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Agricultural Markets

The nature of agricultural markets
•Neither the United States nor any other country

allows the market unhindered, to control agricultural
prices and output

Good/bad paradox:

•The phenomenon of doing poorly because you’re
doing well

•Enormous increases in productivity has reduced
agriculture’s importance

•200 years ago, 97% of labor was engaged in farming

•Today less than 3% of the U.S. labor force is engaged
in farming
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A way around the good/bad paradox
•Limit the production of all farmers

•The difficulty of organizing privately to limit supply
can be avoided by organizing through the government

•Suppliers can organize and get the government to
establish programs to limit production or hold price

high

Price floor(above equilibrium)

•Some producers are helped, some are hurt

•Consumers pay more for less

•Gov’t must prevent the surplus from being resold

Pay farmers not to grow:
•JFK’s acreage control programs early 1960s

•Farmers may pretend they have an interest in growing
the good in order to get the subsidy

•Farmers get a higher price if they produce

•If farmers don’t produce they still get paid and can
use their land to produce other goods

•Consumers pay more for less

•Higher taxes
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Subsidizing the sale of the good:
•Suppliers are paid $5 to supply 200 bushels of wheat.
The gov’t turns around and sells that quantity for what

ever it can get($1)

•Farmers are paid more

•Consumers pay less

•Taxes increase

Buying up and storing, giving away or
destroying the good:

•The gov’t can buy up all the excess supply at the
support price

•Gov’t must pay $5 per bushel

•What to do with the surplus

1. Give it away

2. Destroy it
















