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The Twelve Best Reasons 
For Commodity Programs: 
Why None Stands Scrutiny 

by Luther 
Tweeten T raditional justifications for farm commod­

ity programs no longer stand scrutiny. Pro­
grams either fail to meet the needs of agriculture 
and society or they meet them cost-ineffectively. 
Programs are an anachronism of 1930s circum­
stances that no longer exist. 

Justifying programs 
Here, I scrutinize twelve reasons for farm programs: 
(1) equity and fairness, (2) economic efficiency, (3) 
chronic low returns on resources, (4) food security, 
(5) risk, (6) countervailing foreign subsidies, (7) 
preserving family farms, (8) preserving rural com­
munities, (9) protecting the environment, (10) 
maintaining a fair share of federal government ben­
efits, (11) sustaining farmland values, and (12) the 
"commodity programs work" principal. 

1. Equity and fairness 
Measured by income and wealth, American farm­
ers are no longer "have nots." 
• Income per farm household equals or exceeds that 

per nonfarm household. Income parity is the cul­
mination of long-term structural change to larger 
farms, more off-farm employment, and increased 
productivity. A phaseout of farm programs would 
be only a transitoty setback in this trend. 

• Wealth of farmers (over $300,000 per house­
hold) averages several times that of consumers 
(less than $100,000 per household) and taxpay­
ers (some $150,000 per household). Net worth 
of commercial farms, defmed as those with an­
nual sales of over $100,000, averages nearly $1 
million per farm; these farms receive 70 percent 
of commodity program payments. 
Monetary benefits of commodity programs have 

been capitalized into land values and show up in 
higher rent, thereby passing program benefits to 
landlords. Based on ownership of farm real estate 
in 1992, 37 percent of commodity program benefits 
(over $5 billion annually) go to nonfarm landlords. 

Some contend that transfers to agriculture are 
justified to alleviate farm poverty. The poor do not 
survive long in commercial agriculture to which 
commodity programs are aimed. The poor mainly 
operate small farms or are hired farm workers who 
have few commodities to sell and little to gain from 
commodity programs. Human resource develop­
ment programs are more effective means to allevi­
ate poverty. 

2. Economic efficiency 
Some contend that our agriculture is efficient be­
cause commodity programs raise productivity. Our 
consumers spend a smaller share of their income 
on food than do consumers in any other nation, 
and that low ratio has been achieved during the six 
decades under commodity programs. 

The falling share comes from rising farming pro­
ductivity and rising consumer real income and not 
because of commodity programs. Evidence that 
commodity programs retarded rather than advanced 
efficiency and productivity is compelling. 
• RerilOving a valuable resource, land, from pro­

duction reduces productivity and international 
competitiveness. 

• Empirical evidence reveals that productivity gains 
in agriculture are the product of public and pri­
vate investments in research, education, exten­
sion, and infrastructure rather than of commodity 
programs. 

• Commodity programs typically reduce the nation's 
net income by $5 billion annually due to re­
sources used unproductively for political lobby­
ing, program administration, cropland set-asides, 
and other market interventions. Because produc­
ers gain $5 billion . less than consumers and tax­
payers lose, the nation's income and federal budget 
deficit would improve by phasing out commod­
Ity programs. 

Returning idled acres to production would ini­
tially expand food output and reduce food prices. 



With time, some food prices might rise in balanc­
ing supply and demand. T oral consumer food ex­
penses would not change much because lower prices 
for sugar and peanuts would offset any higher prices 
for grains. However, the overall cost of food and 
fiber (including raxpayer outlays for farm programs) 
would drop at least $10 billion annually. 

• Grains, peanuts, sugar, fiber, and dairy commodi­
ties are not public goods, such as national de­
fense, warranting government interventions for 
economic efficiency. Farm commodities are mar­
ket goods, because they possess characteristics (ri­
val, exclusionary, transparent) required for markets 
to function well. 
The half of U.S. agriculture that does not re­

ceive support (livestock, forages, fruits, vegetables, 
etc.) is at least as efficient as the half covered by 
programs. American farm commodity markets work, 
in part because strong science and efficient 
agribusiness support them. However, interventions 
in agriculture sometimes are warranted to provide 
publi.c goods such as basic research, education, and 
infrastructure. 

3. Farm resources are predestined to 
earn low returns in the absence of 
commodity programs 
This argument for continuing farm programs takes 
many forms. One is that farmers are unique: they 
are price takers, unlike other sectors that are price 
makers, able to control their economic destiny. An­
other assertion is that a competitive farming sector 
sandwiched between a "monopolistic" input sup­
ply sector and a "monopsonistic" marketing sector 
can never earn a fair return on resources. Farmers, 
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it is said, are exploited by an agribusiness sector 
reaping profits that should go to farmers. 

These and related conjectures are myths. 
• Most American firms are price takers. Even General 

Motors and IBM are price takers, unable to arbi­
trarily raise their prices without sacrificing profits. 

• The American agribusiness sector has an exemplary 
record of high performance. American farm prod­
ucts are delivered abroad, for example, for less cost 
per ton mile than products of any other nation. 

• Farmers are served by an extensive system of 
agribusiness cooperatives that acts as a yardstick 
and as an alternative source of inputs and mar­
kets to private agribusiness. 

• Even if input supply and product marketing firms 
were imperfectly competitive and earning high 
profits, the farming sector would not earn low 
returns if resources are mobile. And farming re­
sources now are mobile. 

• Most importantly, resources on reasonably weU­
managed commercial farms do not earn low re­
turns. On average, assets on such farms earn 
returns of 10 percent and more on investrnent­
comparable to what these resources would earn 
elsewhere in the economy. That outcome is pre­
cisely what one would expect from equilibrium 
in an efficient market. 

The current rate of return on farm assets has 
averaged about 4 percent for several decades, well 
below typical returns elsewhere in the economy. 
For various reasons, aggregate farm rates of re­
turn appear to be low when they are not, and 
appear to provide evidence of resource 
disequilibrium when they do not. Published rates 
of return combine well-managed commercial 
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farms earning returns comparable to those else­
where with small and poorly managed farms earn­
ing low and even negative rates. As indicated earlier, 
returns on the well-managed commercial farms that 
set land prices average more than double the 4 
percent rate. For many small £arms, amenities of 
rural living, tax advantages, and prospectS for capi­
tal gains offset low monetary returns. 
The price system will not provide parity returns 

on small, poorly managed farms any more than it 
will on small, poorly managed nonfarm businesses. 
Unless commodity ptograms are carefully targeted, 
they also will not provide uneconomic size farms 
with a "fair" return. Direct payments targeting such 
farms may appear to be an attractive alternative to 
current programs, but they have drawbacks. One is 
that attempts to target have failed in the past and 
will be prone to fail again. And the public is wary 
of subsidizing inefficiency on small units. 

4. Food security for the United States 
The preamble to the 1990 farm bill says its pur­
pose is "to ensure consumers an abundant supply 
of food and fiber at reasonable prices." For several 
reasons, food supplies would not be threatened by 
terminating commodity programs. 
• Short-term food security is assured by massive 

capacity to reduce our large food exports, raise 
imports, draw on buffer stocks, and slaughter live­
stock to supply meat while freeing grain supplies 
for consumption. Longer-term food security is 
assured by a scientiEcally based, technologically 
advanced, environmentally sound, market-driven 
agri cul ture. 

• The half of crops and livestock not covered by 
commodity programs is provided in abundance 
and with favorable returns on resources. If gov­
ernment interventions were terminated, after an 
adjustment period the performance for covered 
commodities would be as favorable. Consumers 
do not anguish over shortages of tomatoes, pota­
toes, eggs, broilers, and other commodities not 
under government control. However, programs 
indirectly affect such noncovered commodities, 
for example, by raising costs of feeding animals. 

• Tobacco and cotton programs can hardly be jus­
ti£.ed on food security grounds. 

• American consumers spend only 2.5 percent of 
their income for farm food ingredients. Even the 
unprecedented 42 percent farm price jump in 
1972-73, if repeated today, would add only one 
percentage point to the share of income consum­
ers spend on food. Studies of risk preferences 
reveal that most consumers prefer the market­
oriented policy of low food prices most of the 
time (but an occasional food price spike) to high 
food prices all the time with price supports. 

• Governments in the United States and elsewhere 
have had a disappointing record of managing food 
supplies. A global movement is underway toward 
greater reliance on markets. 

• A shift away from acreage reduction programs 
(ARPs) and toward direct payments (marketing 
loans and deficiency payments) has reduced gov­
ernment buffer stocks. Meanwhile, the contin­
ued government presence in agriculture 
discourages private buffer stocks and forward mar­
kets that enhance food security. Thus commod­
ity programs no longer provide buffer reserves 
they once did, and may increase food insecurity 
by driving out private holders of buffer stocks. If 
the government maintains its presence in farm­
ing but no longer idles cropland nor holds buffer 
stocks, its contribution to food security will be 
negligible if not negative. 

• A strong private sector will provide buffer stocks 
and other food security and risk-shifting functions 
if the government does not crowd it out. If inter­
vention is deemed necessary, a simple and rela­
tively unobtrusive means would be to expand the 
4 million ton emergency wheat reserve to be used 
in times of special need as judged by the president. 

5. High risk 
Risk, intensified by biological processes and weather, 
is the premier economic problem faced by com­
mercial agriculture, but the presence of risk does 
not justifY commodity programs. 
• Risk is not a prima focia case for subsidies; Las 

Vegas and lono gamblers, Wall Street plungers, 
and futures market speculators are more often 
taxed than subsidized. 

• Risk is a serious irritant but not business-life 
threatening for most farm producers. Many suc­
cessfully pursue strategies of diversification (e.g., 
off-farm earnings), flexibility, liquidity, forward 
marketing, and private insurance. 

• When operators choose to farm, they surely are 
aware of the risks endemic to the industry. 

• Risk-shifting measures such as vertical coordina­
tion have been successfully implemented, espe­
cially among farm commodities not covered by 
government supports. 

• New instruments such as state crop yield futures 
contracts and cooperatives to pool risks of small 
producers would bloom in the absence of gov­
ernment commodity programs. 

• Government programs have discouraged innova­
tion of private risk-shifting instruments and their 
use by producers. Research at Ohio State Univer­
sity and elsewhere indicates that the private trade 
would come as close as would government to 
holding socially optimal buffer stocks. 

• Risk is not unique to farming. Other major ele-



ments of the economy also face severe risk, and, 
in fact, small businesses have higher failure rates 
than farms. Yet, despite or because of minimal 
government intervention, small nonfarm business 
has been a vital, dynamic, and growing sector. 

• Government risk management often fails. Provi­
sion of disaster payments and federal all-risk crop 
insurance has been an administrative nightmare 
and subject to abuse by farmers. Few farmers vol­
untarily buy federal crop insurance despite heavy 
subsidies. Nowhere in the world are farmers suf­
ficiently risk averse to pay the full cost of all-risk 
crop insurance. Government payment of insur­
ance premiums encourages farmers to raise out­
put variation to maximize subsidies and 
encourages cropping in marginal farming areas 
with fragile, erosion-prone soils. 

6. Countervailing foreign subsidies 
This justification for programs is stated as, We must 
subsidize if other countries subsidize, or, We can com­
pete with foreign producers but not with foreign gov­
ernments. Such statements do not stand scrutiny. 
• Other countries, including New Zealand, Canada, 

Australia, and the European Union (EU), are cut­
ting back agriculrural subsidies unilaterally. 

• The completed Uruguay Round of multilateral 
trade negotiations requires countries to cut their 
agriculrural export quantity subsidized by 21 per­
cent and their export subsidy value by 36 percent 
by year 2000. Our Export Enhancement Pro­
gram of subsidies may have helped us to get a 
better deal out of the Uruguay Round, but fu­
ture U.S. export subsidies are unlikely to influ­
ence EU behavior, the chief villain in subsidized 
trade. Meanwhile, continued U.S. export subsi­
dies alienate our friends . 

• Studies summarized by the General Accounting 
Office indicate that the Export Enhancement Pro­
gram had a low payoff even before completion of 
the Uruguay Round. It is less cost-effective than 
direct payments in raising farm income. It raises 
domestic prices relative to world prices, inviting 
imports of durum wheat from Canada. 

• Importers such as the Former Soviet Union gain 
from our food export subsidies while our nation, 
especially the taxpayer, loses. 

• Continuing farm subsidies detract from funding 
of high-payoff agricultural research for agricul­
tural productivity gains that are the core of our 
international competitiveness. 

• International trade models indicate that consum­
ers, agribusiness firms, and taxpayers gain more 
than producers lose from terminating trade dis­
tortions. Models of the economy typically show 
U.S. national income losses of $4 billion or more 
annually from trade distortions induced by com-
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modity programs. These results show as large or 
larger gains in national income when the United 
States alone liberalizes trade as when all countries 
simultaneously liberalize trade. The fact that tile 
U.S., EU, and other major traders liberalized their 
policies before rather than after the Uruguay 
Round agreement strongly suggests each country 
gained from opening markets, whether or not 
other countries opened their markets. However, 
because multilateral liberalization lifts world 
prices, producers are better off from multilateral 
liberalization than from unilateral liberalization. 

• American production of peanuts, tobacco, sugar, 
cotton, and rice faces competition mainly from 
countries too poor to provide effective subsidies 
or government competition warranting counter­
measures by the United States. Many would end 
their subsidies if we would end ours. 

7. Preserve the family farm 
Commodity programs have not saved the family 
farm from technological change and industrializa­
tion. Empirical models provide some insights. 
• According to my empirical analysis, commodity 

programs have no major impact on farm size and 
number, but may modestly increase size and de­
crease numbers in the long term. Programs pro­
vide security and capital, encouraging farmers to 
leverage equity to buy and consolidate a neigh­
boring farm and purchase additional machinery 
to cut labor needs and expand operations. 

• In the 1980s, the rate of decline in farm numbers 
was twice as fast in Japan as in the United States. 
Yet, Japan was supporting prices at fout times 
U.S. price levels. The European Union, with very 
high supportS, also has had a higher rate of farm 
outmovement than the U.S. in recent decades. 
The major reason for the slower U.S. rate was 
because we made our adjustment earlier-in the 
1950s and 1960s. Commodity programs could 

(continued on page 43) 



(Commodity Programs, cont. fom page 7) 
do more to preserve farms of choice, 
but a major restructuring would be 
required to target small and mid-size 
family farms. 

• Farm size and numbers are deter­
mined primarily by technology. Com­
modity programs can temporarily run 
against the tide, but eventually mar­
kets and technology prevail. 

• Any farm people displaced by ending 
commodity programs are not neces­
sarily worse off. An Oklahoma study 
of former farm operators who exited 
in mid-career found that the number 
who said they were better off out­
numbered those who said they were 
worse off by a four-to-one ratio. 

8. Preserve rural communities 
After experiencing net in-migration in 
the 1970s and net out-migration in the 
1980s, rural areas have again returned 
to net in-migration in the 1990s. Many 
feel that generous commodity programs 
are a useful way to further stimulate 
the rural economy. Several consider­
ations argue against that conclusion. 
• Fewer than one-third of the nation's 

2,400 rural counties are farm-depen­
dent, that is, receiving over 20 per­
cent of their income from 
farm-related earnings. These counties, 
most of which are in the Great Plains, 
contain only 7 percent of the nation's 
population. The economic base of 
most rural communities is service in­
dustries and manufacturing rather 
than farming. 

• Less than 10 percent of the 60 mil­
lion rural residents live on farms. 
Only one-third of farm households 
are full-time farmers, and 87 percent 
of farm household income came from 
off-farm sources in 1993. Thus, farm­
ing is the direct economic base for 
less than 5 percent of rural workers 
(full-time equivalent) , and for less 
than 10 percent if multipliers are con­
sidered for local nonfarm jobs cre­
ated by farm jobs. 

• Farm-dependent rural communities 
are more affiuent than rural commu­
nities dependent on other occupa­
tions. And my research with David 
Henderson indicates that increasing 

farm income can hasten the shift of 
shopping from nearby small towns 
to more distant urban areas offering 
more variety at lower prices. 

• Other, more cost-effective state and 
federal strategies, such as investment 
in more hours of schooling per day 
and per year, will serve the people in 
rural communities better than will 
commodity programs. 
In summary, neither efficiency, eq­

uity, nor cost-effectiveness are valid ar­
guments that commodity ptograms are 
a wise route to rural development. 

9. Protect the environment 
Although the market alone will not pro­
tect the environment, current commod­
ity programs are an inadequate delivery 
system for several reasons. 
• Conservation Compliance (CC) is a 

success story, but omits half of all 
land in farms and one quarter of all 
cropland-that being farms not par­
ticipating in government crop pro­
grams. Surveys indicate that CC is 
generally well received by producers, 
but cannot be comprehensive if tied 
to commodity programs. 

• Commodity programs discourage ro­
tations and encourage excessive ap­
plication of pesticides and synthetic 
fertilizers per acre on crops. 

• The Conservation Reserve Program is 
not cost-effective to protect the envi­
ronment. Many acres in it have no 
environmental hazards. Much land 
classified as "highly erodible" can be 
farmed with modern conservation till­
age and other "best practices" without 
harm to the environment. I have pro­
posed a twenty-year or permanent 
Cropland Easement Program (CEP) 
to remove approximately 25 million 
acres of cropland from production that 
cannot be farmed with conservation 
tillage at acceptable erosion rates or 
that pose water quality problems. CEP 
would include 5 million acres for fil­
ter strips and 20 million acres of the 
most highly erodible cropland. CEP 
would allow haying, grazing, forest, 
wildlife, or recreation use. 
Conservation Compliance (CC) 

needs to cover all cropland having en­
vironmental hazards. Some current 
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commodiry program funds would be 
reallocated ro pay for environmental 
structures such as fences protecting grass 
filter strips. The public is not necessar­
ily obligated to compensate farmers for 
extending Conservation Compliance 
because (a) modern conservation till­
age practices now permit CC with no 
loss of profit or output on most land; 
(b) producers in most instances are be­
ing asked only to do what is reason­
able, such as saving their own soil or 
stopping "downstream" damage that 
they are causing other farmers or 
nonfarmers; (c) costs to individual pro­
ducers of CC are velY difficult to esti­
mate and, hence, to compensate; and 
(d) CEP needs to attend CC in remov­
ing cropland from production that can­
not be cropped at acceptable soil erosion 
tolerance or water quality levels using 
best practices. CEP would compensate 
farmers and avoid "takings." 

10. Maintain a fair share of 
government benefits for 
farmers 
Those who contend that commodiry 
programs are justified to ensure that 
farmers receive a fair share of federal 
benefits emphasize the declining farm 
portion of the federal budget. That 
share has fallen from 4 percent in 1950 
to 1 percent in recent years. In con­
trast, farming accounts for nearly 2 per­
cent of the nation's population and 
gross domestic product (GOP). 

Several considerations argue against 
the principle that farmers should re­
ceive the same share of the federal bud­
get as their share of population and 
GOP. 
• The vast majority of federal spending 

is for services rendered, such as de­
fense and interest on the debt, or for 
insurance, such as social security and 
medical care. These alone constitute 
two-thirds of federal outlays. Most 
other outlays are not subsidies to spe­
cific sectors. If we consider only fed­
eral budget subsidies to industries and 
arbitrarily allocate 2 percent of that 
to agriculture, the industry will re­
ceive far less than the ann ual $10-
$15 billion for farm subsidies received 
in recent years. 
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• The proper way to cut the federal 
budget is to prwle spending that is 
inequitable, inefficient, and not ef­
fective in addressing the nation's 
needs. In contrast, spending that has 
a high payoff in meeting the nation's 
needs that the private sector will not 
supply warrants expansion, even as 
overall spending is cut. By that stan­
dard, commodity programs need to 
be prwled while basic research to raise 
food resource productivity needs to 
be expanded. Viewpoints reflected in 
statements such as, Agriculture will 
accept cuts proportional to those in 
the rest of the budget, or, Agricul­
rure has already taken its share of cuts, 
may be good politics, but they are 
not evidence of sound economics. 

11. Sustain farmland values 
Expectations of continuing farm com­
modity programs have caused some 
$100 billion of such benefits to be capi­
talized into land prices, or up to 15 
percent of total farmland value. The 
percentages are higher in cotton, rice, 
and wheat areas where benefits have 
been especially generous. 

Maintaining these capitalized ben­
efits is not a case for continuing farm 
programs for several reasons. 
• Preserving programs without merit 

just to avoid capital losses makes no 
more sense than maintaining un­
needed military bases and personnel 
to avoid adjustments. 

• Commodity programs are of little 
value to new owners, renters, opera­
tors, and farm laborers. Benefits have 
gone mainly to those who owned land 
when programs were initiated. How­
ever, termination of programs will be 
painful to the new owner-operators 
beca use they will experience 
decapitalization of real estate assets. 
The impact is dampened somewhat 
because many land market partici­
pants anticipated that programs could 
not be sustained, and they have re­
strained their land bids accordingly 
III recent years. 

• Adjustments to the market need not 

be traumatic. Program support pa­
rameters have been reduced 50 per­
cent since 1985, but real income per 
capita on farms has risen. Phasing 
programs out over ten years, as I pro­
pose, would not avoid some front­
loading of capital losses, but the land 
depreciation would average about 1.5 
percent armually for ten years, other 
things being equal. Over the long 
term, land prices have kept pace with 
inflation and are expected to do so 
in the future. If inflation averages 4 
percent annually over the next de­
cade, land price gains may average 
2.5 percent per year (4 - 1.5) with 
program phaseout, a disappointing 
but not devastating adjustment com­
pared to the 6 percent average an­
nual drop between 1982 and 1987. 

12. Commodity programs work 
Politicians and commodity groups fre­
quently defend programs by saying 
"they work" or "If it ain't broke, don't 
fix it." The meaning of "they work" is 
unclear, but probably means programs 
meet the needs of their advocates. 
• Even the egregiously worst agricul-

A tural policies the world over have avid 
defenders. That is because someone 
gains from policies that fail the most 
elementary tests of equity and effi­
ciency. The programs work to serve 
special interests, but not the public 
interest. 

• Failure of the previous eleven justifi­
cations to stand critical scrutiny is 
evidence programs do not work to 
meet the needs of the public at large. 

Conclusions and 
recommendations 
Commodity programs have lost their 
economic, social, and environmental 
rationale and now must rely for suste­
nance on political power. The conclu­
sion that farmers have achieved income/ 
wealth parity with nonfarmers has pro­
found policy implications. With farm­
ing no longer a welfare case, producers 
can afford to pay for means to cope 
with risk and other "unique" problems 

of agriculrure. The nation can no longer 
afford upper middle class welfare. 

To avoid severe adjustment strains, 
programs need to be gradually phased 
out over a ten-year period. Announc­
ing the phaseour in advance alerts in­
vestors to stop capitalizing benefits into 
land and to begin adjusting to a mar­
ket economy. The government could 
afford to be generous in providing train­
ing, job information, relocation assis­
tance, and counseling for any who leave 
farming, rather than continue the far 
more costly commodity programs to 
maintain land price. 

The case for ending "no federal cost" 
programs for sugar, tobacco, peanuts, 
and marketing orders for milk is at least 
as strong as for ending grain and cot­
ton programs. "No federal cost" pro­
grams "taxing" consumers are more 
regressive than programs taxing taxpay­
ers. That is because taxpayers on aver­
age are more wealthy than consumers. 
Also, programs providing decoupled de­
ficiency payments from taxpayers dis­
tort markets and reduce national 
income less than programs distorting 
markets with mandated high prices. (!l 

• For more information 

Documentation for this paper comes 
from sources too numerous to list, bur 
most are given here. 

T weeten, L. Farm Policy Analysis. Boul­
der: Westview Press, 1989. 

. "Is It Time to Phase Our Com­
modity Programs?" Countdown to 1995: 
Perspectives for a New Farm BilL Chap. 
1, Anderson Chair Publication ESO 
2122. Columbus OH: Department of 
Agricultural Economics, The Ohio 
State University, 1994. 

_. Statement before the Senate Com­
mittee on Agriculture, Nutrition, and 
Forestty, 9 March 1995. 

Luther Tweeten is Anderson Professor of ag­
ricultural economics at The Ohio State Uni­
versity. 
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