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WARTIME FARM AND FOOD POLICY SERIES
T " W

To mobilize our nation’s giant strength for war necessarily
means a drastic readjustment in our waysof producing, distrib-
uting, and consuming everything we make. A few laggards, and
people working at cross purposes, can slow down the whole
nation if government authority 1s not used to bring them 1nto
line. But authority is not a substitute for public understanding
and acceptance. As a matter of democratic princ iple and of
efficienicy, the citizens must know what has to be done In
economic mobilization—and why and how. This series of
pamphlets, prepared by members of the Department of
Economics and Sociology at lowa State College, deals with
the what, why, and how of agricultural policy and food
management.

Previous pamphlets have outlined the broad relations of food
to the war effort and sketched techniques of dividing food
supplies and getting maximum production. The use of farm
prices to obtain the kinds and amounts of food production
needed, the mobilization of necessary farm labor, a food
rationing program to maintain a high level of morale, and
changes needed to put dairying on a war footing have been
examined in detail.

This pamphlet, “Commodity Loans and Price Floors for
Farm Products,” deals with the agricultural price controls
that now rule the markets for farm products. The legisla-
tion under which these controls operate needs revision. It is
basically peace-time depression legislation, not well adapted
to war and postwar purposes. This pamphlet offers suggestions
for bringing the legislation up to date.

Editorial Commuttee:
ALBERT G. HART TrHEODORE W. SCHULTZ
MARGARET G. REID WaLTER W. WiLcoX
Ames, lowa, April 12, 1943

CopyRIGHT 1943, By THE lOWA STATE CorLLEcE Press. ArLrL RIGHTS RESERVED
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2 WARTIME FARM AND FOOD POLICY

1. The existing legislation specifies that price floors may be
used only to encourage the expansion of production. lhis
restriction should be removed, so that price floors can be
used continuously, when necessary to reduce production, or
hold it constant, as well as expand it. This would relieve
farmers of price uncertainty, and overcome the lag in the
response of production to change in prices. It would let
farmers know what prices they can count on before they start
producing, and encourage them to expand the production
of those crops that were needed most and contract the produc-
tion of those crops that were needed least.

2. The law provides that loans and price floors are to run
at existing levels for the duration of the war and for two years
after the first January 1 after the end of the war. 'This is too
long a period for given floors to extend into the future. Price
floors should be provided as a continuing feature of the agri-
cultural production program through peacetime as well as
war, but each price floor should be announced just betore
planting or breeding time and extend into the future only for
one production and marketing period for the product con-
cerned. Lower loans and floors should be used whenever
necessary to help reduce production, just as higher ones have
been used recently to help increase production.

3. The levels at which loan rates are set each year should
be completely dissociated from 1909-14 parity. The uniform
percentages of parity used now are too high for some products
and too low for others: the relations between prices that are
required for war needs are entirely different from those rela-
tions that existed in 1909-14. If parity is adhered to, over-
production of some products and underproduction of others
are bound to result.

4. The existing law prohibits the CCCG from selling more
than 300.000 bales of cotton in any calendar month or
1.500.000 bales in any calendar vear. This impediment to
efficient stabilization operations obviously should be removed.

— el o







o WARTIME FARM AND FOOD POLICY

been doing a very creditable job, but legislative restrictions
have kept the CCC in its peacetime groove. The trouble
lies with the legislation under which the C( .( operates. That
legislation 1s still vintage of 1930-40, set up to deal with
fluctuating supplies. low prices, surplus production, and weak

demand. It is entirely inappropriate for war.

(bsolete L \f_f.:'h\/r.fr’!n?e

The commodity loan legislation now on the statute books
<temns from the Agricultural Adjustment Act of 1938. It was
amended once shortly before the United States entered the
war. and again amended in 1942 shortly alter war was de-
clared. The existing commodity loan legislation iIs a 1938
peacetime model—patched up with 1941 and 1942 amend-
ments. but still basically a 1938 model. Our military equip-
ment is as up to date as we can make it. but our legislative
f't_;lli]_nﬂl‘lll for HLtl'lliI‘j_{j the battle for food 1s obsolete.

The original Aericultural Adjustment Act of 1933 was very
broad and general with respect 1o commodity loans. It left
the Secretary of Agriculture free to set the loan rates where he
thought they should be set. In the Agricultural Adjustment
Act of 1938. Congress began to circumscribe the Secretary's
powers; it spectfied that CCC loans on wheat, cotton, and
corn must be made at rates raneing between 52 and 75 per
cent of parity. This still left the Secretary some latitude.
But on May 20, 1941, Congress went further, and tied the
Secretary’s hands completely; it directed the CCC to make
loans on the 1941 crops of wheat, cotton, corn. tobacco, rice.
and peanuts at a single figure—=85 per cent of parity.

On December 26. 1941, this loan rate of 85 per cent Of
parity was extended to the crops from 1942 to 17406 e lusive
On October 2. 1942, the rate was raised from 85 per cent to

90 per cent, except W here that would adversely affect hive-
«tock feeding. in which case the rate was 1o remain at 85

per cent. | hese loan rates were (O extend to “the expiration
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O WARTIME FARM AND FOOD POLICY

a crop of wheat, and a quarter of a crop of corn had accumu-
lated in storage. Taking care of these stocks became a major
problem. Some of the cotton was seven years old; grain
storage facilities were overburdened, and embargoes had to
be applied at several terminal markets to prevent grain being
shipped in. The loan rates that were used each year, and the
size of the stocks that piled up under the influence of those
rates, are shown in Figures 1 and 2.

The operation of a stabilization program, of course, requires
substantially larger stocks than were carried before; if carry-
over stocks previously were not large enough to stabilize prices,
the only way to stabilize supplies is to carry over larger stocks
from big crops than before. The stocks of wheat and corn that
were accumulated by 1941 were not unduly large for stabiliza-
tion purposes. Only in the case of cotton were the stocks clearly
excessive—perhaps two or three times larger than required
for stabilization purposes. It was not so much the size of the
stocks that mattered; the trouble was that they had been built
up over a period when the crops were about average or only
slightly larger than average in size. The stocks had accumu-
lated. not as the result of a conscious policy of withholding
the excess over average production, but as an incidental
result of attempts to raise agricultural prices over a period of
time in defiance of the supply and demand situation. This
price-raising pressure showed no sien of relaxing, and there
was no indication that the stocks would be kept from growing
lareger. It was evident in 1941 that if a really big crop came
along, the stabilization program would have great difhiculty
in takine care of it, since stocks were already large enough for
stabilization purposes, and too larce for existing storage and
transportation facilities.

Furthermore, the loan programs were all being conducted
as purely domestic programs. This was all rient in the case
of corn. for ordinarily less than 1 per cent of the corn crop is

exported or imported. But wheat and cotton are obviously

T
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Fig. 1. Prices and loan rates for cotton, corn and wheat, 1923 to 1942,
Cotton prices for middling 7/8 inch (15/16 inch after August 1941) spot cotton
at 10 markets; corn prices for No. 3 yellow at Chicago; wheat prices for No. 2
hard winter at Kansas City. These prices are used rather than prices received by
farmers, because the latter include unredeemed commodities at their average
loan values.
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for corn before 1927. The quantities shown as under loan before |
that were held by the Federal Farm Board.







10 WARTIME FARM AND FOOD POLICY

but for the great expansion in demand that resulted from the
war.

The extent of the difficulties is indicated not only by the
size of the stocks accumulated, as shown 1n Figure 2, but also
by the financial losses involved. From 1935 to 1940, inclustve,
the general price level, as measured by the Bureau of Labor
Qtatistics index of wholesale prices, was practically constant
(except for 1937 when the index was about 10 points higher
than in the other years). Data concerning CCC deficits and
surpluses are not available before March 31, 1938; but those
from 1938 on are given in Table 1. The dehcits averaged
about $100 million per year while the price level was constant.
Surpluses occurred as the price level rose. It is estimated that
losses would have continued at about $100 million per annum
(10 per cent of the original loans) if the price level had con-
tinued constant.! These deficits would have been much
oreater if the price level had fallen.

TABLE |
DericiTs AND SurpLUSES OF THE COCG

(Appropriations From and Payments to the Treasury as Result of Appraisals

;\ppn)p:'i;jtium from the Payments from the
Treasury to the CCC C.CC to the Treasury
March 31, 1938 ¢ 04.285.404.73
March 31, 1939. 119.599.918 .05 :
March 31, 1940 . . ¢ 43 756.731.01
March 31, 1941 1,637,445, 31

M arch 31, 1942 27.815.513.68

- =

$215,522,768.29 $ 71,5

[

Total 244 G6Y

Accumulative deficit

as of Mz2rch 31, 1942 $143.950.523.60

[ I 'f’f:"ff.e'l ..J(.FH !'}:E'f'/
In peacetime, the accumulation of larger and larger stocks
of farm preducts, clearly bevond the size needed lor stabiliza-

— e —

1 J. B. Hutson, Fresident, Commodity Credit Corporation, Address, *Look-
ing Ahead at Our Finanaal Problems.” U.S.D.A. Mimeo., Nov. 6, 1941,

. ol
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B2 WARTIME FARM AND FOOD POLICY

level. Barley is another. In the Dakotas there are many
counties in which barley produces much more feed per acre
than wheat. and where barley should be grown this year,
because we need all the feed we can get. Yet many larmers
in this area are cutting down on barley in order to make room
for more wheat, simply because the extremely high price of
wheat caused by C.CC loans makes it profitable for them to
cdo so.

[t is impossible to reduce the loan rate for the 1945 crop,
for the existing rate has been promised to producers many ol
whom now have sown wheat in response to that promise.
But immediate steps should be taken to lower the loan rate for
the 1944 crop. Meanwhile, only the second best alternative
can be followed— continuation of the subsidy for wheat feed-
ing. The need for livestock feed 1s so great that several hun-
dred million bushels more wheat should be fted.”

We need to carry enough wheat in storage to hll up the
Old World's empty bread basket for a year after the end of the
war. but Europe will get back into production to meet most
of its own needs for the second year. A quantitative estimate
of the European need during the first year 1s difficult to make,
hecause of the number of conflicting factors involved-—ship-
ping space, the urgency of needs for other products, etc. But
after World War I our total exports were only between 200
and 300 million bushels per year, for several years. Al
present, only 50 million bushels are earmarked as our contri-
bution to post-war relief. The conclusion seems inescapable
that we are carrying a larger stock of wheat than we need,
withholding it from consumption at a time when we should

2 There is plenty of wheat on hand for this purpose. On July 1, 1942, the
stocks of old crop wheat in the United States were 627 million bushels. On
July 1, 1943, they are expected to be as large o larger. Stocks of wheat 1n
(Canada are expected to he 673 million bushels then. Thus the total stoc ks of
wheat in the two countries on July 1, 1943, will be ove: 1.300 milhion bushels,
with a new crop coming on. Thus even if vields in the United States in 1943
were the lowest they have ever been | 11.2 bushels per acre, as thev were in 1933
and 56 to 57 million acres of wheat are sown, as expe ted, supplies would «till be
abundant.
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14 WARTIME FARM AND FOOD POLICY

must be [mi(l in order to induce farmers to grow the peanuts

that are needed. Furthermore, the attempts on the part of

Congress to raise parity have been encouraging much specula-
tive holding of cotton.

[n addition, two further provisions in the law have made 1t
difficult for the CCC to dispose of its stocks to private buyers.
Section 381 of the AAA of 1938 as amended prohibits the CCC
from selling any cotton “unless the proceeds of such sale are
at least sufficient to reimburse the United States for all
amounts (including anv price-adjustment payment) paid out

by any of 1ts AL CT 1es with respect to the cotton so sold. After

July 31, 1939. the CCC shall not sell more than 300,000

bales of cotton in anv calendar month, or more than 1,500,000
bales in any calendar year.”

This is enough to ruin any storage program. Ii the hrst
provision means that the CCC cannot sell any cotton at less
than it paid for it, what is going to happen when the demand
and price for cotton declines after the war? Will the CCC
have to hold the cotton indefinitely? And even when a favor-
able time arrives, how can a stabilization corporation that

—

has held nearly million bales of cotton (in 193Y) operate
effectively if it can sell only 1,500,000 bales a year? The CCC
cannot operate successfully with cotton until these provisions

are removed.
PRICE FLOORS FOR “NON-BASIC" PRODUCTS

[.oans in the “‘basic” crops are only part of the price-
LHH[I'{:] [Ji{[ll!i‘. -[|tl' I}I']Il't'.h t}f' Tllt‘ u‘u-t;i“i’ti “I]ullﬂlmwi:”
products have also been brought under some degree of control.

Administrative action with respect to ‘‘non-basic™ products
preceded legislation. Early i 1941, 1t had become evident
that a great expansion in the production of certain com-
modities would be needed to meet lend-lease and domestic
needs. In order to bring about this expansion, the Secretary

of Agriculture announced in April, 1941, guaranteed minimum

— R e =




COMMODITY LOANS AND PRICE FLOORS 15
prices for several farm products, to be implemented by gov-
ernment purchases in the open market. The price floor for
hogs was $9 per 100 pounds at Chicago: for butter, 31 cents
per pound; for chickens, 15 cents per pound; and for eggs,
22 cents per dozen.

Legislation soon followed which gave the Secretary specific
authority to use price floors to increase production. In July,
1941, Congress enacted Public Law 147, commonly referred
to as the Steagall Amendment. 'This amendment directed the
Secretary, whenever during the present emergency he found
It necessary to encourage the expansion of production of any
nonbasic commodity, to support its price “‘through a com-
modity loan, purchase, or other operation” at not less than
85 per cent of parity or comparable price.

Up to that time, guaranteed minimum prices (or price
floors, as they were called) for perishable products had been
used only in times of rapidly expanding demand, for the pur-
pose of encouraging farmers to expand production. In the
latter part of 1942, however, the emphasis was shifted from
raising the prices of certain crops in order to stimulate their
production. to supporting prices or at least retarding their
rate of fall after the war i1s over. On October 2, 1942, Con-
eress enacted Public Law 729. This law retained the proviso
that price floors for nonbasic crops were to be used only when
necessary to encourage an expansion of their production, and
raised the 85 per cent minimum to 90 per cent of parity.
In the same law the commodity loan rates on basic crops were
also raised by 85 to 90 per cent (except where that would
adversely affect livestock feeding). In addition, the floors and
loan rates were both extended for two full calendar years after
the end of the war.

Under this legislation, the Secretary of Agriculture set the
floors for several nonbasic products higher than the minimum
levels preseribed by law for those products, for in most cases

a Hoor at 90 per cent ot |'J;|I'5H' would have been too low to
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induce the desired expansion in production. The foor for
hog prices, for example, 1s $13.75 per 100 pounds at Chicago,
which 1s about 30 per cent higher than the minimum 90
per cent of parity prescribed. But these floors that are above
the prescribed minimum extend for less than two full calendar
years after the end of the war. For example, the floor an-
nounced for hog prices extends only to September 30, 1944,
not to December, 1945 (the tume indicated in the legislation
if the war were to end in 1943). The floors announced for most
of the other products extend only to June 30, 1944, These

periods are shorter than those specified in the law.
DEFECTS IN EXISTING LEGISLATION

The two-fold legislation outlined above, providing com-
modity loans for basic products and price floors for nonbasic
products, gives the Deparunent of Agriculture powers to do
certain essential thines: but it 1s defective 1n three major

]'t'ﬁllt’[‘l‘-‘-.

])-!",-f.r‘”i I \o.H. i" ]}Hr (1 {"m.f'erH ¥ Ia‘f' .I}HJ.-",'#;HH: fhf] ” -J'IJ|"' H . ‘\r.' ESNaAry Lo
f“_',ﬂ*.lfm'h”{ thH'./fa’r Lion

T'he legislation provides for forward price floors under
'ﬂfiﬂl}!}i‘%i(' E}]'l]l'ill('{."i {1'I'Il'f-' ‘k"n'l'll'l'{‘ Necessarv o encourage cXpar-
ston of thewr production. ['his apparently means that no
floor for these products can be legally maintained after the
need for expanding production has passed.®? This 1s all the
more disconcerting since the loan rates (corresponding some-
what to floors) for the basic crops are not subject to this
restriction. They are to be continued whether expansion

* There i1s some question as to just what the law does mean. Some groups
claim that once the Secretary has called for an increase 1n the i)l‘mhn tion of a
crop and proclaimed a price Hoor for 1it, even thoueh 1n a later vear he calls for a
reduction in production, the floor must still be maintained for two full calendan
vears after the war. The wording of the law certainly requires clarification. Oun

sugegestion 15 to knock out the clause restricting the use of floors to conditions ol
increasing production
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10ds of stable and declining demand as well as rising demand,
and through peacetime as well as war.

Defect No. 2. Loans and Floors Extend Too Far Into the Future

I'he price floor system should be made a continuing feature
of the agricultural production program, but each price floor
should extend for a shorter period of time into the future than
1s provided for in the existing legislation.

I'he present legislation provides that the loan rates at 90
per cent of parity (85 per cent in the case of corn and wheat)
and floors at not less than 90 per cent of parity, shall extend
“during the continuance of the present war and until the
expiration of the two-year period beginning with the Ist
day of January immediately following the date upon which the
President by proclamation or the Congress by concurrent
resolution declares that hostilities in the present war have
terminated.”® An earlier amendment still specifies that loans
shall be made at 85 per cent of parity on the basic crops up to
and including the 1946 crop. This means that the floors must
be maintained at least as high as the minimum levels ol
parity specified now, anywhere from two to three years after
the end of the war (depending upon whether the war ends late
or early in a calendar vear). It also means that loans at the
percentages of parity specified now must continue to the 1946
Crops.

[s this provision well adapted to post-war needs? The
answer depends upon two things: Whether there 1s a severe
post-war depression, as there was beginning a yvear and a half
after the last war: and whether the war ends on all fronts at
once. all over the ¢lobe. at the same time.

Severity of post-war depression. 'T'he post-war depression may
not be as severe after this war as it was alfter World War I.
T'here may be no depression at all, for we now know more

® Public Law 729—77th Congress, Chap. 578 —2nd Session, H. R. 7565,
p. 4, Sec. 9. (1
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about how to deal with depressions than we did then, and
have better controls. Yet our knowledge was not sufhcient to
enable us to prevent a considerable “‘recession” in 1937, and
the problem of demobilization after this war will be greater
than it was after World War I. The army to be demobilized
will be much larger, and the job of reconversion of our
industrial set-up will be more difficult to handle, because the
conversion to total war purposes has been far more {'um[':]vn-.
[.eoislation should at least be ready to meet a severe reduction
in demand in case it happens after World War I1.

The fact that the minimum loan rates are expressed In
terms of parity provides some flexibility in loan rates and
floors. If there is a severe depression, that lowers the prices of
things that farmers buy, which lowers the level of parity to the
same extent. But the amount of this flexibility is small. The
change in the prices of the things that (armers buy will be
only a fraction of the change in the prices of the products that
thev sell. and it will lag a yvear or so behind. After World
War I, the prices of hoegs and corn fell to 30 or 40 per cent ol
their 1919 levels by the end of 1920—two vears after the end
of the war. Wheat fell to similar levels by the end of 1921.
But the prices of the things that farmers buy, which determine
the level of parity, rese from 1919 to 1920. and by 1921 fell
only moderately, to 80 per cent of their 1919 levels. Thus the
decline 1n }}Iﬂ'i{\' was only about one-third as great as the de-
cline in the market prices of these products.

In the present war, the prices of cotton, corn, and wheat are
running at about the same level as the loan rates. LEven so,
these products are over priced. If there 1s a substantal decline
in demand after the war, accompanied by a decline 1n
loan rates only about one-third as great as the decline that
would take ]Jl.lt.'f' IT] [Jr'i{ es were they not held up by loans, the
CCC is likely to be swamped with larger stocks of cotton, corn,

dl]{f R\TH'.-H Ii;.m ANV SeerT ~_~,'|-|_
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20 WARTIME FARM AND FOOD POLICY

Wall the war end all at once? This war mav not end all at once.,
It 1s likely to continue in the Pacific for some time after it has
ended in Europe and Russia. Because the size of the area and
the intensity of the devastation is greater now than it was in
World War I, the demand for food. feed. and livestock for
rehabilitating Europe and Russia will probably continue
strong for somewhat longer after the end of the war there than
after the end of World War 1 probably for a full two vears
this time.

But if the war with Japan continues one vear, two years.
or more after it has ended in Europe and Russia, what then?
Are the price floors going to be maintained for two full calen-
dar years after the end of the war with Japan? By the time the
war with Japan comes to an end, the strong demand for food
for rehabilitating Europe and Russia may already have passed.
Yet the United States government would be committed to
maintaiming loans and price floors at present levels for two or
three years more—Ilevels that would be far too high for normal
conditions of demand.

Lae floors to production periods. In view of these considerations,
1t seems decidedly unwise to commit the Federal covernment.
as the present legislation does. to loans and price floors that
are to be maintained at percentages of parity that are specified
now for a length of time somewhere between two and three
vears after the war. Loans and price floors should be used
continuously, not merely during the war and post-war period:
but no loan or floor should be set for as long as two to three
vears in advance. When a floor is to extend for two to three
yvears after the end of the war (or to the end of the 1946—47
crop vear In the case of loans), a level that is the rieht height
i.ul' {hl" [1rst Vedr ‘~ lll\fl‘\ tO he ( onsiderably }iiuiti'l' [[Jdtn neces-
sary or advisable for the second. third. or fourth vear. It
would be better all round to have the loans and floors extended

at existing levels for onlv one vear after the war. That would
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permit lower loans and floors during the second and third yeai
as a more eradual return to normal., rather than constant
loans and floors (constant in terms of parity, as the legislaton
now stands) for two or three vears, and a sudden break. or no
floors at all. at the end of that time. If it 1s necessary to reduce
the |J|‘Ht1utIi(.r|] ol some larm i}i'{:thlt'[n. that can better be
accompanied by a reduction in the price floor at the rate of
one step per vear rather than all at once at the end ol the
second or third vear.

['he calendar vear 1s in anyv case an arbitrary unit ol tume.
Perhaps it was chosen because the egrowing season lor many
crops begins and ends within a calendar year. But ac tually
the production and marketing period for most crops cdoes not
fit into a calendar vear. The floor for spring pigs needs to be
announced early in November, to give farmers time to L ey
their plans for breeding in December. and needs to extend until
all the spring pigs have been marketed, say until Mav or
June. 18 months later. (The existing hog price Hoor was
announced rather late in November., 1942, but extends to
September, 1944). The floor for fall pigs needs to start anc
end about 6 months later. Neither of these periods coincides
with a calendar vear. The growing season for corn begins
after the first quarter of the calendar year has elapsed. and
the marketing season extends three f{illl!rl‘[a ol the wav into
the second year. The same thing is true for spring wheat,
except that the marketing season for most of the crop is shorter
than for corn. ['he growing season for winter wheat extends
from the latter part of one calendar year to the first half of the
next. .\Hil 50 11 0CS. ]I would be highly desirable to « hange
the arbitrary period of two full calendar years tor all products
specified in the present legislation to “the production and
marketing period for each product,” beginning and ending
at the proper time for each produci regardless of the beginning

or end of the calendar vear.
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Defect No. 3. War-Time Loan Rates and Price Floors Are Tied to

Peace-time Parity Price Goals

T'he most fundamental defect in the legislation is that it
sets the loan rates at uniform percentages of parity prices—
in this case, 90 per cent (with a 5 per cent concession in the
case of corn and wheat, for feeding purposes). This is utterly
unrealistic. Parity prices are merely the prices for each product
that happened to exist in 1909-14 (or in the case of some
products, at a later date) multiplied by the current index of
the goods and services that farmers buy. Such prices ignore
the fact that the costs of production per unit of product have
changed, by different amounts for each product, since the
base period, and the further fact that the relative demand
for the different products has also changed and continues to
change from year to year. For present conditions. parity
prices are too high for most of the basic crops, and too low for
many of the livestock products. Attempts are being made to
redefine parity by including labor costs, ostensibly to make it
more accurate; yet these attempts ignore the great changes in
cost that have resulted from the introduction of new varieties,
the mechanization of production, and the improvement of
production practices. Agricultural productivity per man in-
creased 40 per cent from 1909-14 to 1942, and the demand for
some products has doubled, while for others it has decreased.
1'o use such an obsolete yardstick as parity is to invite speedy
disaster. The loan rates and price floors should be completely
dissociated from parity.

1 he level of loan rates. What basis for loan rates and floors
should be used instead of parity?

Commodity loans can be used for two concomitant purposes.
Their primary purpose is to smooth out the effects of fluctua-
tions 1n the production of storable crops from year to vear.
For those fluctuations are almost completely random in char-

acter, and occur about a fairly stable average which can be
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be ..Hlt‘l)ll‘il until SO ks h.‘i‘u' [1”1'{} up I'HI.H_I,L_"I]. Lo lorce i[r-n
acceptance. If so, a rather unsatistactory but at least auto-
matic method of bringing loan rates down to workable levels
may have to be used. 1hat method would involve, hrst.
setting up a quantitative estimate of the maximum stocks
required for stabilization purposes. This would be a sort of
economic ““high-water mark.” Then legislative provision
could be made that whenever stocks accumulated 1n larger
amounts than this, the loan rate would automatcally be
reduced, by some such higure as 1 per cent for every 1 per cent
by which the stocks exceeded the required size.

The level of price floors. Commodity loans are suited to
durable products such as cotton, corn, and wheat. But loans
cannot be used with perishable products, which cannot be
stored. For those products, price Hloors have been used, to be
implemented if necessary by outright purchases.

| he purpose of these price tloors i1s the same as the second
purpose of commodity loans (which are a form ot price Hoor)
Price Hoors make l.lt'.ll' 1O i!lut!lut‘l'\. Eu'hﬂt 1}“'\ ].l‘s Et':t‘il
production plans, what prices they can count on for their
products when they reach the market. The price foors
reflect the demand and supply situation that 1s expected to
prevall when the goods reach the market

Price floors have generally been used only to encourage
expansion of production, and that has created some impression
that price floors raise prices, or at least “‘support prices and
keep them from falling. But that impression is misleading.
Price Hloors in themselves do not amount to much. The exist-
ing price Hoor for hogs at $13.75 1s not the reason hog prices
now are running between $15.00 and $16.00. | he Hoor for
hog prices was set at $13.75, not because the Department
wanted to raise the price of hogs or support the price of hogs,
but because the Department estimated that the lend-lease

].l[lla domestic demand would be so Strong that the in"ln e would
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I}Jf' [{-\-.--] Al ".'..:m E| !r]h'l‘ Hut}|~~ Ccan be sel. r!;r'['r'fux'r“ ift'-
pends upon the prospective situation for each product, in-
cluding the Department’s ability to purchase and distribute.
Nnot Uupon l;.uih Iri::[iulhfu[u .\HHMHH*_:]K. E}er' wav 1o [IEIJ—
mote saustactory stabilitv in the 1 lces of AT frlinim (S alter
:h:‘ Welr '=~ hirst ol .1|i. LO tft"-{t']llj{]‘ ever j!ﬂuii:ff Imeans ol
'\[.1l1jlifilli_[ I’}I.f 'x\i.!liq' cCoOnomy at a il"‘__fi:' ,!r"xr.'|_ [HI '5|"|i-. E””'
|:u-w1‘_ l'z‘:[r'ittl Tt\i.i[ ]u:Ehx, ?},-:- rate ol lir []lLJ!!i.IJ."=]1i.’JEJ. |
speed of industrial reconversion from war to peace, publi
works projects, and social security programs are the con-
TIH]“i]i_‘_ l'if'TIIf'IITw .\Tlt'!' 1“ };.h }H't'ij 1j|.rI!r‘ ri;,:i Cdll t‘r!‘ if{t!tq‘
along those lines. if some depression still materializes and em-

ployment decreases, nutritional considerations will require

developing very large scale food stamp plan i ex idine
i = . — cll'c | | ‘ :I|[- ll,"l.t;l“. adlldl '-'.\[Lill.l.]t]._

sChool ]Hl;-: !I PIOgralns JthI HJf]r'I TII.HIHLu]].!,' Iijl'}jt:!' s iltut_;_-

ress along these lines will reduce the unstability of roricultural

SContinued from 6. 25
4s a part ol the war etlort the price however being not a single he h )
small range between a price floor and a price celing. 1he system applies
different grades ol cacl product, not merely to different products. It provides
the nation with the quantities ol Lh ;nru_ullnh It needs when 1t needs them

not a |_i'|.|r_‘;|‘.' [1On FH'!'I:'II'i {II!'l",![]JE '-:-.. rII’!I.‘-‘1 -I:]Il_ r':l._[]l_ll S 1armers to '-I.l:i:_h £ '-_1_!-';';_

out having to leave a margin to cover price uncertainty

'his is surely a subject which merits wide study and discussion. Is this
svstem less suited to peace than to warn should the range between Hoor and
ceilling be narrowed, eventually to a single ficure for each product, or should
the range be retained because of the flexibility it provides? When the need for

Price c1lings has passed, should the government dev lop means lor cashing in on
a product when demand is stronger than it anti ipated, to offset its losses when
demand 18 weaker than it anticipated? (It does this in effect in the case of its
commodity loans

| hese questions indicate the nature of some of the l'-!-li-lf'[:lw imnvolved | 'h
hiterature on the \Iil‘rfli s0 far 18 himited I he reader s referred to | \A
schultz's “"Economic Effects of Agricultural Programs.” Am. Ec. Review.

Viol. XXX, No. 3, February, 1941: “Redirecting Farm Policy.” MacMillan.

1945; and Pamphlet No. 2, “Farm Prices for Food Production.” in the present
! !

sertes, See also, by the present author, “Stabilization Operations ol the Com- '
H':nl[i”\ Clredirt ['HIIIHF.I[IHII_I Ilrillllf1| Ol |.+I!|! i.unl]!rllll;in 1"'tlt1| \\]\\ " \;-' 3

\ugust, 1942; *“*Bases for Controlling Agricultural Prices.’ J[ournal of Farm
Feconomics, Vol, XXIV, No. 4. November. 1942 “( ontrolling the Prices of the

Basic Crops,” to be published in the present series: and “Controlling the Prices

Ol |’1'ri--!|rtir1r }.l[['li i}riullulw"' to be ;H||!|I':\!H'l1 in the |+l|':~:'|1! SeETies |1.1H:€ i l
|. D. Black’s **Parity, Parity, Parity,” The Harvard Committee on Research in :
the Social Sciences, 19425 and |. S, Davis’ “On Agricultural Policy, 1926-1938. |
I-'lei H-E"-".III h |r;-~r:r:|1f; ]":I", also beay o1l the wllh]i'l?
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prices, and permit a program of price floors to proceed on a
rational and lasting basis.

The quicker the price floors and loan rates are freed from
parity, the more likely are they to remain in good repute.
Revision of the legislation to that end cannot be deferred until
the need for change is made obvious by a substantial reduction
in demand after the war. The existing legislation providing
loans and price floors commits the Department for several
years in advance. The necessary changes in the legislation,
therefore, should also be made several vyears in advance—
that 1s, they should be made now.

Acknowledgements: Professor T. W. Schultz made many useful com-
ments, and with W. W. Wilcox, Marsaret G. Reid, and A. G. Hart
helped greatly in focusing the analysis upon current issues. R. Bowring
and W. Bredo assembled some of the statistics.
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= & % SUBSEQUENT PAMPHLETS
will follow this one at intervals of a few weeks. There will be
fifteen or more in the series, each dealing with a crucial prob-
lem of our WARTIME FARM AND FOOD POLICY,
including:

Food Strategy (Published)

Farm Prices for Food Production (Published)
Manpower in Agriculture (Published)

Food Rationing and Marale (Published)
Putting Dairying on a War Footing (Published)
Commodity Loans and Price Floors (‘This pamphlet)
Using Our Satls for War Production

Food Management and Inflation

Remodelling the AAA

Controlling Land Prices and Sales

Dividing Food Among Crvilians

Methods of Educating Consumers

Improving Nutrition in Wartime

. and Others

* # 2 THE SOLE PURPOSE of each
pamphlet will be (1) to bring together pertinent information
concerning its subject, (2) to present an unbiased analysis
of the information, (3) to suggest a wartime program for the
subject under discussion calculated to contribute to early
victory for the United Nations, and (4) to place information
and suggestions in the hands of leaders in positions to initiate
the necessary action.

# % 2 YOU MAY ASSURE YOGUR-
SELF of receiving each of the first fifteen pamphlets promptly
upon publication by sending your order with $1.50 to the
[IOWA STATE COLLEGE PRESS, AMES, IOWA. Or you
may buy a single copy ol any pamphlet at 20 cents; or 10 or
more copies of any pamphlet at 16 cents each. In all cases
remiliance must accompany order.
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