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Class I base plans were established in the Agricul
tural Act of 1970 and continued through 1977 in the
1973 Act. They are currently in effect in only two mar
kets. The main question is whether production bases
using historic production should continue or be drop
ped. To continue authorization would permit a type of
monopoly control of supply that is counter to the ,direc
tion of other commodity programs. But some producer
groups have indicated support for the plan as a means of
controlling supply in a period when stocks may be build
ing up. Discontinuing the plan would mean some loss of
capital value in the bases owned by producers in those
areas where the Class I Base Plan is in operation.

Some more fundamental policy questions revolve
around the need to make major modifications in the
federal-state order system of classified pricing for milk
and dairy products. Some suggest eliminating the present
program while others would modify it. These issues are
not likely to get major attention in 1977.

PEANUTS

The present peanut program dates back to 1949.
Prices are supported by marketing quotas and by non
recourse loans provided through the three peanut grow
ers associations. The Secretary is required by law to pro
pose marketing quotas every year, regardless of supply.

More than two-thirds of all peanut producers have ap
proved the marketing quotas in a referendum for the
past 30 years. The loan level 'can be set at ?5 to 90 per
cent of parity depending upon supply. WIthout qu?ta
approval, support would be a~ 50 perce~t of panty.
Under marketing quotas penaltIes are applIed to the ~x

cess production of growers who do not comply WIth
their acreage allotments.

In 1976, the average support level was 20.7¢ per
pound, the 75 percent of parity minimum. Prices to
growers are expected to average 20.5¢ per pound.

In recent years, the national allotment have been set
at the minimum allowed by law of 1.6 million acres.
Surpluses have built up as yields have risen faster than
the demand for edible peanuts. It is expected that one
fourth of the 1976 crop of 3,671 million pounds will be
acquired by the government. .,

To reduce its inventory, the CCC ll1stituted a toll
crush program in 1975 by which crushers acquired ~w~

ership of the meal but delivered the.oil to CCC'. ThIS 011
is used for manufacture of shortenll1g, marganne, and
cooking and salad oils, which are distributed through do
mestic and foreign donation programs.

Policy Alternatives

Policy makers face these alternatives f~r peanuts: (1)
keep the present program with the marketll1g quotas; (2)
keep the present program but further reduce allotments
to balance supplies withe demand for whole peanut uses;
(3) set up a two price system with a higher p~ice .for us.e
of whole peaputs and a lower price for crushIn.g Into 011
and meal; (4) shift to a program with ta~ge~ prIces, low
er loan rates, and deficiency payments SImIlar to wheat

and feed grains; (5) shift to a program similar to soy
beans where there are no acreage allotments and with
loan rates near average market prices.

Consequences:
(1) The present program with no changes would re

sult in further accumulation of government stocks, loss
of foreign markets, higher government costs and no
price change for U.S. cqnsumers. . .

(2) Reducing acreage allotments to brll1g productIOn
in line with demand for edible uses of whole peanuts
would reduce government costs but also reduce incomes
of peanut producers and result in a capital loss from the
reduction of their allotments. Consumers would still pay
as much for peanuts and peanut products. Foreign trade
would be reduced since prices would be above the world
market and most domestic output would be used in this
country.

(3) Establishing a two price system was seriously con
sidered by Congress in' 1976 and is likely to be consid
er.ed again. Such a program would offer growers less in
come from part of their crop but would open the way
for expanding production for oil and meal uses. Gov
ernment costs for storage of surplus would be reduced.
Consumers would pay as much for products made from
whole peanuts, but prices for peanut oil and meal could
be reduced if supplies were adequate. Foreign trade in
peanut oil and meal could be increased. Some govern
ment costs for the program would be involved in admin
istering the program but probably less than the current
program.

(4) Shifting to a system of target prices, loan rates,
and deficiency payments would place peanuts in a pro
gram similar to other major commodities. It would mean
lower returns per acre for peanuts than now received by
producers under the restrictive program. However, t~is

program should give producers more freedom to shIft
from one crop to another and peanut acreage could shift
from smaller to larger, lower cost producers.

Level of target prices and loan rates would be a key
question as to how producers would react and govern
ment costs would be affected. Producers income from
peanuts might not change very much from the current
program, but they would suffer some capital loss from

reduced allotment values. Consumers would probably
see slight declines in prices of peanuts and pean~t prod
ucts but not very significant. Costs of marketll1g and
processing would continue and make ~p a large ~art of
the retail price to consumers. InternatIOnal trade ll1'pea
nut products could increase if market prices were com
petitive with world market prices or if the government,
subsidized exports.

(5) Shifting to a program similar to soybeans would
bring considerable reductions in incomes from growers
but would be the least costly to government. Consumers
would have the lowest prices for peanut products if loan
rates were set in line with market prices. Total output
could decline especially in high production cost areas.
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WOOL
The wool support program was first authorized under

the ational Wool Act of 1954 with extension to 1977
in the 1973 Act. The Wool program was enacted by Con
gress on the assumption that (1) wool is an essential and
strategic commodity which the U.S. does not produce in
sufficient quantities and grades to meet the domestic
needs, and (2) desired domestic production is impaired
b depressing effects in world markets.

An incentive price is established. Farmers sell their
wool on the market and if average prices received by all
producers is less than the incentive price, a producer gets
a deficiency payment based on the percentage difference
between the incentive and average market price and the
returns received by each individual producer. Payments
have been made every year except 1973.

The issues in the wool program involve the cost to the
government and whether the payments are really pro
viding an incentive to produce more wool, and promo
tion efforts are really helping U.S. producers. Domestic
wool production has dropped each year since 1960.

Policy Alternatives
The policy alternatives include: (1) contin ue the pre

sent incentive program; (2) discontinue all payments and
support prices; (3) and modify the support program by
establishing a loan rate at a set price.

Continuing the present program would save the gov
ernment the cost of payments which have ranged from
zero to $110 million annually since 1972. However, this
cost is paid by revenue from import duties which would
probably be decreased if the wool incentive program
were discontinued. Producers might receive less income
from wool and reduce their production still further.

Shifting to a straight commodity support program
would reduce risk for producers from fluctuating world
prices. It could result in govern ment costs for storage of
wool in years when prices dropped below the loan rate.

If the loan program did not provide any incentive to in
crease production, or discouraged production, then more
wool would have to be imported to meet domestic needs.

TOBACCO
Tobacco support programs date back to the Agri

cultural Acts of 1938 and 1949, as amended. Marketing
quotas and loans made to growers through their market
ing associations are used to support each of the major
classes - burley, flue-cured, Puerto Rican, sun-cured and
cigar, dark air cured, and dark fire cured.

The major issues in the current tobacco programs are:
(1) whether tobacco should continue under strict con
trol of production and marketing; (2) whether supports
should be shifted to respond more with the relative mar
ket value of different types of tobacco; and (3) whether
government funds should be used to encourage produc
tion of a commodity that carries risks to health.

Policy Alternatives and Consequences
Four possible policy alternatives for tobacco are: (1)

keep the present program l with its restricted control of

acreage and marketing quotas; (2) modify the program
to a system of target prices, support loans and deficiency
payments; (3) allow transfer of leases to interregional
and interstate basis; (4) eliminate all price support and
acreage control programs.

By maintaining the present program, many small
farmers would continue to get the benefits of a high re
turn from their restricted acreage allotment. Govern
ment costs are relatively small but have been going up as
CCC stocks have risen. Present support prices do not
fully reflect the market usability of the tobacco leaves.
Overseas producers are increasing output and may pro
vide competition for our producers.

By shifting to a system of target prices, support loans
and deficiency payments, producers would be protected
against some risk, prices could reflect the value of vari
ous grades, and government costs could decline unless
deficiency payments were high. However, incomes of
producers could decline, and some small growers might
be forced out as larger, more efficient producers expand
production, if they were permitted to do so. If permit
ted, acreage allotments would likely shift to production
on larger, lower cost producing farms.

If all tobacco programs were eliminated, production
would move to larger farms, become more mechanized,
and many small farmers could no longer compete or
would have sharply lower incomes. l\Jloreover, there
would be a considerable impact on the value of the land.
The current market value for leases to produce tobacco
is 25 cents per pound. This is the value of the allotment
and does not include land, buildings, or equipment.
Should farmers be compensated for loss of the capital
value of their allotments?

Incomes of tobacco producers would decline. If many
of the small producers did not have the income from
tobacco, t,hey would be forced to produce lower value
crops, accept much lower incomes, and even be forced
to apply for welfare aid assistance in some cases.

Small towns would suffer as smaller producers would
have less income to spend for production and consumer
goods. Consumers would pay about as much for tobacco
products under any system since raw tobacco is only a
small part of the total cost of manufactured products.

The health issue is the main argument made by some
who want to eliminate tobacco price support programs.
They argue that the government should not spend mon
ey to promote a product that may cause serious health
problems, when it is also spending money to discourage
use of tobacco products as harmful to health.

Foreign trade in tobacco could be increased if pro
ducers can compete in the world market. Some classes
of tobacco are more dependent on foreign trade than
others. From 50 to 60 percent of flue cured production
has traditionally been exported as compared to 10 per
cent or less of the burley crop. Flue cured exports have
been shrinking. Under the present restricted marketing
quotas system and high support prices that do not fully
reflect the most usable products, tobacco exports are
adversely affected. £-3



EXTRA LONG STAPLE COTTON
The extra long staple cotton, (ELS), program includes

acreage allotments, marketing quotas, nonrecourse loans
and supplementary payments. ELS is a special type of
cotton that makes up less than one percent of the total
U.S. cotton production. Upland cotton is the major
type and produces most of the total income of cotton
producers. 10st ELS cotton is grown in Arizona, New
Mexico and west Texas. Only about 2,000 growers are
involved in the program.

The costs of producing an acre of upland and ELS
cotton are quite close, but the yield of ELS is only
about 60 percent as much. Special ginning equipment is
also required to handle ELS cotton. Many growers in
1976 did not use their allotments because of high irri
gation costs and the lower yields of ELS cotton. Do
mestic production is less than needs and some is impor
ted to make up the deficiency. The 1976 planted acre
age was only about two-thirds of the national allotment.

Policy alternatives are: (1) keep the present program
to provide an incentive to produce a specialized com
modity. Loan rates have been under market prices so
CCC has not acquired stocks. Payments are the main
government cost. (2) Shift to no program and let mills
contract with growers at a price to cover growers costs
and some incentive to grow the crop; (3) Shift to a tar
get price and deficiency loan program similar to upland
cotton. Government administrative costs could be re
duced if the program could be handled along with other
cotton. Deficiency payments could be less than current
payments that are made irregardless of market price.

Unless ELS production is maintained or increased,
mills will import more of this special cotton.

Consumers would n~t be affected much by any pro
gram alternative since the costs of ELS products are
higher and few consumers buy this very specialized
product.

The ELS gin operators would be affected if produc
tion were completely eliminated, but more likely con
tracts would keep some production in this country.

SUGAR
The Jones-Costigan Act of 1934 and the Sugar Acts

of 1937 and 1948 formed the basis of U.S. sugar pro
grams until 1974. After the Secretary of Agriculture had
determined total needs, quotas were assigned to domes
tic and foreign producing areas that would maintain tar
get price levels. In the latter part of the Act, prices were
established by using a formula composed of farm pro-

duction costs and the Consumer Price Index.
The Act which expired in 1974, had the goals of prQ

viding stable retail price to consumers and reasonable re
turns to domestic sugar growers, which provided a profit
above the cost of production. The Act also regulated
labor relations with migratory workers, import tariffs,
excise taxes, and the importation of sugar products.

Sugar is an unique commodity in that high capital in
vestments in processing facilities are required near areas
of production. So an unstable market is a strong deter
rent to capital investment. \~hen sugar prices fall, farm
ers shift to other crops leaving the processor without the
raw commodity to process. Virtually all other countries
of the world have price stabilization programs in their
domestic markets and long term trade commitments to
stabilize their exports.

Policy Alternatives and Consequences
For sugar, the policy alternatives include: (1) con

tinue to operate as in 1975 and 1976 with high import
quotas and low level import duties; (2) reinstate the
Sugar Act that expired in 1974; (3) set up variable im
port duties to stabilize prices; (4) join the International
Sugar Agreement; (5) have the government buy foreign
sugar and resell it in the U.S. market at administered
prices; (6) set up direct payments to producers based on
the target price concept, along with domestic produc
tion controls.

If the U.S. decides to operate without new legislation,
some believe that the likely results will be a gradual de
mise of the domestic sugar industry as present capital
investment is depleted; extremely volatile prices, and
uncertain supplies during periods of short world supply.

Reinstating the previous sugar program would protect
producers in this country by controlling imports more
closely. Consumers would pay slightly more for sugar
but prices would be more stable.

The government would be more involved under any
program that would require setting prices and distribu
ting import or domestic production quotas, for in effect,
it would determine the rights of foreign and domestic
producers to a share of the U.S. sugar market.

Technological development in producing high fructose
corn syrup opened the way for U.S. produced corn
sweeteners to compete for certain uses of regular cane
or beet sugar. High sugar prices in 1974 and 1975 stimu
lated the demand. Any sugar program will influence the
level and stability of demand and prices for all sweeten
ers produced in this country.
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