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How To Set Up and Operate a Commodity Program
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and

Vice President of the Commodity Credit Corporation
United States Department of Agriculture

It is a pleasure aud a priQiloge to be part of thes¢ proceedings, the
purpose and scope of which is so important to us all.

I basc my remarks today on the premise that agricultural policy, and thé
commod ity programs that go with it, must be an integral part of overall national
policy, that agricultural program intent must be correlated closely with a na-
tion's gocls and objectives, and that coumcdity programs must not only benefit
the farmer, but must serve the general welfare and further the national interecst.

In discussing commoditly programs in the context ol this general premise,

1 think it best to take a minute to distinpgnish hetween policy and prograns.
when a desirable standard  or ;ourso of action based on known }acts and vrob-
lems is reasoncd out, policy is being stated. Wheun tﬁe ways and means to foilow
the course of action is developed, then programs are

being  stated.

1 think none of us disagrece with the factlthat an abundunt supply of food,
feced, fiber ana forest products contribuics materially to national PUTPOGO'QHG
progress. The farmov's role in lhe desclopment of A na@inn's connouny cannot

be overstated.
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However, the setting up of a commodity program must be undertaken with
great forbearance and responsibility -- first, that it mecets the policy it
seeks to put into effect; second, that it is both directed to, and is recponsive
to, the partiéular nceds of the producer segment, and third, that it is for the
conti;uing public good.

If I may digress a momcnﬁ, I would like to observe that the purposc of these
seminars -~ an open and objective discussion of the nced for greater attention
to the formulation of sound, national agricultural policies -- is of infinite
value to all involved.

A nation's agriculture is a dynamic gnd ever-changing entity that responds,
sometimes in a svbtle manner and sometimes with explosive suddcnﬁess, not only
to changing market demands, but to the changing necds end priorities of a socicty.

The establishment and operation of a commodity program is prcdicated upon
many factors, including statutor& uandates in effect; the basic purpose of a
program; the type of program to be undertaten: the level of price gsvapori to
be set; the level and extent of dircet subsidy, il this nﬁproucﬁ is to be util-
ized; the operational procedures and facilitics to acquire, handle, store, pio-
cess and disposc of inventories as, and if, acquived; and the administretive
organization rcquired to carry out au cfficient and ccénomic comsoditly operation,

In addition, if the program intent is also to Lbalonce production with all
needs, then production adjustment or n.lzu'ke(.jng control authority, muay be a
pivotal ;urt of program application.

In setting up a commodity program, the first consjdoratinn is its purpose,
This consideration would jneclude, si;g]y or in comhinnfion, such factors ae

viicther (he program is to be desicnd and aondnistercd to slahilizo or jucien -



farm income; to stimulate or increase production; to roll back exccssive pro-
duction to more desirable levels} or to maintain an existing production level
that mects market demand and thé maintenance of adequate rescrve stocks.

When the decision on program purpo%e has been made, either by legislative
mandate or within discretionary authorities;.thcn the type of program to éafry
out the overall dircctive must be established.

Amcrican programs for price supported commodities, as you know, are based
primariiy upon the Agricultural Adjustment Act of 1938, as amended; the Agricul-
tural Act of 1949, as amended, and the Agricultural Act of 1970. Additional
authorifies arc contained in the Charter Act of the Commodity Credit Corporatlion,
as.amendcd. There are also the Sugar Act of 1948, as amended and extended, and
the National Wool Act of 1954, as amended and extended.

Under these authorities, comﬁodity price supporti is basically carried out,
singly or in combination, under loan, purchase or paymenl type programs. Wheat
produéers receive a portion of their support through wheat‘ccrtificatcs -- a per
bushel certificate payment on énch producer’'s pro rata share of.wheat uscd for
domestic consumption as [ood.

The lecvel of price support nccossarily varies with the commodily proeduced, .
but must tie in Ajroctly with established national pn]{cy and the spocificd
program purposc.
| If 1he purpose is to increasc prdduction of a commodity, then a high shpport
Tevel would. achieve the objective. llowever, unirhs there is sone mcan; to even
off prpduclion after all needs are met, then the problems of market glut, surplus
and updue costs can reach critical p}opnrtionﬁ.

An ox?r\moly fow gupport level ooy yresult dn curteiled production bet it

miyy result alao in decrcased fare tneouce.



In eftect, then, support levels must be realistic and practical and, within
statutory limitations, be established so that benefits of farm output accrue to
both producer and consumer, markets arc not Jeopardized, traditional channels
of tnggq are not'disrupted, and the nation's agricultural-ﬁlant maintains iﬁs
capacity to gear opcrations to changing needs.

For the purpose of this scminar today, I will discuss six general types of
programs that we administer for commoditics under legislutive authorities.

The first are the low loan-direct payment programs, with conditional acrcage
adjustment -- such as those for wheat, feced gr:ins and upland cotton.

The programs for these commoditlies arelsct forth in the Agricultural Act
of 1970, approved November 30, 1970, which initiated a cropland sct-aside ap-
proach for participating producers in the wheat, feced grain and upland cotton
programs for the 1971-73 crop ycars.

Marketing quotas and acreage alloymcnts for wheat were suspended for the
three ycar period. A cropland set-aside, cqual to an announced percentage of
the Tarm donestic wheat allotwent, was established.  Wheat Tfarmers, to he
eligible for loans, payments, and marketing certificates on whnatlgrown for
domestic food, are required to set aside o diver! from the production of wheat
or other crops an acreage determined for each crop year by the Scerelary.

Thc Act provided domoslic marketing certificates for farmers participating
in the program in an aﬁount cequal fo U.S. food consumption, bul not less than
535 million bushels annually. 7The face value of the certificates is set at the
diffcrence between the wheat parity pricc as of July 1 and the average price ro-
ceived by faranry c¢uring the firsi five wonths of khc wheat m&rkctinn Y bo-

ginning with Jnly.



Under the Act,'the 1971 séi~-aside would be not more than 13.3 million acres.
The:1972 and 1973 set-asidc could not excced 15 million acres. Additional diverted
acreage and public reecreational access paymcnts wer> authorized, if the Secretary
,detérmines that these provisions arc to be applied.

The program authorizes the Secretary tolset the national average loan rate
to participating wheat farmers from $1.25 per bushel to 100 percent of the parity
price for wheat as of July 1 of ecach marketing ycar. For 1971 the loan rate
has been set at S$1.25 ~- the rat. ’: effcct‘cach year since 1965.

Under the 1970 Act, a voluntary fced grain program (corn and grain sorghum --
and barley, if decsignated by the Sccrctary) is cstablished for the 1971-73 crop
years, with a cropland set-aside program ynder which participating farmers are
required to set aside an announced percentage of the fnym‘s feed grain base.

Set-aside payments arc reccived by participating farmers for diverting the
spccified percentage of the corn or grain sorghum base (barley is not included
in the 1971 program). The payments nr6 cqual to the differcnee between the
national averapgc price rocoiveé by farmers durding the first five months of the
marketing year (heginnipg Octeber 1) and the guaranteed total support price.

The programn gives producers more options on what and how mneh to plant,
provides for the shifting of fced grain bases from fgrms which do not plant
feed grains to thosc thét do, and, in sctting loan rates for feod grains, placcs
heavy crphosis on export prices and relative feceding values.

As with the wheat program, additional acreace Qctunsido and publice recereational
access paymonis arce authorized, if determination is made by the Secerctary that
they arce nceded.

Under the colton prﬂgrum; a voluninry prograw was esbtablished uvadery whiceh

marketing quotas ond pennltics are susponded For the three yomr poriod, ond pro-



Vision is made for a cropland set-aside program, nof\fo exceed 28 pcrccnf of
the cottqp allotment, as a condition for bencfits under the program.

The Act provides for sct-aside payments on the estimated production from
11.5 million acres for the 1971 crop. In 1972 and 1973, the base acreagc allot-
mént will be' set by the Sceretary, and total payments will be adjusted to main-
tain the same level of total payments.

The paymcnt to participating cottén farmers will he the difference between
the higher of G5 peréent of parity, or 35 cents and the average market price
for the first five months of the marketing year (beginuning August 1), but the
payment can not l'e Tess than 15 cents per pound.

The price support loan rate is cstablished for the 1971-73 crop years at
90 percent of the average world price for the two previogs yecars.

As with the wheat and feed grain programs, additional diverted acreage and
public recreational access payments are authorized, if the Secretary determines
thaf such arec necessary.

The cropland set-aside approach and the specific programs for the 1971-73
crop years of wheat, fcod grains and cotion arc based on n'phileUphy of market-
oriented programs designed to cencourage production for the market and Lo c¢neeur-
age market expansion.

The ;ccond general type program is the high-loan and marketing quota-allot-
ment type -- such as carried oul for peanuls, 1rice and mosL kinds of tobacco --
1T quotas arc opproved by at lcast two-ihirds of the produccrs of cach crop
voting in rcferendum.

In the peanud progran and for moest types of'tobnccn, national piarketing

quotas are proclained coch yeoor, regardless of the supnhly situation.



For rice the proclamation of z marketing quota is related to p.escribed
conditions under law that relate, in general, to adequate and normal supplies.
The national quota, by quantity, is converted to national acreage allotlments

apportioned to the States, counties, and farms on the basis of yield standards

- '

per acre that will produce the quantity deemed appropriate 1o mecet the national
quota. |

For flue-cured tébacco, the nationﬁl quota is converted to an acrecage-poundage
basis.

legislative minimum acreagec allotments have proven serious handicaps to
sound programs in a number of instances -- particularly on wheat, peanuts, and
burley tobacco.

The third general type of price support program is for perishable commodities
that is cgrriéd out through product purchases -- such as those for milk and
cottonseed-

In the dairy program, the Sccrctary announces the support price for manu-
facturing milk before the beginning of cach milk marketing ycar; and alse the
prices at which the Commodity Credit Corporvation will buy bﬁitcr, cheese, ond
nonfﬁt dry milk throughout the marketing yecar to cffectuate the anncunced suppont
price fqr milk.

The pu}chuscs maintain market priccs of ddiry products ot levels which
enable dairy processing plants to buy ﬁilk from farmers al average prices which
reflect the announced support lcevel.

For cottonsced, CCC contractis to purchasc goltnnsc&d 0il to carry bgl
announccd support pficcs for cotlonsécd.

A fourth gencral typo of price ru;qsp~¢; procrm: iy thot in vhieh lov level:

of suppurt arc scl and there are ne aeregne adjustment or mwarhivtine controls --









10.

domestic and foreign markets, hewever, is an extremely important part of overall
commodity operations.

The Commodity Credit Corporation must consider many factors in making stocks
available for movement into use, and in determining the pricing policies to be
in effect.

In this country we have }egal pricing restrictions which must be observed.
As a matter of general policy, CC™ docs not sell commodities at less than market
price and, in some cases, sets minimum salcs prices above those required by law.

Section 407 of the Agricultural Act of 1949 directs CCC, in determining’
domestié sales policies for basic and storable nonbasic commoditics, to give
coﬁsideration to the establishment of sales policics with respeci Lo priccs,
terms, and conditions as it determines will not discourage or deter manufacturers
processers and dealers from acquiring and carrying normal inventorics of the
commodity of the current crop.

With certain exceptions, Section 407 also provides that CCC shall rnot sell
any basic or storable commodit} domesticnlly at less than 5 percent above the
support pricc for the commodity, plus reasonable carryinz charges.  For uplaud
cotfon, domestic sales can not be at less than'llO percoent of the loan rote,
based on Middling one-inch, adjusted For current warket dilferentianls, other
value factors the Scerctary determinces appropriate, plus reesonable carrying
charges.

A 115 percent level of the current national averawse loan ratc snfcﬁ policy,
adjusted for carrent market differentials and other value factors de teruined h:
the Scecretary, npph‘(,-_s to CCC stochs of whc:at,-co;'n, grain sorphun, bm‘]'(-y, oty

and ryec.,
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To summarize my remarks, may I say that the establishmént and operation
of a commodify program must be a part of national ﬁolicy;.it must be tailorcd
to the particular'nceds of a producer scgment; it must be for the public
good, and it must be administered in the most efficient and economie manncr
possible.

Man, land and food ~- the human and physical resources mandated for a

_society to exist and to survive ;- must be viewed and protected in the national
intereét.

The purpose, type and opcrational provisions of a commodity program, if
such is legally mandated or undertaken under discretionary authority, must be
responsive doth ta the nceds of a nétion’s agricultural producors and to the

common good.,



Suggested materials (20 scts) to be available for distribution at the se

-
~.

Commodity Fact Sheets on 1971 programs.
Pertinent Background Information Bulletins.

Revised Agricultural Ilandbook No. 345, "Farm Commodity and Related
Programs,’” if available.

CCC Monthly Sales List Relecasec.
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