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M!1f.TESOTA FARM BUSi i-JESS i~OTES 
February 20 , 1935 

Prepa r e d by the Divi3iOn of .Agricu ltura l Economics 
Univers ity Farm, St . Paul, Minnflsota 

AGRICULTURAL .ADJUSTMEri' MID PBOCESSI1JG TAXES 
PreparP-d by War ren C. ~ai te 

Th e Secretary of Agriculture in paying benefit or rental paymer-ts to 
producers under the .Agricultural .Adjustment .Ac t is required to l evy processing 
taxes on the particular commodity for which benefit or rental payments are made . 
~hese taxes are paid by the first domestic processor of the product , for exampl P , 
the mill e r or the p ack e r. I'h e f a rme r p ays n o tax on the product rai se d and con­
s~.une d b y hims11 lf, and a refur-d equal to the tax is paid upon export of the product. 
These taxes now amount to $2.25 a hundre d we i ght on hogs a•1d ~ .30 a b1:.shel on wheat . 

'/hen the question, ~~".Tho pays the proc~ ssing tax? 11 is raised, one of t wo 
quite diffArcnt problems i s ordinarily i n mi nd . '!'he first is the question of who se 
pri_cP. is re.i sA d or lowered as a result of p!'ocessi ng taxes. The sPcond is who 
derives the be ::1efi t and who pays thP cost of the ent i re program. The latter is 
Pvidently the more i my>ortant , 3ince even i f the price of the product of a cooperat­
i ng farmer wc~ re lo,ver by the amoun·c of the t 2x , he wonld sti ll gain if the benclfi t 
pa~nents and ch~gec brought about by the program increased his total net i n come. 

The proces~or may attempt to recover the tax payment Pithe r by raising 
the price of the prod,.lct to the co ·.::nDe r or b y at-:;err::)t i ng to P'lrC~'1ase from the.> 
farme r at a lov;er price. The difficulty with the fo:cmer is that consumers will 
ta.-ce only a certai !l q ant i ty of tl1e produ ct a t a particular price i n a given 
situation a.'"ld to raise this price will decrec:.se the qu.antity take!l and with t h e 
same market S1Ypj)lies, st orks will be !lCC'1IllUl a t e d.. Wtd prices will i1ave to be lower­
ed to move thc.se stocks . ho':levcr , if the f arrr.ers i n .. J. t <tp:m sPll ing t11P same 
quant ity of rnoduct as be;'ore t:1e ~ax vms l evlbd , th~ .r'"~::'~,,-., mny ref'--.. e t o 
P'l"'chase oxcept at l o·:;er prices ~mu so pass the tax on.ck t,) L, ""l in the form of 
a lower -p:.:ice. It i s a well estu.tlisned prL.cip l e of ec(Jl'J.·)mic,, that a tax ca:1 
be passed to the conscune r i n tl1e form of a higher price , gP:lOral conditions re­
maining the same , only when the S'l:)p ly on the market i s dE':-rease d. TlereforP , if 
prod.ucers conti. nue to mar::et as much product a b efore , ri t-,~e r t~ey or t.he pro-
C'es::;ors ll'Jllst T•"l the ",eLY T:-nis is thu ~itua+ion at ~"'.e ·rcc.:·:l::l,.g: ;·,ith '1. procb .. ct 
suc:1 as r~ogs r}~~re prl\ll'lci."!.o"' i :-; a. l.r~ac'y und·r ·;·3.,v '-• r t:1r' ·· l~ l1..1d !l!'ll :re-
qui l'e s c 0.1si d•·r..1blc t!.; ~ ,: r CO"'Jl, i.~ tiN:. . :;; o,.. e ~;_,:o ·n·" , or. (•c t o·cG r ::. 0 , 19 33 , one 
W0")1;: Pl'ior to tne 82-n::"Ilcrrr,e"'t 1 the ta."{ 0'1 b0~<-' . t·~.e :O<l.C' >•:- 1 ::; marsH' OJ' p e r 100 
po'mds of hogs as comYJJ.ted b ~~ tl1e .,ur eau of .Agl'ic 1lt .:::ra l :;:- ~onomi::s wa~ 63 cents, 
vrhile on 'ToventbFJr 20 , 1933 , two wedcs D.fter tt ... c tax -:> f 50 ~An ts was i r: effect , the 
'1urc:;in v.a'> $1.lh , ::m incro:-se i n margin o~ 5? c~"ntr.. On :tt:-~rtL"~l'Y 11.~, l g34, two 
Yle~l:s after ~}1p tax h'1d r e:che d .:1. .50 per hu:dr·d ;ei~·ht, t~~is me..gin r.1.s $'- .18 a 
iD:nJ.rnJ. \iei£'lt, nn i '1..!re · «FJ 01 . - . 1=)5 over t~<- ma.rg,;, n on ktobe_· lJ . ~"·'-1~ e ciata 
show that >h rp-_rc. r the pr·~ce~si·1g l:.ax on ho~::: ·:ras 1"1iued, tnc p:-ocPs".Or 1 s 1ru xgin 
increased by e1:1nrox:.rnte l:; t: .. e ;tmo.mt of t he t;:u. Since retail p i:::e::; remained 
escenti"tll.y UJ1C!lan~es, we tr.::~Y co elude t~11.t the tax \7n.s at f ir st s.lifted to the 
producer in thP. f orm of lov:er price . 

1 .1bli :::lwd in furthe,.,··ll e ~G'\gri.~~ltur~tl E~tu,.sion J' t of J,b.y 3 J 1d J 1mo 30 , l~H4 , 
W. C. Coffey , Actinc Dire r'tol- , ),gdculLnr.::Ll :rJxt nsio'1 Divi ion, tepartm8nt of Agri­
cu lture, Uni versity of ML nesot .:1 , cooper0.ti·1g ·,,it:1LI . S . Dcpartm nt of Agriculhrro . 
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On the other hand, the cooperating producers were paid benefit payments 
which, if they we1·e equal in amount to the taxes collected, would just offset the 
loss in returns thru the l0\7er price. Before the reduction in market supplies, it 
thus would appear thaJ.; cooperating prod-.lcers were receiving the same gross returns 
as beforP- for their hogs, a smaller market value but an offsetting benefit payment, 
while non-cooperating producers were heavily penalized. The case is similar but 
the stati::;tical data are not as clear for wheat a.'1d the other taxed products. 

We may now consider the problem of vvhether the farmer's net income is 
larger or smaller as a result of a particular adjustment program and if it is 
larger, from where do the gain::; come. In this analysi::; we may assume that the 
proceeds of the tax are paid as benefit payments, so that eve:':l though the tax re­
S'-ll ted in a cor,..espondingly lower price to the faJ.·mers, the benefit pa.yments would 
off:Jet these losses. 'l'here are three possible sou.rce:J of gains to farmers which 
migt.t rec~J.lt from the reduction in the vol-·JIDe of production. '::he first is that 
the total expenditures of consu,.'Ilers for the commodity may be incr0ased because of 
the ::;maller quantity placed on the market. The second is that the total take~1 by 
processors for handling the smaller vol1Jine ITI8.y bA less tha.'1 formerly and finally 
that there may be some reduction in t:'le expenses because of the smaller volume of 
production. 

The total amount which cons'Jmers ;Jay for a commodity is a product of the 
price per unit and the nu..>:1ber of units or qc.1.antity purchased. at that price. In 
the case of some commodities, consumers buy nearly as large a q"Llanti ty at J.1igh as 
at low prices. Under such conditions, small supplies have a greatAr total value 
thar. large supplies a~"ld a reduction program will increase the 011101mt which con­
su..rners spend for the cornmoG.i ty. There is a Ligh probability that in these cases 
a reC.nction program will result in a larger gross income to the group producing 
the prod1.1.ct. Vmeat and cotton are thought generally to be cornmodi ties with such a 
demand situation. In the case of some other prod:J.ct s, however, consurr.er 8Xl)Emdi­
tures on the product rer:tain about the sELme regardless of the quantity marketed. 
The price which consumers ray rises just fast enough o..s SUIJ)lies are decreased so 
that the total amount which they spend fo:r· the product remains about the same. 
Here it is evident that there are no gains to be secured under a reduction program 
from larger consumer e:A'}1el1di hues since these expenditures remain substa-ntially 
the :1ame, and wbatever gains are mac_e must c·)me from a reduction in the tot<:el pro­
cessing expenses or a saving in farm expenditures as a result of the reduced volume 
of prodcl_ction. Although tLe evide:>:1ce is not cOllclusi ve, it ind.icates stro:>:1gly 
that hogs and butter fnll in this class of cul:l'nodities. Fiaally there are corr:­
mocii. ties in whic:1 a slight rise in price reduces greatly the quantity purchased 
by consumers, and small surplies have n smaller total sales value tl1an large quanti­
ties, Here a reduction program 'i'iOuld red,cce the a:::tou_nts nhich consumc:rs spent on 
the commodity, and the farner's net income coul1l bo i::1creased only if rrocessing 
margins and fn.rm ex;Jenses were red'.lced more r2..pidly than consu,.uer e:A-"Pendi tures 
fell due to t:le red-.lction of tl~.e q-u_antity sole. There is some eviden~e tl-~at beef 
falls in tllis group of co:m'lod.i ties. 

In nearly all cases, we may expect total processing ar1d (;_j_ stributing 
charges to be less for a r8duced su:1)ply than for tl1e larger an~ount. 'l'ransporta­
tion anC. reta~~ling margi11s y:er unit of proc1.1.ct are slow to cha~1p;e and ever:_ r:lf.nu­
facturLlg charges are likely to re:nain about the s<.U'1e. ·r~1i s wonld rJe-:tn a gai.n to 
tb? cooperator:: even in tJ.1n cases where cor.s,u_,ers 1 sxpendi tures for t~1e com:1odi ty 
were the same for the reduced SUl)ply as they wc11ld lmve been for· a lnTger s-ll_~ply. 
In hogs, for example, the consumer expondi tures are proba-bly ;~bou.t the same for 
the reduced su:pply as they would hnve been for a larger SUI)ply but the total pro­
cc: ssing and d.i i'tri b~.1.ting margins are srnr>Jler since o.bout the san:1e araouLt is in­
volved in shiJJring, processing and. ~istributirlg the produets for a single hog as 
before and less hogs are m'l.rketed. Vi'i th conscuners spemling ns ::mch as before for 
pork, anC. the cleduct:ons fJr tra,1sp')rtation, processing and ~:iscri'outing less tha:n 
before, the gross income to hog producers should. be increased, 'I'he wic:.er these 
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margins, the greater the gains. 1Thile there may be some saving in expenses to 
farmers because of a reauction in the volume of production, these gains are not 
likely to be large. Out of pocket expenses which vary with the vobJme of pro­
duction are relatively small on most farms and most outlays such as taxes and 
interest continue the same whether production is large or small, or are things 
like the operator's own or family labor or farm raised feeds which do not involve 
cash out lays. 

In the case of hogs, we may conclude ~s follows: 

1. The processing tax is passed from the processors to the producers 
in the form of a lower price for hogs, If the processing tax were removed, the 
producer 1 s price would be expected to rise by the a.':lount of the tp.x but con­
sumel·s' price·s would remain unchanged, 

2. Non-cooperating producers are penalized by having prices reduced be­
cause of the tax, but they regain at least a portion of their losses because of the 
higher general level of hog prices resulting from smaller supplies. Benefit p~~­
ments to cooperating producers may be assumed to just about offset the losses in­
volved from the lowering of their price because of the tax. 

3. Consumers appear to spend about the same sum for the smaller amount 
of hog products as they would have spent for a larger quantity. They lose by get­
ting a small quantity of pork for the same expenditure, and having to make up the 
deficit in their food supply by increased expenditures on other products. 

4. Transportation, processing and distribution margins appear to be sub­
stantially unchanged per 100 pounds of pork products. The smaller volume hnndled, 
in consequence, has resulted in a smaller total charge for l~dling the re&1ced 
production, and the produce1·s have gained by this amount. It also means a cor­
responding reduction in the income of the transportation, processing and distribut­
ing agemcies handling the product, 

5. There may have been some small gains in the form of a reduction of 
farm expenses. 

Table 1 below s~unmarizes the be~efit and rental payments and tax collec­
tions as far as data are at present available, 

Table 1 

Payments and Tax Collections LL~der the A.A.A, 
1933 a..~d 1934 

1933 1934 
(million dollars) (million dollars) 

Total rental and benefit payments,* U.S. 162,0 
Total rental and benefit payments,* Minnesota 2.8 
Receipts from processing and related taxes, U.S.l40.4 

556.0 
16.1 

500.3 

*Includes cattle and sheep purchased in droutl~ area in 1934.· Data from mimeocraph­
ed release, B.A.E., February 1, 1935. 
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MIN':IESOTA :B'AttM PRICES FOR JAlTITARY 1935 
Prepared by W. C. Waite a:::1d W. B. Garver 

The index number of Minnesota farr'l prices for the month of January 1935 
was 82.8. ¥Vhen the average of farm prices of the three Januarys 1924-25-26 is 
represented by 100, the indexes for January of each year from 1924 to date are as 
follows: 

January 
11 

11 

II 

II 

II 

1921.~ - 85.5 
1925 - 101.6 
1926 .,. 112. 6 
1927 - 112.4 
1928 - 99' 5 
1929- 101.2 

January 
II 

II 

II 

II 

II 

1930- 99.15 
1931- 72.6 
1932- 47.8 
1933- 34.6 
1934 - 46. 0* 
1935 - 82. 8* 

*Preliminary. 

The price index of 82,8 for the past month is the net result of in­
creases and decreases in the prices of farm products in January 1935 over the 
average of January 1924-25-26 vveighted according to their relative importance. 

Average Farm Prices Used in Computing the Minnesota Farm Price Index, 
Jan'lary 1~. 1935. \-rit~1. Comp."l-risons* 

Jan. 15, Dec. 15, Jan. 15, Av. Jan. % Jan.l5, % Jan.l5, % Jan.l5, 
1935 1934 1934 192~-25- 1935 is 1935 is 1935 is ·of 

26 of Dec. of Jan. JDn. 15, 

----------------
Wheat 
Corn 
Oats 
Barley 
Rye 
Flax 
Potatoes 
Hogs 
Cattle 
Calves 
Lambs-sheep· 
Chickens 
Eggs 
Butterfat 
Hay 
MiLl<: 

$1.00 
. 84 
. 52 
.91 
.66 

1.71 
.35 

7.00 
5.00 
5.80 
7.34 

,105 
.22 
.33 

15.44 
1.68 

$1.00 
.84 
,52 
.91 
. 68 

1.72 
.35 

4.90 
3.90 
4.60 
5.60 
.098 
.2} 
.30 

15.00 
1.52 

$. 73 
.37 
,28 
. 50 
.49 

1.65 
. 55 

2, 75 
3. 35 
4.4o· 
6.02 

. 069 

.14 
,18 

7.22 
l. 22 

$1.46 
. 69 
.40 
,64 
. 98 

2. 59 
.77 

8. 63 
- 41 J, 
8.25 

11.85 
.158 
.35 
.47 

11.38 
2,24 

15 , m.4...:.--=l~s ....... __;:l::.<e9-£...3 4-'--...::::1:..:.9 2;::;:.,._ 4_-..:::;2'"""5-....;.2;....;;..6 

100 
100 
100 
100 

97 
99 

100 
143 
128 
126 
131 
107 

94 
110 
103 
111 

137 
227 
186 
182 
135 
104 

64 
255 
149 
132 
122 
152 
94 

183 
214 
138 

68 
122 
130 
142 

67 
66 
45 
81 
92 
70 
62 
66 
63 
70 

138 
75 

*Except for milk, these are the average prices for Minnesota as reported by the 
United States Department of .Agriculture, 

Indexes and Rati~s of Min::1esota 

U.S. farm price index 
Minnesota farm price index 
U.S. purchasing power of farm products 
Minnesota purchasing po1!rer of farm products 
U.S. hog-corn ratio 
Minnesota hog-corn ratio 
Minnesota egg-grain ratio 
Minnesota butterfat-farr&-grain ratio 

Jan. 
_,1935 
75.3 
82.8 
90.3 
99.3 
7.7 
8.3 

13.8 
19.9 

.Agriculture* 
Dec. 
1934 

74.3 
68.9 
89.6 
83.1 

6.0 
5.8 

14.6 
18,1 

Jan, 
_193}_~ 

49.0, 
46.0 
63.6 
59.7 
7.0 
- 4 { . 

15.0 
20.9 

Lv. Jan. 
1924-26 

100.0 
100,0 
100,0 
100.0 

11.0 
13.2 
2:l~3 
4o 6 

*Explanations of the computation of these data are given in Farm Business :Notes 
No, 144, 


