United States of the high sup
ports, and adoption of an income stabilizing system. 

3. The education of the Common Market politician to 
the benefits of a freer economy in agriculture. 

On the subject of reprisals, Dr. Jesness and I are not too far 
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apart, except I feel reprisals and threats of reprisal can be 
an important tool in the hands of negotiators. However, I 
must make it clear that reprisals must be skillfully used. They 
must be applied at times of greatest demand, and the other 
country must be thoroughly informed why they are being 
applied. 

I believe President Kennedy's Trade Expansion Act now 
before the Congress can be a powerful tool in the hands of an 
agriculturally oriented negotiator. I hope it passes. 

I find myself unable to be quite so charitable toward the 
State Department as Dr. Jesness. I realize we cannot be too 
arbitrary, and that we cannot expect the other fellow to do 
exactly as we want. Nevertheless, the State Department must 
come to realize the importance of agribusiness to the entire 
economy of our country. My experience during the last gene
ration has been that the State Department has shown a com
plete lack of understanding of this great section of our total 
economy. Dr. Jesness has given you the figures which show 
that 1.1 billion dollars of agricultural exports went to the 
Common Market in the last year. This is no small sum in the 
light of our present unfavorable balance of payment and 
consequent outflow of gold. 

My report to the Foreign Agriculture Service was very 
discouraging. Exports of flour to Holland will discontinue. 
The same will be true of broilers to Western Germany. Only 
the highest quality broilers which the European Economic 
Community cannot duplicate will come in. These would be 
for an elite clientele which buys regardless of price. 

As far as feed grains are concerned, we will feel very little 
impact during the next two years. After that it will depend 
on how fast and in what direction the French target prices 
are adjusted. If their feed grain prices advance 20-30 per 
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cent with their capability, they can replace our present ship
ments. 

The impact on total Common Market wheat imports will 
also be minor for the present; as the industrial sector expands 
more modern baking machinery will be used. A stronger 
blend of wheat will be required. The chances are that the 
stronger Manitoba wheats will be more profitable for them to 
use than United States wheats. 

As I close I would like to make some recommendations for 
our goals. I will divide these into two main categories. The 
first is our approach to the agricultural situation in the Com
mon Market countries, the second is our attitude to negotia
tions. 

Our approach to Common Market agriculture can be di
vided into three main parts. First is the immediate goal. We 
must realize we cannot tell them what to do and that we should 
not try. We should try to keep the negotiations fluid to 
prevent a rigid policy evolving. This is the job of the United 
States mission. 

Next is the short term goal covering for the next ten to 
fifteen years. We must recognize that the present agricul
tural policy is the outgrowth both of tradition and history. 
It is the product of centuries and cannot be reversed over
night. Any drastic action on the part of the United States 
is neither advisable nor practical. We can accomplish most 
by working through the staffs of the various trade develop
ment councils such as the Feed Grain Council and the Soy
bean Council. Symposiums on human, animal, and poultry 
nutrition, as well as the granting of scholarships and fellow
ships to European universities by these organizations have 
won wide acceptances and praise. Education in the economic 
field should be included by these councils. Agricultural econ
omists with an international reputation should be engaged 
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to sponsor seminars, give lectures, and work with students. 
Thus, the foundation will be laid for a better understanding 
of the benefits of a more liberal policy in agriculture. Many 
civil servants strongly disagree with their political bosses on 
this issue. Therefore, if both the public and the civil ser
vants are better informed and versed in the principles of 
and benefits of a freer agricultural trade philosophy, the poli
ticians must follow suit. 

For the long term goal, about a generation, we should con
tinue to stress through our embassies and trade councils, the 
benefits of free trade. We should practice what we preach 
in our own country. We should discard high support pro
grams which are outdated and ineffective, and adopt a tran
sition program that will stabilize the farmer's income by de
ficiency payments, paving the way toward a freer economy. 
If we do this, Europe will follow the leader. 

In our negotiations with the Common Market, we should 
adopt an attitude which expresses a firm recognition of the 
importance of agribusiness to the economy of our country 
as a whole. We must admit that the Common Market coun
tries are recovered from the war and are now our equals in 
the responsibilities as well as the benefits of the free world. 

Finally, we must develop a firmness in our bargaining that 
will change the national image of the United States from that 
of a benevolent uncle who quickly gives in to pressure to 
that of a mature realist who expects a give-and-take approach 
in the world of business and trade. Make them remember 
their slogan used during the first years of the Marshall Plan 
— "We need trade — not aid." 
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Common Markets and Their Effects Upon 

American Agriculture 

R. L. Kohls 

Anyone familiar with the long and distinguished career of 
Dr. Jesness and with his long maintained interest in foreign 
trade would have anticipated a thorough and interesting 
discussion of this assigned topic. Certainly we have not been 
disappointed. 

One of the major contributions of this paper is the concise 
bringing together of the recent historical happenings which 
have made the term "common market" a new addition to our 
economic and political vocabulary. Dr. Jesness has traced 
the evolutionary development of both the European Econo
mic Community as well as other trade groupings around the 
world. He has carefully pointed out the resultant effects on 
tariff levels. He also (and this is a point of major importance) 
emphasizes that the impact of this development on American 
agriculture cannot be treated in a simple and uniform way. 
Quite appropriately the emphasis is shifted to a commodity 
by commodity approach in the analysis of the foreign trade 
outlook for agricultural products. 

As one reflects over the post war development of larger 
geographic areas in which internal trade is relatively free 
from international barriers he cannot help but recall the les
sons which both economics and political science have taught. 
Certainly the implications of economic theory are clear: the 
greater the area which can be serviced by the interplay of 
the principle of comparative advantage in assembling pro
ductive resources and of the efficient economics of distri
bution and marketing the greater both the efficiency and 
level output is likely to be. Political science also indicates 
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that such areas are likely to have more internal stability of 
governmental and political life. The Roman Empire was 
an early example of this; the British Empire and the later 
Commonwealth development was another. Our own country, 
of course, is a prime example of the potential results of a 
large area unimpeded by artificial trade and resource bar
riers and serviced by a vigorous competitive marketing sys
tem. 

However, also as one attempts a historical viewpoint his 
mind becomes somewhat uneasy. He notes that the fires of 
nationalism burn intensely and on occasion these erupt and 
"reverse the clock" so to speak. The post World War I de
velopments, which are just a historical yesterday, took the 
direction of splintering up trade areas into multitudinous, 
bickering national states. The present development in Africa 
with the rising multitudinous splinter states also are of a 
different pattern than the movement toward larger economic 
units in other parts of the world. 

Dr. Jesness wisely questions the permanency of the cur
rent European development. Will the move toward econo
mic union be followed by increasing political union? Clearly 
the road will not be easy or fast. The remarkable speed of 
the development of economic unity has taken place under 
the most advantageous kind of pressures. The wide spread 
destruction of World War II brought on the tremendous for
eign aid effort of our nation. This stimulated growth and 
prosperity on a remarkable scale. In addition, the continu
ing shadow of Russian Imperial design has forced these na
tions to shelve their national selfishness for the benefit of 
common protection. As we in agriculture know, it is always 
easier to make economic adjustments in a particular seg
ment when the total economy is moving strongly upward. And 
as we also can testify, it is much easier to get agreement on 
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difficult and sometimes painful action when outside pres
sures solidifies our goals and attitudes. The great test of 
the European Common Market is ahead. As the growth rate 
of the European countries slows down and the pressure mounts 
from other countries with other types of problems seeking 
to join the market, the difficulty of making increasingly pain
ful decisions will increase. 

Throughout his paper, Dr. Jesness alludes to the special 
problems which are invoked when the common market (or 
any other group of) countries come to grips with integrating 
their agriculture production into the economic realism of a 
broader unrestricted market area. It is pointed out that each 
of these countries has an agricultural program which to some 
extent subsidizes and protects its agriculture. We, with our 
experience, can appreciate the economic problems and politi
cal difficulty which will arise from attempts to do away with, or 
even change, existing programs, especially when such issues 
affect directly about 25 percent of the population. What we 
cannot truly appreciate because of our long experience with 
an over-abundant food supply is the cautious attitude of these 
countries toward theirs. Lurking in these national minds 
is the experiences of past wars and food shortages and the 
resultant desire for encouragement and protection of the na
tional food supply. With this in the background, it was no 
surprise that the activation of the agricultural part of the 
Common Market almost foundered on the rocks of disagree
ment. Neither should we be surprised if these countries are 
much slower in applying to their agricultural economics the 
free market and comparative advantage principles which ap
parently have been used rather well in the industrial areas. 
And as Dr. Jesness has so aptly pointed out, our negotiators 
are going to have a rather difficult role to play in criticizing 
these attitudes since we apply much the same attitude to our 
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own agriculture. And in a world whose past history has not 
been one of particular sweetness and light, such conservative 
attitudes toward the national food supply has considerable 
justification. An adequate accessible food supply is a matter 
of national security. 

What about our future agricultural market in these Euro
pean nations? It seems that Dr. Jesness could be summarized 
as being cautiously optimistic. In the viewpoint I concur — 
though I suspect I tend to be more cautious and even less 
optimistic. He points out that we have no automatic "rights" 
to these markets but they must be won based upon what we 
have to offer at the bargaining table. This in itself is hard 
for some to accept who argue that "after all we did for these 
countries when they were down and out, the least they can do 
is give our products preferential treatment now that they are 
ready and able to again trade at the world's counters." 
Though we might agree there is a thread of justice and ethics 
in this argument, we also know this is not how either men or 
nations usually act. 

Can we then secure ourselves a portion of these markets 
at the trade table? The paper correctly pointed out the cur
rent relative advantage in productive efficiency and cost that 
many sectors of our agriculture have. A plea is made that 
we not slow up our amazing progress in this productive ef
ficiency. Though upon this we might agree, I suggest a still 
more important fact need be stressed. A great key to this ag
ricultural productivity is technology and managerial know-
how. These two items are freely exportable. There are many 
indications that agricultural productivity which has lagged 
in many of these nations is on the verge of a spectacular break
through. If this is so and the common market policies manage 
it correctly, we must prepare ourselves for the fact that this 
group of nations can quickly become self-sufficient in much 
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of their food needs. I believe Dr. Jesness is right in his rather 
unhappy conclusions about the prospects for wheat. I hope 
he is right in his limited optimism for feed grain — at least 
in the period just ahead. 

Another limitation to our foreign trading prospects is be
coming increasingly apparent — and this applies to both agri
cultural and industrial interests. This limitation is the start
ling observation that in many ways we are poor hucksters of 
our merchandise abroad. For practically all of our national 
life we have been oriented to our own growing and apparent
ly insatiable domestic market. In our market we give careful 
attention to the consumer — we researchers study her, and we 
cater to her varying whims. We grade, we standardize, we 
package, we service. This market was so big that it absorbed 
most of our productive energies — and whatever was left over 
those poor foreigners would be happy to get any way! 

Rather suddenly two drastic changes have taken place. Our 
productive capacity, both industrially and agriculturally has 
over-flowed the profitable consumption capacity of the domes
tic market in many areas. And those "poor foreigners" have 
increased in their incomes and standards of living until they, 
too, are particular about their wishes and desires. 

We have sent several research teams abroad to analyze our 
market development efforts and the extent of the potential 
market. One after another they document our weaknesses. 
Our representative cannot speak and our package and labeling 
material is not in the language of the country. Both quality 
and amount are poor and undependable. Consumers are un-
familar with the product or it is not designed for their needs. 
Supporting agencies are not available to handle complaints 
and service the merchandising of the products. Our foreign 
marketing skills are underdeveloped. 

For a nation who has obtained the reputation at home as 
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being able to sell the Brooklyn Bridge to a cigar store In
dian these are amazing accusations. And if we are in earnest 
about foreign sales, these are things we must correct. All the 
efforts of the ablest State Department negotiators will not 
permit us to sell shoddy and unwanted products to those 
who can afford and obtain better elsewhere. The people in 
the part of the world here being discussed are not our poor 
relations but in many ways our equals in their demands and 
habits. 

Finally, it is not at all clear that the movement of the world 
into fewer but larger trading blocks will result in a larger 
volume of foreign trade among those blocks. Dr. Jesness cor
rectly lays out the choices which these blocks can make: (1) 
they can choose to take the lead in expanding world trade 
or (2) they can choose to increase their internal self-sufficien
cy. Also Dr. Jesness might have said that the evolution of 
these trading blocks does not automatically occur under the 
direction of a relatively free, private enterprise, competitive 
market oriented economy. Central direction, government 
ownership, controlled markets and prices are also methods of 
direction available to such blocks. The first encourages pri
vate firms to enter into the competition for foreign sales, the 
latter means the regimentation and sluggishness of state trad
ing arrangements. 

We are excited about the European Common Market De
velopment because it seems to have chosen to depend upon the 
mechanism of a private enterprise competitive market econo
my as its primary organizing vehicle. In addition it looks as 
if the choice will be made basically in the direction of expand
ing trade and growth rather than for closed system of self-
sufficiency. 

Many perceptive and intelligent people have great uneasi
ness about making the moves which will help improve our 
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trading abilities with these trading blocks. Many agricultural 
leaders particularly recognize the connection between actions 
taken on the domestic policy front and on the foreign trade 
front. No responsible agricultural leader that I know has 
voiced a willingness to completely do away with domestic con
trol and protection programs in order to enhance our foreign 
trade positions. Many are frankly afraid the Common Mar
ket countries have no intent to expand the area of the free 
market in agricultural products, and that when the chips are 
all down we will find that in order to keep an open market 
for our industrial goods we will have given up some freedom 
of access to their agricultural market. 

Certainly most agricultural leaders are in substantial agree
ment that in the immediate future our current income and 
over-abundance problems in agriculture are not going to find 
any major solution in the expansion of regular foreign trade 
outlets. We may be able to use our abundance as a special 
technique to aid the under-developed countries of the world. 
But this must be kept clearly in the classification of aid and 
not thought of as a traditional expansion of markets. 

I, too, would like to close by emphasizing the pertinent 
concluding paragraph of Dr. Jesness. These Trade groupings 
are in the process of development. Our challenge is to do 
the best job to fit our operations into theirs — and I would 
add, try to constructively guide their development as we de
sire it. We must be pace setters, not merely adapters. We can 
bargain from strength and should. A new virulent attitude 
is needed both in the state and agriculture departments. For 
fifteen years we have been aiding these countries to get on 
their feet again. This was right and wise. The time has come, 
however, for us to show the face which we have usually worn 
best: that of hard-nosed, Yankee traders, who when given the 
opportunity can lead the parade and sell goods profitably to 
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anybody. 
T o make this change will take some effort — both in the 

corporation board rooms and on farms where foreign sales
manship is not highly developed, and also in our government 
where officials, in many instances, have developed a soft heart 
and an apologetic attitude about the facts of our economic life 
which has made us the productive giant that we are. The time 
has come in which our nation must engage in both trade and 
aid. T o do a good job in both arenas will require both skill 
and luck. 

Discussion 

Common Markets and Their Effects Upon 
American Agriculture 

J. M. Ragsdale, Chairman 
RAGSDALE: Thank you, Dr. Kohls. That was a very keen 
analysis. Dr. Jesness, I believe the custom here is to give the 
expert a few minutes rebuttal against the two discussants. 
JESNESS: Mr. Chairman, the defense rests. (Laughter). 
RAGSDALE: Could we have you three gentlemen up here, 
please, for discussion from the floor? Who has the first ques
tion? 

UPGREN: Could I point out that there is a group working 
internationally, just to correct the record a little, called the 
"Atlantic Institute." It will have enormous force. It will have 
the cooperation of such men as Mr. Herter, President Conant, 
Will Clayton, Cabot Lodge, and the entire force of the Council 
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on Foreign Relations in New York City, and that effort to pro
mote the Atlantic Institute will have very widespread appeal. 

I merely want to add the fact that we are working in that 
way, and their goals would be no tariff. Their goals would 
be freedom of passage, common passage laws and all that. 

We have had enough pessimism expressed around here, 
much more than warranted. I'll try to make my comment 
this afternoon. There will be this positive force working 
towards changes of that kind. 
FARRIS: I thought this situation might be a little bit dull 
today, but I want to compliment each one of the speakers for 
making this subject live, and I think they have done a real 
service for our seminar. There's one question I would like 
to raise here: Dr. Hendel raised the question whether Britain 
would go into the economic community as long as DeGaulle 
was alive. Could you expand a little on that, and, then if the 
others care to comment, I would like to hear this. 
HENDEL: I am no authority on foreign relations. Anything 
I say is nothing more than the expression of the people who 
have proven to me in the past that they know what's going on 
politically. It is their opinion. 
FARRIS: But, now, give me your own opinion. 
HENDEL: Whatever I am going to say is the opinion of 
others. I presume most of you have been reading Walter 
Lippman's articles for the last six months. He feels that 
France, prior to deGaulle's assuming the helm, was becoming 
a second class nation. Now, France, and deGaulle himself, 
are at the moment the dominant forces of the Common 
Market and want to remain so. 

They know that the United States wants Britain to join. 
They do not want the United States to dictate any policies 
in the European bloc, be it atomic or otherwise, and will move 
heaven and earth to keep the United States out as far as they 
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can. That 's my answer. 
BERG: I, too, have caught this pessimistic attitude. I think 
we started out on a cautious optimism, but slipped into pessi
mism this morning. 

It's nice to have Arthur Upgren get up here and say, not 
only are we thinking about the U.K. coming into the Com
mon Market, but the United States may be giving it some 
thought. That may be a very optimistic view. 

There seems to be a formidable weapon here that the Com
mon Market holds, and that's this variable levy, and that cer
tainly seems to have been a beam in the Common Market eye, 
and one that we obviously have detected. 

But, isn't it also true that there will be a rather high pro
portion of goods that will move in with no duty? Tha t there 
will be goods that move in with fixed duties? 

And, I would like to have Dr. Jesness comment on this 
and, maybe, give us some idea of what magnitude of agri
cultural commodities may move in under these categories and 
not subject to the variable levy we have been hearing about. 
JESNESS: Before I do that, sir, may I make a comment on 
the former question? Neither Julius nor I nor anybody ex
cept deGaulle and God — and I suspect that it's only de
Gaulle part of the time — (Laughter) — knows what's going 
on in his majesty's brain. I am not nearly as positive or as
sured as Hendel seems to be that it's an aim of France or 
deGaulle to keep the United Kingdom out. 

I have a notion that he's playing the game of using this as 
trading stock, particularly in the United States, rather than 
that this is a final conclusion. And, I also like to suggest that I 
doubt that deGaulle is the most beloved individual in Europe, 
and I think that there are some fairly strong forces that want 
to see the United Kingdom come in as a counter-balance to 
deGaulle's strength and leadership. I think that force is on 
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both sides of this. And, certainly as far as I am concerned, I 
don't know what the final answer is going to be. 

Now, on the question that Sherwood Berg has raised, this 
is a point that I attempted to include in my paper. He is right 
that there are certain commodities on which there are at the 
present time no restrictions on common market imports. Cot
ton and soybeans are the outstanding cases, and there are 
certain other products on which the United States has se
cured what seems to be reasonably adequate assurances that 
the import restrictions are fixed. Fruits and vegetables, for 
example, belong in this category. 

They raised an import duty on tobacco, but there is no sug
gestion at the present time that they are going further with 
this. 

Now, the things that we are primarily concerned with are 
wheat, feed grain, poultry commodities, some rice — commod
ities in that category. I don't have specifically in mind the 
percentages, but in looking at these commodities, I think 
we are inclined to forget that there is a large volume of trade 
on which the door is open to us. These, then, do not happen to 
be problem commodities. That is, I think, why we exagge
rate. It's minor. It's an important part, but I think of the 
whole it's a minor, rather than a major share. 
HENDEL: May I add to it? I agree with Dr. Jesness. The 
thing that I analyze is the attitude. The things that they per
mit to come in without duty are the things that they cannot 
produce themselves very well. 

Now, as far as the attitude is concerned, I didn't know, but 
I was told, that oranges in Florida are green when they're ripe. 
So at some future date, if they want to exclude the oranges 
they'll prohibit any fruit that's used artificial coloring. 

I didn't know that they did color oranges in Florida, but 
that's the reason why they included it. In other words, they 
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only did that, not because they had any intention of helping 
us, but because they needed oranges, and they want them now. 

Let's take soybeans. Soybeans are coming in. At the present 
time, soybean meal is in deficiency. They will permit soy
bean meal, but on soybean oil, there's ten percent duty and 
as soon as they see that more and more oil comes in and more 
processing capacity is built, they'll widen the levy. 

So, they didn't do it because they wanted to be liberal. It's 
one way of making us feel, "Look we did not raise the duty 
on half of the commodities." So the only thing that they do 
is to build a wall on those products that they can produce them
selves. 
JESNESS: Might we agree on this, Julius, that international
ly our motives are always selfish even when we're generous? 
(Laughter). 

W E N T W O R T H : If I could bounce back to our friend de
Gaulle for just a moment. I was in Brussels a little over a 
month ago, to reinforce Hendel's statement, the feeling around 
there is that the French are after two things, and they feel 
that the English coming in might very well prevent this. One 
is, making Paris the seat of the Common Market, and the 
other is making French the language of the Common Market. 

There are a number of people who feel that if England did 
come into the Common Market, and since English already is 
used a great deal — although it is unofficial and they try and 
prevent it whenever they can — English could very well be
come the language of the Market. I sensed a feeling around 
Brussels that the French are trying desperately to gain the 
worldwide recognition that they once had as the diplomatic 
language. 
MONTAVON: I wanted to make a comment principally 
designed to relate the current discussion to some of the dis
cussion yesterday about government agricultural programs 
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and government interference in the operation of markets, and 
I suppose, designed secondarily and incidentally to align me 
with the small group of optimists that seem to be present 
here. 

I think there is a possibility, a longer ranged possibility, 
which is quite optimistic, and I'm talking not simply about 
the United States participation in the European Common 
Market, but United States participation in other developing 
economic communities. 

Now, it seems to me that much of the approach here of 
the discussion has turned on the question of the opportunities 
for expanded markets for agricultural commodities, United 
States agricultural commodities. I want to suggest there is 
another avenue which can be of equal benefit to agriculture, 
and that is the avenue of more rapid rate of growth of the 
American economy. There is the possibility that the United 
States participation in developing economic communities 
could stimulate a much more rapid rate of growth of the 
American economy. I consider that to be optimistic and 
advantageous to agriculture because I personally think that 
an adequate solution of the agricultural problem involves 
among other things retiring some resources from agricultural 
production. 

And I think there are various ways that this can be done. 
One of the ways to retire resources, I believe, clearly is by 
a return to the free market, but I think this is the kind of 
approach that gets resources out of agriculture by starving 
them out. 

The other approach is to get them out of agriculture by 
inducing them out, and that is, again, the more rapid rate of 
growth of the other sectors of the economy. For the resources 
that remain in American agriculture I think we need not wor
ry about competition with the commodities of other countries 
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in world commodity markets because the productivity of 
American agriculture is much greater than these countries 
presently have, and I think will continue to be much greater. 

I think that in many commodities, other countries are not 
going to be able to match the productivity of the United States. 

So, to the extent that this might happen — I don't make a 
prediction — I think it is a longer range possibility that's worth 
considering, and I would be interested to hear the panelists 
reaction to it. 
JESNESS: I have no argument with that point of view. I 
see some difficulties. For example, convincing our agricul
tural spokesmen that their bread is buttered by stimulating 
nonagricultural activities. It's little like convincing the dairy
men from my state of Minnesota that they ought to permit 
the sale of colored margarine and not apply a tax to margarine 
because we are an important soybean state. 

It just doesn't work out that way. I think this is some
thing that we ought to work both ways. We need to convince 
our own people, including the politicians and administra
tion in Washington, that the problem in agriculture is one 
of adjustment and the use of production resources, not one 
of featherbedding, of paying farmers for not using their re
sources, but, actually, an adjustment in the resources assigned 
to agriculture. I think the same line of reasoning ought to 
guide us in our approaches to the overseas development in 
agriculture. I think it works on both sides of the ocean. 
KOHLS: I have an uneasy feeling here that we are in the 
throes of the same kind of basic economics that we were do
mestically. In other words, I think that most would agree 
there has been a substantial investment of agricultural low 
income folk in development of this country in the sense of 
excess labor and passage into the rest of the continent. 

In other words, this has been one of the ways in which we 
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have managed to develop rapidly, and I have an uneasy feel
ing that this may be the next area in which agriculture pays 
part of the price. Tha t is, the price of the bigger area of total 
industrial development may be partially extracted from the 
agricultural industries. I guess this is what makes me extreme
ly uneasy when I dream nice quiet dreams of free agriculture. 
I just run into all of these stumbling blocks. The thing that 
I would lay before this room is that we must realize that 
these stumbling blocks are not domestic. They are inter
national in aspect. There is very little free agriculture in 
this world. People are too interested in their food supplies. 
So, I think I am in agreement here. 

HALCROW: T h e European Common Market is a market of 
great potential and great opportunity, but I believe we re
cognize that much of this potential will not be realized unless 
certain barriers are surmounted or changes are made. 

I will list the things that will limit this opportunity in four 
categories. 

One is the potential productivity of Europe itself. Second, 
is the blocks or limitations that will be imposed by political 
parties or governments of the various European countries. 
The third might be our domestic policy in the United States 
which won't be best attuned to the utilization of the poten
tial of the European economy, and, four might be the lack 
of aggressiveness or the limitations that occur because private 
groups or trading people are not as aggressive as they other
wise might be in meeting this market. 

I would like to present first the question of "How do you 
appraise the potential of productivity of European agriculture 
versus the potential productivity of the United States' agri
culture?" Then, apparently we are agreed that our national 
policy that would best meet the potential of the European 
market is one which would be of relatively free type of econo-
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my with relatively modest price supports. Is there an agree
ment on this? 

And, finally, I wanted to ask Warren Collins about the 
American Farm Bureau Federation Program, and what it's 
doing, and how well it's achieving its goals. 

There are really two questions here. One concerning 
the potential of European agriculture, and, then, the second, 
I want to direct to Warren Collins. 
RAGSDALE: All right, sir. Who would you like to handle 
your question? 
HALCROW: Well, Dick Kohls mentioned the great break
through in European agriculture, and I think there are some 
limitations to this when compared with our agriculture, sim
ply because I am not sure there is as much unused capacity 
in European agriculture as there is in American, and, there
fore, if the market grows, there may be a greater potential for 
our exports. 
KOHLS: A couple of words and I will toss it to anyone who 
has far more definitive insight than I. 

It is my understanding that in many cases, we have all the 
institutional national barriers that go with mechanization and 
so forth. People I have come in contact with indicate that 
Europe may be in a period similar to us in the late thirties, 
with many areas in agriculture in which the know-how and 
technology has been coming in and has been dammed up in 
its application, and small triggers will make it move. 

In the industries with which I am most familiar, I see no 
reason why within a very short time efficiency of broiler pro
duction in many European countries could not be equal with 
ours because the technology and know-how that goes with this 
production is very exportable. 

I am sure space and extent of their operations have limita
tions, but I am reporting a feeling that we are in a decade 
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in which the productivity differences can close quite rapidly. 
HALCROW: Assume there is a great increase of production 
in livestock generally in Western Europe, won't they have to 
import the larger percentage of their feed supply? 
KOHLS: This also depends — I understand there can be 
immense shifts made very rapidly, particularly in France. 
Now, I leave it to you people who have been taking junkets 
all over the world, supposedly to learn these things. 
ACKERMAN: I will be happy to make a comment. They 
feel very strongly that they're about to make a breakthrough 
involving what has been one of their real problems — frag
mentation, of small plots. They say that they are right on the 
verge of being able to pull their people into industrial em
ployment to the point where their agricultural production 
units will be equally as efficient as they are anywhere else in 
the world. 

This still remains to be seen, but they're very optimistic. 
With the ability to combine their farms into bigger economic 
units, they are going to be able to equal our productivity. 
Whether or not they can catch up completely is another ques
tion. 
A R T H U R : What will it do with the productivity of land 
per unit? 
ACKERMAN: They feel it will increase their productivity. 
One of their limiting factors has been these very small plots. 
They haven't been able to use the machinery and equipment 
and so forth. 
A R T H U R : Machinery and equipment, yes, but per unit of 
land, fragmentized plots frequently use the land very inten
sively. 
ACKERMAN: Yes, but they can also bring in other land 
that has not been really utilized, and, they feel that they still 
have a long way to go in coming up to our fertilization rates, 
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for example. Also, there are seed improvements which they 
feel they can always apply and adopt. 
A R T H U R : This can be done on small plots. 
ACKERMAN: It can be, but is not as likely to be done on 
small plots because you're more nearly on a subsistence basis 
than with a commercial operation. 
A R T H U R : I think your answer is probably of some weight, 
but I find it very hard to get people in the business to show 
how to increase output per unit of land as much as they readily 
assume they can just by consolidating all of it. 
ACKERMAN: I would say the other comment that has been 
made frequently by the French economists is that with the 
development of more economically sound units, they also feel 
they can evolve a system similar to our Extension Service in 
which they can begin to secure a wider and quicker adoption 
of new practices and procedures and techniques. These are 
all interrelated. 
BERG: Many of us think that the modernization of agricul
ture is the application of mechanization to the land. I think 
this is one trap we are falling into. 

Really what is happening at the present time is the under-
girding of our entire agriculture with the basic sciences, the 
parts that come out of our laboratories. Principles of gene
tics are an example, and at the present time, the principles of 
chemistry are being poured out onto the farm. 

This is what is bringing up our productivity. For example, 
Dick Kohls alluded to the broiler industry. Europe had the 
mechanization down ten years ago, and they had better pro
cessing plants than we had, but they did not choose to develop 
the genetics in their own country. They came to the United 
States for it. Why? Because of the danger of Newcastle dis
ease. 

Now, when they bring this knowledge to Paris on their 
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own foundation stuff, they're going to have just as good a 
broiler as we have. It's this type of thinking that is revolu
tionizing agriculture. It's not mechanization particularly. 
That happened in the twenty's. We're now in the sixties. 
ACKERMAN: Would you extend it to land consolidation? 
BERG: It will help. They can lower per unit costs because 
they're going to be able to make some of these machines that 
make chemicals, such as fertilizers, much more effective. 
ACKERMAN: It's the adoption of these practices which they 
say will come on the larger more efficient sized unit. 
BERG: Obviously, the general feeling among agriculturists 
in Western Europe is that they are really on the move. This 
change in land structure is not only taking place in France, 
but even in Western Germany. 

Now, they're making much more progress than they have 
in the past, and they're accommodating this idea of part-time 
farming, so they're getting some good production out of these 
part-time farms. 
EZEKIEL: Mr. Chairman, I hesitate to intervene because this 
overlaps much of what I am going to talk about this afternoon, 
but since it is pertinent of this particular point, I think it is 
important for us to recognize that this coming agricultural 
revolution in Europe has already been under way more than 
a decade. 

There have been enormous changes. Living in Italy, I have 
seen firsthand, as a consumer, one of those changes. 

Italy is not one of the most progressive European coun
tries or one of the most highly developed in technology, but 
the mass production of chickens produced in Italy and con
sumed in Italy has cut the relative retail prices in half in the 
ten years I was living there. 

It was impossible to get anything but very scrawny Italian 
chickens ten years ago. Today, the mass produced chickens 
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sells the same way we sell it here, is generally available in 
Italian markets and has greatly increased consumption of 
chickens in Italy. And I am sure similar things are happening 
elsewhere. Originally, these chickens came from hybrid chicks 
flown in from England. Now, there're big outfits in Italy, 
largely American owned, producing the special hybrid eggs 
in big centers. These are shipped all over Italy to be bought 
up for broilers and for laying birds. 

This is simply one of many illustrations, and part of the 
situation is that European agriculture has already gone 
through a technological revolution. I will discuss this at more 
length this afternoon, but I think some of you who have 
talked to economists haven't read part of what is happening. 
RAGSADLE: Are we still on your question, Dr. Halcrow? 
HALCROW: I had two questions. One is the appraisal of 
the productivity of European agriculture and its potential 
in respect to the market, and the second really was directed 
at Warren Collins on the activities of private groups, parti
cularly, the American Farm Bureau. 

COLLINS: We established our Rotterdam trade office two 
years ago. It was primarily set up as an exercise in explora
tion to get a better feel of what the situation is there with 
regard to the potential United States' markets in Western 
Europe. 

This is a crossroad of the world from the standpoint of 
trade identification, and we found some rather revealing 
things, some of which have been brought out in the papers 
here. 

In the first place, there is great curiosity about everything 
we attempt to do on the part of European buyers. Right along 
with this, one becomes extremely conscious of the highly 
sophisticated trade fraternity. 

This is a buyer's market of a degree that I think many 

[186] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

people who did not have some specific exposure to it can 
hardly appreciate. The competition is extremely intense in 
any area of the market that we have taken a look at. 

Now, we're moving into the second phase of our original 
plan which is to start what we might call some order taking. 
We have been working to some extent from both sides. We 
have in this country about twenty-six firms with whom we 
have signed memoranda of understanding, and over there 
we have established quite a repertoire of potential buyers. 
The beginning sales are very, very difficult. 

We have had a few experiences with second sales, and they 
come much easier, but there are so many handicaps. Certain
ly, Cargill knows this, Quaker Oats knows this, but things like 
trade names in which our American firms have such a tre
mendous investment and which are of such great value to 
them here are absolutely worthless over there. 

Our readily identifiable standards of quality in this coun
try are just unknown over there. All these are handicaps 
that we really don't think of, and the list could be much, much 
longer. 

This is a general idea of the way we see the situation at 
the present time. 
WILKENS: I would like to comment on a point that Dr. 
Kohls made. He referred to trade teams and reports submit
ted by them, and I think concluded as some of the reports 
do, if we would ship only high quality products abroad, we 
might sell more of them. I submit that deeper digging on 
that subject is going to bring a different conclusion, and I'll 
cite some specific instances. 

I have, I suppose, contact with twenty-five or forty of these 
trade teams as they have come through Minneapolis. For ex
ample, one from Spain said, "We are not interested in high 
quality wheat. We want just the very ordinary wheat. That 's 
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what we want for ourselves in Spain." I heard the people 
from Ireland make the statement, "This wheat's fine. The 
price is too high." 

We shipped abroad last year something like six hundred 
million bushels of wheat. We produced in this country about 
double that. Just last week the South Dakota and North Da
kota Wheat Commissions were in Minneapolis. They sat 
down and talked with some trade people. They want to raise 
grain standards. They would like to get a nice, high, fancy 
grade of wheat and sell only this quality wheat abroad, and 
some of the traders asked them the very simple question, 
"Fine. You adopt the program now. What shall we do with 
the rest of the wheat? Leave it for American consumers?" 

You see, under the present arrangement, the American 
consumer, sophisticated, with money, selects the best. He 
pays premiums, he gets it. Not all buyers want to compete 
with Americans. Some of them might, most of them won't. 

Take another specific example in corn out of Duluth. 
You're amazed sometimes at the quality of corn, #5 grade 
corn, sample grade corn, that they seem to be able to sell in 
almost unlimited amounts. Good quality #2 corn could be 
bought for two to maybe twenty cents premium. Can they 
sell it? Absolutely not. Foreign buyers have no interest. 
Julius Hendel could tell you about that. They have no in
terest in this quality corn, but they are interested in the other 
at a price. Foreign buyers do a lot of talking and criticizing, 
but I'm not willing to admit at this time that our export 
salesmen are necessarily incompetent, that they would do bet
ter with additional training in this field. I think they're real
ly pretty competent and there's more than just to saying if 
we just exported the high quality we would sell more. 
KOHLS: I must say in defense of the reports, you have not 
read them deep enough if this is all you're getting out of them. 
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I would say that in at least a sizable section of those reports, 
they're not arguing about quality. They're arguing that we 
don't do exactly what you said we're doing, and that is finding 
out the precise definition of what they want, and, then, filling 
it. 

It's the lack of uniformity over time that bothers them. 
It's this idea that we have not identified the market, and I 
would say you have. You see the difference between a trade 
which has had some kind of continuing experience, which 
the grain trade has, and the poultry boys who were just ship
ping things over and wondering why they weren't selling. I 
think this is the difference, finding the specification of the 
product. 

I agree with you, that just like domestically we have got 
some people whose specifications are below what the mar
ket will take — and good-bye for them. 
WESTING: It seems to me that I detect in the remarks of 
several of the people, a flavor of mercantilism, a kind of in
clination to hope to find in Europe an outlet for a lot of our 
surpluses. 

Now, I agree with Dr. Jesness that in international affairs 
we all tend to be essentially selfish, but I don't think we can 
be good traders if we expect all of the give to be on the side 
of the other party. 

I haven't, for example, heard anybody suggest that we might 
be willing to take an equivalent amount of poultry for wheat 
that we sold. You could hope, of course, that the imports 
would all be in industrial products, but I doubt if the indus
trial segments of our economy would look with great favor on 
that. 

Now, it would seem to me that the most we could hope 
for out of this arrangement would be to trade the kind of 
commodity in which we have the greatest advantage and take 
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back the ones in which they have the greatest advantage in 
roughly equal proportions. 

Unless you think in some such terms as that, I don't see 
how anyone can be anything but cautiously pessimistic about 
the whole prospect because we are not going to just export. 
I think that can be taken pretty much as a fact. 
THUROCZY: There have been reports in the past, as I un
derstand, that there is a problem of quality in our exports 
which is and tends to be a deferent of further expansion in our 
wheat trade. 

Particularly, many cases, as I understand, come up that 
the importers of American wheat, particularly the hard, red, 
winter wheat, do not get the same baking quality delivered 
in what they bought on a sample basis because the wheat 
grown in different geographical areas has different baking 
qualities. 

I would like to direct this question to the gentleman from 
the Minneapolis Grain Exchange. I was wondering whether it 
would support his argument or reject it. 
WILKENS: There certainly is a difference in quality bak
ing performance of wheat of the same grade if that's what 
you're suggesting. 

I guess all I can do is to refer to how the domestic miller 
governs himself under these same circumstances. He obtains 
samples either in carload lots, in the marketplace, or in sam
ples from round lots of grain, and he makes baking perfor
mances. If they're satisfactory to him, and the price is satis
factory, he makes the purchase. 

He takes steps to supply himself with what he wants, and 
he is sure of what he gets. 

Now, there may be cases where the foreign buyer will buy 
one grade, and he will get a certain baking performance out 
of that particular shipment of wheat. Perhaps he never paid 
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a premium to get that performance, so, now, he buys another 
lot of the same grade of wheat, but out of a different geogra
phic area, and he happens to get the other extreme. The bak
ing performance is extremely poor, so he complains, and 
that's what you listen to, these complaints. 

All right. So, he goes back for a third purchase from this 
same seller, and he says, "I want some wheat, and I want to 
be sure it has this baking performance." 

"Fine. I'll deliver it to you, and I will make the selections, 
and I will blend this wheat, and I will run baking tests, but 
this costs money, so it's a premium. What will you pay me 
as a premium to get this?" 

So he says, "I won't pay anything." That 's the impasse you 
reach. You see, it costs money to make these selections. Do
mestic mills are doing it, as do many foreign buyers. 
THUROCZY: Maybe I can amplify my question to you, 
sirs. This sort of situation where the foreign importers have 
some problem with the grain delivered reflects a kind of 
dissatisfaction with our own grading system, and, consequent
ly, we are losing a tremendous competitive advantage in vital 
markets like the Common Market. Perhaps, the gentleman 
from Canada would comment — I didn't hear of this kind 
of problem for Canadians, for example. 
HENDEL: This is a question I have heard all my lifetime, 
but especially when we start sending junkets. Who are the 
people that go there? What background have they got in 
understanding the problems, and who do they see? 

An efficient producer who knows his business, minds his 
business and tends to his business and says very little, he hasn't 
got too much time to spend. The visitor generally finds some
body who has a chip on his shoulder, who doesn't understand 
the mechanics of trade. 

The United States is a large country, and the quality of 
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wheat varies not only with the seed, but with the environment, 
with the soil, with the temperature, with the rainfall. 

In the U. S. you select wheat by sample. I happen to be 
the grandfather of the U. S. Feed Grain Council, and there's 
the Soybean Council, and there are wheat people and the 
Farm Bureau people. Our objective is to educate the buyers 
as far as our grades are concerned, the reasons why our quality 
varies on account of our topography and the size of the coun
try. Last year and again this spring, I was investigating com
plaints on shipments from the U. S. 

Inquiring as to the quality of shipments the last two years, 
I was told, "I happen to be on the Committee of Arbitration 
— we had two complaints every week two years ago. Now we 
have about one each fortnight, and sometimes, one each 
month." 

If you educate the buyer to know what he wants, and if the 
buyer knows what he wants and pays for it, he gets what he 
buys. 
THUROCZY: Isn't this the reflection of the new sedimen
tation test? This test measures much more accurately the bak
ing quality of wheat. 
HENDEL: They don't even want to hear about the sedimen
tation test (Laughter). 
RAGSDALE: We're just about ready to close. We'll have 
one or two more really burning questions to wrap it up. 
PADBERG: We talked about the barriers that nationalism 
puts in the way of trading agricultural products, and I would 
like to go back to this long range optimism a second. 

It seems as though if we look to the future, the representa
tion of agriculture in our political system is declining rapidly 
and will continue to decline. 

We have talked about consolidation of farms in Europe 
and their rapid economic growth. And according to their 

[192] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

resources base — many of us believe that they will have a lot 
of industrial development, and, therefore, probably, less po
litical representation in agriculture. 

I would like to ask Professor Jesness if he believes that 
this representation trend is valid, and if it will make any more 
sense and less nationalism in trading agricultural products in 
the future. 
JESNESS: I shocked one of the international trade organi
zations some months ago by suggesting that I could see the pos
sibility of some of this increased representation of nonagri
cultural people in the Congress. I think there are many closed 
minds with respect to the agricultural programs. There is 
some hope that you can catch some of these newcomers and 
really get them to look into the problem and approach it from 
the standpoint of the merits of suggested programs. 

I am firm in this conviction — the present administration 
says, "Our program — have controls or no program at all." 
As long as you have that, you're not going to get leadership 
on an agricultural program from the administrators, and it's 
up to the citizenry or leadership in Congress to come up with 
ideas. I see more hope in some of the new representation from 
nonagricultural districts being able to look at this objectively. 

But I think this — that, in my book, tends to exaggerate the 
consequence of the decrease in agricultural representation, 
farmer representation — while our farm population is going 
down, the population related to agriculture is tending to go up. 
Consequently, the agricultural segment remains quite strong. 
KOHLS: I've got to have demonstration on the world scene 
that a group of people lived through their lifetime in substan
tive freedom from war and gradually increasing standards 
before I'm going to see much change in people's basic con
cern over what they eat. 
RAGSDALE: Our time is up. 
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WORLD AGRICULTURAL PRICE DEVELOPMENTS, 

CONTROL SCHEMES, AND COMMODITY TRADING 

Mordecai Ezekiel 

As _S I have only very recently 
rejoined service with the United States Government, this 
statement is based largely on my experience and studies during 
the past 16 years with FAO — the Food and Agriculture Or
ganization of the United Nations. 

Shortly after World War I, economists in the United States 
began to make quantitative analyses of the factors that af
fect commodity prices. Traders had always recognized that 
prices went down when the crop reports showed an increase 
in cotton or wheat acreage and yield, and prices went up when 
new demands were reported on the market, such as more active 
demand for cotton textiles in England or Japan. The new 
studies for the first time began to measure just what was the 
effect of specific differences in these price-influencing factors 
of supply and demand on the exact level of commodity prices. 
The first studies, as by Henry L. Moore on cotton, Holbrook 
Working on potatoes, Henry Wallace on corn and hogs, Louis 
Bean on cotton, and others on wheat, related the average ex
change prices for a crop season to the average levels of indi
cators of supply and of demand during the same season. La
ter Bradford Smith studied the level of cotton prices month 
by month through the season, and related them not only to 
changing domestic and foreign demand conditions through the 
season, but also to the changing estimates of the size of the 
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current year's crop and the next crop. This study for the 
first time measured the ways traders on commodity exchanges 
shifted the prices that prevailed, as quantitative indications 
changed of past and future demand and supply. Still other 
studies related changes in acreages planted and crops obtained 
in the following season, changes in average to the prices for 
the previous crop, and so began to measure not only how 
demand and supply factors influenced prices, but also how 
prices influenced subsequent supplies. 

Commodity price analyses and price forecasting studies 
were continued through the year, in ever increasing complex
ity. So, too, were studies of the behavior of commodity ex
changes and of futures markets, especially those by Holbrook 
Working, which span the entire period from 1933 to 1962.58 

It is a far cry from the situation of 40 years ago of prices 
responding solely to supply and demand conditions, to the 
situation today when traders must also keep informed of the 
latest changes — or rumors of changes — in governmental and 
production controls, loan rates, deficiency payments, tariffs, 
import controls, decisions by international commodity agree
ment authorities, and many other factors reflecting govern
mental or cooperative intervention, before he can judge what 
action to take on the market. At some times, trade interests 
like processors or warehousemen must even decide whether it 
is worth while hedging their operations on future markets at 
all, or whether the price is supported or controlled at such 
steady levels by governmental actions that it is unnecessary to 
pay the cost of that price insurance on their own transactions. 

Let us go back and review briefly the high-spots of the 
changes that have taken place in the relation of exchange 

5 Holbrook Working New Concepts Concerning Futures Markets, Amer. Econ. 
Review, Vol. LII, No. 3, June, 1962, pp. 431-459. 
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operations to basic economic conditions during my own life
time, and the events that led to the great changes in the 
relation of governments to actions which influence farm prices 
and production. 

In the decade after the first World War, the war-ravaged 
countries of Europe speedily restored their pre-war produc
tive capacity. World acreage and production in Canada, the 
United States, and the southern hemisphere, had expanded 
sharply during the war to meet the war-time shortages and 
needs. As European production recovered after the war, 
world prices began to decline. In the latter half of the 1920 
decade, North American farmers were worried by the down
ward trend in prices for wheat, hogs, and other products. 
With this declining trend, European countries began to raise 
their tariffs to protect their own farmers. The Great Depres
sion of 1929 intensified these movements, here and abroad. 
Under President Herbert Hoover, the Federal Farm Board was 
set up with the then enormous sum of 500 million dollars to try 
to stabilize farm prices and to develop and encourage the ex
tension of cooperative marketing to help raise farm prices — 
the first peacetime price intervention by the Federal Govern
ment. 

The Federal Farm Board encouraged and financed new 
marketing cooperatives, and tried hard to check the declines 
in prices, especially for wheat and cotton. As the Great De
pression spread round the world, prices fell lower and lower 
in world markets, European countries pushed their tariffs still 
higher, banks failed throughout the farm regions of the Unit
ed States, and the Federal Farm Board soon had all its avail
able resources tied up in commodity stocks — the first accu
mulation of publicly-owned "surpluses." Out of this experi
ence in trying to support farm prices without limitation of 
production, while foreign outlets were declining because of 
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restrictions on trade abroad, were born the New Deal farm 
programs. These tried to raise farm incomes in the States 
by making supplementary payments to farmers above what 
their crops would bring on the markets and simultaneously 
requiring farmers to cut down production — or trying to by 
limiting acreages — as a condition for receiving the cash bene
fits. At the worst of the depression, corn, wheat, potatoes, 
and ewes had sold for less at American central markets than 
it cost farmers to ship them there — and out of this desperate 
situation came the resort to drastic remedies. 

The efforts at production control through voluntary partic
ipation of farmers were soon reenforced by mandatory con
trol on cotton marketings under the "Bankhead Amendment", 
and of tobacco under marketing limits; and by government 
loans to support prices of cotton and later of other crops, 
when the regulation of acreage failed to raise prices as planned. 
Still later to meet the needs of World War II prices were sup
ported at higher levels to encourage production and these 
price supports, once established, continued in the years after 
World War II to support production above what the domes
tic and world markets would take. The surplus foods accu
mulated during the early New Deal period were used directly 
to relieve the hunger of jobless workers on relief, to provide 
school lunches for poorly fed children, and eventually, under 
the early experimental food stamp plan, to supplement the 
adequacy of food supplies for families at low incomes. During 
this period, the government for the first time experimented 
with ways of selling food the same way that surgeons sell opera
tions — charging the well-to-do more than it is paid by poorer 
people who cannot afford the full price. Also, under Henry 
A. Wallace's "Ever Normal Granary" proposal, the first steps 
were taken toward deliberately maintaining larger reserve 
supplies to protect against crops failures. 
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During the 1930's, the United States was experimenting 
with various methods of adjusting or manipulating food prices, 
and setting up marketing agreements for some commodities. 
In the case of fluid milk at least those grew into continuing 
systems of separate local market areas or "milksheds", each 
one more or less walled off from the rest of the country. Simi
lar or parallel developments were taking place in European 
countries. A national Milk Marketing Board was developed in 
England to handle the sale and marketing of milk for the entire 
country; tariffs and import restrictions were continued or in
creased to protect European farmers in those countries on a 
net import basis from competition with the low world market 
prices, and experiments continued with trying to establish 
international commodity agreements to maintain prices for 
commodities such as sugar and wheat. 

The first International Wheat Agreement, negotiated in 
1933 under American initiative, sought to balance reduction 
in U.S. wheat production by parallel cuts in output in other 
exporting countries, and to limit exports to each country's 
share of the estimated import demand, so as to remove the 
pressure of surpluses on world prices. Argentina had a bump
er crop the first year of the Agreement, but had made no pre
parations to enforce the limitation of exports as agreed, so 
that agreement blew up only a year after it was signed. Its 
governing board was kept alive, however, as the International 
Wheat Committee, which years later, after World War II, 
eventually negotiated and put into effect the more limited 
International Wheat Agreement which, with successive modi
fications, has had some influence in stabilizing prices for much 
of the commercial movement of wheat in international trade 
in the post war years. 

During World War II more or less stringent regulations 
were imposed on production and trade in food crops in near-
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ly all the warring countries, accompanied by strict rationing 
in those countries shortest of food. The organizations for su
pervising or directing the production, distribution, and con
sumption of food tended to carry over into the post war years, 
and to contribute to the continued development of public 
direction or support of food production and prices. 

In the United States, the idea that adequate food supplies 
were essential for post war recovery was pungently expressed 
in Secretary Wickard's slogan, "Food will win the war and 
write the peace". Certainly his system of higher price supports 
to assure expanded production during the war did contri
bute to the ease with which the United States could help 
meet the war and post war threats of famine and starvation 
due to war-disorganized farming and distribution abroad. 
The war-time Combined Food Board, which had planned 
the Allies Grand Strategy for the deployment and use of the 
food supplies available to them, was found necessary to keep 
in action to distribute the limited available supplies in the 
years just after the war. One of the first steps of the newly-
formed Food and Agriculture Organization of the United 
Nations, which had been launched with great hopes just after 
the end of the fighting in 1945, was to establish early in 
1946 an Emergency Food Council. This carried out for sever
al years the same function of distributing the global food 
supplies in a rational manner, which the earlier combined 
Board had done as a war effort. This had the effect of hold
ing back increases in food prices in some exporting regions 
to less than they would have been if there had been uncon
trolled bidding for the limited total supplies. The long-term 
purchase contracts between the United Kingdom and its 
supplying Dominions similarly held back price increases in 
this trade long after the rapid post-war price inflation had 
raised world prices to much higher levels. This post-war price 
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inflation, which initially appeared in the United States short
ly after the war-time price controls were abandoned, soon 
put pressure on prices in other regions, and was followed 
eventually by a general rise in price levels round the world. 

Food production per acre and per man, which had been 
increasing steadily ever since the mid-30's, shot up rapidly 
during the war years in the United States, with abundant 
supplies of fertilizer, and strong patriotic and price incen
tives to expand. After the war, European recovery and in
crease in production efficiency, yields, and output, were en
couraged by a long series of public actions, national and in
ternational. These included the United Nations Relief and 
Rehabilitation Administration (UNRRA), the Marshall 
Plan, the European Recovery Administration, and the large 
technical assistance programs developed by them; and the 
combined efforts of nations encouraged by the UN and FAO. 
Many of these organizations served not only Europe but all 
the countries damaged by the war. The rapid and continuing 
increase in European productivity in agriculture and indus
try, which has given European economic life a dynamism pre
viously unknown in this century, was a direct consequence. 
While it has made the European market far more indepen
dent of imported temperate zone food products than for many 
decades before, it has also increased European demands for 
tropical food products and raw materials far above previous 
levels. 

The international assistance programs of the leading nations 
(the United States, United Kingdom and its Dominions, and 

France) and of other smaller countries, gradually shifted over 
to encouraging world-wide economic development. This was 
expressed in the United States by the Point 4 Program, the 
ICA, and now the AID; in England by the Colonial Develop
ment Corporation and other assistance activities, and in 
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France by the portions of the Monet Plan applying outside 
continental France and by continuing and expanding sup
port to the previous French territories as they neared or 
reached independence. The FAO and UN programs of tech
nical aid and information to their member nations were 
greatly intensified in the 1950's through funds from the UN 
Expanded Technical Assistance Program, and later from the 
UN Special Fund. More recently, the new concepts of FAO's 
"Free the World from Hunger Campaign", of the UN'S "De
cade of Development", and of the U.S. "Food for Peace Pro
gram", also aided and speeded this activity on a world scale. 

But despite all this help, progress in agricultural efficiency 
and in industrial development in most of the underdeveloped 
countries has not yet begun to reach anything like the annual 
rate of increase in productivity per acre and per man, or of 
national income per capita, that has been attained now for 
a number of years in most of the industrialized countries of 
Western Europe. Even in the less industrialized countries 
of southern or central Europe, the rates of progress are far 
above those in the underdeveloped world. This is true also 
of Poland and Yugoslavia, which have broken away from en
forced collectivization and have improved incentives to their 
farmers. But I am getting ahead of my story, and must re
turn to the developments affecting farm prices, price sup
ports, and commodity exchanges in the decade and a half 
since the war devastation began to be conquered. 

The worry over accumulating supplies toward the end of 
the decade of the 40's was swept away by the Korean War 
outbreak and the fear of new war-time shortages. A general 
craze to build up reserve stocks swept the world. For the 
period of the Korean War boom — 1950-52 — prices soared 
and industry rose to peak levels of activity, aided by expanded 
military orders and intensive rearmanent. T h e settlement 
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of the Korean War produced a sharp recession in commodity 
prices, especially for farm products, while production con
tinued to expand stimulated by earlier high prices and by 
improving technical methods. Surplus stocks in the United 
States began to pile up to record levels. Efforts to dispose 
of these stocks continued, with a search for ways that would 
help consumers and aid economic development in underde
veloped countries, without harming commercial exporters 
of those same products or commercial farmers in the recip
ient countries. This program, beginning with efforts to 
help India and Pakistan meet severe crop failures and threat 
of starvation, gradually developed into the extensive U.S. 
PL 480 Surplus Disposal Program. This and other surplus 
utilization activities now operate in accordance with an in
ternationally-agreed code of behaviour, the FAO Principles 
of Surplus Disposal, and under the watching eyes of an inter
national committee, the FAO Subcommittee on Surplus Dis
posal, which meets frequently at Washington to hear com
plaints and check on how well the activities conform to the 
agreed standards. 

After the collapse of the Korean War boom, the decade of 
the 50's was characterized by quite different farm commodity 
developments in the advanced Western countries and in the 
poorer developing countries. In the former, methods of in
creasing output per man and per acre continued to improve 
at a rapid rate. Throughout Europe, even in the less dynamic 
countries along the Mediterranean Sea, the use of labor-sav
ing machinery increased, tractors were substituted for horses 
and oxen, the use of fertilizers and pesticides increased rap
idly, and the movement of men from farms into city industry 
speeded up. Agricultural yields and output generally in
creased far above levels that had been thought possible in 
Europe a generation earlier, and that continent became less 
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and less dependent on imports of food from other temperate-
zone countries. The development of improved grasses and 
mixtures, and of methods of making grass silage with very 
high protein content , enabled farmers in Great Britain and 
in northwestern Europe to increase both milk and beef pro
duction with much less dependence on imported food grain 
or oilcakes. At the same time, the rapid technical improve
ment and expansion of their industrial activity, the effects of 
the Common Market in securing better use of each country's 
relative advantage and skills, and the continued development 
and introduction of improved techniques, have enabled 
Europe to begin to compete successfully with American in
dustrial specialties, notably automobiles, and even to in
vade the U.S. market. Altogether, this has produced a dyna
mic industrial life and an economic spurt in Europe which 
has challenged the previous industrial dominance of North 
America. This rapid growth in income and industrial output 
in Europe did not, however, lead to anything like a corres
ponding increase in the demand for imported farm products. 
Import requirements for temperate-zone products fell with 
the rapid expansion in European productivity, and incomes 
per capita reached the level where there was relatively little 
further increase in demand even for imported foodstuffs, 
except for favored tropical products such as citrus fruit and 
cocoa. More and more the demand for fats was absorbed 
by the increase in oil seeds and of hogs in Europe. 

At the same time, underdeveloped countries round the 
world, aided by international financing and technical help 
from the more advanced countries under both bilateral and 
international programs, were rousing from their centuries-old 
lethargy, and were striving to raise their own production, em
ployment, and standards of living. This effort was intensi
fied by the dissolution of the old colonial empires, and by 
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the rush for immediate and full independence even in coun
tries and regions not yet well prepared to handle their own 
affairs. In the case of the British Commonwealth and the 
French possessions, there had been a long previous period of 
preparation, of extensive financing of their development, and 
of education of the people of the colonies to begin to manage 
their own affairs. In some of the other areas much less pre
paration had been made. 

Ready or not, the drive for independence and economic 
development as promised in the great war-time declarations, 
especially in the Four Freedoms, developed into a world-wide 
rush which may be approaching its final stages. Each newly-
independent country tries to develop its own plans and pro
grams, well or crudely, to increase its own production in farms 
and factories; to establish the institutions and build the in
frastructure — roads, power, education, organizations, medical 
services, etc., necessary for modern life and progress — and 
usually to expand its food and raw material production, both 
for its own consumption and for export. Increased export 
earnings are needed to help pay for greatly increased imports 
of industrial products to be used for creating new productive 
capacity, and for expanding consumption. Throughout the 
decade of the 50's, once the Korean War was over, and into 
the present decade, underdeveloped countries have expanded 
their farm production for export much faster than the import 
demand for these products was growing. As a conseqence, 
the prices of these exports has steadily declined in relation to 
the prices of industrial products purchased from the developed 
countries. This process has been intensified by the increas
ing control of prices and wages by great corporations and 
great labor unions in Europe as well as in North America, so 
that an upward spiral which has become known as the "wage-
cost-price-profit-push-inflation" in the industrialized western 
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countries has grown to such an extent that prices for industrial 
products and services continued to creep up all through the 
fifties, and reached such an intensity that industrial prices 
and the average price level continued to advance right through 
the last business recession in the United States — for the first 
time in American economic history. It was this process which 
the President sought to challenge and check in his recent 
dramatic intervention in steel prices, but that is outside my 
present topic. Agriculturally, and from the point of view of 
the underdeveloped countries, the international results have 
been felt in a continuous decline in "the terms of trade" for 
the prices of the agricultural exports of the less developed 
countries, as compared to the prices they must pay for their 
industrial imports. This decline has continued as a persistent 
trend for almost all of the last ten years. The annual aggre
gate value of their exports is many times the amount of 
the large cash contributions to their development that the 
underdeveloped countries are now receiving from interna
tional financing of all sorts — from the U.S.'s enlarged pro
gram through AID and other agencies; from the expanding 
finance, loans, and grants that France, the United Kingdom, 
Germany, and other Western countries are now contributing 
to world-wide economic development; and multilaterally from 
the International Bank and other international sources. In 
some periods, as notably in the 1956-57 recession, the de
cline in the purchasing power of underdeveloped countries' 
exports was as large as the entire amount they received from 
international financing and assistance. It is this pressure on 
their export earnings that has led the underdeveloped coun
tries to search so strongly for every way to stabilize markets 
for their major exports such as citrus fruit, coffee, cocoa beans, 
coconut oil and rubber. 

In the United States too, farm prices fell throughout the 
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50's after Korea, with a gradual but substantial reduction in 
average farm support price levels. In this case, rising costs 
of distribution offset the decline in prices at the farm, so 
that a 30% decline in farm prices during the 50's had no per
ceptible reflection in lower retail prices or in resultant in
creased domestic consumption. 

Turning from this effort to portray some of the broad de
velopments which have affected domestic and international 
demands for farm products, let us take a look at the status 
of government regulation of support of farm prices, trade, 
and incomes in other countries — I do not need to describe 
our own present domestic controls and price supports to this 
audience. 

A recent FAO publication: "Developments in Agricul
tural Price Stabilization and Support Policies in 1961"M pro
vides an excellent summary of the world-wide situation, cover
ing the developments in 48 countries. This document pre
pared for FAO's Committee on Commodity Problems, and 
based largely on information supplied by 48 countries, re
viewed the developments in price supports in all parts of the 
world and all important farm commodities. Besides actual 
price supports, methods of supplementing farm prices as in 
the British deficiency payment scheme, are also covered. 

Out of 25 countries reporting wheat price supports on 1961 
crops, over half increased the level of support above a year 
earlier, and only 4 reduced the level. The 1961 levels were 
lowest in the major exporting countries, ranging from $1.40 
per bushel in Canada and a little more in Argentina up to 
about $1.70 in Australia, $1.79 in the United States, and about 
$1.90 in New Zealand. Support prices in European countries 
(for soft wheat) were all much higher, at around $2.25 to 
$2.55 in the Netherlands, France, Spain, and Greece; and 

59 CCP Document 62/20, April 2, 1962, FAO, Rome, 21 pages. 
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$3.05 to $4.35 in Germany, Yugoslavia, Norway, Finland, 
and Switzerland. European support prices thus ranged up to 
almost 21/2 times those in the United States. High support 
prices were also used in a few non-European importing coun
tries, such as Israel, Japan, Ecuador, and Colombia with a 
range of support levels from $2.90 to $3.50 per bushel. It 
is easy to see from the levels of support prices how great are 
the price incentives to encourage continued expansion of 
wheat production in both major and minor wheat importing 
countries. 

In very undeveloped countries, on the contrary, the tend
ency is generally to use price controls to hold down prices 
to farmers, so as to provide cheap food for the cities. In Pakis
tan and India, for example, wheat prices to farmers were ma
terially below the prevailing prices on world markets. 

In feed grain such as rye, barley, oats, and maize, the 
situation is broadly similar to that in wheat, with support 
levels increased from 1960 to 1961 in many countries, and 
with support prices in importing countries usually 2 to 3 
times those in exporting countries. For barley, Canada has 
a somewhat lower support level than the United States, and 
reduced it in 1961, while the United States raised its level. 
For other feed grain, Canada reported no guaranteed price, 
and the United States supports were the lowest of any coun
try reporting. Corn (which I learned to call "maize" while 
working for FAO) is a special case. It is widely used as a 
bread grain in African and many Latin American countries. 
(In Argentina and Thailand, 1961 support levels were a little 

below those in the United States, about the same as the U.S. 
in South Africa, Rhodesia and Nyasaland; while in Central 
America, Colombia and Venezuela, and Ceylon, and in Spain, 
France, and Yugoslavia, the level of support was from 25 
to 50% above that in the United States.) The general average 
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of corn support prices changed little in 1961, increases in 
some countries being offset by declines in others. 

Support prices are used much less frequently for meat and 
livestock products, and are more difficult to compare because 
of the great differences in quality. (The scattering cases re
ported indicate prices for meat animals, meat, and eggs gen
erally at least twice as high in importing countries as in ex
porting ones. Milk, for use whole or in manufacturing, is 
supported more frequently, but the level of support shows 
much less variation between countries than for most other 
products, with United States prices not so far below those in 
Europe, which has had at times a butter surplus problem of 
its own. Changes in milk support levels were only slight from 
1960 to 1961. Butter support prices were reported only from 
North America, Oceania, and South Africa, with the Cana
dian level highest, and the United States next, with the others 
substantially lower.) 

Cotton is the other commodity most widely supported by 
governments, but differences in quality, and some apparent 
errors in computing currency conversions, make it difficult 
to work out international comparisons. Scattering reports 
are available of support prices on a wide range of other crops, 
too many to summarize here. 

In addition to support prices, the report covers non-price 
supports to agriculture, including land reform programs, 
improved or increased farm credit, and aids to farmers in 
changing farm structure to reduce costs, raise efficiency, or 
assist the movement of excess labor from farms to other em
ployment — to which special attention has been paid in Swe
den and the Netherlands. 

One ironic comment which might be made on the existing 
barriers to international trade in farm products is that in the 
past countries — and traders — sought to buy at the lowest 
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prices they could, and sell at the highest they could. Today, 
the legislation of many countries — as for fruit and vegetable 
imports in several European countries — permits imports as 
long as the prices they are offered at are high, but reduces or 
bans imports altogether as soon as the prices at which they 
are offered get too cheap, thus reversing the normal rule of 
prudent businessmen. 

The establishment of the European Common Market has 
certainly speeded up industrial production and general trade 
in its member countries and international trade among them. 
As yet, however, it seems to have made little impact on farm 
price and production policies among its members, or on actual 
farm price support levels to European producers. It now 
seems possible that the Common Market may be widened fur
ther by the accession of the United Kingdom with some ar
rangement for sharing in its obligations and benefits by mem
bers of the British Commonwealth, and eventually the United 
States and the remaining western European countries may also 
join. If that happens, much greater progress may be made in 
the future in reducing trade barriers around the world, on 
farm products as well as on industrial ones, and in ultimate
ly achieving a more orderly and efficient use of relative ad
vantage to govern farm and industrial production and con
sumption round the world, and to achieve a better balance in 
agricultural and industrial production and growth. As yet, 
however, there are few signs of any such drastic change in 
national agricultural and industrial price policies, either in 
exporting or importing countries. 

A recent FAO report60 gives some indication of where the 
world may be heading, if national agricultural policies con
tinue along the same general lines as in the past ten years. 

"Agricultural Commodities — Projections for 1970; E/CN. 13/48; CCP 62/5, 
F.A.O., Rome, 1962, 189 pp. 
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That study, made in cooperation with the staffs of all other 
competent international agencies, including the Common 
Market, projected what the food situation would be at the 
end of the present decade, on the assumption that present 
policies continue unchanged. It also assumed that popu
lation growth would continue as now expected, and that na
tional incomes per capita would grow at relatively optimis
tic rates. The analysis showed that by 1970 European im
ports probably would decline sharply, or vanish entirely, for 
all foodstuffs except for beef, and for sub-tropical and tropical 
products. It also indicated that for the developed world as 
a whole, the annual production of foodstuffs in excess of cur
rent demands would reach about three times the present 
production of surplus food. It may be partly in response to 
these circumstances that most European countries have re
cently joined with the United States and other traditional 
food exporting countries to establish a 3-year experiment 
in the multilateral distribution of surplus foodstuffs under the 
new FAO/UN World Food Program. Just yesterday they and 
other countries made initial pledges of 87 million dollars in 
commodities, services, and cash for its operation — but that 
is a subject for a speech by itself. So are the recent efforts 
toward making more effective the existing international com
modity agreements for sugar, citrus products, and coffee, and 
in establishing new ones such as the proposed cocoa agree
ment now under discussion. 

In the light of this over-all review of the world situation, 
it is clear that traders and speculators on comodity exchanges 
have a much more complex world to deal with today than 
did those of one or two generations earlier. But despite the 
difficulties, the exchanges still carry out their function of 
providing central markets to register the prices that do pre
vail, of providing future markets for those who wish to pro-
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tect themselves by hedging, or to take a flyer on the future, 
and for maintaining an independent market place where all 
the factors concerned, natural or man-made, private and 
public, can be brought to a single focus and registered in a 
price. In the non-Communist world, which embraces the 
great majority of the nations of the world, that function con
tinues to be an important one. 
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World Agricultural Price Developments, Control 

Schemes and Commodity Trading 

Robert L. Raclin 

Needless to say, I am delighted to once again have the oppor
tunity to speak before the Board of Trade symposium, but 
also a bit surprised to be invited back. It is however, some
what of a humbling experience to speak following a man of 
the reputation and stature of Mordecai Ezekiel, who has so 
ably discussed this vast background of world agricultural 
price development, control schemes, and commodity trading. 

I would like to pinpoint my discussion, however, using Mr. 
Ezekiel's background of what has taken place over a recent 
period of time to show — 

A. How the commercial interests in the grain and oilseeds 
trade use the futures markets as a result of this whole 
general topic we are discussing and — 

B. What I think I foresee in the future. 
For many years, American, and indeed, world agriculture, 

operated on a laissez-faire philosophy, where the strongest 
survived. After the second World War, however, we adopted 
a protectionist philosophy in the United States which, in fact, 
did not alleviate the problem of surplus, but merely inten
sified it and so the commercial and speculative segments of 
the market found an increasing use of futures markets. The 
protectionist philosophy, which, in essence, said that we would 
keep the same number of farmers (who were adopting much 
more efficient methods to produce much more per acre) 
still farming, has resulted in a very uneconomic situation. 

I think obviously, we have, by our high support program, 
encouraged far too many people to engage in farming when, 
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in fact, we can produce the world's needs with a much fewer 
number. This is true in the United States; however, it is 
equally true in Europe. 

The Marshall Plan, in my opinion, had its real value in 
not only allowing the devastated European countries to re
build their economic structures (and in all probability as 
they enjoyed this coming into being, conversely did not seek 
a political way of life opposite to ours), but it also created a 
credit revolution in Europe which is still not fully appre
ciated. For the first time in centuries, a vast number of peo
ple could tap the credit resources within their own countries 
and expand their own businesses. This rising standard of 
living has, in fact, created a whole new demand, whether it 
be for housing, clothing, transportation, food, or other human 
wants and desires. This, coincidentally, allowed the U.S.A. 
expansions in industry and agriculture to build itself to help 
fulfill this demand. 

However, our high support programs, which caused crops 
to be grown and defaulted to the government at higher than 
world market prices, created quite a problem both here and 
abroad. Surplusage was accumulated and this is expensive 
to maintain because of the storage costs as well as quality con
trols. I think there is no doubt that PL-480 and "Food for 
Peace" came into being as much as a result of our desire to 
get rid of surplusage as it was a humanitarian desire to rebuild 
devastated areas. 

Intense competition within various segments of the Ameri
can market caused domestic crushers here of oilseeds, for 
example, to operate sometimes at large losses for extended 
periods of time and these interests, in an effort to supplement 
these losses, went into new ventures. They became grain ele
vator operators, they became next, export merchants, and last
ly, they became trading companies in Europe and the Orient. 
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These people understood the true use of futures markets, as 
it was most ably pointed out last year by Virgil Wiese. 

These Americans have long understood that the individual 
crops are harvested at one time and therefore, there is maxi
mum pressure at that time, and if they can buy their grain at 
a very cheap basis under the futures market price, they then 
use the futures market. They really concern themselves in 
using their elevator storage capacity to make the maximum 
gain by buying cash grain at the maximum under futures and 
selling or processing the cash grain when it is at the futures 
price or over, a premium to it, regardless of price level. In 
other words, they are interested in the spread difference. The 
use of the futures as a price insurance is only of secondary 
importance — it facilitates banking to be long cash and short 
futures rather than just long cash, and have the bank worry 
about vertical price movements. They, in essence, attempt 
to buy as cheap as they can and go "long the basis". 

Now, today, these very astute commercial interests are in
volved in Europe and the Orient and no longer, therefore, 
because of these many political and economic factors which 
have caused high support programs here and, to some degree, 
the common market in Europe, can the European processor 
afford to buy flat price, CIF. His competition is using the 
futures market. He, too, must use the futures market. To
day, more and more of the European or Japanese importing 
interests buy grain at "a basis" CIF over futures, thereby be
coming "long" the domestic basis and "long" ocean freight 
and insurance. He puts the price on his grain as he buys 
futures. He can do so in one of two ways — 

1. Either by having a commission house such as our own, 
buy for him and sell at a simultaneous or later time, ex 
pit versus cash to the exporter from whom he bought 
the grain on the basis CIF or — 
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2. He can tell the exporter that he (the European or Japa
nese merchant), will price the grain by instructing the 
exporter to buy futures and thereby putting a cost per 
bushel price on the basis trade. The new total futures 
plus basis equals CIF flat price. This method is called 
"spotting the board". The exporter who is long cash 
and short futures and is so instructed by the importer, 
merely covers his short board position for the importers 
account! 

I think there are more advantages to the first way, for 
the traditional lines of supply are still maintained; that is to 
say, that the exporter here still continues to be so in spite 
of the fact that he now probably could be a competitor of 
the importer via his trading merchant activity. By using 
a commission house, the importer interest, in essence, always 
hides his cost from his supplier (potential competitor) since 
an ex pit trade can be made at any price, not necessarily the 
day that the futures were purchased. 

Further, since the commission house has contact with many 
domestic sources of information, whether it be from com
mercial channels or the commission houses or connections 
in Washington, he is able to present to the importing buyer 
a relatively unbiased viewpoint. The buyer also knows that 
when he buys his futures from a commission house rather than 
"spot the board", that he, in fact, is getting the same price 
he designated. There has been some suspicion in the past, 
that when some importers in Europe have instructed export
ers here to "spot the board" during the day, they always, for 
some reason, seem to get the highest price at the day of 
their buying price! 

In addition, the political support programs have caused an 
interesting twist in the whole oilseed industry. For example, 
last summer in Cannes, a most able and articulate German 
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oilseed crusher pointed out the fact that while the American 
crusher had the ability, under PL-480 or Food for Peace, to get 
rid of his oil at a fairly reasonable price, the European crusher 
did not. T h e European crusher also, therefore, faced the 
American competition on meal, for since the European crush
er had to sell his oil cheaper and he was paying approximate
ly the same price for beans, he had to price his meal higher 
than did his American competition. Defensively, the many 
European crushers are now using these same economic weap
ons, i.e. the futures market, to protect their own interests 
due to political actions. 

Another interesting political development has been the 
common market. As I have pointed out above, the Marshall 
Plan which infused credit, raised the standard of living and 
has created permanent demand. One of the forms of de
mand has been the sharply increased consumption of poultry 
in Europe. Outside of selective consumption of poulet de 
Bresse, there has been a large export of American frozen 
poultry. The Common Market tariffs, however, will raise 
the duty on American frozen poultry about 20%. The de
mand, nevertheless, is still there. We, therefore, should see 
the increased exports of soybeans and soybean meal to meet 
the rising demand of a whole new poultry raising industry. 
This industry will require hedges and the use of American fu
tures markets. Another use of futures markets resulting from 
political action! 

It is exceedingly interesting to us that a number of Ameri
can mixed feed companies have, by purchase, gone into 
European ventures whether it be in Germany, France, Italy 
or the Low Countries, and these American companies are well 
versed in hedging soybeans, oil and meal. The European 
crusher who attempts to compete with these American com
panies although they may have a German or Dutch name, 
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must use, and indeed, will use, the same weapons. Again, 
another example of how political action and control schemes 
have caused the increasing use in the commodities futures 
market! 

The rise of nationalism which leads to — 
A. Higher internal domestic consumption as the standard 

of living rises, and 
B. Larger exports in order to realize credits to buy needed 

products which have, thus far, not been locally pro
duced, also leads, indirectly, to the use of futures. 

This is especially true in oilseed producing countries. Oils 
are so price-interrelated as to value, and substitutions are so 
frequently used by peripheral mills on the continent, that a 
shift in exports can cause a European mill to hedge his oil 
if quantities of competitive oil are offered for sale. 

Political action such as the large Russian sale of sunflower 
oil which internally is used for inedible purposes and their 
purchase of U.S.A. and Australian tallow as a substitute, can 
cause large movements in American and U. K. futures mar
kets. 

I, also, might point out the maize (American corn) situa
tion. At the present time, a lot of maize is grown in the south 
of France, and the people that handle it do not ship it to 
the north of France where there is a large consumption, but 
rather ship it to the United Kingdom, collect the rail subsidy 
from the French government as though they did ship it to 
the north of France, then apply the subsidy to the price of the 
American maize a/o Argentinian maize they buy, and ship 
the western hemisphere maize to the north of France. While 
this is going on, large futures hedges are carried, again re
flecting going "long" the basis. 

In this world in which we live, it seems to me it is quite 
hard to look very far in the future. We certainly have a cloud-
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ed crystal ball with the political/agricultural situation today. 
As I write this, there are many sources who say we will indeed 
not have a new farm program nor an extension of our old one, 
but will revert to the old law which carries us back to the 
1958 price support level. It is absolutely obvious that as long 
as governments continue, there are apparently going to be 
some controls. Politically, we seem to be, regardless of coun
try involved, unable to face up to the economic realities. 
There is always the pragmatic desire to seek votes and this 
causes uneconomic price support programs which encourage 
more grain production than what we will need. As it has 
been mentioned, it is indicated that the world production, if 
unchecked, can produce surplusage three times demand by 
1970. 

There is hope, however, to some degree, that we may adopt 
an "adaptive program for agriculture". This is a quoted state
ment of national policy by the research and policy committee 
of the Committee for Economic Development. If we can move 
forward to a constructive reduction of numbers of people and 
resources involved in agriculture, to the point where we are 
producing what the world needs, there can be, I believe, a 
rise in the price level which would benefit all remaining farm
ers. T o cut production and pay subsidies to present num
ber of farmers, causes the taxpayers less taxes, but higher 
prices. This probably would cause no less use of futures mar
kets, if the true function of futures market is understood by 
the speculative element and they act accordingly. This report 
by the Committee for Economic Development, (which I urge 
you to read), has stated, "We have noted that agriculture's 
chief need is the reduction in the number of people in agri
culture." 

We notice that there is certainly an increasing number of 
commission houses interested in servicing this demand for peo-
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pie who wish to trade in futures. Another major brokerage 
firm has aggressively gone into Europe, indeed, even into 
West Berlin. Our own firm has offices in Beirut, Paris, Gene
va, Zurich, Amsterdam, Antwerp, Hamburg, Frankfurt, Oslo, 
London and Bramford, England, as well as in South America 
and the Orient. Many other commission houses have offices in 
some of these cities. In addition, there are new exchanges 
springing up. There is a new Greasy Wool Exchange in 
Sidney, Australia, as well as commodity exchanges in Japan. 
There is a revitalization of dormant exchanges in England, 
Holland and Germany. The rise of nationalism and political 
controls and control schemes are certainly causing an increas
ing use of futures markets and I am sure, in our lifetime we 
can, with the greatest optimism, look forward to an expanded 
use of various futures markets. 
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World Agricultural Price Developments, Control 

Schemes and Commodity Trading 

Arthur R. Upgren 

First, I must say that I 'm really a little bit out of place 
here. I am usually considered under the general heading 
"economist", but not "agricultural economist." My special 
field of interest is capital formation, and capital formation 
is what will come from the European Common Market. It 
has already. 

May I also very quickly add that countries can get along 
very well without being part of the Customs or Common 
Market union. Sweden has, I think, the third highest per 
capita level of gross national production or income of all the 
countries of the world. It has the highest per capita posses
sion of automobiles in Western Europe, but I don't think 
it's been in any common market of any kind. 

What small countries can do to have a rising standard of 
living is, of course, to adjust to the world that they find about 
them. If you don't like common markets, then you specialize 
in the process of adjusting to the large market, and you will 
get along very well. 

I don't think there has been anything distressing about 
the standard of living in Switzerland, Holland, Belgium, Den
mark, and Sweden, and yet they're all small countries, no part 
of any large markets. 

Next, I'm answering a few points that have been raised. 
One is, "Why have a Common Market? If we should go into 
it — which, of course, I would most strongly urge — wouldn't 
this be discrimination against the world?" 
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I served in the State Department when our policies toward 
common markets — we called them "customs unions" then — 
were being developed. One great thing about working under 
Secretary Hull in the State Department, you could take any 
good, bright youngster who had finished "Principles of Econo
mics," Second Semester, and knew the Law of Comparative 
Advantage and Specialization, and he could answer questions 
for you because the view of the State Department was consis
tent. It was, of course, that we want the larger markets be
cause of an idea which hasn't been freely discussed here, and 
that is such a market can make countries rich. 

And that is, of course, what we want in Western Europe 
— to make them rich. If they're rich, they can do three things. 
First, they can start defending themselves a little more. That 
was the purpose of the Marshall Plan. This should be the 
fruit we should get from it. Secondly, they can help us in 
aiding the underdeveloped countries. Our Vice President 
is over attempting to persuade them to do that, I believe, 
this very week. 

And, then, thirdly, as they get richer, they provide new mar
kets for us because that's, of course, the area with which we 
trade the most. 

We have the highest production and income in the world. 
So we make goods here for those high incomes, and once peo
ple get the margin in their income above subsistence, then, 
they buy the fine things of life, mostly durable goods. And 
as European income rises, Europeans will also want more 
and more of these "above subsistence" items. 

And who has specialized the longest in making those? Of 
course, it's the U.S.A. So this Common Market will have 
great advantages. 

And, now, for the one point I'd make in connection with 
Dr. Ezekiel's paper. It's the fact that I don't believe that the 
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demand side and its growth in the future was thrown against 
this pessimistic outlook of agricultural production. Now, Dr. 
Ezekiel did have two sentences on that, that the F.A.O. re
port took into account — population and the rising rate of 
increase of incomes. But we may see a surprise in that, if our 
European countries now adapt their producing scale, their 
factories, their investments to the size of the market they're 
going to have. 

The late Emory DeVake strongly urged at the end of World 
War Two that the Allies lower their tariffs at once and ab
ruptly around the world, so that the capital expenditures in 
the post-war period would be adjusted to that basis, rather 
than being adjusted to the basis of national markets. But 
we went on fifteen years with national markets, and, now, we 
are attempting the adjustment, or, rather, Europe is, and 
we might well attempt it with them. 

I think the demand side, then, will be somewhat better. 
Let's take the case of broilers that has been mentioned so 
very, very frequently. 

The Common Market if it is complete could have three 
hundred twenty-two million people. That 's two-thirds more 
than we have. I think we are eating something like twenty-
eight and one-half pounds of broiler meat in the United 
States. Pretty nearly put the lamb off the table. Start mul
tiplying some of that out, and converting it into feed equi
valents, and, then, give Europe a rising standard of living 
and an increase of demand for broilers such as we have, and 
I should think the demand on feed would be very great. 

What's going to happen in Europe? I suppose you have all 
read Lionel Eddy's saying that the future of the remainder 
of this decade in Europe will be traffic jams all over the con-
tient. Europe and the rest of the world is making six mil
lion autos now. I include Japan with that because I want 
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to come out with a figure that is larger than our production of 
cars which last year was 5,547,000. While Europe in the last 
two or three years produced many more cars than in the 
past, they have sold fewer to the United States. They didn't 
produce more cars in order to dump them over here. They're 
producing all of these things because they want the fine stand
ard of living. 

I spent, as a Fulbright scholar, six months in Denmark just 
nine years ago. No one there dreamed that a person could have 
an automobile even if he were a member of the faculty of the 
University where I served. 

It's completely changed now. 
There was one car I remember vividly. It was owned by 

a faculty member, a distinguished scholar by the name of 
Peterson. It was a 1931 model Ford, and you couldn't have 
given it to a Macalester freshman. 

That 's all changed rapidly, and I'm trying to just remove 
this little wave of pessimism by the tremendous law of in
come and demand. I don't think we are competent yet to 
judge, and, therefore we have a buoyancy which is the pre
cise thing that we do need. 

Well, now, I also would like to comment on just a few 
cases where we have had some successes to report because 
there seems so much pessimism that we can't alter the agricul
ture programs we have. And I must admit they are about 
the worst of any I can think of. But it may be — as Bill Myers 
told me — that a mistake in America isn't really an important 
one until it runs over a ten billion dollar figure. 

Let me give a few successes. We have education, which is 
the work of you and me. We took a Democratic party plat
form plank and the successful President who ran on it and 
by February seventh forced the Democrats to completely 
abandon that reckless plank on interest rates. 
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The plank was, you know, adopted without qualification 
— perhaps under the influence of that remarkable climate 
in California — when the Democratic party met there. It 
promised that the Democratic party would produce low in
terest rates. But on February seventh, it was completely re
pealed and squelched. So, these successes can come. 

Now concerning tariffs. We have lowered our effective 
tariff rates on goods that are subject to duty when they come 
to the United States from forty-eight and one-half per cent 
to twelve and one-half per cent today. So, at least we can 
respond to those people who propose that "if businesses had 
a subsidy —" 

We have been cutting it down very, very rapidly, provid
ing you think a tariff is a subsidy, while the subsidized farm
ers have been getting the very greatly increased production 
which they thought industry had and which industry rapidly 
is losing. 

I think we have used much more care the last five years 
in changing social security than we have in changing the agri
culture program of the United States. Medicare, with the 
close fifty-two to forty-eight vote in the Senate will tell the 
doctors to come up with a sensible plan. I think they will. 
We'll see that come. We don't seem to have similar sensible 
plans proposed in the area we have been discussing — agricul
ture. 

Another point surprises me enormously. Some time ago 
I discovered that when we developed detergent soap, we re
leased well over two billion pounds of fats and oils into edible 
uses from soap making. Then, we made inedible oil, whale 
oil for example, into edible oil. The Germans found the 
same process, and we had been selling Germany 500 mil
lion pounds of lard a year. T o protect our market we should 
have made a trade agreement with Germany. But our tariffs 
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prevented it. Meanwhile Norway couldn't sell us her whale 
oil so Germany bought the whale oil which we considered 
inedible from Norway, made it edible, and our market went 
out the window. 

And I recall sitting with a group, Dean Hoover from Duke 
and Oscar Johnson in the cotton days. Johnson was making 
a statement, "Now, if the market would just move up on cot
ton one-fourth of a cent a pound, we would be out of our trou
bles of buying and storing it." Well, I just suggested it might 
have been practical for the government to contemplate just 
moving its price down one-quarter of a cent and move the 
market, but that didn't seem very possible. 

Just in these rather random comments, what we are faced 
with, of course, is a problem that I heard first put forth at 
Bretton Woods by Alexander Loveday who ran the League 
of Nations Economic Service. He said that if the Lord's 
Prayer were written today in modern dress like Hamlet, it 
would be, "Give us this day our daily work," and the prob
lem of the world is how to maintain employment and in
comes. 

I don't think it's a problem necessarily of keeping people 
on farms or not keeping them on farms. I think it's a case 
of giving them their work, which really means an income. 
Now, Thomas Watson faced up to that in a speech at an 
N.A.M. Congress three years ago this December. He said, 
"If the worker has invested twenty-five years of his life in 
working for a company, and a machine comes in and auto
mates him, our problem is how (and no one knows this bet
ter than the Northwestern Railroad today, I think) to share 
the fruits of the increased income stream that flows from the 
introduction of that machine, how to share it fairly with the 
workers." That is also the problem, I would assume, for 
agriculture. T o give it a name which I'm not happy with, 
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but I can't think of a better one. It's a "sociological" problem. 
The main problem is not the one outlined in the Committee 

for Economic Development's proposal. I wouldn't think of 
moving the people right off the farm. I would even make the 
case that farm production might go up. Certainly social costs 
of maintaining those people if they aren't successful in the 
city would go up immensely, or they would revert back to 
the farm somewhere else as workers and get back on good 
farms and increase output substantially more than they do now 
on very small farms from which the supply is so very, very 
small. 

It gives a new idea of how upside down we have gotten 
in the area. I think we can take hope and optimism. My 
motto is, "Don't get ulcers, give them." 

And I think we should take a little hope from the fact we 
had thirty-three and one half million people living in farms 
in 1939, twenty-eight and one-half million in 1945. That 
would support the C.E.D. recommendation — in five years 
we talked five million people off farms, and out on the farms 
they produced forty-two per cent more, showing, then, of 
course, they had clearly been getting in each other's way and 
trampling the crops down. 

Then, in 1961, we were down to 15,400,000 on the farm, 
so the adjustment is going right on. This should be a thor
oughly solvable plan. But I haven't heard a hint of a plan 
here. I heard of incomes running up to fifteen, twenty thou
sand dollars from our friend in Illinois at breakfast this 
morning. This should be quite a solvable problem, but it 
seems we have a dearth of suggestion, so, we (up in our school) 
are going to make some. 

Nobody's going to like them, I'm sure, but I think sug
gestion lets you sharpen your target as you go. May I add, 
too, that economic policy is just suffering. 
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Brazil is a country that had terms of trade that rose for 
almost ten years to two-seventy-five. The only parallel I know 
is that period when the parity ratio for farm products rose 
to one-twenty-eight during World War II. Brazil, two-seventy-
five, lasting for about ten years. They could send out one 
shipload of their export, and it would pay for two, three, 
four shiploads of our products. I find nothing to compare 
with that in the terms of trade that I have been exposed to in 
studying this area. 

Now, what's the financial condition of Brazil with all that 
three million square miles, wonderful resources? Brazil has 
managed to go "busted" five times since the end of the War. 

Now, we turn to Germany which had one-quarter of its 
man made wealth destroyed, according to the Bombing Com
mission reports. Germany's industrial production fell thirty-
eight per cent. How are they doing? Excellently. Back on 
the gold standard, strong currency. So the economic policies 
involved are important, and I think we could be much more 
zealous in our approach to people of the country, that we 
must come by a sensible policy if we choose to remain strong. 

I don't think I completed when I said the State Department 
always felt that we should encourage customs unions, common 
markets, because that market would make them richer. 

Modern technology calls for enormously large producing 
areas and marketing areas. Eugene Stalley has written, "When 
we made electric locomotives, if we put all the world's pro
duction in one factory, you could not use assembly line pro
cedures." I'm sure that applied to diesel engines and elec
tric locomotives. 

We sustained Latin America. I don't see any point what
ever in a common market between countries that have like 
exports and like imports. You sum up the export troubles 
you have, and you sum up the import troubles, but I don't 
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think you solve anything until you get a fair amount of com
plimentary relationships, and that complimentary relation
ship is far more applicable to Latin America in combina
tion with Europe than in combination with any part of Latin 
America or in combination with the United States. 

Well, now, I would like to sum up just briefly our answer 
to our problem. I think it's United States economic growth. 
In the 1930's we didn't have it, and we fell into an abyss both 
with respect to policy and respect to production. Slowly, slow
ly we are climbing out of that. If we can see that Europe will 
make progress, get richer, I think our trade will grow. I 
think we might get many surprises, and we have certainly had 
them in the area that we have been discussing here — our ag
ricultural exports. 

Three hundred and twenty-two million people in Europe 
had a standard of living of twenty-two and twenty-eight dol
lar wages, barely a third of ours. Now it is rising, and there 
is no reason why it shouldn't rise to an extremely substantial 
level. I think we should measure out a little more what the 
demand side for our products would be over there. 

Well, I ought to close on a lighter note. Someone once said 
Western Europe and the free world outside of the United 
States produced six million cars, and we produced five million, 
five. A Russian heard the two figures. He said, "We pro
duced four hundred eighty-three thousand cars last year," 
and the American said. "Oh, hell, we had more cars stolen 
than that." 

The last comment I make is really in the sense of a con
fession. Up at Dartmouth, we have in the basement of Ba
ker Library — by the way, Baker Library was given by a capi
talist, George F. Baker, in a capitalistic institution, Dart
mouth College, built in the capitalistic manner, Sir Christo
pher Wren, and they have got some great big murals in the 
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basement there, and they're as communistic murals as they 
can be, and the whole edifice hasn't even started to crumble 
yet. One of the workmen over in the building had seen the 
murals, with Orozco doing them, and the workman just wasn't 
hep. He went over to see Max Norton. He said, "Mr. Nor
ton, that mural will not do." 

"Well, why?" Mr. Norton said. "You know Nelson Rocke
feller brought those fellows up, made them professional. He's 
getting the murals at professional rates, which is remarkable 
for murals and Orozco is a very famous man. Why do you 
say the murals won't do?" 

"Well," the man said, "Mr. Norton, you remember up in 
that corner where they have those gears?" 

"Yes," Mr. Norton said, "I think I remember. Well, what 
about them?" "Oh," the workman said, "Them gears won't 
mesh." 

Now, I'm a little afraid perhaps my gears haven't meshed, 
but as one who has come to you from the outside, a different 
field of work, I have been dismayed a little by the pessimism. 
I have been dismayed but unable to pick up much in the 
way of a hint as to how you would solve the problem. It's 
been fifty per cent solved for us despite bad policy. I think 
we should do a little better if we adopt some good ones. 

Discussion 
World Agricultural Price Developments, Control 

Schemes and Commodity Trading 
Wallace O. Yoder, Chairman 

YODER: Thank you, Art, for that very delightful finish. If 
you will address your questions, targets are open. 
HALCROW: Professor Upgren seems to take a much more 
optimistic view of the world and its potential than some of 
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our other speakers have taken, and I'm inclined to agree with 
him. I don't know if we're perennial optimists together, but 
I 'm reminded of some of the projects we have had in the 
past that have gone wrong. 

For example, at the end of World War II and for about 
three or four years after that, some of our most eminent 
scholars in agricultural economics were basing policy projec
tions on a population growth rate in the United States which 
would imply a terminal, I'm told, around one hundred sixty-
five million or something like that. In 1949 new population 
projections came out and completely upset the erudite stud
ies. 

And I don't mean to speak about them in any disrespect
ful manner because they were good studies — there are many 
other instances of projection that went wrong. We are now, 
again, looking at projections and markets. 

I wonder if we shouldn't be a little more optimistic — 
rather than accept, say, the F.A.O. report here as Dr. Ezekiel 
has mentioned it in his paper. 

The F.A.O. report, for example, bothers me, and yet I 
can't say it's wrong. 
EZEKIEL: May I make one comment on that? In 1951, I be
lieve, F.A.O. published a projection of the food production 
up to 1955, based on the plans of countries as far as then 
made and on estimates filling in plans from some of the under
developed countries where no specific plans were available, 
and it seemed very optimistic at the time to assume that the 
then short food supply could show as much progress as was 
then projected. 

After the events, we checked up on what happened, and 
in this case, the actual expansion in production exceeded by 
about one or two per cent the optimistic projection, but it was 
a projection like this and actually like that (indicating). 
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Second, the figures I gave you were not forecasts. They 
were "iffey figures", and the "if's" were very carefully spelled 
out. The "if's" very simply were these: Tha t the population 
would continue to increase — we're talking world totals of 
population, of course — would continue to increase at the 
high rates projected by the U.N., which may not be high 
enough, but which do reflect the rather more rapid rates 
since the War. 

Since the War, I think the World Health Organization has 
been a very major factor because it's brought modern medical 
science into use around the world, and it is possible to go out 
and stick an injection needle into hundreds of thousands of 
people with very little effort. You couldn't inject "know how" 
or how to run economies as rapidly as you can inject anti
serums. The big increase of world population is not because 
of expansion in birth rates, but a reduction in death rates. 
There has been a sustained birth rate with a very rapid 
shrinking death rate. 

We aren't likely to have another such new development 
on top of that, so the present projections on population are 
probably more accurate than the immediate post-war ones. 
That's number one of the "if's". 

A second "if" is that industrial production in the highly 
developed countries will expand at two alternative rates, one 
very optimistic rate, another somewhere less optimistic. You 
can take your choice of those assumptions. The higher rate 
is sufficiently more rapid than already has been experienced 
since the War to give you any desirable optimism you want 
there. 

Third, there's a projection for the underdeveloped coun
tries of a gradual increase in productivity and income per 
capita which may or may not be right, but rather than their 
showing signs of going off into the stratosphere at new sub-
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orbital speeds, they're generally increasing very, very slowly 
in per capita product as yet. 

Then, the two other assumptions. The first is that people 
spend these increased incomes per capita in the underde
veloped countries and the developed countries in the same 
way that their countries have responded in the past to changes 
in income. I may mention one or two of those, how food con
sumption rests on, I think, the stability of the relation of 
consumption to income around the world. Specialists have 
been studying on that in the F.A.O. the U.N. and the Common 
Market. The projection report is a common product of all the 
professional information known on this in both individual 
countries and international organizations. 

The consistency of those relationships between changes in 
income and changes in mass consumption are remarkably 
close. 

F. A. O. — where we have been working on this particular 
thing — has put together something like six thousand indivi
dual diet studies, all the good ones that are available around 
the world, and they have taken into account everything that is 
available to give any basis of judgement. 

The other "if", the other assumption is that in spite of 
the Common Market, European countries will continue to 
follow the policies they followed to date, which you have had 
described by several of your speakers, of maintaining or rais
ing agricultural supports. This assumption is there will be 
a continuation of present supports, without applying to ag
riculture the sharp reductions in tariffs and reductions in 
prices where they are uneconomic, reductions such as those 
they have applied to industry. 

Now, if Europe suddenly goes berserk and the European 
farmers lose all their political power — which as somebody 
has pointed out is about four times as great as that of farmers 
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in the United States, because they're a much larger propor
tion of the population — maybe the unexpected will happen. 
But the forecasts assume present policies are continued and 
things expand as I have indicated, and then indicate what the 
result will be on demand. 

On the supply side, the forecasts rest on a continuation of 
the great improvement in productivity of various countries 
as we have had in the past and a beginning of improvement 
in the less developed countries. If all of those things work as 
indicated, this is what it will do. 

If there are great changes, however, as for example, if the 
United States suddenly starts to decrease its agricultural pro
duction substantially instead of increasing it then, of course, 
the results will be different. 

You can take your choice whether you accept these "if's" 
or not. 
RACLIN: I would like to comment on two things, if I may. 

I heard a high official of the U.S.D.A. make the statement 
that if the farmers had the ability today to grow whatever they 
wished to grow, they could produce approximately four times 
the quantity that they presently do produce. 

Productivity is there with the use of fertilizers, insecticides, 
and so on. On the demand side, with the restrictive area such 
as the Common Market, concurrently you are getting the rise 
of nationalism in special export areas. It looks to me like 
it is a quite pessimistic picture, barring a sudden population 
explosion to a degree greater than we are now experiencing. 

The one bright hope, and, maybe it is the only good hope, 
is that there is from the demand side an area that has not 
been discussed here this afternoon — consumption of what 
the free world produces by the communist controlled areas. 
This is a vast and tremendous market. 

The Red Chinese purchases of Canadian crops may be, 

[236] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

without a weather accident, one of the cheapest purchases that 
has ever been made. It will shortly be announced that Cana
da is selling a tremendous amount of wheat and barley and 
several kinds of other grain. This type of thing, is where we 
can take up the excess production. But barring the ability to 
settle the political disagreements which prevent the U.S.A. 
from selling to Communist countries, and which I personally 
don't see in the near future, it does seem we are in the position 
for political or economic reasons to grow greater quantities 
throughout the world; greater quantities than we do now. 
It is indeed a serious cause of concern because the demand 
for this vast excess is not here at the present time. 
HALCROW: Just one observation. I believe that both our 
production and consumption in the United States and in 
most of the highly developed countries of the world have 
tended to move ahead of the projections that have been made 
in the recent past. 

UPGREN: I would suggest, too, that when we use such de
pressing estimates as four times as much production, that's 
what our good friend Professor Viner would call "engineer
ing resources." We could produce two and one-half times 
the automobiles that we do, but the automobile industry is 
getting along pretty well. I don't think you prove anything, 
but only bring a needless pessimism with a "four times." 
There is nothing to encourage it. We're not adjusted to any 
necessity of attempting it. 

I might add that I wrote Dr. Ezekiel when he was in Italy 
a couple of years ago. We were post-war planners, and in 
post-war planning, I would say, the economists in the United 
States were approximately ninety-eight and one-half per cent 
wrong on a simple basis of failing to realize that with a na
tional income that had doubled during the War and that 
couldn't be spent, all that was required was that our wives 
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learn how to spend two dollars when they had only spent one 
dollar before. Tha t lesson was easily mastered. (Laughter). 

We had, secondly, an an accumulation of liquid assets of 
two hundred twenty-five billion dollars to buy anything that 
a doubled income wouldn't buy. We had a starved demand. 
Most of the planners — I was one — came out with a predic
tion of a depression at the end of the War, looking only at 
the cut of seventy — estimated at practically a hundred million. 

I had asked Dr. Ezekiel if there was some way we could 
project some of these unknowns of rising productivity, but it 
shifts. When it shifts forward, I think, perhaps, the estimates 
have changed. And so we have several areas where the same 
thing has happened, and I'm not disturbed by the engineer
ing resources. We have so many of those. They don't get 
converted too rapidly into bearing on market supplies. 
EZEKIEL: I have to answer Dr. Upgren on the last point. 
I gave a talk before the Federal Reserve Board in the period 
he was talking about in which I presented a projection of post
war activity which took into account some of the things he 
mentioned, and Alvin Hanson was there. 

My projection called for a rapid increase in activity after 
the War with a short recession. Hanson was sure it couldn't 
be right, so I prepared an article which was ready for pub
lication before the end of the War forecasting industrial activ
ity over the next two years after the war. 

I was unable to get it published because so many forecasts 
had been published by then that the Budget Bureau put the 
ban on further forecast publications. It happened that that 
particular forecast, estimating the index of industrial produc
tion quarter by quarter for two years after the War, hit the 
actual figure with a maximum error of less than 10 percent. 
UPGREN: I would say our group has the advantage of having 
the two members who were approximately right. 
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EZEKIEL: I do want to add one point, though, on the ques
tion of optimism and pessimism. I think it's possible to be too 
pessimistic in looking at the figures on surpluses, depending 
on how they're stated. Actually, even with this projected tri
pling of world agricultural surpluses by 1970 that I mentioned, 
if that additional production were distributed in the under
developed countries it would add only 2 percent to per capita 
food supply, and leave consumption there still far below de
sirable standards. 

In other words, the projected output doesn't mean the 
world would produce more food than is needed or could be 
used, but, simply that it could produce still more food than 
could be sold commercially. 

I think it is not unlikely that arrangements for making use 
of what surpluses are available by non-commercial means 
will continue to expand. The new World Food Program ap
proved yesterday at the U.N. is the first step towards inter
national distribution of international surpluses with the cost 
being shared by the well-to-do European countries as well 
as by the United States. In fact, out of the total pledged of 
eighty-five million dollars, about fifty million is from the 
United States and thirty-five is from other countries, with 
a number of countries including Switzerland still to be heard 
from. Possibly, half of the check for surplus disposal will be 
picked up in this particular operation by the other well-to-do 
industrial countries. 

Even if food production does exceed commercial consump
tion as much as the projections indicate, if that excess food 
is plowed back in the underdeveloped parts of the world in 
speeding their economic development and raising their stand
ard of consumption, it would still represent an addition on 
the order of two per cent increase in the average consumption 
per capita as I have indicated. 
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Second, there is one way out that hasn't been mentioned 
very much in any of our discussions this morning which I 
would like to mention. The questionnaire asked for it, but I 
noticed in the discussion this morning they didn't quite get 
around to that point, and that is the long term opportunity 
for markets for the enormous agricultural productivity of the 
United States and, also, Argentina, Australia and New Zea
land. (Actually Argentina is doing a pretty good job now of 
eating up themselves what they manage to produce.) The 
opportunity for these exporters is, I believe, not by trying to 
get back the markets in Europe that these fat plains and 
cornbelts did enjoy earlier, but to establish new and perma
nent markets for them in the underdeveloped world. 

What's happening now with Pakistan, India, and many 
other poorly fed countries, depending temporarily more and 
more for their food supply on the productive capacity of 
these efficient producing areas, I think is something that may 
continue over the long pull as a permanent factor of world 
economic production, if you assume that the hungry millions 
of India, China, Pakistan and similar countries are ever to 
have a decent diet. Even with all of the agricultural tech
nology in the world, they never can get it from what they pro
duce in their own countries alone. 

If you only have, as in India, something like a half acre 
or an acre of land per family, and that land has very, very 
poor soil generally and an exceedingly limited supply of wa
ter, all the agricultural technology in the world and all the 
improvements in methods isn't going to give them anything 
like a decent living standard with a diet containing adequate 
animal protein and fruits and vegetables. The only way they 
will ever get a decent living standard is by industrialization 
to the point where they can produce industrial products for 
themselves and have enough of them left over to sell to the 
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rest of the world in return for things the rest of the world 
ships them. This means, of course, that the United States and 
Europe would have to be prepared to import some of their 
industrial products from them. The fact is, if you look at 
dairy products, for example, commercial exports paid for 
in cash of milk and milk products to the Far East has "zoomed" 
rapidly in the period since the War. 

They now are one of the major commercial markets for 
those exports, and if you take the commercial and non-com
mercial or "concessional" together, new markets are being 
built up there which I think will be permanent if, in their 
economic development, they can adjust their production to 
find ways to pay for imports in hard cash. 

So, there are ways out. The question is how to adjust this 
developing economy of the world to help make them fit to
gether into a balanced economic system on a worldwide total. 
COLLINS: I have a double-barreled question for Dr. Ezekiel. 
He made reference, I believe, to a United States contribution 
of fifty million dollars to an international food distribution 
program. The legislative proposals submitted by the Admin
istration last spring had in them some language which was 
interpreted as providing some kind of authority for that kind 
of a contribution. The language in question was eliminated 
by both the Congressional Committees on Agriculture, so 
it is not in the Bills that are now in Congress between the two 
houses. 

Therefore, my question is: What is the authority under 
which the present contribution has been made? 

Second part of it, how is this authority different from what 
was requested? And I guess to nail this down, the third part 
is what was the reason for the request if they are able to par
ticipate without this authority? 
EZEKIEL: Well, I don't have your questions down one, two, 
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three, but the — 
COLLINS: You understand the general sense? 
EZEKIEL: Yes. But the point is that Public Law 480, under 
one of its titles, gives authority for grants of surplus food to 
international organizations. 

It was explained to the committees when this was dis
cussed that it was felt that this was covered by existing legis
lation, but they wanted to tie it down double-barrel, and the 
committee decided not to write it into the bill. The com
mittees — the only difference is that — you asked why they 
asked for the authority. The original request was that full 
responsibility for how these commodities were to be used af
ter they were turned over to the international organization 
was to be left to the international organization in which, of 
course, the F.A.O. had its own voice, along with the U.N. 

Under the existing authority, PL-480, there are a number 
of restrictions some written and some unwritten, so since the 
wider authority asked had not been given, the grant was made 
under the narrower existing authority with the condition that 
the disposal of the commodities would be under — that is, the 
particular projects into which they went would be under U.S. 
control project by project, so it met both the legislative and 
the unwritten restrictions. 

Of course, I am not a Congressional spokesman, a legisla
tive spokesman, for the Administration, and this subject is 
being discussed at Washington by the appropriate officials. 
I think Harlan Cleveland is testifying today, but this, (off 
the record here) is what the situation is. I think there is no 
problem about it either with Congress or with the legal side. 
FLOOR: Dr. Ezekiel's previous point that he made with re
gard to developing markets, with the underdeveloped coun
tries presently trying to industrialize becoming outlets for 
agricultural products leads, I think, into a question or com-
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ment that I had in mind. 

It seems that the two discussants this afternoon have clashed 
very directly on one rather crucial issue of whether the farm 
population should be reduced further or increased or sta
bilized. 

It seems to me that this leads really to the whole point 
this conference has revolved around, first, the issue of agri
cultural surpluses as our major problem in both the indus
trialized countries and in the major agricultural producing 
countries, tying that fact in with the increasing productive 
efficiency of agriculture both here and abroad and, presum
ably, eventually in some of these developing countries. 

It seems to me that this all ties back in through our trade 
outlets in agriculture, ties back into our main problem of 
jobs and income. 

I think that we should be entitled to hear these two dis
cussants resolve this issue for our edification as to what we 
do. (Laughter). Do we reduce the farm population or in
crease it? 
UPGREN: While my colleague thinks of a good answer, I'll 
give you a start towards it. Our figures on farm income, I 
believe, are being revised. But Joe Davis went over some of 
the last ones, and you will recall the last ones in the present 
report. In that year farming income was twelve billion, two. 
Off the farm, income was six billion, eight. Of the twelve bil
lion, two earned on the farm, four billion was the value of the 
farm home and the food produced on the farm for use on the 
family table. So that meant our income from farming opera
tions, as we think of them, was about eight billion, if I re
call that section of the President's economic report correct
ly, and our income earned off the farm was six billion, eight. 

We made a study in Mower county, Minnesota, a county 
that comes fairly close to the average for all the United States. 
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The Hormel Company is there and it pays higher wages, 
but we also found, to be sure, poor farmers. A man had to 
be on a farm of one hundred seventy-six to two hundred fifty-
six acres to earn as much as the farmer on forty to eighty acres 
earned off the farm which was, namely, seventy-three hun
dred and fifty dollars approximately . 

I have been traveling in North Dakota quite a bit lately, 
and I find plenty of off-farm incomes in that intensely agri
cultural state. They drive the school buses, the men work in 
the oil fields. But the farms in North Dakota, themselves, have 
grown from four hundred ninety-two acres in 1946 — to seven 
hundred twelve acres today. We must spread more land under 
these large machines. 

Then, we have had this exodus of farmers. Those who have 
the most energy and drive in these past fifteen years of high 
industrial output are the ones that have moved off, if you 
know what I 'm referring to. If you don't, travel through 
New England, you'll see it in concentrated forms in any small 
town. 

Those who remain on the farms, I think, should be sup
ported for the rest of their lives out where they live just as 
the coal miners are. You see no attempt to move them because 
they lack competence for modern technological jobs. If you 
did move them, you would have to support them in the city, 
and that costs politically and financially. 

As Cambodia would say, "We have done a pretty good job 
of fulfilling — far better than the communist society — of 
fulfilling the communist motto: Take from each according 
to his ability, give to each according to his needs, be it pro
fessors or be they farmers or be they husbands with healthy 
wives (Laughter) with good equipment in the kitchen." 

There the income is according to need. If it calls for three 
automobiles, you go out and hustle and get it. On the other 
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hand, the family with much less ability may choose to con
tinue living in Aitken or Koochiching county, Minnesota. 
Their abilities aren't very great. We're getting from them 
about what their abilities are, and we're giving back to them 
what seems to be about their need. 

The problem is to divorce the whole problem and think in 
terms of income in solving the problem. We have such very, 
very few pieces of information on what incomes are in farm
ing areas. Even the figures from the Department of Agricul
ture and the Census Bureau are very, very different. 

The Department of Agriculture apparently wants to seek 
out every person living on land outside the city and call him 
a farmer, so they end up with a million and one-quarter more 
farmers to divide into the total income. The Census Bureau 
counts only the people earning their living on the farm. So 
we have these disparities, and the Department of Agriculture 
doesn't try to correct and give us good measurements. 

That 's the side that gives a hint of the direction I would 
take, and I am sure you will get a better answer from Mr. 
Raclin. 
RACLIN: I don't know if you will agree to follow these steps 
with me or not, but it seems that after the Second World 
War a political party — and it doesn't really make any differ
ence which one was in power as the case turned out — dis
covered that the farm bloc presented an economic political 
bloc, and it had to do everything to woo that group, to win 
votes, to win power, to stay in power. There has been a fall
ing away recently from that viewpoint, but, basically, we have 
come down to the point where we are not realistically willing 
to face the fact that these high support prices, which were 
used to encourage production needed during the Second 
World War are not needed today. We are not willing polit
ically to cut down high supports! 
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Therefore we find ourselves, rightly or wrongly, in a situa
tion where we have this enormous surplusage in certain areas. 
We apparently will continue to. I am personally quite con
cerned, whether it be two and one-half times the present 
farm output or four times the present agricultural output. 
I venture to say that support prices are raised too far, for 
political reasons. You possibly could see further farm pro
duction increase sharply if it is to the political advantage of 
either party. 

Now, we, then, get into the surplusage which we must get 
rid of in one way or another. We are in the position of Eng
land during the War. One more American tank or gun and 
the whole damn place would sink. (Laughter). 

We then start, for various reasons, primarily in underde
veloped areas, in giving surplusage away, but we have caused 
additional problems as we have given. These countries have 
more of their own surplusage to sell. I give you, as an exam
ple, Brazil. We endeavored through PL-480 to give them 
soybean oil. This has given them the ability to sell Brazi
lian grown oilseeds and oils to Europe at low prices. We have 
given India and Pakistan tremendous amounts of soybean 
oil. This has increased their exports of peanut oil. We have 
given Israel soybean oil. They have bought U.S. soybeans 
for free dollars, crushed them for free dollars and exported 
the Israeli soybean oil into Europe, kept the American PL-
480 soybean oil, and caused direct competition for European 
crushers who are buying our American beans and trying to 
sell soybean oil. 

This is a non-ending cycle. We are in a situation where 
we have a favorable balance of trade and unfavorable balance 
of payments which is one cause of our present outflow of gold. 
We are at a critical level in gold. We have sixteen billion, 
one hundred million gold at this time. We have reserve re-
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quirements of eleven and 3/4 billion. The Japanese govern
ment may raise the backing of the yen from thirteen to approx
imately 30 per cent gold they then would need two billion 
two hundred million dollars worth of gold, and there is only 
one place they can get it. 

In spite of the enormous pressures on foreign governments, 
we have seen France in the last two months take over five 
hundred million dollars worth of gold, and Switzerland, fifty 
million dollars worth. This country due to its generosity is 
perhaps the only government of the world voluntarily debas
ing its monetary system. 

Now, in spite of the fact that we would all like to see, I 
think, the optimistic statement of the President's come true 
on the soundness of the dollar, the fact is, that the specula
tors are not the only ones buying gold. Governments, it ap
pears, do not have the complete faith in the dollar they used 
to have. They apparently want to have gold instead. We are 
running into a situation where ultimately we must raise the 
price of gold, or we must stop the outflow of gold if we wish 
to remain on the gold standard. 

The United States and Switzerland are the only major areas 
backing their money with gold although other countries have 
become increasingly strong on reserves. 

I think that one of the problems of this great general prob
lem of inflation is whether or not we are going to have con
tinuing debasing of our currency. 

This is one of the principal factors back of this continued 
and expanding increase in surplusage in the United States, 
and we are going to see, with rare exceptions because of cli
matic differences, the same type of uneconomic waste happen
ing in Europe under the Common Market. 

The Common Market countries undoubtedly will not be 
able to grow soybeans, for example, but there will be an in-
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crease in maize, wheat, barley, others. We will not export 
as much if we keep the same support high prices gentlemen. 
We are just going to accumulate increased surplusage. We're 
at that point where we must cut down production, and one 
of the ways, I think, is the economic shift from the farm to 
other areas where people who have been on the farm can be 
economically re-educated to produce what the world needs, 
not what the United States government has politically ac
quired! 

I think it's a very serious problem, and this is one of the 
major areas. I don't think that the Birth Control League is 
going to take over the country. I think we are going to have 
more people in 1980 than we have today. I also believe we 
have the ability to produce far more than that new popula
tion requires and I see the world producing increasing 
amounts. As these nationalistic minded nations learn our ef
ficient ways, they will be producing more oil seeds and grains. 
The problem will be intensified. 

We must, I think, get away from the idea of supporting an 
uneconomic situation and get into an area of where we face 
the facts economically regardless of which party is in power. 
EZEKIEL: I'm not replying to some of the recent statements, 
but it just reminded me of one phrase that was popular years 
ago — and which, I assume now no longer applies — this was 
from John Maynard Keynes: That if a man from Mars came 
to this world, he would find it very hard to understand why 
black men in South Africa were busy digging gold out of holes 
in the ground in order that white men in North America 
might dig holes in the ground to put that gold into. 

Although there are other things to be said on gold, I won't 
add them here. I did want to make this comment. There has 
been a lot of loose talk including that of our friends in the 
Committee for Economic Development about reducing agri-
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cultural production by reducing the number of people on 
farms. 

T h e fact is, the number of people on farms has been reduced 
fantastically recently. I think that the number of effective 
producers in the United States today, the farmers that pro
duce ninety or ninety-five per cent of the products, is some
thing like a million and one-half farmers. The sub-marginal 
farmers are all the rest, and they produced, as has been point
ed out, little more than their own farms consume and have no 
appreciable effect on the market. 

People that expect to solve the farm problem by taking 
people out of agriculture overlook that it doesn't do any good 
to take people out of agriculture unless you take the land 
out at the same time. Our rapid technological progress has 
shown enormous ability for the people who stay on the farm, 
after their sons have gone to the cities and after the fathers 
have died and the farms have been consolidated, for one man 
with modern machinery to run the acreage which two or 
three men ran before. 

It's only by reducing the area in production that you have 
any impact. It isn't generally realized. 

I have visited a number of collective farms in Russia, 
Yugoslavia, Czechoslovakia, and my observations are that 
the average American farmer in North Dakota or the Great 
Plains or Corn Belt operates a collective farm as big as is 
operated in most of these countries by a hundred families, 
but he operates it by himself or with his son, and with much 
less machinery than they have on those farms in the other coun
tries. It is not the people on the land itself, but the area and 
what's produced on the area, that has the effect of troubling 
the markets. It is also true, however, that enormous effort 
is needed to retrain the people living in the sub-marginal 
districts with poor agriculture, and to help them readjust. 
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But you can't simply cut them off in most of these area. 
I was up in New England the last month, and there is hard
ly a young man on any of the farms in New England, at least, 
the parts I went through. In Maine the few farms left are 
largely apartment houses for chickens, four or five stories high, 
full, of course, of mass producing chickens, and all the rest 
of the land is in pasture or going back to trees, and these are 
being run by old people. 

You can't shift these old people off of the land. They can't 
be retrained for city industry. They don't want to be, if they 
could. The problem is how to help redirect the young folks, 
give them the training so they can fit into city industry as 
they go off and make this adjustment. 

This thing about training people reminds me of one other 
point I wanted to bring up, Mr. Chairman. Mr. Upgren's 
point about how Germany and Denmark and so on came 
back promptly after the War relates to a very important point 
in economic development. 

If the bombing had killed all the people in those countries 
and skipped plants, and if people had been moved in from 
India and Africa to reestablish the industry in these coun
tries after the War, those plants would not be running yet. 
But when you left most of the people who knew how to do 
things and wiped out the plants, the same people still got 
going again as well as ever. 

The training of the human mind is one of the biggest un
solved problems in economic development, and a great deal 
more effort has to be made in all these underdeveloped coun
tries in helping to raise the level of their people, teaching them 
all the skills and all the things they need to know for econo
mic development. Merely physical needs are not enough, 
so that is a very important thing that is being watched in-
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creasingly in economic development work to bring in ele
mentary education, advanced education, enough training to 
do the things that need to be done. 

And it was because you had trained people who know how 
to do things that Europe came back so fast with the resources 
that it got from outside. Now, although much larger resources 
or equal resources are going to underdeveloped countries, 
they don't produce results nearly so fast because, while you 
can build a factory or even a hydro-electric plant in two, 
three or four years, if you have to produce the trained tech
nicians, it takes a generation or, maybe, two or three genera
tions to establish the institutions and train the professors and 
teachers to train the people. 

It's a long, slow job to build up the rest of the world, but 
it's being worked on now. 
A R T H U R : Well, I want to make just a footnote on several 
comments regarding the C.E.D. Report. It seems to me that 
between the discussants, they have almost suggested a nice so
lution for this problem. 

I venture to make this comment because my name does 
appear in the report, and I haven't been asked whether or 
not the statements are being represented in the light of the 
discussions that preceded the issuance of the report. This 
may be a time at which I can make a little mention of back
ground. 

Let me first comment about the point that seems to be 
bringing the speakers together. Arthur Upgren has first, I 
think, taken the newspapers' focus from the C.E.D. Report 
to the effect that the C.E.D. recommends uprooting two mil
lion farmers and moving them off of the land. 

Dr. Ezekiel gives us a comment to the effect that the prob
lem is not one of moving these people off of the land, that only 
a million and one-half farmers are involved in the basic con-
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tribution of a surplus in our agriculture. 
Perhaps we can solve this problem on Arthur Upgren's 

terms, and merely change the base figure of the count of the 
number of farmers, and we can remove two million farmers 
from the statistics rather than from the land, and we would — 
UPGREN: That 's what C.E.D. did. It thought that by mov
ing a statistic of a farmer to the city, you chop off production. 
And you just don't do it. It's a confusion of poverty and pro
duction. These people are poor. Tha t is illustrated by the 
simple figure that fifty-three per cent of our farmers produce 
only ten per cent of what is commercially marketed. You take 
off fifty-three per cent of your farmers, and you don't solve 
your problem, but you intensify other problems immediately. 
A R T H U R : If these people are poor, and they're only account
ing for five or fifteen per cent of the agricultural production, 
they're not being benefited by what we are doing. 
UPGREN: Of course, not. 
A R T H U R : This leaves the C.E.D. area with some measure
ment of reference. 
UPGREN: I meant that if we worked out all of the figures 
and made a sample study of people on farms and their incomes 
that the burden of treating what is basically a sociological 
problem is vastly less than the people in the United States 
think. 
A R T H U R : In the discussion of the C.E.D., it was made clear 
that there was no intent of uprooting and moving human be
ings off of the land. This was an entirely different kind of 
problem that commercial agriculture can make an adjustment 
along the lines suggested, and that it should result in two 
million less people or some substantial number less people 
being counted among the productive farmers. They can do 
it by statistics more easily than you can do it by moving people 
out. I'd recommend that. 

[252] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

YODER: I thing the Chair will recognize Mr. Berg. Maybe 
we can get a little bit more to the subject. 
BERG: I think I would supplement the remarks that have 
been made and come at it from a different angle. I think Up-
gren would do that because this is really his specialty, capital 
formation. 

I think we have been led into a trap on a number of occa
sions in here by looking at this in terms of what you might 
call "partial analysis". We talk about the labor in agriculture. 
I think we should take the total changes which have taken 
place over the years. If we take the last two decades treated 
in aggregate terms, and I'm going to lump these small farm
ers with the large farmers because we get a labor input, you 
find that in the last twenty years, the amount of land in ag
riculture has been fairly stable, but we have had a tremendous 
change in the in-put structure. 

When we look at labor and capital twenty years ago, per
haps, fifty-five, sixty per cent of total inputs in agriculture 
was the labor force. Today, this is done to somewhere around 
thirty, but what we have done is substituted capital in the 
form of technology for this labor, and that when we look at 
the adjustments that have to be made, perhaps, merely work
ing on a labor force, we have excessive resources in agricul
ture, and these are across the board — land, banks, capital and 
mangement — and when we think of withdrawing resources, 
I don't think we can necessarily concentrate on one facet, but 
we have to pull out a unit, and even Arthur's idea of taking 
out land alone, I don't think would do it. 

The idea of taking out whole farms with the capital and 
the management that goes along with it has some merit. 

Just another observation, you may leave these people up in 
Aitken and Koochiching County, and I think the old folks that 
are there will stay until they die, but I don't think that the 

[253] 

©1963 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

young folks are going to be satisfied at all with the conditions 
up there. 

We'll have this continual need to train these young people 
for what we hope is more adequate jobs and satisfactory living. 
UPGREN: I thoroughly agree. 
COLLINS: If we have hammered this one far enough, I 
would like to return to the question I intended to present this 
morning and time ran out on this most important aspect, 
I think, of the morning's discussion which was the antici
pated effect of the Common Market on our ability to export. 

The point was made by Jesness that we have about twenty-
five per cent of the people in the European Common Market 
that are in the business or producing food. 

Then, we have allied with them, maybe, another twenty-
five per cent. I don't know. This gives us about one out of two 
at the outside, and the sympathies of this additional twenty-
five per cent may be in the direction of guaranteed prices do
mestically. It may be somewhat in sympathy with the other 
side of the question. 

Now, the point is we know what the political developments 
have been in this country with respect to price supports. I 
think they're beginning to reveal themselves a little more 
clearly right now than at any time in the past although if 
you look deep enough, you can find them some time ago. 

Now, is this rather pessimistic outlook that we took this 
morning of a short run nature in the sense that as these 
people look around the world — our communications, of 
course, are improving all the while — as they look around 
the world and see Canada selling wheat for a dollar and one-
half and the United States selling wheat for a dollar fifty-two 
cents, this kind of thing, how long politically can they hold 
out with a level of guaranteed prices in the area of three dol
lars for wheat. 
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I would like to hear either or both of you explore that a 
bit. 
YODER: This question is addressed to whom? 
COLLINS: T o both. This group has been playing around 
this same area that Dr. Jesness was on this morning. I would 
like to hear both of them comment. 
UPGREN: I would make just one quick comment while the 
others are preparing a good one. It is that the industrialization 
intensification in Western Europe can be increased and with 
that you provide industrial opportunity. 

Take for example our coal problem. When John L. Lewis 
finally got wages up, we really got coal pouring out. We ought 
to build a monument. He dieselized our American railroads 
and increased coal miner unemployment. There are about 
two hundred thirty-five thousand unemployed coal miners. 

In Germany where the coal problem is immensely worse 
than with us, they have a seventy million ton surplus as a 
result of the Suez fiasco. But the unemployment of coal min
ers in Germany is only fifty-seven thousand because the coal 
miner digs coal right across the street, so to speak, from a steel 
plant. The industrial horizon is open to him, whereas in West 
Virginia, the coal miner, except for the younger one, can't 
leave. 

I am pointing out the mobility of Western Europe now. 
Many Italians work in Germany, for instance. The industria
lization that can come now, adapting their industries to size 
and intensifying capital, could suck people off the farms too 
rapidly with these opportunities. At least at a more rapid rate 
than farming over there could adjust to. 

If you can grow two blades of grass where one grew before, 
the price of grass ought to come down. You use a downward 
price, but everyone else here wants to defend the price and 
cut the production. I think cutting the price is reasonably 
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appropriate for longer efficiency. 
I think the problem will be solved over here much more 

rapidly than we think. 
One of the changes hard to anticipate — 

RACLIN: Before we get into this, it seems to me another 
logical conclusion of this is, if we can convince the govern
ment and ourselves that we can reduce the farmer pool over 
a period of time, it will be less attractive to grow what you 
cannot sell in the marketplace. 

I think that maybe the surplus on farms would be quite 
easily resolved. This is a painful process. This is not polit
ically astute to do, but this is, I think, another constructive 
step, and there is a lot of pressure being brought on the Con
gress of the United States to do so. I think we are seeing this 
effect in the farm bill being written now. 

I have the opportunity to be in Europe two or three times 
a year to do business from Norway to Spain, and occasionally 
see representatives at various trade meetings of communist 
areas. Many Europeans appear perhaps more sophisticated 
than we. 

They invite communists to the meetings. Isn't the Euro
pean viewpoint to welcome American entry into the Com
mon Market? Then over a period of time we would export 
into this Common Market area those products which we pro
duce most efficiently, and they would in time produce those 
products which they would use most efficiently. They fore
see that — I think this is accurate — for example the Com
mon Market will not be large producers of wheat if we come 
into the Common Market and if Canada comes in. 
YODER: The Chair will entertain one more question. 
EZEKIEL: I beg your pardon. Just a slight comment I was 
going to make about the European side, that in Europe the 
proportion of workers in agriculture has gone down very rap-
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idly in this period since the War. Italy, for example, which 
at the end of the War was a country with two million chronic 
unemployed in the industrial parts of Italy plus an unknown 
number of unemployed on the farms, passed a year ago the 
crucial point where the farm population fell below half of 
the total. 

We have noted in F.A.O. studies by one of our young 
workers, that in developing countries, the total population 
on the land rarely starts to decline until the time when the 
non-farm part is already half the total. 

After the non-farm part exceeds half the total, then your 
development of industry can move fast enough, not only to 
absorb the increase in population on the land, but to begin to 
dig into the people already there. You see, you have to absorb 
in industry all of the increase in population in non-farm em
ployment, all the increase in employables on the land, be
fore you can start reducing the total number working there. 

Italy, now, has reached a point where only thirty per cent 
of the workers are in agriculture, where it was something like 
fifty per cent before the War. In country after country in 
Europe, the reduction of people on the land is very rapid, 
where previously it had been overpopulated, so you're reach
ing a point of a very rapid shift into industry of the surplus 
farm population along with the use of more machinery and 
all the other techniques which enable one man to handle more 
land. 

And in one country at least, Italy — it's under the Common 
Market there — it's one country I know that has really changed 
their agriculture policy. They have shifted from encouraging 
wheat production on all the uneconomic parts of the country 
by high support prices. They have reduced their support 
price for wheat very sharply, have told their farmers, "We 
know that you can't keep in wheat production in your area 
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with that. Either find ways of irrigating and produce fruit 
and vegetables for which we do have expanding markets in 
northern Europe or get out of agriculture," and they're di
versifying, producing these intensive products more rapidly 
or shifting their land into very extensive cultivation such as 
grazing for cattle and so on with the men flocking to the city. 

We have had a dramatic picture, too, on that. In Rome 
last fall when the Farmers' Association of Southern Italy met 
— that takes from Rome south — Southern Italy is entirely 
different world from industrialized northern Italy, and in 
the past farmers have been talking about things to do. For 
the first time they talked about one thing, and the thing they 
talked about was how the world had "gone to the dogs". It 
was impossible to farm in Southern Italy any more. All the 
hired men had left, and how in the world could farmers keep 
on farming without any hired men? (Laughter). 
WALSH: My question is addressed to Mr. Raclin. 

During the past two days as I have listened to some very 
fine speeches, I have tried to assess the reliability of the ideas 
and concepts I was hearing. 

Therefore, I was impressed with your illustration that as 
governmental agriculture programs increased in one case the 
amount of commodity trading also increased. If this can be 
reliably tested here, it seems to be a very important piece of 
evidence. 

For example, what policy implications might it have for 
the Chicago Board of Trade regarding agricultural programs? 
Would you please discuss some of these possible implications? 
RACLIN: Well, I can give you one example in which I was 
a complete failure, but it might be interesting to you. And 
understand that these comments are in terms of this after
noon's topic, referring to international rather than domestic 
governmental policies. 
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For some time the Spanish government has under PL-480 
had enormous quantities of soybean oil brought into their 
country, and you can run a chart which shows a definite corre
lation between Chicago Board of Trade soybean oil prices 
and prices CIF except there is a divergence each time that 
the Spanish government bought, which would mean that the 
American price went up, and the European price stayed at 
the previous level. 

The reason for this was very simple. The American crush
ers were long cash soybean oil and short futures as a hedge 
protection. Then as they made their sale to Spain, they would 
buy their short futures back and the Chicago price would go 
up. 

Well, the thought occurred to me that possibly the Spanish 
government should be interested in using the American fu
tures market. They first would pre-buy a third of their re
quirements in the futures market, knowing that they were 
going to buy American cash oil. They then would buy the 
cash oil from American suppliers and sell American futures 
as they bought the cash oil. As a result they then would have 
a profit as the domestic U.S. crushers lifted their hedges, caus
ing the price to go up. The Spanish government would bene
fit. 

We talked to most — or what we thought were most — of 
the responsible officials in the Spanish government pointing 
out this correlation to them, but, unfortunately, there had 
been a rather messy situation in Spain, and the new people 
who were handling the purchasing did not want to be ac
cused — and I can sympathize with them completely — of 
possibly being in a position of using another method to pur
chase their supplies, even though it would be at a lower price. 

But this was one possible example, I think of where a gov
ernment control could lead to an expanded use — this parti-
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cular one was unsuccessful — an expanded use of the futures 
market. We have observed, and I am sure our competition 
has observed, that today virtually without exception the Ja
panese use the futures markets on soybeans and we have sup
port prices on soybeans. The Norwegians, the Danes, the 
Swedes, the Germans, certainly the Low Countries all use 
American futures markets. 

The franc has now been freed in France for economic 
hedging purposes. Certainly Italy and the Middle East are 
coming to this. It is not expanded on a government level at 
this time in Spain. 

It is certainly true in the United Kingdom, more firms are 
realizing the safety of the use of the futures markets. Gov
ernments are allowing their nationals to hedge their cash 
positions in the futures markets, and they're allowing con
vertibility of their money to do so. 

And this type of governmental thinking, I believe, portends 
a pretty enthusiastic future for the Board of Trade. I see 
an increasing use of futures by these people who better under
stand it's uses and functions. 
YODER: I will entertain one more question before turning 
the meeting over to the general chairman. 
JESNESS: My name was brought up. I was the optimist 
among the pessimists this morning. Maybe I ought to rise 
to their defense, but the question Collins raised, he said came 
out in my discussion. Let's note this. Tha t I fully agree with 
the speakers that we can look for non-farm employment to 
reduce farm population in Europe, but the process at least 
for a considerable period of time is going to increase agricul
tural production rather than decrease it, which supports the 
pessimism of my colleagues this morning that for these com
petitive products the United States cannot expect an enlarged 
market in Europe. 
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Also, let's bear this in mind. Mordecai if I understand you 
rightly, you said that what is needed is to take land out of 
production — just the situation in the United States. Would 
you let me qualify that by saying that you have to take the 
land and people out, and, then, add to the point raised by 
Sherwood Berg, that it is conceivable to me that you are 
going to take capital out as a process. You're going to take 
capital out as people and land are adjusted out of production. 
Tha t capital becomes an innocent victim, one of the contri
butors to this, and I think the thing we need to do is to have 
a program that goes in the direction not of taking land out 
and keeping the people alive, but helping the people adjust 
and the land adjust and lower our prices in the process as the 
market takes over. 
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(ECSC), 130, 150 

European Economic Community 
(EEC), 129-194 

European Free Trade Association 
(EFTA), 131, 150, 151 

European Recovery Administration 
(ERA), 203 

Ever Normal Granary, 200 
Ewes, 200 
Exports, 132, 135-136 

dollar, 137, 139 
cotton, 138 
tobacco, 138 
soybeans, 138 
subsidies, 147, 160 
U.S., 156 
value of, 163 
technology, 170 
managerial skill, 170 
wheat, 188 
corn, 188 
agricultural, 208 
aggregate value of, 208 

Farm Bureau Federation, 
California, 69 
program, 182, 186 
people, 192 

Farms, 
numbers compared, 133 
size of, 133, 244 
fragmentation, 183-184 
agglomeration, 192 
too many, 215-216 
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decrease in, 229 
income, 243 
migration from, 255, 257, 258 

Fat, 206, 227 
Federal Farm Board, 34, 59, 132, 199 
Federal Reserve Board, 10, 238 
Federal Trade Commission, 55 
Feed grain, 177 

program, 57, 59, 62, 108, 119, 135 
exports of, 143-144, 156 
council, 164, 192 

Feeds, 22 
Fertilizers and pesticides, 

use of, 205, 236 
Finland, 210 
Flax, 110 
Florida, 120, 177 
Flour, 

export, 139 
Food and Agricultural Organization 

(FAO), 197, 203, 204-205, 212, 225, 
233, 235, 242, 257 
founding of, 202 
surplus disposal program, 205 
publication of, 209 

Food for Peace, 204, 241 
Food Stamp Plan, 200 
Foreign Agricultural Service, 

report to, 163 
Fortuna, VII 
Four Freedoms, 207 
France, 130, 149, 158, 159, 162, 175, 

183, 204, 208, 209, 210, 219, 220, 247, 
260 

Free market, 
government intervention in, 37 
failure of, 38, 45, 51, 52 
norm of, 44 
alternative to, 45 
limitations of, 45, 46 
no literal meaning, 49 
privileges of, 50 
world, 53 

Frozen foods, 85 
Fulbright scholar, 226 
Futures, 

market, 22-23 
potatoes, 82 
voluntary risk bearers, 90 
hedging in, 95, 102 
exist for, 96 
social invention of, 97 
decline of, 99 
organized market, 103 
Liverpool, 109-110 
Canada, 109-110 
foreign buyers in, 260 

Futures markets, 
Canadian, 110 
United States, 110 
Liverpool, 110 
India, 110, 111 
Buenos Aires, 110 
Malaya, 111 
Germany, 111 
Holland, 111 
for burlap, 111 
used by two kinds of people, 113 
help hedgers, 117 
opportunity for profit in, 117 
fundamentals of, 117-118 
interference with, 118 
study of, 198 
used by crushers, 259 

Futures trading, 22-24 
in citrus fruits, 84 
characteristics favorable to, 84-85 
market orders effect on, 87-88 
"no cure-all," 89 
identified with intense competition, 

89 
identified with expanding markets, 

89 
objective of, 97 
market orders inimical to, 106 
on basis, 217 

General Agreement Trade and Tariff 
(GATT), 147 

Germany, 111, 130, 149, 156, 158, 159, 
163, 208, 210, 219, 222, 227, 228, 230, 
250, 255 

Glass, 147 
Government, 

control programs, 14-15, 20, 25-28 
as trader, 21 
as part of market structure, 29 
price support, 32 
Free market intervention, 37 
regulations, 37 
current program a failure, 41 
cartel, 41, 49 
price support program, 50-51 
intervention, 112 
production controls, 198 
loan rates, 198 
deficiency payments, 198 
tariffs, 198 
import controls, 198 

Grade standards, 31 
top, 57 
low, 57 
off, 57 
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Grapes, 66, 68, 69, 79, 102 
Tokay tonnage, 68-69 
price of, 69 

Greasy Wool Exchange, 222 
Greece, 136, 158, 209 
Guatemala, 151 

H 

Hedge, 
corn, 60 
in futures, 95 
social purpose of, 95 

Hedging, 
on the basis, 112 
cost of, 198 
price insurance, 198 
long the basis, 220 

Hogs, 197, 199, 206 
Holland, 111, 156, 159, 163, 219, 222, 

223 
Honduras, 151 
Hong-Kong, 39 
Hormel Company, 243 

I 

Imports, 132, 135-136 
soybeans, 138 
wheat, 140 
certificates, 160 
cash deposit, 160 
no restrictions, 177 
controls, 198 

India, 205, 210, 240, 246, 250 
Industry Clearing House, 68, 69 
International Apple Shippers Associa

tion, 84 
International Bank, 208 
International Cooperation Administra

tion, 203 
International Wheat Agreement, 148, 

201 
Ireland, 188 
Israel, 210, 246 
Italy, 130, 136, 158, 185, 186, 219, 237, 

257, 258, 260 

J 
Japan, 39, 153, 197, 210, 217, 221, 225, 

246-247 

Korea, 209 
Korean War, 54, 204, 205, 207 

Laissez-Faire, 
failed, 53, 54 
philsophy, 215 

Lard, 117 
Latin American Free Trade Association 

(LAFTA), 131, 151 
Law of Supply and Demand, 93 

factors affecting, 197 
conditions of, 198 

Law of comparative advantage, 224 
Laws, 

antitrust, 14 
League of Nations, 228 
Lemons, 78-79, 80, 81 
Lettuce, 66 
Livestock, 22 
Loans, 

non-recourse, 24, 33 
Luxembourg, 130 

M 

Market, 
forecasts, IX 
seminars, IX, 5 
structure, 3, 7, 21, 25-27, 35 
functions, 3, 6, 7 
behavior, 3, 9 
performance, 3, 9 
stages, 4, 5 
values, 4 
focus, 6 
scope, 6 
incentives, 6 
rewards, 6 
micro, 6, 8 
macro, 6 
institutions, 7 
news services, 7, 12 
transactions, 8 
inspectors, 10 
reporters, 10 
contracts, 10, 12 
licenses, 10 
rules, 11 
customs, 11 
franchises, 12 
dealerships, 12 
options, 12 
census, 12 
grades, 13 
orders, 16, 17 
power, 16, 42-44 
authority, 16 
restraints, 16 
blind, 37 
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scarcity, 38 
gluts, 38 
competitive, 43 
coffee, 44 
control, 44 
spot, 95 
a coordinating device, 103, 113 
buyer's, 186-187 
analysis, 198 

Marketing, 
state, 4 
classic concept of, 4 
relationships, 5 
flexibility of, 30 
management of, 97 
mismanagement of, 97 
carying charges, 114 
cooperatives, 199 

Marketing Act, 
California, 70, 71, 72 

Marketing agreements, 65-125, 201 
defined, 71 
licenses under, 71 
Maine potatoes, 82 
reduce price instability, 96 

Marketing Board, 
Canadian, 110, 123, 124 
Australia, 123 
France, 123 
milk, 201 

Market orders, 
defined, 17 
countervailing measure, 55 
monopoly, 56 
effects on futures markets, 65-125 
objective of, 65, 73, 97 
social invention, 66, 75, 97 
voluntary sign-up, 67-68 
number in effect, 70-71, 74 
Federal, 71 
initiation by referendum, 72-73 
method of financing, 74-75 
regulations similar to, 75 
nation-wide, 83 
unanswered questions, 83-84, 91 
risk of price changes, 65, 86 
two results of, 87 
"no cure-all," 89 
associated with production control, 

89 
associated with orderly marketing, 

89 
legalized cartel, 89 
reduce price instability, 96 
for basic crops, 98 
for specialty crops, 106 
conflict with futures trading, 106 

produce information, 106-107 
diversion of products, 107 
limits volume of marketings, 121 
features required for, 121 

Markets, 
environmental factors, X 
defined, 3 
government controlled, 4 
inter-personal, 4 
inter-firm, 4 
historical development of, 5 
regulated, 9 
free, 11, 179 
access to, 11 
speculation, 40 
freeing of, 41 
shrinking, 93 
no automatic rights, 170 

Marshall Plan, 165, 203, 216, 224 
Marshallian Cross, 103 
Meats, 

consumption of, 144 
support prices, 211 
European imports, 213 

Medicare, 227 
Mercantilism, 189 
Mexico, 151 
Milk, 21, 70 

producers, 56 
Federal order, 70 
dried, 144 
milk sheds, 201 
support prices, 211 

Minneapolis Grain Exchange, 190 
Monet Plan, 204 
Mutual Security, 129 

N 

National Association of Manufactures 
(NAM), 228 

Netherlands, 130, 209 
Newcastle Disease, 184 
New York Produce Exchange, 84 
New Zealand, 141, 209, 240 
Nicaragua, 151 
Norway, 131, 210, 228, 256 
Nyasaland, 210 

O 

Oats, 109-110, 120, 210 
Quaker, 187 

Office of Internal Audit and Inspec
tion, 13, 31 

Onions, 85, 86, 98, 105 
Orange Growers Protective Union, 67 
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Oranges, 79, 80, 81, 85, 98, 100, 101, 
102, 177 

O.P.A. 
ceiling prices, 30, 120 

O.S.A., 54 

Pakistan, 205, 210, 240, 246 
Paraguay, 151 
Peaches, 

abundance of, 66, 81 
"green drop," 76, 77, 107, 108, 109 
cling, 100, 107, 108 

Peru, 151 
Point 4 Program, 203 
Poland, 204 
Pools, 

stabilization, 81 
Portugal, 131, 150 
Post War Aids, 129 
Potatoes, 82, 84, 85, 98, 104, 105, 117, 

119, 120, 161, 197, 200 
Price 

freeze, 16 
supports, 18, 38, 135 
corn, 30, 35 
fair, 32, 51 
fixed, 33 
flat, 33 
direct control, 41 
instability of, 66 
elastic, 68 
inelastic, 68 
"lock gate," 160 
studies, 198 
vertical movement, 217 

Prices, 
administered, 52 
elastic, 68 
inelastic, 68 
parity, 76 
time as factor, 96 
spot, 97 
hidden, 119 
target, 135, 140, 159 
World decline, 199 
support, 246 

Pricing, 
freedom of, 11 
affecting income, 104 

Producers Marketing Law, 72 
Product, 

differentiation, 10 
Production, 

controls of, 18, 198 
elasticity of, 30 
regional specialization in, 119 
increasing food, 203 

Programs, Agricultural, 
disposal, 18-19 
diversion, 18-19 
subsidy, 18-19 
food stamp, 20 
effect of, 25 
price support, 32 
New Deal, 200 

Prunes, 100,101 
production of, 101 

Public Law 480, 19, 139, 205, 216, 219, 
242 

Quaker Oats, 187 

R 

Republican Party, 31 
Resources, economic 

allocation of, 37-38, 104, 253 
freezing, 58 

Rhodesia, 210 
Rice, 135, 177 
Risk sharing, 

major methods of, 90 
extension of, 91 
cost of, 93 
primary function of, 105 
incidental to, 113 

Rome, 
treaty of, 131, 155, 157, 162 

Rubber, 111 
Rumania, 61 
Russia, 109, 149, 152, 161, 168, 220, 249 

communist dogma, 161 
potatoes in, 161 
shortage of fats, 161 
shortage of protein, 161 

Rye, 110, 120, 159, 210 
bread, 161 

Self-help Programs, 74 
Seller, 

"most favored," 7 
Seminars, IX, 5 

futures trading, 5 
Smith Act, 52 
Smuggling, 40 
Southern California Fruit Exchange, 

67 
Soybeans, 32, 38, 90, 91, 119, 135, 177, 

178, 219 
oil, 137, 178 
import, 138 
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export, 138 
council, 164, 192 
meal, 178 

Spain, 158, 187-188, 209, 210, 256, 259 
Speculation, 

in commodity markets, 40 
Speculators, 

hope for gain, 95 
interest in, 99 
investment medium for, 113 
complexities in trade for, 213-214 

Spot markets, 95 
Steel, 130 

prices of, 208 
Sugar, 21, 139, 213 
Sunkist Growers Incorporated, 79 
Sun Maid Raisin Growers Association, 

79 
Sun Sweet Prune and Apricot Growers 

Association, 79, 107 
Supply 

agricultural products inelastic, 38 
elastic, 38 
pitchers, 60 
nature of, 76 
chronic, 80 
excessive, 81 
tinkering with, 93 
management, 98, 99, 122, 125 
response, 101 
free, 119 
control, 120 

Supreme Court, 53 
Sweden, 223, 131 
Switzerland, 223, 239, 247, 131, 210 

Tariffs, 
reduction of, 131-132 
Smoot-Hawley Act, 134, 136 
barriers, 157 
intra-community, 160 
rates, 198 
higher, 199 
cutting down, 227 

Thailand, 210 
Tobacco, 46, 135, 136, 137, 177 

exports, 138 
Trade, 

channels of, 12 
negotiations, 145-146, 162-163 
policies, 146 
agreements act, 146 
free, importance of, 165 
blocks, 172, 173 
yankee, 173 
European block, 175 

barriers to, 181, 192, 212 
teams, 187, 188 
international, 193 

Trade Expansion Act, 163 
Trade Practices, 

elimination of unfair, 96 
Transactions, 

CIF, 217, 218 
Turkeys, 73, 75, 91, 121, 122, 124, 125 

U 

United Kingdom, 131, 141, 142, 156, 
162, 175, 176, 181, 197, 206, 208, 220, 
222, 246 
Farmers Union, 162 

United Nations Relief and Rehabilita
tion Administration, (UNRRA), 203 

United States, 123, 134-135, 136, 141, 
147, 148, 153, 156, 175, 177, 179, 180, 
181, 191-192, 199, 206, 207, 208, 209, 
210, 216, 220, 224, 227, 231, 233, 236, 
237, 239, 240, 241, 246, 247, 248, 254, 
256, 260, 261 
national image of, 165 
farmers, 145 

USDA, 13, 14, 17, 31, 60, 72, 79, 101, 
109, 133, 236, 245 
Foreign Agricultural Service, 156 

Uruguay, 151 

Variably Levies, 158-159, 160, 176 
Venezuela, 210 

W 

Walnuts, 78-79, 81, 100 
Washington, D. C , 42, 145, 180, 218 
Wealth, 

distribution of, 48 
Weights and measures, 31 
Wheat, 38, 48, 51, 110, 119, 123, 124, 

135, 139, 142, 156, 157, 177, 197, 199, 
200, 237, 257 
subsidy, 138 
exports, 139, 141, 143, 144, 188 
imports, 140-141 
per capita consumption, 140 
surpluses, 143 
classes of, 143 
flour, 137, 159 
floor and ceiling prices, 159 
groats, 159 
meal, 159 
bread, 161 
blends of, 164 
baking quality, 190, 191 
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sedimentation test, 192 World War II, 32, 120, 129, 133, 148, 
acreage of, 197 168, 200, 201, 215, 225, 230, 233, 238, 
yield, 197 „ . . 
price of, 254 4W 

World Food Program, 213, 239 World War III, 54 
World Health Organization, 234 
World Trade, Y 

aids to, 132 
World War I, 51, 129, 133, 148, 168, Yacatecuhth, VII 

197, 199 Yugoslavia, 204, 210, 249 
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