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Some say that “A stitch in time saves nine”. The United States, since the Great
Depression, has tried to insure that Americans will never lack food. One of the methods
the government has embraced to do so, are subsidies. Subsidies allow farmers to grow
food, even in the worst economic times. However, since then, the government has tried to
stitch up policy to accommodate to the times. These quick fixes in subsidy policy have
had several effects, both positive and negative. Subsidies of many key crops have made
American produce much cheaper than most other countries’. This has made the
international community adopt counter policies in order to stabilize the world market. In
spite of these policies, the market remains in a strange place outside of the usual laws of
supply and demand. Many even denounce American subsidies as predatory towards small
farm owners and restrictive to global trade. In‘this essay, I hope to explore two topics,

irst I will be explaining the history behind agricultural subsidies in America in order to
understand what brought the world to the strange economic situation it’s in; second, I
hope to identify the key stakeholders in this conflict and explain how they are being
affected by this market.

First, we need to understand the pieces used in the game we’ve called
economics. The Merriam-Webster dictionary describes a subsidy as “A grant by a
government to a private person or company to assist an enterprise deemed advantageous
to the public” (1). As the definition suggests, it’s monetary assistance given by the
government to assist a sector in need. In this case, subsidies support the agricultural
sector. Subsidies have many different effects and influence almost all stakeholders in the
issue of food production. However, in order to understand the effects of subsidies, we
must first understand their history and the purpose they serve.

The first time the American government tried to regulate the agricultural market was
during the Great Depression. According to Dr. Burton W. Folsom Jr., after the collapse of
crop prices, President Roosevelt, along with his New Deal Congress, created the
Agricultural Adjustment Act of 1933. This policy included a section that “dealt with the
problem of oversupply by paying farmers not to produce” (2). This had several
interesting effects. First, by charging the payment of overproduction to consumers, you
had the first form of subsidy in American Government. The Agricultural Adjustment Act
allowed farmers to stay in business in spite of the economic environment, and insure that
there would always be someone to meet the demand for food. Second, it raised the
question of whether the government should support important sectors of the economy.
Then support those sectors always or only during difficult economic periods?

The man who answered the question on how the government should deal with subsidies
was Earl Butz. He was appointed Secretary of Agriculture under the Nixon
administration on 1971, and during his years as the head of the USDA, revolutionized
food production in America. According to the documentary King Corn, by creating a



' system of subsidies that paid the farmers according to the amount of food produced,
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along with other incentives, he changed the focus of American agriculture to quantity.
Butz argued that the United States should produce as many crops as possible, and sell the
rest to the international community for added profit. The effects were many after this
radical change. First, his policies guaranteed that America would always have a steady
supply of affordable crops, even in the worst of economic times. Second, these crops with
an artificially lowered price were first seen in the international market, creating many
different reactions from different countries. One of these reactions, according to West’s
Encyclopedia of Law, in 1972 after an especially disastrous Russian harvest, Earlz
arranged the sale of 30 million tons of American grain; which effectively opened the
doors for modern international commerce.

During the Reagan administration we saw the true birth and effect of the American

subsidy. After a dramatically harsh market swing, the Pay In Kind program of 1983 was

created. This program expanded the system of subsidies from a mostly domestic target, to )]o& o g
the incredible system of exports we have today. This happened because of several policy ¢

of
changes. First, Pay-in-Kind allowed the government the chance to manage economic c\‘ J;O“S o
losses by paying the farmers in vouchers for excess corn, instead of money. Second, Q\& \on
subsidy losses could now be lessened with Pay-in-Kind and the export policies of 1970’s ot

by Earlz during the Nixon Administration (West’s encyclopedia of American Law, 2-3).
This primed the American market to meet the international demand for several key crops,
formally bringing us to the current state of affairs.

In the game of global economics America has been playing, the agricultural
market has been left in a very interesting position. According BusinessDictionary.com.,
the law of supply and demand states that “as demand increases the price goes up which
attracts new suppliers who increase the supply bringing the price back to normal” (1).
However, subsidies on American crops create steady suppliers producing as much as
possible, all the time, at low cost. Simply put, subsidies make American goods the
cheapest and most available on the market. The artificial price makes these products very
popular with consumers, and creates a synthetic demand for this cheaper product. In
short, this creates a cycle of artificial consumerism that would not be possible in the free
market without subsidies. However, as mentioned earlier, this business model is greatly
criticized, by making such a cheap product; subsidies strain the prices of any member not
part of this small community of farmers. This has caused much controversy to occur over
the practice of subsidies, gre they good or bad? Are the causalities of such an economic
system worth the incredible yield of an affordable food supply?
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s work in the United States and the effects thiey have on other members of the
international community, we must analyze the positions of the mayor stakeholders in this
conflict before we can arrive to any form of conclusion.

Because the American subsidy system creates a steady supply of cheap food that
is available to the international market? a lot of consumers, both foreign and domestic, are
heavily in favor of subsidies. An optioif of lower-quality, but more affordable food will



always be present. Especially because for many people, this cheap food source is the only
source of food they are able to afford (Robinson, 1). However, many opponents of
subsidies criticize the system for similar reasons. They argue that creating such a cheap
food source makes developing countries dependent on exports, further harming the
economies of these countries. Some people, like Nobel Laureate Joseph Stiglitz, believe
that the only way for developing countries to get out of poverty is to eliminate the trade
barriers that are subsidies (Lee, 1).

Many countries realize subsidizing their key crops works; subsidies have been : )
successfully adopted by many countries trying to strengthen their economy. According to év\“ 7/5
the Department of Agricultural and Applied Economics at Texas Tech University, . & G {j; }(
countries have made their own programs to maintain the competitiveness of their ))" o) 7 o

products, often relying on tariffs or their very own subsidy programs. Several stories of |\ K (M r?\( )
subsidies include countries like South Korea that spend up to 68% of their entire public ot ;‘(1" 5 J’
support program budget on subsidizing their crops in order to remain globally Pl
competitive , or the European Union spending up to 25%. Both countries have benefitted O\M/ 4
greatly from such programs. Interestingly, the United States spends only about 8% of S\S)M /f \‘\ﬁxb \"r
v
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their public support program budget on crops. Also, according to TexasTech University,
the trend of making subsidies to improve the marketability of crops is not a method used 0 1
exclusively by developed countries. Rather, after researching the data of 21 countries of N 0‘1]“ $>s
both developing and developed countries, they found that subsidies were just as OX AW

. . . . . v) \(‘}
important in developing countries. The research often found that in order to keep exports \\ \o\

at minimum, subsidies and tariffs are a lot stricter in developing countries. According to QJR7
the same source, countries like Egypt, India and South Korea creating tariffs as high as e )
75% over the original price. Some of these countries include Egypt, India, Turkey, rz I\
Thailand, Vietnam, Nigeria, and several others. It seems that when discrepancy occurs in \ ‘

the market, other countries will adjust accordingly.

Another big proponent of subsidies is the American fﬁrmﬂ_{under the subsidy program.
o) Other than being protected by the government from any disaster, whether natural or
\Vs # \(N“' artificial, many argue that the government’s guidelines for farming are created to prevent
/ WA \ soil erosion. Soil erosion prevention happens because farmers in this subsidy system
\ J‘@L\ (N #cycle the growth of soil-conserving crops and rotate the acreage in which they grow their
RN : \ . . .2
NG \W produce. According to West’s Encyclopedia of Law, if farmers were not subsidized under
N & this government program, they would have to concentrate on growing single crops in as
Vo much acreage possible, leading to big increases in erosion. Also, crop stripping methods
Qﬂ;f‘ created to prevent soil erosion have become common methods of farming in America
since the creation of subsidies. However, this only applies to the famers that are under the
subsidy program. Small farm owners are usually big adversaries to subsidies. This is
because the current system of agriculture concentrates on quantity created, in a system
that many argue undermines the small farm owners. “They encourage farmers to expand
their operation in order to acquire more base acres and higher guaranteed government
payments” (Lehman, 4) and in doing so, force small farms to become big in order to stay VL
in business. Another small, but important group of people further argue that the subsidy ‘,ﬂw dL ,‘?f//f o7
*]Programs are inherently flawed, this is because farmers who are asked to reduce the '}\\ (] [ 6([”‘()~
15

acreage farmed, usually leave out their least productive areas. Because they want to
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produce as much as possible, the rotation of farmed areas is not done as they usually
should, farmers often just growing crops in the most productive areas. This reduces the
effectiveness of a program specially created to control the amount of crops being
produced and the erosion being created.

Few would argue against, the philosophy of “A stitch in time saves nine”. Unfortunately,
he-way-the-American-Government-has-tried to prevent the fall of their agricultural sector, fhe /Mﬂ“”

thas become the perpetrator of an unusual situation. Many think that the free market

would do a good job in maintaining the prices of crops at reasonable prices for

farmersMany think the subsidy program is an incredibly expensive fail-safe mechanism

that we'wouldn’t need if farmers reduced the cost of the currently incredibly expensive | ‘/0 .

system of agriculture. However, many argue that subsidies are just a natural evolution of oboe b Y

people trying to take advantage of the free market, and that they would have naturally i or JA i sAae.

arisen even if the United States didn’t initiate them. In the end we have to ask ourselves,

is the stitch of subsidies preventing a bigger problem for growing? Or is it the problem

itself?
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