
Part I 

Impact of Governmental Agricultural Programs 

on Market Structures and Functions 

[1] 

©1963 Mimir Publishers, Inc.



©1963 Mimir Publishers, Inc.



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. 

[3] 

©1963 Mimir Publishers, Inc.



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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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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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 
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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. 
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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. 
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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. 

[26] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

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, 

[37] 

©1963 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

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 

[40] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

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 

[53] 

©1963 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

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-

[54] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

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. 

[56] 

©1963 Mimir Publishers, Inc.



INFLUENCE OF ENVIRONMENTAL FACTORS 

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? 

[61] 

©1963 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

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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