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rpublic Policy and the Reemergence 
of international Economic Influences 
on U .S. Agricultur~ 

Philip L. Paarlberg and Ahn J. Webb· 

Abstract 

!Recent literature on agrIcultural pohcy argues that a new market envIronment has 
emerged m the past 15 years characterIzed by the growmg Importance of mter· 
nahonal trade, a U S agrIcultural sector mcreasmgly mtegrated mto the U Sand 
world macroeconomy, and an mcreasmg pnce varlablhty for agrIcultural com· 
modltles A hlstor'cal exammatlOn of the effects of trade, macroeconomIc factors, and 
pnce varlablhty on US agrIculture, however, shows that these mfluences are not 
new Changes In agrIcultural and macroeconomic polIcIes In the seventles have caus­
ed these charactenstIcs to reemerge, albeit In a somewhat dIfferent form and 
magmtude than m prevIOus decade~ 
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Introduction 

Current hterature on agrIcultural trade character· 
Izes the mternatlOnal envIronment facmg U S agrl' 
cultUl e wIth three generahzatlOns (1) that trade 
plays an mcreasmg role m US agrIculture, (2) that 
US agriculture IS mcreasmgly mtegrated mto the 
US and world macroeconomy, and (3) that pnce 
varIablhty for agrIcultural commodlhes IS mcreas· 
mg (see Duncan and BorowskI (8) for one example) I 

These generahzatlOns Imply that mternatlOnal 
trade was not, unhl recently, very Lmportant to 
US farmers and that the agrIcultural sector was 
largely ISolated from the rest of the economy Fur· 
thermore, the last statement Imphes that pnce van· 
ablhty due ,to the rehance on exports IS a new prob· 
lem for the sector EconomIsts have used these gen· 
erahzatlOns to argue m favor of a new U S pohcy to 
deal wIth thIS mternatlOnal enVIronment 

*Paarlberg IS an assIstant professor at Purdue UmversIty 
Webb 18 an agricultural economist with the InternatIOnal 
Economics DIVIsion, ERS ThiS article was orlgmally a paper 
presented at the symposium, "U S Commodity Programs In a 
ChanglOg InternatIOnal Economic EnVironment," at the annual 
meetmg of the American Agncultural Economics ASSociatIOn, 
Ithaca, NY, August 5-8, 1984 

lltahclzed numbers In parentheses refer to Items III the Refer 
ences at the end of thiS article 

A longer perspectIve, however, shows that these m· 
fluences are not new, although the magmtude of 
these mfluences and the manner m whIch they af· 
fect agrIculture may have changed Except for two 
OJ three decades m the mIddle of thIS century, mter· 
natIOnal trade has been crItIcal to the well·bemg of 
the agrlcultural'sector, agrlculture'has been sen· 
"bve to developments (shocks) elsewhere m the 
economy, and prIces for farm outputs have been 
hIghly vanable The theme of thls'artIcle IS that 
changes m pubhc agrIcultural and macroeconomLC 
pohcy durmg the seventIes allowed these elements 
to reemerge, albeLt m a somewhat dIfferent form 
and magmtude than m prevIOus decades 

FormatIOn of future pohcLes reqUITes an understand· 
mg of how U S pohcy and the InternatIOnal en· 
VIronment have Interacted In the past In thIS arh· 
cle, we WIll blOadly compare and contrast the Inter· 
natIOnal envIronment facmg U S agrIculture We 
wlll separate mfluences WhICh have reemerged from 
those we beheve have changed We WIll then at 
tempt to hitk the role of trade and the vanablltty In 
prIces to the polIcy behaVIOr of the US ,Government 

We wIll IdentIfy four d,stmct perIOds of U S pohcy 
responses to the InternatIOnal envIronment The 
first penod, up to 1930, was a perIod of IndIrect 
Government mterventlOn m agrIcultural commodIty 
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markets and of hmlted InterventIOn In the' macro­
economy The perIod was characterIzed by an Impor­
tant role for trade, varIable agrIcultural prIces, and 
strong agrIcultural hnkages to the macroeconomy 

DurIng. the next perIod, 1930·70, the US Govern­
Illent assumed a m8Jor dIrect role In agrIcultural 
commodIty markets and the macroeconomy Trade's 
Importance to U.S. agrIculture was relatIvely small 
compared wIth, domestIc demand, prIce varIablhty 
was reduced, and macroeconomIC polIcy concen­
trated on aggregate demand management 

In the thIrd perIod, 1970·80, changes In US' 
Government agrIcultural and macroeconomIc polIcy 
allowed the mternatlOnal envIronment whIch faced 
US agrIculture m the past to reemerge AgrICul­

·tural commodIty programs changed from prIce sup· 
port uSlng nonrecourse loans to Income support VIa 
defiCIency payments MacroeconomIc polIcy durmg 
thIs-perIod became more chaotIC and less able to 
manage aggregate demand 

In the last pehod, 1980 to the present, agrICultural 
pohcy ha-s shIfted as pohcymakers attempt to operate 

m thIS reemerged envIronment A CrItIcal pohcy 
Issue IS the type of pubhc mterventlOn strategy the 
UnIted States should elect 

The longer run perspectIve dIscussed m thIS artIcle 
shows that the UnIted States had confronted these 
Issues before and adopted two contrastmg means of 
reactmg to thIS mternatIonal envIronment One 
pohcy allows the domestIc market to adJust to 
changmg world market condItIons, whereas the 
other prevents such adJustment through pubhc m· 
terventIon ConsIderatIOn of the hIstOrIcal ex· 
peI lence of each pohcy 'strategy should prOVIde m· 
sIghts mto the dIrectIOn of future polICIes 

Role of Trade 

Except for a few decades of thIS century, trade has 
been CrItIcal to U S agrIculture It has been an 1m· 
portant outlet for productIon and has been a source 
of mstabliity for agrIcultural prIces FIgure 1 shows 
that It was not untIl the seventIes that agrIcultural 
exports as a percentage of farm cash receIpts re­
gamed the levels obtaIned durmg the 1910·29 
perIod (6) Tobacco was a major export smce the early 
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settlers arrived WIth the mventlOn of the cotton 
gm m 1793, cotton became a maJo. export, m 1860, 
cotton constItuted almost two· thIrds of the total ex· 
port trade of the Umted States (18) HIstorians argue 
that one of the major causes of the CIvIl War was 
the conflIct between ,the agrIcultural expO! t·orIented 
South and the manufacturmg protectlOmst North 
One author describes the sItuatIOn m agrICulture 
as "Durmg and after the CIVIl War the fluctua· 
tIons of the currency and the high tariff worked 
espeCIal hardshIp on the farmers as producers of 
staples whIch must be sold abroad " (3, p 20) 
Although thIS situatIOn apphed primarily to south· 
ern cotton and tobacco farmers, It was of growmg 
Importance to northern wheat producers as well 
ThIS quotatIOn Illustrates three concerns whIch 
sound famlhar today (1) currency fluctuatIOns (m· 
flatlOn and exchange rates) (2) high U S tariffs (on 
nonagricultural goods) and (3) Importance of export 
markets The period followmg the Clvll War was 
one of'agrlcultural expansIOn, mcreased com 
mUnICatlOn, and Improved transportatIOn, all of 
whIch encouraged mternatlOnal trade (7) The ar· 
rival of North American gram on European mar· 
kets m the late 1870's was partially responsible for 
I econclhng mdustrialIsts and agricultural mterests 
m Germany, leadmg to Germany's tariff of July 
1879 (9, p 297) The recessIOn whIch hit agrlcul· 
ture m 1921 was both the result of a declIne m ex· 
ports following World War I as European natIOns 
recovered from the war as well as the result of over· 

expansIOn In U S agricultural productIOn to war· 
tIme needs 

Table 1 shows the average share of productIOn ex· 
ported for current major U S agrIcultural exports 
by decade smce 1870 on a volume baSIS The pat· 
tern IS generally U·shaped PrIOr to the thIrtIes, 
trade was Important for wheat, cotton, tobacco, and 
rice (7) The trough m the thIrtIes reflects the tariff 
wars durmg the DepreSSIOn, whereas the low values 
for the forties reflect the mterruptlOn of commerce, 
dUring World War II DUring the postwar perIOd, 
the role of trade began to Tlse 

Wheat exports In the 1870·1929 perIOd averaged 26 
percent of productIOn Durmg the thIrtIes that 
share fell dramatIcally to 84 percent Only after 
the passage of export subSIdIes and expO! t promo· 
tlOn programs durmg the fiftIes dId the export 
share of wheat productIon recover The export share 
of wheat, productIOn rose to a peak of 58 1 percent 
m the seventIes, but It fell slIghtly m the early 
eIghtIes SImIlar patterns over tIme are eVIdent for 
corn and cotton, despIte the fact that most of the 
corn was used onfarm wheras the cotton was mar· 
keted Corn exports m the fiftIes were about the 
same share of productIOn as durIng the 1870's Corn 
exports m recent years have risen to 24 percent of 
productIOn, about the same share wheat exports had 
m the 1870's Although cotton exports as a share of 
productIOn have risen, exports are stIli well below 

Table I-Average share of U.S. productlOD exported for selected crops, hy decade, since 1870 

Decade Wheat Cotton Tobacco Corn SO) beans RIce 

Percent 

187079 254 647 591 44 
1880·89 269 656 453 3 I 
1890·99 301 686 373 53 
190009 220 671 354 28 
191019 235 576 370 18 \6'5 
1920·29 260 575 388 1 3 260 

193039 84 509 314 16 67' 166 
194049 187 231 224 20 28 427 
195059 359 357 236 45 163 496 
196069 536 350 261 124 281 612 
197079 581 412 367 244 383 589 

ISoybean production and trade data not leported prIor to 1931 
lRlce productIOn and tlade data not reported prior to 1910 
lNme-year average used 
Source (18) 
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the contribution made In earher penods Tobacco 
exports were well below historical levels Trade has 
become increasingly Important to soybeans and rice 

Depending on when the comparison IS made and 
what crop IS considered, one can view the current 
large share of production exported as either a fun­
damental change or a reemergence of what eXisted 
before the thirties For wheat, export trade was 
always Important, but ItS contributIOn has risen 
Trade IS clearly more Important for corn, soybeans, 
and rice Exports for cotton and tobacco are less Im­
portant than they were 50 or 100 years ago 

The figures do suggest some major changes during 
the intervening years Foremost, the mixture of 
crops exported has changed Wheat, cotton, and 
tobacco have gIven way to corn and soybeans 
Unlike the pre-DepreSSIOn years, the emphaSIS of 
U S export trade IS more toward ingredients for 
livestock feed Because meat demand tends to be 
more sensItive to Income changes than IS the demand 
for the wheat, nce, cotton, and tobacco, U S trade 
may be more sensItive to changes In Income growth 
than In the past Another fundamental change sug­
gested by table 1 and figure 1 IS that the role of ex­
ports In the aggregate has, strengthened 2 The, 
domestic share has declined because over time the 
Income elastiCity for these crops In the Umted 
States has fallen because of high per capita in­
comes Thus, current growth In U S domestic de­
mand for most crops IS largely due to populatIOn in­
creases rather than to Income changes (4) 

The,data presented In table 1 do disguise one 
change which IS truly fundamental to understand­
Ing the, present internatIOnal environment faCing 
US agriculture During the 1909-12 period, the ex 
port market for U S agricultural commodities was 
In Western Europe When that market collapsed 
after World War I, US agrIculture collapsed as 
well In 1909-12, 83 percent of U S exports went to 
Europe (excluding RUSSia), of which most was for 
the Umted Kingdom (20) Seventy years later, only 
28 percent went to Western Europe, whereas 13 

2Welghtmg the proportion of each crop exported, by Its con· 
trlbutlOn to total productIOn shows that corn domInates Because 
exports are increasingly Important to corn producers, the ag 
gregate role of trade for U S crop producers has become lOCI eas­
mgly more lmportant 

percent went to centrally planned natIOns and 36 
percent went to developing natIOns (19) The shift In 
world trade patterns from Europe and toward cen­
trally planned 'and developing nations represents a 
fundamental change, These natIOns' demand for 
food tends to be more Income elastiC than does 
Western Europe's, hence, developing nations' Im­
ports are-more sensitive to changes In consumer ex­
penditures Most of these natIOns have borrowed 
heaVily In internatIOnal finanCial markets to finance 
Imports Their ability to sustain large food Imports 
IS now suspect as debt-serVIcing problems mount 
These nations tend to rely on state trading -institu­
tIOns or more rigid Import restrictIOns rather than 
on private markets Thus, the institutIOnal struc­
ture of the market has changed as trade patterns 
have shifted 

VariabIlity In US agricultural prices due to the in­
tegratIOn In world markets IS a problem currently 
faCing U S agrIculture Except for the middle of 
thIS century, varIabIlity has always been an Issue 
(3) In the early 19th century, Increases In export 
demand for cotton raIsed prIces and stimulated a 
western migratIOn of the US cotton Industry (12) 
When supply 'Increases outstrIpped demand, prices 
fell, land sales slowed, and producers SWItched to 
other crops Such cycles have been frequent fm cot­
ton and other crops throughout the 19th and 20th 
centuries A SImIlar cycle began In 1972 HIgh com 
modlty prices and an expansIOnary monetary policy 
stimulated productIOn and raIsed land values Supply 
has.recently outstripped demand, and commodity 
and land prIces have fallen dramatically 

Table 2 shows the average percentage of year-to­
year variatIOns III U S season-average prices by 
decade Since 1870, revealing a U-shaped pattern as 
WIth table 1 Prior to the thIrtIes, prices were 
unstable For wheat, the average, percentage change 
In prIces varied from a hIgh of 26 percent In 
1920·29 to a low of 13 percent In 1900-19 Corn 
prIces also varIed greatly, but dId not,have the 
range of varIabIlity whIch wheat prices had, from a 
low of 15 6 percent to a-hIgh of 22 6 percent The 
a verage percentage changes In prices of cotton and 
tobacco were qUIte erratic prIOr to 1930, WIth lows 
of 5 percent and 6 percent and highs of 24 9, percent 
and 20 6 percent, respectively 
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Table 2-Average year-to-year changes In season· 
average pnces received by U.S. farmers for 
selected crops, by decade, 1870-19791 

Decade Wheat Rlce 

Percent 

1870·79 1364 2020 13342 2243 
1880-89 2060 2256 514 1570 
189099 1551 1830 1986 1364 
1900·09 1306 1929 1926 613 
1910·19 1307 1560 2486 2065 1969 
1920·29 2605 1763 1801 1034 1320 

1930·39 2445 3694 2095 2315 1960 
1940-49 1490 2316 1281 1073 1684 
1950·59 360 632 620 327 825 
1960·69 11 76 617 999 401 200 
1970·79 2384 1950 1699 856 2792 

- = Not available 
ICalculated by averaglng the absolute year to-year price 

changes and dIvldmg by the mean price for the decade 
2Data for 1876-79 only 
Source (IS) 

Durmg the thIrtIes, year· to-year prIce changes were 
large-for corn the largest of the entire series and 
for wheat the second largest-because of large 
dechnes m crop prices durmg the DepreSSIOn In the 
fifties and SIxties, the varIatIOn m prices for all 
commodIties dechned sharply In the seventIes, 
prIce varlablhty resembled that of the twenties and 
thIrties The year-to-year prIce varlablhty for wheat 
rose to 23 8 percent, Just shghtly above the "nor­
mal" level prIor to 1930, but well wlthm the overall 
hIstorIcal range The year-to-year changes for corn 
and cotton prIces are consIstent WIth the pre-1930 
level, although the prIce of tobacco varied less Only 
rice prIces varIed conSIderably above the pre-1930 
level 

Although price varlablhty Itself IS not new, the 
data m table 2 show that It has mcreased for all 
crops smce the fifties and sIxtIes A maJor factor 
has been mcreased world agrIcultural trade barrIers 
as well as changed pohcy mstruments used for pro· 
tectlon purposes The growmg lmportance of devel­
opmg and centrally planned nations as markets for 
agrIcultural products has mcreased price varlablhty 
Most of these countnes are state traders or they use 
other pohcles whIch sever the hnk between domes· 
tiC and world prices (1, 22) An abrupt change m 
pollcy, such as the Sovlet declslOn to Import gram 

rather than slaughter hvestock m 1972, can cause' 
tremendous prIce changes m a world market where 
trade , barrIers allow relatively httle adJustment to 
world pnce movements 

Although West European natIOns account for a 
decllmng share of world agricultural trade, par­
tIcularly for wheat, they are stlll Important factors 
m the market At the outset of thIS century, the 
European natIOns pnmarlly used tariffs to protect 
theIr agricultural producers (11) TarIffs permlt, 
pnce vanatlOns to move across borders (1) These 
natIOns have adopted poilcles m'recent years whlCh 
Insulate their domestIc markets from world price 
changes, thereby magmfymg the mstablhty m 
world prices 

Brltam Is'a particularly useful example of'such 
pohcy changes In the early 20th century, Brltam 
was a large wheat lmporter and followed a free 
trade pohcy Durmg the thlrtleS, Brltam adopted 
lmport tariffs as did all other countrles (11) In 
1973, Brltam Jomed the EC and accepted the EC 
pohcy of vanable levles WhlCh add to world pnce m­
stablhty Other European natIOns followed a slmllar 
path, although at d,lTerent speeds Current pohcles 
m Western Europe magnIfy the mstablhty m world 
prlces 

Institutional developments mother exportmg coun­
tries may have also mcreased world pnce var,ab,hty 
The Canad,an Wheat Board lS a product of the 
DepreSSIOn and acts to stablhze producer returns 
The Austrahan Wheat Board IS an outgrowth of 
World War II (2) StochastlC slmulatlOn analysls'of 
board marketmg suggests that these types of m­
stltutlOns can also mcrease world price varlablhty 
(14) 

Macroeconomics and U.S. Agriculture 

Another recurrmg theme m the current hterature 
lS that U S agrlculture lS mcreasmgly mtegrated 
mto the U S and global macroeconomy Except for 
the mlddle of th,S century, U S agrlculture has 
been mtegrated mto the rest of the economy In the 
late 19th century, farmers' concerns focused on rall­
road shlppmg charges, cred,t, tanffs, and the U S 
currency The popuhst platform of July 1892 ad­
vocated the fl ee cOlnage of Sliver and a graduated 
Income tax (7, p 525) Other pohtlcal demands by 
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farmers Included reduced tariffs on Industrial goods 
and reduced Interest, rates, f,om 10 percent to 8 per­
cent (3, pp 120 22) The "boom and bust" cycles of 
the 19th and 20th centunes were heavIly Influenced 
by changes In the money supply A polIcy to Inflate 
the economy to benefit agrIculture even helped 
launch Wtlham JennIngs Bryan's 1896 presIdentIal 
campaign AgrIculture versus protectIon debates are 
not a recent phenomenon COnfl,cts between' farmers 
seekIng export markets and manufacturers seekIng 
Import relIef were a major theme of U S hIstory In 
the 19th century 

These same problems are faced today The 1984 
Econom~c Report of the Prestdent, for example, 
dIscusses the sensltIvlty of agrIculture to changes In 
Interest rates and monetary pohcy (6) Accordmg to 
The Washington Post, farmer representatIves and 
labor leaders have exchanged sharp debate In hear­
Ings over auto-content legIslatIon and restrictIOns 
on steel Imports (21) US-ChInese agrIcultural 
trade has been dIsrupted by d,sputes over protectIOn 
of U S textIle manufacturers 

If macroeconomIc factors are not new to U S agrI­
culture, why IS It'popular to wrIte that,they are? 
The statement that U S agrIculture IS IncreasIngly 
Integrated Into the rest of the economy partly 
reflects an exceptIOnal penod for US agrIculture 
and partly reflects changes In the magmtude of 
Intel actIOn 

Although 19th century growth In U S agrICulture 
and raIlroads was heavIly financed by eastern U S 
and BntIsh banks and although farmers then pur­
chased theIr Inputs from the nonfarm sector and 
relIed on cred,t, agrIculture now depends even more 
on, the rest of the economy than m the past Table 3 
shows the share of productIOn costs and the share of 
mterest on farm mortgage debt m U S gross farm 
mcome by decad~ ,mce 1910 Both have the famIlIar 
U shape In the 1910-19 penod, 3 1 percent of farm 
mcome went to mterest on farm iffiortgage debt 
Dechnes m farm mcome durIng the twentIes and 
thIrtIes mcreased the share to almost 5 pel cent By 
the fortIes, the Interest share had fallen to 1 per­
cent, perhaps a reactIOn to the use of debt financmg 
by those farmers who SUI vlved the DepressIOn In­
terest as a share of gross receIpts began to rIse In 
the s,xt,es and was only slIghtly greater In the 
seventIes than In the 1910-19 perIod 

Table 3-Shares of Interest on farm mortgage debt 
and productlon expenses In 'U S gross farm 
Income, by decade, 1910-79 

Shm e of fal m lOcome 
Decade 

Interest l I Production expenses l 

Percent 

1910-19 3 1 489 
1920-29 48 577 
193039 46 586 
1940-49 10 508 
1950-59 1 1 643 
196069 23 694 
197079 35 690 

lInLeresl on'farm mortgage debt diVided by'gross farm Income 
2Total productIOn expenses dlllldcd by gross farm Income, In 

c1udmg feed purchased, livestock purchased, seed purchased, fer 
tlllzer and lime, repairs, depleCIatlOn, hlled labor, taxes on farm 
property, Interest on farm mortgage debt, and rent to landlord 

Source (18) 

The share of farm Income gOIng to all productIOn 
expenses tells a slIghtly dIfferent story PrIor to the 
DepreSSIOn, mputs purchased accounted for between 
48 9 and 58 6 percent of gross farm Income Durmg 
the fift,es, SIxtIes, and seventIes, the Inputs' share 
of farm mcome rose to 64 3 percent, 69 4 percent, 
and 69 percent, respectIvely (table 3) One major 
development was that after World War II, U S agrI­
culture Increased ItS relIance on purchased fertIl­
Izer, seed, and fuel 

FleXIble exchange rates and InternatIOnal asset 
mat kets represent other factors whIch may have 
reemerged m a dIfferent form W,th the currency­
flow system,~InternatlOnal currency transfers, In 
prInCIple, served to expand or to contract the 
monetary base, thereby causmg Intelllal pn,,-e ad­
Justments to external d,seqUIlIbnum W,th the end 
of the Bretton Woods Agreement In the early seven­
he~, exchange rate movements caused Internal 
pnces to adjust to external dlseqUllbrIum unless 
othel polICIes were used to prevent thIS adjustment 
Schuh argues that the emergence of world financIal 
asset markets, m the context of fleXIble exchange 
rates IS a fundamental change (17) Whether th,s 
SItuatIOn represents a change can be debated Euro­
pean and U S asset markets were well Integrated 
m the 19th century as extensIve foreIgn (mostly 
European) finanCIng of US agrIcultural develop 
ment showed G,ven the Importance of Europe to 



v S exports m the early 20th century, the export 
market and financIal asset market may ha ve been 
as completely mtegrated then as It IS now 

World trade patterns have fundamentally changed 
as developIng and centrally planned countrIes have 
Increased theIr Importance to world agrICultural 
trade World financIal asset markets have expanded 
to meet this change The ablhty of these natIOns to 
finance Imports of agricultural products, or to In­
crease expendItures' In relatIon to Income, 15 a 
crItIcal development The pool of loanable funds 
worldwide expanded rapidly after the 011 price rIses 
m 1973 and 1979 The use of monetary polICies to 
accommodate these price shocks, especially after 
1973, allowed financial assets to flow from devel­
oped countries to 011 exporters, who then (through 
commercial banks) provided credit to developing 
and centrally planned natIOns The rapid growth In 
demand for V S agricultural exports m the late 
seventies was partly due to growth m exports to 
developIng and centrally planned countrIes result 
mg from these financial transfers V S agricultural 
exports slowed m the early eighties because these 
natIOns were unable to service their debts which 
had accrued as a result of these transfers A major 
difference with the past IS that the loans of the late 
seventies were made to natIOnal governments rather 
than to mdlvlduals As a result, bank solvency and 
In some cases the solvency' of the world financial 
system depend on a smgle debtor's abilIty and Will­
Ingness to repay oblIgatIOns 

Reemergence oUhe International 
Environment 

The changes m the mternatlonal trade enVIronment 
facmg V S agriculture represent a reemergence of 
the old enVIronment with a somewhat greater m­
fluence on V S agriculture Why did the old en­
VIronment reappear? Changes m V S commodity 
pohcles and In V S macroeconomic polIcy appear to 
be strongly lInked With thiS reemergence 

The V-shaped patterns observed earher reflect 
changes m these factors The data can be diVided 
mto four phases based on V S Government pohcy 
The first phase was one of hmlted dIrect V S 
Government Involvement m both agricultural com­
modity markets and the macroeconomy, that phase 

, 


ended about 1930 PrIOr to that tIme, the dIrect In­
volvement of the Federal Government m agricul­
tural commodity markets was hmlted The Home­
stead Act, the MorrIll Land Grant Act, and the 
estabhshment of the V S Department of Agricul­
ture and the ExtenSIOn ServICe were aimed prImarIly 
at Improved productIOn and land availabilIty rather 
than at prIce support The Federal Land Bank sys­
tem, establIshed m 1916, prOVided long-term credit, 
while Federal Intermediate Credit Banks were 
establIshed m 1923 (4) These polICies were forms of 
productIOn subSidies The Agricultural MarketIng 
Act of 1929 created the short-hved Fe,deral Farm 
Board, but not untIl 1933 did the U S Government 
become dIrectly Involved on a large scale In agri­
cultural commodity markets 

The story of V S Government Involvement m the 
macroeconomy prIor to the thirties was Similar to 
that for agriculture The years after the CIVil War 
saw Improvements m bankmg, promotIOn of the 
development of commercial mfrastructure, regula­
tIon of mdustry, and enactment of varIOUS tarIff 
pohcles But, pohcles deSigned to stimulate ag­
gregate demand were years away Even Franklm D 
Roosevelt promised to balance the Federal Budget 
m 1932 The US Government nommally had hm­
Ited control of monetary pohcy However"J P 
Morgan controlled gold reserves rIvalmg the V S 
Treasury and allegedly averted a monetary collapse 
m 1907 (5) The Federal Reserve System, created m 
1913, was mexperIenced, as subsequent events dur­
mg the DepreSSIOn would show 

The 1930-70 perIOd sharply contrasts With the ex­
perIence of agrICulture throughout most of the rest 
of V S hiStory The Federal Government's response 
to the DepreSSIOn and ItS aftermath has been well 
documented-both for agriculture and the general 
economy (4, 13, 16) The Federal Government set 
prIce supports for agrICultural commodities above 
market-c1earmg levels, estabhshed marketmg 
orders, took land out of productIOn after World 
War II, and accumulated stocks throughout the fif­
ties and sixtIes Exports were subSidized or sold to 
needy countrIes on concesslOnal terms to offset the 
loss of competItiveness due to the prIce supports 
Fiscal pohcy evolved m an era of aggregate demand 
management, while monetary polIcy targeted m­
terest rates-all under a system of fixed exchange 
rates 

• 
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One of the consequences of thIS polIcy enVIronment 
was that pnce varIabIlIty m agrlcultilre m the fif­
be, and sIxbes was low m relatIOn to prevIOUS 
decades because pnces weI e supported at US 
Government-determmed levels (table 2) A Govern­
ment market replaced the export market Support 
pnces above world market levels reduced foreIgn 
Import demand and encouraged export supply by 
our major compebtors, thel eby reducmg the role of 
U S exports (table 1) Pubhc stocks and Federal ex­
pendItures for agncultm e mounted ExpO! t subSIdIes 
and credIt programs m the fifbes and SIxtIes offset 
the effects of pnce supports on world mat kets and 
reduced Federal expendItures by reducmg pubhc 
stocks (10) Interest rate targetmg and mIldly ex­
pansIOnary fiscal pohcy created mflatIOnary 
pressures In the early fiftIes, late SIxtIes, and eady 
sevenbes, and plOduced low and stable Interest 
rates whIch lessened the debt load of U S farmers 
(table 3) These Cll cumstances worked m conJunc­
tIOn WIth agrIcultural po!.cy to stImulate farm out­
put An,mcreasmgly overvalued fixed exchange rate 
added an Imphclt tax on expO! ts 

f9n 2 

Dunng thIS perIOd the problems of pnce vanablhty, 
a large rel;ance on trade, and the Imkages between 
U S agrIculture and the world macroeconomy were 
masked by a Government-regulated agrICulture and 
by poltcles deSIgned to manage aggregate demand 
As the, agrICultural Imbalances created by thIS 
poltcy mIx became apparent, real support prIces for 
wheat, ,corn, and nce began to drop about 1950 
(figs 2, 3, 4) For cotton, the process of lowermg 
real SUpp01 t pnces started later and ploceeded more 
slowly than fm grams US agricultural poltcy 
entered a phase of a reduced Government role In 
supportmg commodIty prices t_hrough the sIxtIes 
and mto the seventIes Target pnces and defiCIency 
payments deSIgned to protect farm mcome WIthout 
clrcumventmg market prIce SIgnals became the 
mamstay of U S commodIty programs m the seven­
tIes For wheat and feed-gJ ams, the process of 
Government tranSItIOn from farm pnce support to 
mcome support proceeded qUIckly, and the relatIOn­
shIp of trade to these commodItIes and the problem 
of price vallablltty reemerged (tables 1 and 2) Fa" 
cotton and tobacco, the tranSItIOnal role of the US 
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Government was slower and less complete Thus, 
trade has not recovered Its tradlt\onal Importance 
for these crops, and pnce vallablhty IS less of a 
problem (tables 1 and 2) 

By the early seventies, the Imbalances f,om U S 
macroeconomic pohcy also became eVident Rapid 
expansIOn of the money supply and world hqUldlty 
following the Oil price mcreases reduced real m­
terest rates and caused developmg natIOns to bor­
row funds on InternatIOnal financIal markets to 
finance Imports and eConomic growth Monetal y 
pohcy became more errabc as well, first beIng 
tightened and then loosened m succesSIOn through­
out the decade (6, p 291) These changes In money 
supply growth, In conjunction With the target pnce 
pohcy, mcreased the vanablhty In commodity 
pnces Fixed exchange rates wei e replaced by flex­
Ible rates whIch were senSItive to macroeconomic 
shocks, addmg another dimenSIOn of vanablhty to 
commodity pnces FIscal pohcy seemed less effective 
and more m COnflIct WIth monetary pohcy as Fedel al 
expendItures grew m relatIOn to tax 1 eCeIpts Both 
unemployment and price levels rose SImultaneously 

The pohcy environment appears to have changed' 
agam In the early eIghties In 1979, the Federal 
Reserve'swltched flOm a pohcy of targetmg mtelest 
rates to one of targetmg the growth of the money 
supply The objectIve of the change was to I educe 
mflatlOn by mamtammg tighter control of the 
growth m the money supply InflatIOn has declmed 
sharply, but at the expense of an mcrease m both 
nommal and real U S mterest rates Despite a Fed­
eral Resel ve policy of steady monetary gt owth, fis­
cal pollcy has been expansIOnary In the early 
eIghties, the supply-side economIsts advocated and 
obtamed tax cuts to restore mcentlves for mvest­
ment These achIevements have stImulated output 
and employment, but they have also led to a bur­
geomng Federal budget defiCit The Federal Govern­
ment's demand for loanable funds has been a major 
factor m sustalmng high real U S mterest rates 

These macroeconomIC poliCies have affected U S 
agriculture m two ways Flfst, the nse m U S m­
terest rates has attracted foreign capital, raISing m­
terest rates abroad One result was a global reces­
Sion In the early eighties Second, the InflUX of for­
eign capItal has caused the dollar to appreciate 
rapIdly Developmg and centrally planned natIOns, 

who had borrowed heaVIly at low real rates of m­
terest on short-term CI edit markets m dollar­
denommated accounts, have be~ome vulnerable to 
both mcreased mterest,rates and the stronger 
dollar Hence, the major growth markets for U S 
agrIculture m the seventIes faced severe economIC 
dIfficultIes In addItIon to a slowdown lll'the growth 
rate of the world market, the stronger dollar has 
reduced the competItIveness of US exports m rela­
tIOn to those of other exportmg countnes AgrICul­
ture has been espeCIally affected because pnce­
support programs have prevented the downward ad­
Justment of U S pnces whIch would allow agncul­
tural commodItIes to compete 

On the dvmestlc front, agtlculture, as,a major user 
of borrowed capital, has been squeezed by hIgh real 
mterest Iates and dechmng world prices for ItS pro 
ducts This SItuatIOn has led to the worst finanCial 
cnSlS smce the thirtIes At the same tIme, deepen­
mg pubhc Concern about the SIze and glowth of the 
Federal defiCit has led to attempts to reduce Fed 
eral budget expendItures, mcludmg those on pro­
grams hke agrIcultural commodIty programs 

The cutrent conflIct between U S monetary and fis 
cal ,pollCles cannot be sustamed In the long run 
GlOwmg pressure In Congress to reduce the Federal 
defiCIt IS a recogmtlOn of thIS fact Yet, the mea­
sures reqUired to bnng the budget mto balance 
become mCI easmgly more dIfficult to Implement as 
mcreases m the debt load takes an ever-growmg 
share of Federal expenditures The expellence IS un­
pI ecedented m U S hIstory 

Macloeconomlc policy appears ,to be on the verge of 
a major tranSitIOn The character of th,S tranSItIon, 
however, IS uncertam because It Will be shaped 
largely by responses to future events These changes 
WIll have slgmficant effects on trade and agrICulture 

These macroeconomIC factors, mcreased world pro­
dUction due to good weather, and adoptIOn of new 
technologIes overseas have decreased U S exports 
and farm prtces, deterlOratmg U S net farm mcome 
Loan rates, WhICh In the seventies were rarely effec­
tive m supportmg pnces, agam supported the mar­
ket, as m the flfiles and SIXtIes, these pflce supports 
Imphcltiy taxed US exports, thereby provldmg m­
centIves to foreIgn producers (15) The U S Govern­
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ment responded by retUl mng to prevIOusly used 
polIcIes, such as the Acreage ReductIOn Program of 
1982'and,the Payment-in-Kind program of 1983 

These programs suggest a greatel Federal role In 
US agrIcultural commodIty markets Such a role IS 
11 emendously expensIve and IS not lIkely to last 
wIthout a dramatIc change In how these programs 
ale stlUctured, funded, and operated Thus, US 
agrIcultural polIcy IS also In a state of transitIOn as 
Gavel nment officIals grope for an effectIve means to 
deal wIth this envIronment 

Conclusions 

The changes In U S agrICultural and macroeconomIc 
polIcy In the past two decades have allowed an in­
ternatIOnal envIronment whICh the Umted States 
once faced to reemerge Exports are again critIcal to 
the health of the, agrIcultural sector VariabIlIty m 
commodity prIces, farm Income, and land prIces due 
to uncertam export demand has returned Fluctuat­
Ing exchange rates and mterest rates add to the 
volatIlIty of prices and mput costs Income growth 
both at home and abroad IS again critical to U S 
agrICulture 

Some aspects of the mternatIOnal environment are 
dIfferent after the passage of the mtervenlng 
decades The composItion of U S agrICultural ex­
ports has changed m favor of mgredlents for lIve­
stock feed-namely, corn and soybeans Some buyers 
and sellers and the,mstltutIOns m whIch they operate 
are dIfferent now Developmg countries and centrally 
planned natIOns have replaced Western Europe m 
Importance m trade Many centrally planned coun­
tries are erratic buyers Imports by developmg 
countries depend on mternatIOnal cred,t and mcome 
growth Even the instItutIOns used,by European na­
tIOns have changed so that they add to price vari­
abIlIty Most of these dIfferences, however, amplIfy 
rather than change the roles of trade and price 
instabIlIty 

The CritIcal questIOn faced by U S agrlcultUl al of 
liclals IS how future U S agrIcultural and macro­
economIC polIcy WIll evolve Will the Umted States 
respond to the reemel ged InternatIOnal envIronment 
by returnmg to a polIcy of Intervemng dIrectly In 
commodIty markets so as to Isolate the agricultural 

sector from trade and varlab,hty and from other 
sectors? Or, WIll the Umted States adopt a polIcy 
somewhat lIke that of the 19th century and the first 
30 years of thIS century, when US polIcy attempted 
to provIde farm mcome support WIthout direct in­
terventIOn In commodIty markets? What alternatIve 
pohcles might be adopted to deal WIth U S agri­
culture m an mternatIOnal context? The answers to 
these questIOns WIll depend largely on changes now 
takmg place m the macroeconomIc and trade en­
VIronment faCing U S agrIculture When future 
pohcy strategIes are analyzed, the lessons (both 
posItIve and negative) learned by earher genera­
tIOns 'of offiCIals and farmers can help us under 
stand m what sense current problems facmg agrI­
culture resemble those m the past and m what 
sense they are umque Th,s knowledge can provIde 
valuable mSlghts mto the formulatIOn of future 
farm pohcles 
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