


Farm Policies under the New Deal *

.XTHOUGH the Agricultural Adjustment Act of May
12, 1933, was a milestone for American agriculture,
it was not a turning point. The needs to which the

President and Congress responded were not born wholly of
the 1929 depression j the adjustment measures were not
drawn up overnight by the New DeaL The difficulties which
the Act sought to overcome had been felt for at least a decade
-many of them for a far longer period-and the remedies
which it advanced had been in process of emerging for a like
number of years. .

Looking to the Government

The agrarian movement of the 1920'S, the farm policies
which it formed and the programs which it sponsored, all
had counterparts in previous American history. Rural Amer
ica had for generations looked upon use of the powers of
government as a normal way of promoting agricultural wel
fare and defending agricultural interests. Much of the farm
land of the W est had been obtained directly from the gov
ernment under the Homestead Acts. The period between
the Civil War and the W orId War saw the creation of a far
flung system of institutions to train the oncoming farm gen
erations and to discover and disseminate the type of farm
practices likely to increase agricultural income. The Land
Grant Colleges and Universities, and the Vocational Agri
cultural teachers, the State Experiment Stations, and the
Agricultural Extension Services to counsel with farmers,
farm women and farm young people were all in operation
before 1920. Several times during the same period, govern-

*The sections of this pamphlet appraising the AAA are based on "Three
Years of the Agricultural Adjustment Administration," published by the
Brookings Institution. Neither the section of this pamphlet dealing with the
background of the agricultural problem nor those covering recent legislative
developments are to be found in the study of the Brookings Institution.
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mental powers were also utilized by agriculture as a means of
self-protection, notably in respect to railroad and credit rates.
It was thus in line with previous history for farmers to look
to the government when faced with the problems that beset
them after the war boom collapsed.

Disaster in the 20'S

American producers of the chief agricultural export
commodities were especially vulnerable to the break in farm
prices that occurred in the fall of 1920. The preceding rise
in prices had led many farmers to purchase additional land
and machinery on credit at prices that were exceptionally
high. They were relying on a continuance of peak returns
to sustain these inflated values and finance the mortgages on
which these purchases were based. And, to make matters
worse, when farm prices fell there was not a corresponding
fall in the prices of things that farmers buy.

In the distress of the following years, various proposals
were advanced: to pay subsidies on agricultural exports, and
thereby dump the surpiuses abroad j or to pay bounties on the
amounts of the chief export products that were consumed
at home. Cost of production, to be guaranteed by the govern
ment, also found advocates. The export subsidy idea was the
basis of the two McNary-Haugen bills which successively
passed Congress but were blocked by President Coolidge's
veto. It was also suggested that the government buy sur
plus products and hold them off the market in sufficient quan
tities to stabilize prices. This was the purpose of the Federal
Farm Board, established under President Hoover. Since
prices not only failed to recover, but fell to new lows as the
general economic depression reduced the home demand after
1929, the Farm Board accumulated holdings without being
able to dispose of them and without being able to peg prices
at the desired level. Three upward revisions in the duty on
farm imports into the United States, in the Emergency Tariff
of 1921, the Fordney-McCumber Act of 1922, and the Haw-

. ley-Smoot Act of 1929, also proved ineffective in view of the
fact that the competition between American and foreign farm
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products occurred in foreign rather than home markets.
Moreover, all of these efforts sought to bolster market prices
without control over the supplies. By the spring of 1933, both
Congress and the public were ready for more drastic meas
ures-measures would take hold of the problem not in the
market but on the farm.

Loss of Foreign Markets

By 1933 it had become increasingly clear that the surplus
of farm products could only be eliminated by a long-term
readjustment of farm practices to the new conditions which
had arisen as a result of the World War.

Ever since the thirteen colonies began to supply food
stuffs and raw materials to the mother country, American
agriculture had been on an export basis. During the period
when the economic structure of the American continent was
taking on its main outlines, repayment of interest and prin
cipal on capital borrowed from the Old World was made
largely by exporting food and fibre from American farms.
Wartime demands were pyramided on these traditional ex
ports.

It was apparent in 1933 not only that the cessation of
war orders had eliminated any exceptional demand for farm
products, but that changed conditions had altered the entire
picture. During the War, the United States had paid its debts
and become a creditor nation; further heavy borrowings of
foreign capital were unlikely in the future. At the same time,
the European nations were attempting to become self-suf
ficient with regard to their food supplies; and for the markets
that remained, products from newly opened farm lands in
other world areas were in as good a competitive position
or better-than those of American farms.

The predicament in which American agriculture found
itself in regard to foreign markets was succinctly stated by
Henry A. Wallace early in his term as Secretary of Agricul
ture in a pamphlet, "America Must Choose." He set forth
three choices: (I) to reestablish world trade on its previous
basis; (2) to abandon the foreign market and scale down the
agricultural productivity of the nation to fit the American

4



FARM POLICIES UNDER THE NEW DEAL

market; or (3) to work out a planned middle course between
these extremes. He pointed out that in view of the existing
network of trade barriers, any attempt to revive trade was
unlikely to provide satisfactory outlets for farm exports, at
least in the predictable future; he also pointed out that the
reduction of acreage necessary to cut farm output to the
amount which the American people could purchase was too
drastic to be practicable at once, especially in view of the
lack of prospective occupations for the displaced farmers.
After expressing his preference for extensive foreign trade,
he advocated a middle course for the immediate present, with
some foreign trade and some reduction of farm output, until
such time as America should choose her future policy.

Farm vs. City Prices

The unsold carry-overs not only showed the extent to
which American production and foreign requirements were
out of balance, but indicated that a somewhat similar situa
tion existed between farm and city within the United States.
During the past generation and a half, the relation between
prices of farm and city goods had taken on new importance.
In the period just before the War the prices received by
farmers were high enough to give them a satisfactory pur
chasing power in comparison with city workers, and the war
boom raised farm prices enough to give farmers a sharp
temporary advantage. But from 1921 on, the farm group
was at a disadvantage which became acute after 1930. The
tendency toward fixed prices for industrial products, plus
high tariff rates, acted to maintain the price levels of the
things farmers had to buy. In an effort to preserve their in
come in the face of falling farm prices, farmers tended to put
more products on the market-and thereby depressed prices
further. Meanwhile, despite record low prices, the available
amounts of the major farm products were not being absorbed.

In the period following the Civil War, acute distress in
the chief farm areas stimulated the formation of the N a
tional Grange, through which farmers voiced their de
mands for legislation. The period since the World War has
seen a similar increase in the number and membership of
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farmers' associations; among them the Farm Bureau Fed
eration, the Farmers' Union, the Farm Holiday Association,
and the Southern Tenant Farmers' Union. These have served

BUYING POWER OF FARM PRODUCTS
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to dramatize the farm problem to the nation, as well as to
mobilize the forces of agriculture for legislative pressure.

The New Deal's attack on the farm problem, with a
view to giving agriculture a fair share of the national income,
took place against the background of the changes just de
scribed.
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THREE YEARS OF THE THREE A'S

T HE Agricultural Adjustment Act, in operation in its
entirety between May 12, 1933, and January 6, 1936,

authorized four major lines of action to balance agricultural
production and restore farmers' purchasing power.

1. Increase of agricultural prices through limiting pro
duction of certain products designated as basic, and
the removal of surpluses from the market;

2. Enlargement of farmers' incomes through direct pay
ments for participation in production control pro
grams;

3. Levying of excise taxes on the processing of the basic
farm products to defray the cost of adjustment opera
tions;

4. Regulation of the marketing of other farm products,
either through voluntary agreements made by proc
essors and distributors or, in certain cases, through
compulsory licenses.

((Parity"

The goal of the Agricultural Adjustment Act was to "re
establish prices to farmers at a level that will give agricul
tural commodities a purchasing power with respect to articles
that farmers buy, equivalent to the purchasing power of agri
cultural commodities in the base period ... August, 1909, to
July, 1914." A different "parity" period was chosen for to
bacco, and later for potatoes when the Act was extended.
To administer the Act, the Secretary of Agriculture was
authorized to set up, within the Department, an Agricultural
Adjustment Administration, and to utilize State and local
committees or "associations of producers" in the field. He
was given wide powers as to which of the methods author
ized by the Act were to be employed, and to what extent. Re
gard for the interests of consumers was required: the Secre
tary was directed to pursue policies that would approach
parity gradually, and without exacting from consumers a
larger share of their income for the purchase of farm prod
ucts than had been required for such purchases before the
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War. The AAA staff included a Consumers' Counsel who
was entrusted with the task of keeping consumers' interests
In View.

Production Control

To achieve parity, the Secretary was authorized to pro
vide for reduction in the acreage, or a curtailment in the
production for market, or both, of any basic agricultural
commodity. This might be done by agreements with pro
ducers or by other voluntary methods. As an inducement to
undertake such agreements, farmers were to be offered rental
or benefit payments. In the spring of 1934, Congress added
compulsory devices to the voluntary agreements for cotton
and tobacco.

Payments made to farmers participating in the adjust
ment programs were supposed to be financed from the pro
ceeds of taxes on the processing of the commodities con
cerned. The Secretary was instructed to set the taxes on each
commodity at a rate equal to the difference between the cur
rent average farm price and the parity price of the com
modity, though if such a rate threatened to cut consumption
a lesser rate could be fixed. The Act also authorized taxes on
products competing with those taxed, such as jute and paper
which compete with cotton for bags.

At the start, the commodities designated as "basic," and
therefore subject to production control, were wheat, cotton,
field corn, hogs, rice, tobacco, and milk and its products. This
list was later extended: rye, flax, barley, grain sorghums,
cattle, and peanuts were added under the Jones Act of April
7, 1934; and sugar beets and sugar cane were made basic
commodities on May 9 of that year. Potatoes were in
cluded by the Warren Potato Act, August 24, 1935.

In the atmosphere of emergency prevailing in 1933, the
newly established Adjustment Administration promptly
launched a series of programs for the original list of basic
commodities. Except in the case of rice and dairy products,
the programs followed the same general lines. They under
took production control through contracts with individual
farmers who agreed to limit their acrea~e or production,
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Each contract established what was known as an "historic
base" for the commodity and farm in question. This base
was the farm's average acreage or production-or both
of the commodity during a period chosen as having been
relatively typical. In signing a contract each farmer agreed
to limit his acreage or production to a certain percentage of
his base. In order to prevent increased production of com
peting products, the land which was withdrawn could or
dinarily be used only for soil-improving crops or for food
and feed for home consumption.

What the Farmer Received

In return for limiting operations as required by the terms
of his contract, the producer received benefit payments. The
rates of payment were limited by the amount of money ex
pected from the processing taxes, but within those limits it
was planned to make payments large enough to offset the
loss in income resulting from the reduced output of those
who signed the contract-since this was the only means by
which the AAA could secure enough participation to assure
the success of the undertaking.

Although the general plan was the same for all the pro
duction control programs, there were variations in detail, and
in some instances extensive changes were made during the
three-year period of operation. Each was influenced by special
circumstances, by the acuteness of the emergency affecting
the given commodity, and by the attitudes of the officials
and the farm groups immediately concerned.

In general, the programs attempted to increase farmers'
returns by reducing production and thereby raising prices.
The reduction sought was much larger in some cases than
in others. For example, a drastic restriction of cotton acre
age was aimed at in all three years, including a plow-up of
a considerable acreage of growing cotton in the first season.
Similarly, growing tobacco was destroyed and pigs and preg
nant sows were slaughtered in 1933 in order to cut sup
plies immediately. On the other hand, prospects for a very
short wheat crop in 1933 led to the abandonment of prelim
inary plans for a plow-up of this commodity, and only a very
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moderate restriction was imposed upon wheat acreage in the
next two years. Benefit payments were made, however, in all
three seasons.

While most of the programs sought production control
through voluntary contracts, the Bankhead and Kerr-Smith
Acts provided what amounted to compulsory limitation on
the marketing of cotton and tobacco. Some of the produc
tion control programs were supplemented by commodity
loans, marketing agreements, or government purchases of
surpluses.

Loans on Cotton and Corn

An emergency situation in the early autumn of 1933 led
to the first crop-leJ;1ding operations of the New Deal. There
had been a sharp advance in farm commodity prices from
April to midsummer, but few farmers had unsold supplies on
hand from the preceding year; the new crops were not yet
harvested, and benefit payments had not yet been received.
Pressure for immediate relief was put on Washington by
representatives of the Cotton Belt. A general farm strike
threatened in the Northwest; and Corn Belt governors, meet
ing at Des Moines, demanded that the government peg prices
at parity. In this crisis, commodity loans were offered through
the Commodity Credit Corporation, set up with funds from
the RFC. Thus, although the original Agricultural Adjust
ment Act made no provision for such loans, they became an
important feature of the programs for corn and cotton, and
AAA officials came to regard them as an essential method of
control. They were made in all three seasons, and they raised
prices sufficiently to affect the outcome of the programs
materially.

The first commodity loan was offered in October, 1933,
on warehoused cotton at the rate of 10 cents a pound. The
cotton notes were made with the stipulation that the govern
ment should not collect the deficiency in case prices fell below
the loan level and that the cotton must be sold and the note
retired in case prices rose above IS cents a pound. The Com
modity Credit Corporation loaned $120,000,000 on 2,339,000
bales. Prices rose to around 12 cents after mid-February in
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1934, but many farmers continued to hold their cotton, with
the result that only a little over half the loans were repaid
by July 31 of that year.

On August 21, 1934, pressure from the cotton states led
to the granting of a 12-cent loan on the new crop and a re
newal of the existing lO-cent loans. Cotton prices were above
the loan price at the outset, but later fell below it, expanding
lending and diminishing repayment. On August I, 1935, loans
were outstanding on 4,600,000 bales. Government holdings
at that time, including the cotton in the Cotton Producers'
Pool (cotton left from the Farm Board), amounted to some
6,200,000 bales of cotton, an amount twice as great as that
previously accumulated by the Farm Board.

The AAA attempted to reverse its loan policy for 1935
1936 and announced a 9-cent loan. Cotton-state Senators re
volted and forced a loan of 10 cents together with an agree
ment to pay farmers, on their Bankhead Act quotas, the dif
ference between the sale price and 12 cents a pound (but not
to exceed 2 cents a pound) . These so-called "price adjustment
payments" were financed under the "Act to Amend the Agri
cultural Adjustment Act, and for other purposes" of August,
1935, which allowed the use of part of the annual customs
receipts for such purposes.

Two loans were also made on corn. The first was ap
proved in November, 1933, at a rate of 45 cents a bushel on
farm-stored corn under terms similar to those of the c()tton
loan. This was well above the average farm price, and loans
of $121,000,000 were soon made on 271,000,000 bushels of
corn in ten states.

The drought of 1934 forced prices far above the loan
levels. The AAA has estimated that the stored corn was
worth $83,000,000 more when it was released than when
the loans were made: the administrative cost of the loans to
the farmers averaged only about 1.5 cents a bushel; prac
tically all the loans were repaid; and the Commodity Credit
Corporation made a net profit of nearly a half million dollars.
The economic effects were even more noteworthy: corn that
otherwise would have been marketed at distress prices, or fed
to livestock that would have been sold at low prices, was held

II



FARM POLICIES UNDER THE NEW DEAL

on farms where it could be sold at high prices or fed to live
stock that could be sold at high prices after the 1934 drought.
The corn which had been stored provided feed supplies for
many farmers in the drought area and thus materially re
duced their losses from the drought.

Good weather and normal production would have greatly
diminished the value of the corn loan and might have ham
pered repayment, but the AAA had counted on production
control to reduce this risk. The loans were continued in the
following seasons, but they were less significant because the
loans were offered at levels lower than market prices, and
because private lending on farm-stored corn became much
more widespread as a result of the government's example.

Marketing Agreements, Licenses, and Orders

Marketing agreements and licenses were included in the
Agricultural Adjustments Act as additional aids for achiev
ing the goals of the law. By contrast to the programs for
adjusting the production of farm commodities, they were to
stabilize the marketing of commodities already produced.
They were expected to facilitate orderly distribution through
regulation of prices, or of the volume coming to market. The
agreements were to be voluntarily entered into by processors
and distributors, though under special circumstances, in order
to prevent a minority from blocking efforts of the majority
to stabilize the market for a certain commodity, the Secretary
of Agriculture might impose regulations forcing the proc
essors and handlers of a given commodity to be licensed.
Experience under these sections of the Act led to consider
able revision of procedure both by the AAA and by Congress;
in August, 1935, licenses were superseded by Secretary's
orders. On June 3, 1937, the marketing agreement and order
provisions were re-enacted, with minor amendments in the
Agricultural Marketing Agreement Act of 1937.

Workable marketing agreements between milk distribu
tors proved difficult to obtain; licenses were tried, and at one
time covered some 50 markets, but the establishment and
enforcement of minimum prices proved difficult, and the con
stitutionality of federal regulation of milk markets within
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states was challenged. Thirteen of the milk licenses issued
before August, 1935, are still in effect. In nine milk markets,
most of which at one time operated under licenses, special
orders have been issued by the Secretary of Agriculture. Sev
eral of these orders operate in conjunction with similar regu
lations in respect to intrastate commerce issued by state au
thorities. The AAA's strenuous efforts to enforce its milk
orders have been only partially successful. Efforts to secure
court action on the constitutional questions involved have been
continuously delayed by the time-consuming process of liti
gation.

In contrast to the difficulties experienced with milk, most
of the legal problems thus far encountered in marketing
agreements, licenses, and orders for general crops have been
solved by favorable decisions in the courts. Such programs
have been undertaken for 36 crops, including fruits, vege
tables, nuts, and minor products, by means of: (I) limiting
sales of the commodity to the top grade or grades, (2)
suspending shipments when markets were glutted, (3) con
trolling the rate of flow of commodities to market through
periodic allotments among shippers, and (4) establishing
pools for the diversion of surpluses to lower price outlets.
Some 15 marketing agreements for fruits and vegetables are
still in force.

Removing Surpluses

Under the powers contained in the original Act or sub
sequently added to it, three methods of removing surpluses
have been made available to the AAA; namely, diversion into
relief channels, diversion into by-products, and diversion into
export outlets.

The most important of these has been the diversion of
surplus agricultural commodities into relief channels. Sur
pluses of farm commodities have been purchased by the fed
eral government and distributed by the Federal Surplus Com
modities Corporation through relief agencies to the needy and
underfed. These purchase programs have included large
quantities of dairy products, meat and meat products, vari-
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ous grains and their products, cotton for mattresses, poultry
products, and fruits and vegetables, either in fresh, dried, or
canned form. The total expenditure involved to July I, 1938,
has amounted to $423, I 50,000, which includes all the costs of
purchase, transportation, handling, and processing. Over
$277,000,000 of this amount was spent prior to December
31,1935, primarily in connection with the disposition of cattle
and calves, hogs, and feed and seed grains, as a result of the
drought, and pig and sow purchase programs. More than
8,000,000 head of cattle and calves, and over 7,700,000 head
of hogs acquired by the AAA were utilized by the Corpora
tion.

The by-product and new-use programs of the AAA in
clude: payments for the diversion of peanuts into oil, potatoes
to starch, flour, and livestock feed, dried fruits to brandy,
tobacco into nicotine, and the use of cotton in road construc
tion and several other outlets. To July I, 1938, operations
under this method of removal have involved an expenditure
of approximately $13,9°4,000.

Export of surpluses was limited by the fact that Ameri
can prices were higher than those abroad, and diversion there
fore impossible without high subsidies which die Administra
tion regarded as likely to imperil the reciprocal trade agree
ments program or to invite retaliatory antidumping meas
ures. Flour manufactured from Pacific Northwest wheat was
about the only important export of this character. Indemnity
payments were made to encourage its sale to the Philippines,
in order to maintain the position of American flour in this
market and to remove surplus wheat from the Northwest
area. There were also minor export diversions of low-grade
tobacco, prunes, and nuts. Up to July I, 1938, these operations
have involved an expenditure of about $3,399,000. Since this
date, the AAA has found it necessary to encourage the expor
tation of wheat and flour in a manner similar to that employed
by other exporting countries, in order to enable the United
States to hold its proportionate share of the world market.
Such exports have been encouraged through export indemnity
payments and by purchases and sales through the Federal
Surplus Commodities Corporation.
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Administration

At the time of the passage of the original Agricultural
Adjustment Act, the Agricultural Adjustment Administra
tion was established as the agency to give effect to the farm
programs that the Act specified. By contrast to the Farm
Board, which was established as an independent commis
sion, the AAA was s'et up within the Department of Agricul
ture. Its staff had the benefit of the scientific and adminis
trative resources of the other bureaus, notably the Bureau of
Agricultural Economics and the Extension Service. Again by
contrast to the Farm Board, executive authority in the AAA
was unified. The nine members of the Farm Board were
coordinate representatives of particular commodity inter
ests, with the chairman acting chiefly as presiding officer.
The chiefs of the various divisions of the AAA were respon
sible to the Administrator, who, in turn, was accountable to
the Secretary of Agriculture. The initial efficiency and com
pactness of the AAA was increased by two subsequent inner
reorganizations, and again by the general reorganization of
the entire Department of Agriculture announced at the end
of 1938. Under the new Departmental structure, the plan
ning required for all of the programs for which the Depart
ment is responsible is unified in the Bureau of Agricultural
Economies j the function of the AAA is clarified as that of an
action agency to carry out measures concerning production
and prices of farm commodities parallel to similar agencies
concerned with farm tenancy, soil erosion, marketing, and
the like.

Administration of the Agricultural Adjustment Act in
the field has to a considerable extent been cared for by the
farmers themselves j the obligations they assumed as com
modity contract signers formed only part of their relation to
the program. County committees of farmers, elected by the
growers of the commodity concerned in most sections, took
responsibility for the local work connected with filling out
and approving contracts, checking compliance, and so on.
They were paid out of the benefit payments due the partici
pants in the program in the county.
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At various stages referenda have been held on the appli
cations of the farm programs. The proportion of farmers
voting in these referenda has been high as compared with
political elections, and in all cases a high percentage of the
votes cast were favorable. Throughout the period of its
operation the AAA has arranged for regional hearings and
meetings where officials of the AAA could inform the farmers
as to the purposes and procedures of the programs and in
turn secure a realistic view of the practical conditions to be
met in the field. These various arrangements for farmer par
ticipation reflect the general philosophy of "economic democ
racy" which Secretary Wallace and Under Secretary Wilson
have continually emphasized, the importance of farmers dis
cussing and expressing their preferences as to the concrete
proposals for programs and their views on the broader issues
which underlie current adjustment efforts.

It had been freely predicted prior to the passage of the
Act and during the early days of its operation that the whole
undertaking would break down because of purely administra
tive difficulties, whatever its economic merits might be. Actual
events did not bear out this prediction.

FARM PROGRAMS SINCE 1936

A TRANSITION from an emergency to a long-term
agricultural program was indicated by President

Roosevelt on October 26, I93S, when he said:

". . . It never was the idea of the men who framed
the Act, of those in Congress who revised it, nor of Henry
Wallace nor Chester Davis that the Agricultural Adjust
ment Administration should be either a mere emergency
operation or a static agency. It was their intention-as it
is mine-to pass from the purely emergency phases neces
sitated by a grave national crisis to a long-time more
permanent plan for American agriculture. Such a long
time program is developing naturally out of the present
adjustment efforts.... The time may come when the
AAA will prove as important in stimulating certain kinds
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of production as it has been in removing recent burden
some surpluses.... The benefit payments can be made on
a basis that will encourage individual farmers to adopt
sound farm management, crop rotation and soil conserva
tion methods. I can think of nothing more important to
the permanent welfare of the nation than long-time
agricultural adjustment carried out along these lines."

On January 6, 1936, the Supreme Court rendered a deci':'
sion in the Hoosac Mills case declaring the production con
trol features of the Agricultural Adjustment Act to be invalid
and leaving in effect only the marketing agreement provi
sions, the sugar quotas, and the authorization to use part of
the customs receipts to alleviate the effect of surpluses of ex
port commodities. The grounds for the decision were that the
processing taxes and benefit payments were inseparable parts
of a single plan, that the purpose of that plan was to control
the volume of agricultural production, that Congress had not
been given the power in the Federal Constitution to regulate
agricultural production, and therefore that such action by
Congress was an invasion of the field of regulation reserved
to the States under the roth Amendment.

In February, 1936, Congress passed the Soil Conserva
tion and Domestic Allotment Act, which superseded the pro
grams to control production by programs to conserve soil.*
This Act supplemented the Soil Erosion Act of 1935, "to
provide for the protection of land resources against soil ero
sion," by the further purpose "to promote the conservation
and profitable use of agricultural land resources," and an
nounced the additional aim of raising the purchasing power
of the people on farms to its pre-war level in relation to the
purchasing power of city people, and holding it at that level.
Thus under the new program the concept of "parity" was
shifted from parity prices to parity income.

In view of the Supreme Court decision, even though soil
conservation and not production-control was the purpose of
the Act, the states were designated as the agents to be respon
sible for the farm program; the Act provided that they were

'" See "Saving Our Soil," Public Affairs Pamphlet Number 14.
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to take over full responsibility under a grant-in-aid system
in 1938, but this date was subsequently deferred to 1942.
Receipt of grants under the soil conservation programs of
1936 and 1937 was limited to farmers carrying out such prac
6ces as contour plowing, terracing, fertilizing, repair of dam
age caused by gullying, and diverting acreage used for row
crops such as wheat, cotton, corn, and tobacco, to other uses,
notably legumes and pasture. The drought of 1936 almost
immediately modified these programs to such an extent that
in some sections they became measures not of crop diversion
and soil building but of relief. Short crops eliminated the last
of the surpluses, except in cotton, and raised prices high
enough to stimulate heavy plantings in 1937.

A survey of the situation was made at a meeting of farm
leaders at the Department of Agriculture in February, 1937.
Out of the conference came proposals for making farm sup
plies equal to the consumers' demand both in good years and
in bad.

Three means of achieving this purpose were advanced:

I. Crop insurance was advocated along lines suggested
by the President's Committee on crop insurance. It
was proposed' to begin experimentally with wheat,
partly because wheat can be stored for relatively long
periods without depreciation, partly because interest
in insurance seemed greater in the chief wheat-growing
areas. Under the plan, yields only-not prices-would
be insured. Farmers would not pay premiums in cash
but in grain, and would receive payments for crop
losses also in grain. Thus supplies would accumulate
in good years, since large crops would encourage in
payments of premiums, and there would be few out
payments due to loss. In bad years the reverse would
occur: out-payments would make available consider
able quantities of the accumulated supplies; insured
farmers whose crops failed would have at least part
of a crop to sell and be assured of seed.

2. To supplement the crops stored as insurance premiums,
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commodity loans (similar to the corn and cotton loans
under the AAA) were proposed to lay by additional
supplies in years of large yields. These loans would
have the double purpose of insuring maintenance of
adequate reserves and fixing a level below which prices
would not fall. The proposal to stabilize supplies
through reserves over and above the insurance premi
ums was given the name of the "ever-normal granary."

3. But if the drought had taught its lessons, so had the
experience of the Farm Board. If crop loans were
offered in a series of years of high production, the
granary might overflow. It was therefore suggested
that, if and when such circumstances threatened, the
conservation program be strengthened by the imposi
tion of marketing quotas, with penalties for sales
above these quotas.

Favorable weather in 1937, combined with large plant
ings and productivity increased by previous soil conservation
measures caused prices of cotton, potatoes and grains to break
as the harvest came to market. Since the Soil Conservation
program for 1938, announced in October, 1937, followed the
lines of the two previous years except that there was greater
flexibility with respect to the individual farm, its suitability as
a means of adjusting supplies of the crops of which surpluses
were reappearing was obviously limited.

Just before the close of Congress in midsummer, the cot
ton situation led Southern agricultural interests to demand a
commodity loan. Since experience with previous loans had
indicated their tendency to peg prices at a level which slowed
the movement of cotton into export channels, the rate of the
loan, announced in August, was 9¢ ; but Congress also made
an appropriation for price adjustment payments on the 1937
crop applicable to 6S per cent of a farmer's base cotton pro
duction and equal to the difference between the sale price and
12 cents a pound (but not to exceed 3¢ a pound) . The dangers
of advancing such funds, unaccompanied by any assurance of
a future effort to reduce the impending surplus, were obvious.
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The granting of both the loan and price adjustment payment
was therefore made dependent on the farmers agreeing to
participate in the 1938 farm program; and a joint resolution
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of both Houses announced that new farm legislation should
be on the immediate agenda of reassembled Congress.

The special session which was held in November and
December, 1937, however, failed to produce new farm legis
lation; the Farm Act of 1938 was not passed until February
16. The new Farm Act continued the AAA soil conservation
pr.ogram and inaugurated measures intended to level out sup
plies of farm commodities from year to year. The latter pur
pose was attempted through the following mechanisms:

National acreage allotments were provided calculated .to
keep plantings in line with demand for domestic and foreign
markets and adequate carry-over. These allotments, for corn,
wheat, cotton, rice and tobacco, were divided among the
states producing these commodities, and among the counties
of those states, with the local and county committeemen
responsible for the allotment to individual farmers. Accep
tance of these allotments was encouraged by government
payments to farmers cooperating in the program.

In view of the widely fluctuating yields of given acreages,
however, two further methods of stabilizing supplies and
farm income were included in the Act. Storage loans were
established, to enable farmers to hold over surplus supplies
from seasons of high yields and prices that are unduly low,
into seasons of low production and prices that are unduly
high. The Commodity Credit Corporation was directed to
make loans on corn, wheat, and cotton when supplies rose
above, or prices fell below, certain specified points. To farm
ers cooperating in the general program, loan rates ranged
from S2 to 7S per cent of parity; to non-cooperators the rate
on the excess portion of their crop was 60 per cent of the
cooperators' rate. In recognition of the dangers of making
loans in the absence of a limit on the available quantity of the
commodity concerned, the Act provided for marketing quotas
to apply when supplies exceeded normal. When the amounts
needed for market requirements, reserves, and carry-overs
were exceeded by amounts specified for cotton, wheat, corn,
tobacco and rice, a referendum of producers was to be held, to
determine whether quotas should be fixed for the commodity
in question, with penalties applied to sales in excess of each
producer's quota. Quotas were to apply only if two-thirds of
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the farmers voting in the referendum approved. The use of
these various methods, in whatever combinations the circum
stances required, was advanced as a major aid to stabilization.

The Farm Act of 1938 also contained provisions for crop
insurance on wheat along the lines of the President's Com
mittee Report, to begin with the 1939 crop. In addition to the
measures looking to future adjustment, the Act also con
tained specifications with respect to practices which have
caused criticism in the past. Increases in soil conservation
payments under $200 were provided to facilitate participation
by small farmers; at the other end of the scale, a limit of
$10,000 was placed on payments to anyone individual, begin
ning in 1939. Names of persons receiving over $ 1,000 are to
be reported to Congress annually.

Division of payments between landlord and tenant was
specified in proportion as they share in the crop except for
soil-building practices where payments are divided in propor
tion as they share in carrying out the practices.

Allocation of funds available for payments were to be
made as among the various crops in proportion to their past
average acreages and values and the extent of their need of
adjustment.

The Farm Act of 1938 operated under weather conditions
much like those of 1937 and at the opposite extreme from con
ditions of 1934 and 1936. The cotton crop was estimated at
12,000,000 bales, following a crop of 18,400,000 bales in 1937.
Wheat was estimated at 940,000,000 bushels, and corn at
2,459,000,000 bushels.

Cotton in the hands of the government amounted to about
7,000,000 bales, out of a world supply of American cotton of
25,700,000 bales. This was nearly one-fifth larger than the
IO-year average, but 2 per cent under the 1932-1933 record
supply. A cotton referendum was accordingly held March 12,
1938, and 92.1 per cent of the voters approved the application
of marketing quotas.

The price of wheat fell from 88.7 cents in October, 1937,
to 52.2 cents in October, 1938; corn dropped from 58,9 cents
in October, 1937, to 41.9 cents in October, 1938.

The unrest to be anticipated from these shrinkages made
itself felt as the summer turned into autumn, and proposals
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which had been considered and discarded at various times
since 1920, among them government price-fixing at cost of
production and inauguration of the domestic allotment plan
for selling surpluses at reduced rates abroad, began to find
adherents.

In the .late autumn, Secretary Wallace proposed an alter
native to export dumping in the working out of a plan to
dump at home. He suggested making surplus supplies avail
able to families on relief or in the lower income groups who
would not be in the market for goods priced at the going rate.

Further revision of the farm program, in line with further
developments in the supply situation, was therefore to be
anticipated by the Congress of 1939.

APPRAISAL OF THE AAA

APPRAISAL of the economic results of the adjustment
n effort is doubly complicated.* The first AAA programs
were only one part of a much broader government policy that
included measures for industrial and financial change; and the
results of the programs, even in the agricultural field, were
complicated by widespread drought in 1934 and 1936, and by
exceptionally large crops in 1937 and 1938.

Effects on Farm Income

Although a striking increase in farm income occurred
while the early AAA production control programs were in
effect, it is very difficult to say how much they contributed
to the increase. After an extensive analysis of what happened
in the 1933-1935 period, the Brookings Institution reached the
conclusion that producers of the commodities for which con
trol programs were undertaken were better off with the pro-

*This appraisal presents in much abbreviated form the conclusions of
Three Years of the Agricultural Adjustment Administration (E. G.
Nourse, J. S. Davis, and J. D. Black, Brookings Institution, Washington,
D. c., 1937). Readers interested in a fuller account of the operative details
of the several commodity programs may consult the six underlying com
modity studies published by the Brookings Institution, namely: Joseph S.
Davis, Wheat and the AAA; Harold B. Rowe, Tobacco under the AAA;
Edwin G. Nourse, Marketing Agreements under the AAA; John D. Black,
The Dairy Industry and the AAA; D. A. Fitzgerald, Livestock under the
AAA; Henry I. Richards, Cotton and the AAA.
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grams than they would have been without them, and some
estimates have been made as to the amounts by which they
benefited.

The investigators point out that the amounts of farmer
benefits brought about by the AAA production control pro
grams varied from commodity to commodity. They estimate
that total benefits to cotton growers may have been as much
as $780,000,000, to wheat producers $356,000,000, and to
corn-hog producers about $320,000,000. Part of these gains
was derived from price increases caused by the programs,
which gave farmers enlarged returns from the sale of their
products; part came directly from benefit payments. The rela
tive importance of the gains from these two sources varied
among the commodities; for example, under the major
tobacco programs the price gains probably were the most im
portant, whereas under the wheat and corn-hog programs by
far the largest part of the gains reached farmers as cash pay
ments from the Government.

Subject to the qualifications previously mentioned, it is
estimated that the gains to all farmers may have totaled
some 1.8 to 2 billion dollars if the increased costs which were
involved in farm purchases of food and other commodities
originating on farms are ignored. The gains in income came
chiefly from the consumers who bought, at increased prices,
the products for which programs were undertaken. Part of
the price increase was due to reduced supply; part to imposi
tion of the processing taxes by which the Treasury reimbursed
itself for most of the advances made for benefit payments.
In a few instances the gains from either increased prices or
benefit payments may have been drawn from processors and
handlers, but these were exceptional.

Because of the way that farm production is distributed,
the different sections of the country did not share equally in
the AAA benefits. The chief tobacco producing areas made
the greatest proportionate cash gains; the cotton states prob
ably ranked second, with the heaviest gains in the western
part of the Belt. The major wheat producing areas, where
the effects of drought were most severe, probably came next,
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followed by the Corn Belt. Farmers in the Northeastern
states benefited the least.

In general, the income of fanners who agreed to adjust
their production, and whose gains therefore came from
rental and benefit payments, plus higher prices for a restricted
production, increased more than the income of non-coopera
tors who benefited only from higher prices. The possibility
for non-cooperators to profit from increased output was re
duced in the Middle West and Great Plains by the droughts
and, in some instances, by the price-depressing effects of cer
tain processing taxes. In the case of cotton and tobacco, taxes
under the Bankhead and Kerr-Smith Acts also penalized
them.

The effects of the control programs on incomes of pro
ducers of other commodities-such as competition from the
increased output of dairy and livestock products on acres
shifted to pasture and forage-are not easily established.
Increased cash prices for feed grains achieved by the AAA
may have had some effect on buyers of feed-notably poultry
and dairy producers of the Northeastern States-but during
the three-year period chiefly considered in the Brookings
study, such hardships were more the result of drought than
oftheAAA.

The impact of the AAA on landlord-tenant relationships
and tenant incomes provoked much controversy. The Brook
ings Institution concludes that reduction of acreage under the
cotton program, and the methods of administration adopted
with respect to it led to a considerable displacement of share
croppers, some shifting of croppers to the status of laborers,
a fairly large net displacement of laborers and some improper
classification of managing share tenants. Some abuses arose
because parity payments were made to share tenants through
their landlords, and there was a disproportionate increase
in landlords' incomes as compared with croppers' under the
programs of 1934 and 1935. On the other hand, the report
indicates that the acute tenancy situation in the South in
recent years ha~ been due almost solely to causes other than
th~ AAAr
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Effects on N on-Farm Income

Employment in processing, distributing, shipping,· stor
ing, and financing farm products obviously depends to some
extent on farm output. But most of the AAA programs ex
erted too moderate an influence to have much of an effect on
these trades, though the cotton program was clearly respon
sible for reduced employment of those engaged in ginning
and handling cotton.

On the other hand, expanding farm purchasing power
from 1933 on, .clearly pushed up employment and income in
industries that make the type of goods which farmers buy as
well as in distributive agencies that handle such goods en
route to farm areas.

The Brookings Institution concludes that the benefits of
the AAA during 1933, 1934, and 1935 reached a majority of
farmers, and were generally largest in the areas where they
were most needed, such as the drought areas. It also con
cludes that the expansion of farm purchasing power made a
contribution toward quickened industrial activity which, if
less decisive than had been hoped for, nevertheless furthered
general economic recovery.

Cost of the First Agricultural Adjustment Effort

The cost of the AAA to the United States Treasury, and
ultimately to the public as consumers and taxpayers, was
approximately $1,700,000,000 in its first three years of opera
tion. This sum probably exceeded the revenues from the
processing tax by about $800,000,000, partly as the result of
the lag in collections when the Adjustment Act was invali
dated. Congress also made large direct appropriations for
special AAA purposes, including $100,000,000 appropriated
for administrative expenses at the outset, together with
drought relief funds, export subsidies, and land purchase
allocations.
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EFFECTIVENESS OF AAA METHODS

I N addition to estimating the effects of the AAA in terms
of farmers' income and general recovery, the Brookings

report appraises the various techniques of adjustment so far
tried or proposed.

Production Control

The authors of the Brookings report found production
control to have been substantially effective. They agree that
in the situation of 1933 efforts to absorb the extraordinary
surpluses that had depressed prices were desirable; they even
view the pig-sow slaughter and the cotton plow-up as "con
structive in the sense of protecting, against worse ills."

Efforts to reduce supplies coming to market are, how
ever, regarded as more suitable for commodities used chiefly
in the domestic market than for goods heavily dependent on
export outlets. Attention is called to the danger of restricting
the production of commodities like cotton, whose foreign
market can be supplied from competitive sources.

But just because production control proved moderately
effective as an emergency measure, it does not follow that
it would be similarly effective for the purpose of holding pro
duction continuously in line with market requirements. The
skepticism as to its value for continuous use expressed in the
Brookings study is derived from the different attitudes taken
by the authors as a result of their analyses of the history of
1933-1935.

The underlying difference responsible for the divergence
in attitude on production control programs between J. S.
Davis and J. D. Black has to do with the effectiveness of the
market as a means of regulating production. J. S. DaVIS be
lieves that "despite all the private and public restrictions on
mobility and freedom of competition, economic forces operate
powerfully toward restoration of equilibrium-though not
always a satisfactory one or the best attainable." He thinks
that government research, and government programs based
on it, may contribute to the working out of equilibrium, but
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should not accept responsibility for producing it j failure
will follow if they try.

J. D. Black, on the contrary, thinks that maintenance of
far!Jl production at a level fair alike to farm and city pro
ducers is more probable with a continuing government pro
gram than without it "with economic forces operating under
such semblance of free competition as we still have with us."
He thinks that control devices could be effective in normal
times to correct the tendency of producers to adjust their
output too sharply following years of high yield or sharp
change in demand for competing supplies j to correct the
swings of the so-called "production cycles" in hogs, cattle,
and some other products j and to overcome the tendency of
carryovers to pile up over a period of years as a result of high
yields and large acreages.

The questions regarding the effectiveness of a long term
program raised by E. G. Nourse, on the other hand, have to
do with the increased restiveness under control and the widen
ing tendency to defeat the purpose of the programs, which
have made themselves felt with the passing of the emergency.
He believes that if-as is far from unlikely-the agricultural
situation should again reach an emergency stage, the use of
measures similar to the control programs might be both
necessary and feasible. In the absence of an acute emergency,
he would prefer to rely on the aggressive use of educational
and advisory means of influencing production rather than
direct controls.

Adjustment of Market Supplies

The various methods for adjusting the supplies of com
modities that are already produced are also discussed by the
authors of the report.

The device of getting rid of excessive supplies by dump
ing in the export market is dismissed by all three authors as
economically undesirable and administratively difficult. By
contrast, in the opinion of E. G. Nourse and J. D. Black, di
version of such supplies into domestic channels, their pur
chase and distribution as relief, is regarded as good govern
mental policy, especially for perishable or semi-perishable
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goods that go to waste when supplies back up through lack
of a market. The experience with milk marketing agreements
is looked upon as indicating the need for public regulation
rather than merely publicly sponsored agreements between
producers and dealers; for other commodities such agree
ments are regarded as reasonably satisfactory.

Commodity Loans and the Ever-Normal Granary

Recognizing the undoubted success and usefulness of the
first loan on corn and the qualified success of those on cotton,
the Brookings report concludes that such loans, if limited in
number and wisely directed, may be used at times to effect
gains to the whole economy, even though in a particular case
they may involve a financial loss to the Government. Such ven
tures, however, should be limited to emergencies, such as sur
rounded the first corn loan; frequent use of such loans when
markets are only moderately weak or as part of a permanent
ever-normal granary mechanism, seems to the authors "not
merely to entail an unwarranted burden on the public treas
ury but also to complicate the problem of production adjust
ment so that the effort tends to defeat itself." While the im
pounding of stocks under such a plan might raise prices in sur
plus years, their release in scarcity years would tend to lower
prices and reduce farm income from short crops. Moreover,
difficulties would be encountered in disposing of stored sup
plies, as was the case with the Farm Board, and there would
be a tendency for supplies to accumulate progressively. Errors
in determining the price level at which loans would be made
are foreseen as inevitable, and the danger of political pres
sures for price goals that are too high is emphasized. Finally,
it is pointed out that even from the standpoint of consumers
there is no great need for such a "granary" inasmuch as im
ports and greater utilization of substitutes furnish reason
able protection against scarcity.

Conservation and Farm Subsidies

Since, for the present, major attention is being devoted
to programs under the Conservation Act of February, 1936,
it may be asked whether these programs are producing maxi
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mum results in the economic adjustment of the nation's agri
culture. Here the Brookings report points out a dilemma
which confronts the AAA.

The desire of the AAA to approach the goal of parity
income by making benefit payments to as many farmers as
possible has led to distribution of some Soil Conservation
funds in poor agricultural areas and to inferior farmers
rather than to concentration on measures of soil conservation
undertaken with no other aim in view. At the same time, it
has been demonstrated that a soil conservation program
whose purpose is to build up, as well as to halt the destruction
of fertility, can hardly be expected to have more than an in
direct and partial effect in guiding production into the most
remunerative lines and holding it to an amount which is
profitable to the farmer. From the standpoint of economics,
the soil conservation payments, therefore, appear somewhat
as indiscriminate "handouts," subsidizing uneconomic opera
tions in response to political and sectional pressures.

The Brookings report urges that a distinction be made
between programs for soil conservation, programs for relief
of underprivileged rural classes, and programs for agricul
tural adjustment. The proper task of the Agricultural Ad
justment Administration should be the organization and
operation of the nation's commercial agriculture to produce
the most economical supply of farm products.

The AAA as a Board of Strategy

As a short answer to the question whether the AAA
should be continued, the Brookings report says "yes." It
argues that a permanent adjustment agency should prove
useful as a central co-ordinating body or board of strategy,
for an occupational group composed, as is agriculture, of
small and loosely organized operating units. "The Federal
Farm Board was the first expression through government of
our intention to set up such a national board of strategy to
deal with problems of agriculture. The Agricultural Adjust
ment Administration marks a second step in the same direc
tion. Its administrative organization is much more suitable
and effective, and it has a firmer grasp on the basic problems
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with which it must deal. Its leaders realize that various mis
takes more or less serious have been made during these first
years of hurried and inexperienced operation, but they be
lieve that important lessons have been learned for its future .
. . . If the agency as now constituted uses its power so as to
overreach other classes, the remedy is amendment of the act,
modification of procedures, changes of personnel, not aban
donment of the adjustment principle."

QUESTIONS FOR THE FUTURE

T HE experience which is the subject matter of the Brook
ings report, and the events of the months since its

publication, raise some serious questions with regard to the
future of American agriculture, to which answers cannot be
permanently deferred.

What should be the nature of a long-term farm program
for the United States? In 1934 Secretary Wallace pointed
out that America must choose between a long-term policy of
extensive foreign trade and a long-term policy of self-con
tainment. He indicated that existing programs were emer
gency stop-gaps pending the making of this choice. Is America
nearer to a choice today than in 1934? In the absence of such
a choice, do farm programs serve simply to maintain exist
ing agricultural maladjustment?

The programs in operation between 1933 and the present
have ranged widely between voluntary and compulsory aCtion.
How much compulsion is necessary to the efficiency of a crop
adjustment program in times other than acute emergencies?
How much compulsion is consistent with the operation of
the democratic process?

Within the last six years farm programs have been
inaugurated with the objectives of: parity prices for farmers;
parity income for farmers; adjustment of farm production
to meet market requirements; disposal of surplus commodi
ties outside normal market channels; soil conservation and
improved land use; rural relief and rehabilitation. To what
extent are these objectives valid? What means are most suit
able for attaining the desired objectives in the present situa
tion of agricultur~ and the nation?
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