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FOOD SUBSIDIES AND INFLATION CONTROI )

The validity of the economic arecuments thus depends up-
on the realism of the assumptions on which these arecuments
are based. In this analvsis it 1s assumed that waee rates and
farm ii!i.ﬂ'.HL.tH!i*H be L.t'Ei[ [rom advane E[l‘..; without food sub-

~1:t!‘;t'=-. § wages and 1;1j1 CS CdIl be held at current [I'H'[\ with

the aid of subsidies but could not otherwise be ke pt from add-

vancing, a subsidy program as extensive as that sugeested in

this studv would be a definite preventive to inflation and

would more than “pay for itself” in terms of lower prices to
consumers and a lower national debt than would otherwise
['!t'e \',11;..

; b. Criticism of food subsidies from an ethical standpoint
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6 WARTIME FARM AND FOOD POLICY

uary 1, 1941. The 15 per cent figure was adopted because it
represented the change in cost of living between January,
1941, and May, 1942, The adoption of this formula, as pomnt-
ed out below. indicated that the principle of tying changes
in wage rates to changes In the cost of living was being con-
sidered by the administration in 1ts wage program just as a
similar parity principle for pricing farm products had been
established by legislation.*

In September, 1942, both the Executive and the Congress
declared that, wherever practical, prices and wages should be
frozen at the levels prevailing at that time. Certain excep-
tions were made. Substandard wages were to be raised 1f
necessary. Farm price ceilings were not to be set at levels
below the highest price between January and September,
1942. or below 100 per cent of parity (whichever was the
higher), and in establishing farm price ceilings, the Ofthce
of Price Administration was to take account of changes in the
cost of production from January 1, 1941.

Prices were not held at the September level. From Sept.,
1942, to May, 1943, the Bureau of Labor Statistics cost-of-
living index rose from 118 to 125.9 Because of the rise In cost
of living. there was a strong demand for the abandonment of
the Little Steel Formula. The coal crisis was a part of the
pressure. Both of the major labor organizations were de-
mandineg that either wage rates be increased or prices be re-
duced to the September 15, 1942, level. As a consequence
of this pressure and as a means of trying to hold wages, the
Administration, in May, 1943, announced the roll-back sub-
sidies for meat and butter to reduce their retail prices and
thus reduce the cost-of-living index.

These subsidies. together with certain seasonal price re-

ductions and decreases in the prices for some fresh vegetables,

¢ As was indicated previously, the Little Steel Formula usually 1s interpreted
only as a “we will go this far, but no farther” policy toward changes in wage
rates. It is the Stabilization Act of 1942 into which one can more easily read
the implication of a tie between wages and the cost of living,

5 The base vears for this index are 1935-39 'he index stood at 100.6 1n

January, 1941. The cost-of-living index for selected periods is given in Ap-
pendix Table 1.
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reduced the cost-of-living index from 125 in May to 123 in
August. Since that time the index has risen to 124.5 in April,
1944, Additional subsidies, however, have been inaugur-
ated in order to prevent the cost-of-living index from rising
at a more rapid rate. A summary of the food subsidies in

operation as of December 1, 1943, is presented in table 1.
C. Issues in the Discussion

The current food subsidies came under Congressional scrut-
iny almost upon their inception. The desirability of contin-
uing them has been questioned by many groups and empha-
sized by others. Congress has threatened to limit the way
in which the agencies financing food subsidies may spend their
funds. For the most part, funds have been granted for re-
latively short periods of time, so that the controversy over the
program has been almost continuous.

The issues in this controversy are not clear cut. However,
they can be divided into two classes: (1) economic and (2
political and ethical. The economic issues center around (a)
the relationship of food subsidies to the control of inflation.
(b) the effects of subsidies upon the national debt. and (c¢)
the way in which these subsidies are likely to distribute the
burdens of financing the war between the current civilian
population and the future civilian population which will in-
clude present members of the armed forces. Whether such
subsidies constitute a form of political briberv intended to
bring various groups more closely in sympathy with the pres-
ent administration seems to be the core of the political issue.
The ethical issues center around judgments as to the way in
which income *“should™ be distributed among the various

broad economic or social groups.

[I. INFLATION CONTROL AS AN OBJECTIVE OF
WARTIME ECONOMIC ORGANIZATION

The economic controversy over food subsidies revolves
around the expected effectiveness of food subsidies as an in-
flation control. Although there are opponents of subsidies
who believe that ““‘a little inflation will not hurt anvone’® and
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8 WARTIME FARM AND FOOD POLICY

that we should not expend too much effort in controlling
prices, most subsidy opponents sincerely believe that we should
try to avoid inflation, but that techniques such as food sub-
sidies will not aid in the fight and may actually aggravate a
potentially inflationary situation.

In this analysis it is assumed that the United States wants
to organize its wartime economy so as to produce in the neces-
sary quantities those goods needed to win the war. A second
objective is that of distributing equitably the goods available

TABLE 1

FstiMATED Gross AnNvAaL COST TO THE QuURBSIDIZING AGENCY, DATES OF IN-
AUGURATION. AND RATES oF PAYMENT OF FOOD SUBSIDIES
in EFFecT ON DeceMBer 1, 1943

Estimated Gross
Annual Cost to Date of Rate of
Commodity Paying Agency | Inauguration Payment®
{ h“”iunﬁ {i!.
Dollars)!

Apples. . . . o 4 11-1-43 . =
Butter. . o . 82 6-1-43 5¢ per lb. 1
Canning fruits & vegetables 27 3—-13-43 A o
Cheddar cheese. . . . 29 12-1-42 334¢ per lb. E’
Corn price adjustment. . 5 4—-14-43 5¢ per bu. T
Dried beans. : 10 4—-7-43 70c to $1 cwt. ©
Flour..... R 100 12-1-43 3
Meat. . . 436 6—1-43 . o
Eattle . v : . 1.lcperib. ¥
Hogs. . . . . 1.3c perlb. !
Sheep and lambs ' 95¢c per lb,
Milk
Dairy feed payments 2001 10-1-43 11
Fluid milk. . .. . 5 10-1-42 12
Hay for drought arecas. . . 2 0-1-43 ' 13
Peanuts. . .. .. : 14 4—7-43 - Sreiatean
Peanut butter. 15 11-1-43 415¢c per lb. -
Potatoes. . . .. | 25 2—-1-43 . I
Prunes. ... _ : . 7 8-2-43 214c per lb. g
RAWINB o5 v s O 8-2-43 214c per Ib. .
Soybeans . v 10 0-22-43 o
Sugar beets. . ats 11 2-10-43 £1.50 per ton ¥
Sugar transport. . | 43 3-16-42 18
Truck crops. . . . O 1-26—43 : SN
W heat for hivestock feed. . 68 1-19-42 L
Total....... 1,101

Source: Data presented 1n Hearings, Committee on Banking and Currency,
U.S. Senate, 78th Congress, 1st Session, on S, 1458 and H.R. 3477, pp. 52-64,
135-63. 181-83. 261-63. Data came from material submitted by OPA and

CCC and testimony of Jean Carroll, Director, Food Price Division of OPA.
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for civilians. Both consumer rationing and price control have
been established for this purpose. A third objective is the
organization of the economy so that we can return to peace-
time production with a minimum of economic and social dis-
locations.

The first objective has been and is being achieved reason-
ably well. Sufficient incentives for getting resources cmploy-
ed and for moving resources into war production have been
established. Our resources—particularly labor and cquip-

ment—are now virtually fully employed, and requirements
Footnotes to table 1

' Gross annual cost to the paving agency is estimated on the assumption that
the program is continued for on vear, and that the rate of payment 1s unchang-
ed during the vear.

* Where a single rate of payment is indicated, the same rate of payment is
made to all producers, with certain ex eptions for small processors of butter
and meat

® A transportation subsidy on movements from western areas to eastern centers.

' Paid to processor.

5 Involves payments for additional costs of four canning vegetables (corn,
green peas, snap beans, and tomatoes) on civilian pack in 1943 compared to
1942, This subsidy will cost $17 million. Includes also a payment to cover
additional costs for labor to extent of wage increase eranted by War Labor
Board or amount necessary to return a reasonable profit, whichever is lower,

° Paid to processors through a buy and sell prograrm

7 Discontinued with announcement of new corn ceilings.

° Paid to country shippers at rates of §1.00 for red kidnev beans. 80 cents for
baby lima beans, and 70 cents for all other types. No payment on standard
lima beans.

* Paid to millers with rates based on types and grades, and averaging about
18 cents a bushel,

¥ Changed, effective Dec, 25, 1943, to payments by grades as follows: choice
(AA) $1.00 per cwt., Good (A) $1.45 per cwt.,, Commercial $0.90 per cwt., all
other grades $0.50 per cwt. A payment to nonprocessing beel slaughterers of
$.80 per cwt. has been in effect since November 1. 1943, and 1s included in the
above costs.

"' A payment directly to farmers of 35 to 50 cents per cwt. for whole milk
and 5 to 6 cents a pound for butterfat. The annual cost covers the rates in
effect on Dec. 1, 1943,

1= Paid only to handlers in milksheds surrounding Washington, Philadelphia,
Baltimore, and Omaha-Council Bluffs.

'* Paid to hay feeders in drought area around Washington. D.C

'* Paid through support programs on peanuts. Gains on peanuts sold for
edible purpose amount to $30 per ton and losses to processors for oil amount
to $50 per ton. The annual cost is the net loss on this operation,

“ A payment of 50 cents a bushel on normal vield of potatoes on acreage
planted in excess of 90 per cent but not exceeding 110 per cent of individual
farm goal.

'* A subsidy paid to cover certain costs of transportation and a differential
subsidy paid to processors. Subsidy runs to 2 cents per pound of ol

17 Paid on sugar beets. There is also a payment ol 33 cents per ton on sugar
canc

18 'imnﬁ;';rjrl.ﬂmu subsidy on both domestic and foreien SUgar.

® A subsidy paid to growers of $50 an acre on acreage planted n excess of
90 per cent but not exceeding 110 per cent of individual farm goal

® Loss in selling wheat for feed at less than market price,
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10 WARTIME FARM AND FOOD POLICY

for war production are bemg met. From now until the end
of the war we will be concerned primarily with shifting re-
sources from one line of production to another as our needs
change.

Attainment of the other objectives is closely linked with m-
flation control. Unless all incomes advance as rapidly as
prices advance, there is a shift in pure hasing power from in-
dividuals with relatively fixed mcomes to individuals with
rising incomes. Consumer rationing merely assures that cer-
tain quantities of rationed goods will be set aside for an in-
dividual. He must still be able to pay the prices in order to
oet the goods. Consequently, inflation is usually considered
inconsistent with equitable distribution of civilian goods dur-
Ing wartime.

Minimization of economic and social dislocations 1s also
closely tied to inflation control. i values of capital 1tems,
particularly land, rise markedly during the war as a result of
increased incomes, individuals purchasing such items in the
war period may find themselves attempting to pay for such
tems out of smaller incomes after the war, assuming that
product prices fall. Furthermore, pressures to maintain prices
and wages at wartime levels after the war may result In a
much lower level of employment, if these prices and wages
are too high—unless appropriate monetary action 1s taken.

The obijective of not permitting any increase in prices may
have conflicted with bringing all available manpower and
materials into production in the early phases of the war when
we had considerable unemployment. However, since we have
now reached a condition of virtually full employment of our
resources. these objectives are no longer inconsistent. We
can avoid inflation without in any important way interfering

with the organization of the economy for war nroduction.

[I[I. THE ECONOMIC FRAMEWORK WITHIN
WHICH WARTIME OBJECTIVES ARE
TO BE ATTAINED

In ;ip}';r.:'tfninu alternative means which might be used to

attain wartime objectives, one must also consider the econ-

e B e e e e




FOOD SUBSIDIES AND INFLATION CONTROL 11

omic setting within which these objectives are to be reached.
Before the subsidy issue can be discussed intellicently. it is
necessary to have clearly in mind certain features of the pres-
ent economic and political framework of the nation. The
kinds of inflation control programs which we might employ
depend partially on conditions which are largely unalterable.
Whether the conditions now existing should have been per-
mitted to arise 1s no longer a significant question. Inflation
control in 1944 cannot be made cffective by bemoaning what
was or was not done in 1942 or at anv other time. unless there

1s some chance to correct past mistakes by current action.

;1. '!!_."fsf' J{h'ﬂ?r 1';‘?*3..:;:‘.-_"1 x_a;" ;’JH.H

One of the most important characteristics of the frame-
work within which we are trying to get needed war production
and at the same time avoid inflation is the rigidity of our price
structure. Most prices are rather narrowly strait-jacketed:
either a reduction or an increase in a price is extremely dif-
ficult to achieve.

The dithculties in reducing a price so that labor, materials,

and other productive agents might be encouraged to move

from one line of {u‘i_u_h.n_'[it_li‘l to another arise partially from the
various minimums which have been established. together with
the way in which various prices have been tied together by
legislation or by administrative direction. For example, the
Second Price Control Act (October. 1942) established the
minimum level of a price ceiling on most agricultural Pro-
ducts at 100 per cent of parity. Wage ceilings are also more
or less implicitly tied to other prices—notably to changes in
the cost of living, In July, 1942, the National War Labor
Board ac« epted the principle that changes in wage rates
should reflect the changes in the cost-of-living index that had
occurred between January, 1941, and May, 1942 an in-
crease of 15 per cent. This has been interpreted as inferring
that no wage ceiling should be placed lower than 15 per cent
above the wage rate prevailing for a particular type of labor
in a particular plant in January, 1941. More recent admin-
1strative action further infers that if the rise in the cost of liv-
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FOOD SUBSIDIES AND INFLATION CONTROL 13

B. Wealk Tax Prosram

A second mmportant feature of the framework within which
we are trying to carry on the war and vet avoid inflation is
that we have had and still do have a tax program inadequate
to drain off excess purchasing power which could easily be
used to bid prices far above established ceilines. A relatively
inflationary program of war finance may have aided in rapid-
ly achieving full employment of our resources in the earls
part of the war. Jut such a weak tax Prograrmn 1ow makes
eftective price control extremely difficult.

The failure to impose heax y taxes early in the course of the
war has resulted in rapid growth of the national debt. the
sale of a relatively large proportion of war bonds to banks
with the consequent creation of additional money in the form
of additional bank deposits, and the building up of private
lif!l!iil 1[-.!!1*?1?1;“ -'|l1['__'_f"l‘-1 cash and bank :ff']:lhii*« which 1n-
dividuals may at any time tryv to convert into goods. For ex-

110} F. 1

*1113}}1‘3 in the hscal vear 1943-44. it 15 estimated that there

will be a gap of nearly 40 billion dollars between income
'ﬂ}lii}l l’-.l.II!]'I.I Ill' SPent on '_'IHIl!*u .HH.E kr'l\.'iir'- .Efl'! F|'Lr' fill'.!]

c!‘{.jlil.illlf' L{thln 1””5 Qo !\t* 5 '.,nh:,e ll 1HHIl|! }-r‘ EJHH'.;‘_|i" L.I]L[r'li
at current prices) [ here were also large gaps between dis-
{Jilfmlli}t' ill{':illir‘ r&Tiii f}if' ‘stll-‘tf' Ol .t‘x'.H].'.]rfr LN s and SCIY H G
earlier in the war,

]! | 1iiu.1~r|¢}t1~ ilt!f.lfi:rri iw to be A\ n:ir'fi. IvVern a --:IiLlfi:ril
where we have had a weak tax program, the desirability for
maintaining relatively stable prices 1s unquestionable. Re-
gardless of what we do in the way of taxation from now until
the imflationary pressurc has subsided, we will not apiuar by
current taxation the huee bae klog ol |l'!'lj|:' llll]!‘:![!-‘.f' that has
accumulated durine the past 3 years. However, we do need
a much stronger current tax prograrn (o |.'.H'].I the situation
from getting worse. The flow of excess purchasing power has
been and may continue to be partially spent on war bonds.
The rest of it has gone into building up individuals’ liquid
}urhfﬁ]ue_ What iHiH\i{hld[~tEtiH\][h iEH'H accumulated iiq'
uid holdings and with currently accumulatine excess pur-

tIJ;hi]t:_! iluu'i'r fif']}!'ltr.l'~ H]nm !.!'.r jl f‘\.;rr‘: r.|Filr!i= Ol IJjn‘ luture
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course of prices. If prices are expected to remain relatively
stable. bond sales may be relatively high and bank deposits
may continue to be built up. But, if individuals expect
prices to increase, they may attempt 1o convert their cash
and deposits into goods as rapidly as they can. Avoidance
of inflation under such circumstances would be extremely

difficult.
IV. ALTERNATIVES IN INFLATION CONTROL

Given the objectives of effectively organizing the economy
for the production of goods needed to prosecute the war and
at the same time avoiding inflation, what alternative pro-

cedures might be employed in accomplishing these objectives?

/. ./'Lh"r‘“.:f' all f”-“'a'H and u ages at their current le vels.

Adoption of this alternative means that price and wage
chanees cannot be used to direct production. As a conse-
quence any change in production must be induced by other

means—the payment of subsidies or direct allocation of labor,

materials, and other productive agents byv the government
are examples.

Many may question whether adoption of this alternative
actually entails discarding the use of prices in directing pro-
duction. Proponents of freezing prices believe that such ad-
justments in production as are needed can be achieved by
minor price changes. OPA has been making such adjust-
ments, and since July, 1942, the cost-of-living index has risen
by nearly 8 points. Adjustments in a few prices almost in-
evitably lead to other price changes—particularly when many
prices are tied together—and the accompanying upward spir-
al eflect.

The implications of this procedure can be indicated by an
illustration from the food production field. An increase of
2.5 million acres in soybean production is desired for 1944.
If this cannot be encouraged by changing relative prices or
by the payment of subsidies, the only way in which this higher
acreace might be attained would be by a governmental agency

directing each farmer as to the acreage of soybeans he should
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plant and harvest. Similar governmental direction probably
would be necessary to induce other production changes. This

procedure is unlikely to be generally acceptable.

P I - y e " y f | ¥ | A S
i - 'ir,-”"rr fome prices and ages whward and olthers downweard Lo
i - J

I (| f f | i "
“:‘-'lf_.. ¥ I!JII.J.. £ TEi _.".’1.'...,1';'-IJ'I.'I'I'--I .',I,'l,l:' ..'I' _."I.-'l.'l. YebhaaT I' T ezl n .’_-: 1ol "-";"u'J.-

From an economic point of view this procedure is the most
desirable of anv of the alternatives. It would enable effec-
tive use of the [?rtj::' mechanism—which 1s {H'[[i.i]h the most
impersonal and generally acceptable of the various tech-
niques—to direct production. However, given the wav in
which prices are strait-jacketed, this alternative cannot be
ufilized. In order to alter relative ;1:iit‘~~ and wages 10 gel
the kind of production pattern we want and vet maintain
the present general level of prices, the legal minimums be-
low which certain price ceilings cannot be established would
have to be s I.1]1]H'f1. "*il;rl:nr'.'f ]JIEH'* 1O SOme iarm ]Hfuillt LS
probably would have to be adjusted downward. And some
WAagE ralcs would require redud LIOT.

Although this alternative appears politically unacceptable,
some of the adjustments which 1t implies should be discussed
more fully. Not only would the present general level of
En'irt“w have to be held, but the level within each broad group
In the economy-—agricultural prices, wages, and industrial
prices—probably could not be reduced [ his means that
the price adjustments would have to be made within each of
these broad groups. For example, if the general level ol
agricultural prices was raised. in order to keep the level of
all prices from increasing, the compensating adjustment
would have to be a reduction in the general level of non-
agricultural prices—an adjustment which would hardly be
politically feasible.

If the present level of farm prices were 1o be maimmtained
but the price pattern altered to stimulate needed production,
prices for soybeans, vegetable oills and meals, whole milk,
dried skim milk, potatoes, and some vegetables would be

among those which should be imcreased. Reductions in the
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prices for grains, cotton, hogs, and butterfat would probably
be necessary. Such price changes could not be accomplished
so long as parity is used as a guide for establishing price ceil-
ings. A reduction in certain price floors, particularly those
for butterfat and hogs, would be required. The provision
in the price control law that the ceiling price for a farm pro-
duct cannot be below the highest price received during the
period January 1 to September 15, 1942, would have to be
scrapped. And the provision that price ceilings shall reflect
increases in costs that have occurred since January 1, 1941,
would have to be removed.

Similar adjustments in wage rates—some upward and some
downward—probably would be required. Although 1t 1s
doubtful whether many groups whose wages might be re-
duced would experience undue economic hardship, never-
theless such adjustments probably would be politically 1m-

P wssible.

¥

3. Discontinue or modify price control and allow prices and wages

to rise oradually.

Acceptance of this alternative implies that the hioht against
inflation should be at best a delaying action. It is very like-
ly that an acknowledged delaying action against inflation
would turn into a disastrous defeat, particularly since there
is a large accumulation of cash and bank deposits which 1n-
dividuals may try to convert into goods 1 prices are expected

to 1ncrease,
d. Increase laxes H’r..f','ff’ffl lo reduce excess /(“I”f'!!r.-’.n’.h-'.f fh{"."”'

Although much higher personal taxes are desirable and
perhaps necessary to reduce the supply of currently dispos-
able funds and consequently the pressure on price ceilings,
the effectiveness of increased taxes as the sole preventive to
inflation has probably been overestimated. There are two
important reasons why stepping up taxes probably would
not be sufficient to keep prices from increasing, if price con-
trols were at the same time relaxed: (1) increased taxes col-

lected currently on personal incomes will not reduce the large
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subsidies is a net addition to excess purchasing power and to
holdings of such liquid claims as currency and bank deposits.
This increases further the potential danger of a break 1n
prices, for individuals will have even more ‘‘dangerous dol-
lars” which they may try to exchange for goods. In the 3
years, Jan. 31, 1941, to Jan. 31, 1944, the amount of United
States money in circulation increased from £8.593,000,000
to $20.529.000.000, and demand deposits rose very sharp-
ly.1t Individuals were much more willing to hold such liquid
claims than most authorities had anticipated. Part of this
willingness may have been due to an expectation of a drastic
postwar deflation, for it seems plausible that the willingness
of an individual to hold liquid claims rather than goods de-
creases as the ratio of the value of his liquid claims to his
goods increases, unless he expects a future decrease in prices.
We micht be able to continue to increase the amount of liquid
claims and still hold the price line. But the probability of
successfully keeping prices down under such circumstances

seems to be rather small.

V. SUBSIDIES AND GENERAL PRICE
STABILIZATION

In the preceding section we have presented the major al-
ternatives!’? to the use of subsidies (in conjunction with pres-
ent price and wage control measures) as means for control-
ling inflation. In order for some of these alternatives to be
workable. various features of the framework within which

price control is now operating would have to be altered.

This would be true if the general level of prices were helc

™

but relative prices were altered to encourage needed pro-
1 The increase in demand deposits during the same period was more than
$22 billion. See recent issues of The Federal Reserve Bulletin.
12 I'KT‘:III‘EU: .!lt’ rnative !I'f'f'::.i‘!'[ﬂ]'-' --‘.'1‘-':11I~'"": 1S :i!;li 0l 10 ['f'-l“-].f]'_' |_.']"J|E1l‘.Tti_]|1.
thus providing more goods and keeping prices irom rising. When virtually all

,1&:1':1411];- resOurces arc d]]'{ .'1!i.‘-.' f'lt.'!-JIH‘xr."J. LIk ['fu:*ﬂ'-i 1I[I.a".i'l< Licon (0] | {I{;Ut;.*- 1.H.f

civilians can be attained only by shifting men and materials out of war produc-
tion and into producing for the civilian market, or by Increasing the efhiciency
with which resources are used [13-';-11:: ing more goods with the same resources

[t hardly seems wise to cut down sharply on war production at the present
time. Furthermore. an increase of at least 40 per cent in the aggregate output
of civilian goods probably would be necessary to absorb current excess purchas-

ing power if prices are to be kept from nsing above current levels
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duction. Discontinuing or modifving price control to allow
prices to rise would prove inconsistent with the objective ol
maintaining a stable level of prices. And increased taxation
will not in itself serve to stave off inflation, although a stiffer
tax program is desirable as an aid to price control

]':n subsidies u',iwr' a greailcl [?.’Illr.-_-i'il:ik LO1 t'ttt‘il‘;‘xr‘]‘k
achieving price control than do the other alternatives? Under
what conditions are subsidies likely to be workable? What
are the maior limitations of subsidies in inflation control?
These are some of the questions which should be considered
in adequately discussing the role ol subsidies 1in an intlation

:'UT':EI'H[ PTrOogTa111

['he most important assumption underlying the argument

for food subsidies is that upward chaneges 1n the cost of hving
. 1 i 1 i

u:_l. |L‘.!‘-l O 11‘,1‘.'&.1:'1'1 Chanees 1n ldarim price cellings ana i

wage rates. As has been pointed out above, price cellings

for agricultural products are explicitly tied to parity price

Consequently, farmers have been given a guarantee that price
ceilines for their products will be automatically increased as
other prices increase 'here 18, of course, a ceilling on wag
rates. ['he Little Steel Formula established by the Wai
[.abor Board limits increases in straight-tune or basic wage
rates to 15 per cent above the levels of [,tisll.Jr\_ 1 941 SOOI
wage rates had advanced more than 15 per cent belore the
Little Steel Formula was put into operation. And additions
to waees have been egranted through increased pay tor over-
time, “‘portal-to-portal pay,” and on other similar grounds.
However. if the Little Steel Formula were held, wage rates

1

'iJ:I_ItJ,!t,I]‘\ 4{}!,[]1! 150 ]r'l\d_'l!",r ]'l. 1![:'|t' ,:i.{.'x: 'r LT [0S Il {I‘ ‘-_1'l~ L4

['here 1s considerable confusion and misunderst inding 1in the terminology

used in duscussine chanege 1n labor earmines or wage rates | he following terms
are dehned as used |:|‘-‘||;~=|_tl.|!!||;=ft Averape weekly earmini 15 the average amount
[-.'tl-] rI'*‘rI:!:|::'~='r-'~ pPrior 1O ANy deductions o taxes. bonds, et duringe a speci-
hed week or I::-r"!'l".ui_lu| weeks Average hotrly earmines1s the result of dividing week 1y

earnines by the averare number ol hours worked duringe the week. Changes 1n
these two measures Of earnings i |'J-1r' [ !-.!r:-'-__"- iiu OVETrTLITI LIPEI I-|=.II':‘. shilts

irom lower to hirher [-ml iobs, individual promotions, piece work rates, the
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Why, then, might it be assumed that our ability to hold
the cost of hiving enters into the holdineg ol wage rates at
about present levels?

Political as well as economic factors have entered and will
continue to enter immto the establishment of both wage and
price ceilings. The tying of farm price ceilings to parity is
a notable example. Labor groups ask why labor should not
have a guarantee similar to that granted to farmers. The
advocates of food subsidies ask if the War Labor Board can
be expected to maintain the Little Steel Formula in view of
the treatment given to farmers and the promises to labor (in
the Stabilization Act of 1942), unless living costs can be kept
from advancing.

Some |rl'n|mnt'l'1tﬁ of food subsidies believe that if the cost-
II[““‘.iIIL{ mmdex can be held at its present level, the Little
Steel Formula can be maintained. Others believe that the
index will have to be reduced to 118—the level of September,
1942. Both groups are in agreement that living costs cannot
be either reduced or held at current levels without subsidies.
Distributors’ margins might be reduced somewhat, but not
enough to offset the increases in costs which would result if
the subsidies were discontinued. If food subsidies were with-
drawn, 1t 1s estimated that the cost-of-livine index would 1m-
mediately rise from its present level of about 124 to about 128.

T'he basic assumption underlying the economic arguments
against food subsidies is that changes in wage rates are largely
independent of changes in the cost of livine. It is believed
that wages can be held at present levels even though food
subsidies were withdrawn and the cost-of-living index rose.

Both cases are logically constructed, given the assumptions

14 { r"..lll'.l'rl.lll" -.r

cflects of incentive plans, as well as changes in basic wage rates. As used here.
basic it age ralrs, Ol .‘wilﬂpl‘n wage rates, refer to the sc ||;-L][,-I{-Iq of pay o _qF')p{lﬂf_-,,j
jobs. The War Labor Board is concerned lareely with the stabilization of these
schedules and not with any of the other measures of earnines, except as the War
LLabor Board policy affects individual promotions, For the first two measures,
accurate cdata are avatilable; for the third, data are practically nonexistent. In
some cases, average hourly earnings exclusive of overtime {or work in excess of
40 hours a week are used as an indication of changes in wage rates, but they are
a very poor indicator and cannot be used to measure the success of the stabiliza-
tion efforts of the War Labor Board.
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increasing the price paid for all of the commodity produced.
Savings to purchasers as a result of such subsidies may be very
large relative to the expenditure on the subsidy, particularly
where the marginal output is a small proportion of the total.**

The issue, however, is the inflationary effects of a flat pay-
ment per unit of output paid to all producers of a particular
commodity in order to reduce retail prices or to prevent price
increases. The major proportion of the food subsidies falls in
this category.

As was pointed out above, it is impossible to give a cate-
gorical answer as to the inflationary effects of these subsidies.
Any answer that is given depends upon the assumptions that
are made regarding the relationship of wages and particular
prices to the cost-of-living index.

The primary or immediate effect of such subsidies tends to
be inflationary in that such payments add to excess purchas-
ing power—unless they encourage proportionate increases in
production or are offset by additional taxes. Neither of these
conditions is likely to be realized. 'There 1s little possibility,
for example, that 10 per cent higher returns to meat pro-
ducers would encourage a 10 per cent increase in meat pro-
duction. Furthermore, it seems very unlikely that tax rates
will be higher with than without a subsidy program.

In most cases, however, maintenance of price ceilings by
means of subsidies does not add to total purchasing power by
the full extent of the subsidy—if the government i1s a pur-
chaser of the subsidized commodity. For example, reduction
in average wholesale meat prices by 2 cents per pound In-

]""['hq*_:x'lll}ﬁi{i\' to copper producers is illustrative of the way in which these
savings arise. A subsidy of 5 cents per pound was paid, primarily to mines which
were formerly not in operation. The output of these producers constituted about
4 per cent of the total copper produced. Had this 4 per cent been induced by

paying the same price to all producers, the additional expenditure on copper
would have been about 25 times as great as the subsidy

However, not all of the additional expenditure which would have been
necessitated, had the additonal copper production been induced by increased
prices, would have been inflationary. A large proportion of the additional ex-
penditure would have been recovered by the government through excess profits
taxes. The amount which would be recovered varies directly with the proportion
of mines operating at profits taxable at excess profits rates. If all of the mines
were in this category, about 80 per cent of the additional expenditure would
have been recovered. This means that, at best, inducing the additional output
by increased prices rather than by subsidies would be 5 times as costly.
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volves an annual cost of 436 million dollars. During 1943-
44, the government will purchase about 37 per cent of the
total meat supply. Thus, 37 per cent of the expenditure on
the subsidy 1s the f‘flLli\’Elh_'I![ of a book transaction between
the Treasury and the various war procurement agencies. The
net addition to consumer purchasing power as a result of the
subsidy on meat is consequently about 275 million dollars
annually.

Those who argue that food subsidies are inflationary carry
the argument only to this point. They claim food subsidies
add to the inflationary gap by the total amount of the sub-
sidy payments minus the subsidy on commodities purchased
by the government.’ This position is correct, if wages and
all other prices would be the same whether or not food subsidies were
paid. It 1s the validity of this assumption which is in question.

Those who contend that food subsidies are an aid to the
control of mmflation base their argument primarily upon the
consequences which failure to hold or reduce the prices of
subsidized articles would have upon other prices and upon
wages. It is consideration of these “secondary’ effects which
1s of most importance in determining whether subsidies are
inflationary.

The political and social factors bringing forth secondary
price increases, if specific prices are not kept from increasing
(or are not rolled back), are very potent. The coal strike,
the steel walkouts, the threatened rail strikes, and many ex-
pressions of labor leaders indicate dissatisfaction with the
Little Steel Formula. Labor leaders argue that the admin-
istration has broken faith with them by not stabilizing the
cost of living while wage rates have been frozen.1®

* Comparisons of relative sizes of the inflationary gap under various alterna-
tive conditions may yield few insights into the inflationary effects of various
policies, In a true inflationary situation, the inflationary gap may be zero.

18 ].Eihur lr‘lf.*l'l'lht'_‘l'ﬁ DI- I’l‘f‘iitlt‘nf ]{r_'u_;\'._-x-rli‘,‘s: (_.'r__v-:t-r__rl [J.I‘-,'.III_‘_'_ Committee have
filed a joint report claiming that the cost of living has increased at least 43.5
per cent from January, 1941, to March, 1944, The report claims that only the
BLS cost-of-living index, not the cost of living itself, has been stabilized—that
many price advances in items not listed in the index have occurred and that the
index does not take into account quality deterioration. In general this eriticism
1s partially correct. The BLS index or any other similar index, however, cannot
be a measure of « hanges in everyone’'s cost of living, particularly the living costs
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low the present level, leaving a further 3.5 per cent (4.2 points
on the BLS index) reduction in order to reach the September,
1942, level.

Experience with the meat and butter subsidies indicates
that an annual expenditure of about $350 million will lower
the cost-of-living index 1 per cent. If this relationship can be
maintained, an additional subsidy expenditure of about $1.2
billion will be required to meet the commitments imputed to
the Stabilization Act of 1942. Added to the present subsidy
program of $1,400 million annually,’* the total annual cost
of the program would run slightly more than $2.6 billion. It
any contingency fund is established for additional price n-
creases required to alter the production pattern during the
year, perhaps $3 billion would be the sum required.

The $3 billion used to finance a subsidy program as exten-
sive as that suggested would probably be borrowed. Does this
mean that the national debt would be $3 billion more than it
would be if subsidies were not used to hold the cost of living?

To answer this question one must also analyze the effect
of such an expenditure upon relative costs of goods purchased
by the government under the subsidy program and compare
it with expected expenditures without food subsidies. These
comparisons must be based upon estimates of the levels of
wages and prices which might prevail under these two sets of
conditions.

[t is extremely difficult to estimate accurately the changes
in wage rates which might occur if the cost of living were
allowed to rise as a result of discontinuation of the subsidy
program, or even to estimate the changes which might occur
if the cost-of-living index were held at present levels. If the
subsidy program were discontinued, the cost-of-living index
probably would rise by about 4 points to 128-—a level more
than 10 per cent above that involved in the Little Steel
Formula. However, this does not mean that wage payments
would increase by 10 per cent. Revising wage rates to allow
for this change in the cost-of-living index would not increase

1 Excluding AAA payments, but including subsidies on industrial products
which amounts to about $350 million annually.
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all wage rates by 10 per cent above their current levels.
Although the War Labor Board has done a remarkable job
in holding increases in wage rates to within 15 per cent of the
January, 1941, level, many wage rates had risen more than 15
per cent before the establishment of the Little Steel Formula.
It is estimated that the average increase in wage rates would be
about 6 per cent, if food subsidies were discontinued.?°

On the basis of these data, the index of factory workers’
average wage rates would be increased by an average of 6
per cent, if wage rates were adjusted to the cost of living, and
if all factory workers” wage rates had risen by the same amount
from January, 1941, to October, 1943. Some wage rates ol
factory workers have increased more than 28 per cent. Others
have increased 15 per cent or less. Consequently, the exact
changes which would follow in the wage rates of these workers
cannot be estimated without knowing more about the various
changes that have already taken place. However, on the basis
of almost any conceivable distribution of these changes, an
avVerage increase of between 5.6 per cent and 6.6 per cent 111
these wages is to be expected if wage rates were tied to the
cost of livine.

Since wage rates of factory workers have increased more on
the average than have wage rates of non-factory workers, the
adjustment for non-factory workers would be greater than
that for factory workers.

Accepting a 6 per cent increase in wage rates as a reasonable
approximation of the change which would take place 1in basic
wage rates if wages were adjusted to the cost of living (the
o We have no accurate information on changes in basic or straight-tume wage
rates. Changes in average hourly earnings are very poor indicators of changes
in basic wage rates, since they include shifts to higher paid jobs, overtime pay,

premiums for night work, increased pay due to incentive plans and piece work
rates. Chairman Davis of the War Labor Board estimates that in the year

i ]

September, 1942, to September, 1943, rates of factory workers increased by 1.2
per cent (see Hearings, U.S. Senate, Committee on Banking and Currency,

78th Congress, 1st session, on S, 1458 and H.R. 3477, p. 489). The Bureau
of Labor Statistics estimated average hourly earnings exclusive of overtime 1n
October, 1942, at 20.8 per cent above the average of January, 1941, Thus, if

these estimates are comparable (those of the BLS include premiums for might
and Sunday work and increases due to upgrading and promotions and incen-
tive plans which are not included by the WLB), the average basic wage rate
of factory workers was approximately 22 per cent higher in October, 1943,
than 1n January, 1941,
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( IL!IIL‘," 1N WAges ['hij{_i would be about 6.5 PEr cent when In-
creased overtime pay 1s also taken mto account), the imncrease
in the nation’s wage bill would be about 5.5 billion dollars
annually.*!

The government is now purchasing about one-half of the

nation’s gross output. An increase of 5.5 billion dollars
the annual wage bill would increase by approximately 2.75
billion dollars the annual cost of goods purchased by the
government.--

(O the total output ol foods on which subsidies were being
paid as of December 1, about 25 per cent was purchased by the
covernment. If this relationship were maintained and the
total annual expenditure on food subsidies were expanded to
3 billion dollars, the total annual subsidy on goods purchased
by the government would be approximately 750 million
dollars.

['hus, the annual expenditure on food subsidies necessary
if the program were expanded to roll back the cost-oi-living
index to the level committed by the Stabilization Act of 1942,
would be cancelled by the “‘savings™ accruing to the govern-
ment as a result of lower prices than would otherwise prevail
lor goods purchased by the government. An annual experdi-
ture of about 3 billion dollars would be required for the

subsidy program. But since 750 million dollars of the sulbsi-

dies would be paid on fccds purchased directly by the covern-
ment and would consequently involve only the equivalent of
an inter-agency transfer, the annual net cost would be about
2.25 bilhhon dollars. 'The saving to the government as a result

of lower waves and consequently lower prices than would

‘I T'he nation’s annual wage and salary bill, at present rates of pav, 1s about
100 bilhhon (excluding pay to the members of the armed forces), 1 he uppe:
limit of the increase would be 6.5 per cent of this ficure, or 6.5 billion dollars.
However, an important part of the wage and salary bill goes to individuals
whose annual salaries are $5.000 or more and who can receive increases only
on the basis ol promotion. Many unorganized workers, including publhic em-
ployees, would probably not receive an increase. Consequently, even if the
War Labor Board followed a very liberal policy in granting increases, the total
national wage bill probably would not be increased by more than 5.5 hilhion
dollars per yeal

= 1This estimate assumes that the proportionate increases in wages in indus-
tries from which the government 1s making purchases will be equivalent to the
i
pPropoi ltonate 1ncreases 1n other 1ndustries,
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rates would not change if there were no food subsidies, the
subsidy program would result in lower costs of goods purchased
bv consumers than would be possible if there were no subsi-
dies. the difference in costs being greater than the cost of the
subsidy program. There are at least three important reasons
for this. One is that most distributors’ margins are on the
basis of a given percentage markup, established by the Ofhce
of Price Administration. If the subsidy is paid early in the
distributive chain—e.g., directly to producers or to proces-
sors—the net effect upon the costs of goods purchased by
consumers may be a saving of from 20 to 40 per cent In
excess of the cost of the subsidy program. The subsidies on
meat illustrate this point. By paying a subsidy of 2 cents per
pound at the wholesale level, the retail price was reduced by
3 cents per pound. Thus, during 1943-44 the estimated
275 million dollar expenditure on that portion of the meat
supply going to civilians reduced civilian meat costs by 410
million dollars. A second reason lies in the way mm which
subsidies can be paid to high-cost (marginal) firms. If the
price ceiling on a particular good was increased, all of that
cood could be sold at the higher price and additional ex-
penditures on the good would be considerably higher than
the cost of the subsidy program. A third reason is that subsidy
payments may prevent a marked percentage rise in the cost
of goods whose prices advance by full cents. This is true of the
flour subsidy which prevented a 1 cent rise in the price of
bread. A payment of $100 million a year is in this case saving
consumers 3 or 4 times that amount.

The Office of Price Administration has estimated that the
government’s food subsidies are reducing the costs of goods
purchased by consumers by approximately $1,150,000,000
annually. The total cost of these subsidies is $1.1 billion an-
nually, of which nearly $270 million applies to goods pur-

chased by the government.?® T'he net expenditure on food sub-

% These estimates do not include the [Hu:-;|1n'1i‘l.'r cost of the additional sub-
siches announced 1n connection with the 1944 agricultural price support pro-
gram; they include only the subsidies in effect at the end of the calender year
1943,
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sidies 1s thus running at about $840 million annually, leaving
an estimated net savinge of about $310 million.*¢

This saving i1s again only the primary one. If the secondary
effects are also taken into account, the savings are likely to be
considerably in excess of those estimated by O.P.A.

E. Additional Subsidies Needed to Roll Back
the Cost rJ_;"- Lt INo

In the above analysis the estimates of changes in prices
were based upon the assumption that the Little Steel Formula
cannot be held unless the Administration meets its commit-
ment to roll back the cost of li\.'iﬂq to the level \E){‘!.'iji"“{'l in the
Stabilization Act.

Two comments are appropriate: (1) It should again be
emphasized that this assumption may be in error. If the cost
of living can be firmly held at current levels, labor groups
may be willing to accept the Little Steel Formula and press
no further demands. Much of the current agitation arises
out of the fears of workers that the cost of living will not be
held. Their demands may be largely anticipatory. (2) There
1s no absolute assurance that the Little Steel Formula can be
maintained even though the cost-of-living index 1s reduced.
The current attack upon the index raises doubts as to labor’s
acceptance of a sort of parity between the cost of living and
wage rates. If this attack is successful, claims for wage in-
creases can be instituted merely by changing the concept of
the cost of living. Consequently, before the Administration
and Congress embark upon an extension of the subsidy pro-
oeram they should have a commitment {from the major labor
groups that there will be no further demands for wage rate
changes or demands for increased pay through various cir-
cumventions of the Little Steel Formula. Though it is ap-
parently true that the coal miners did not receive increases
which were outside the letter of the formula, such pay in-
creases as were received have resulted in increased coal
prices. Unless such a commitment can be obtained and ad-
hered to, an extension of the subsidy program will be of little

% Data on costs of food subsidies in effect as of December 1, 1943 are given
on page 8.
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or no value. mieht discredit the use of subsidies, and lead to
d greater increase in [JI'ji't‘H than if no subsidyv pPrograirti had
been inaugurated.

What extensions of the subsidy prograin arc both feasible
and desirable? They may be divided into two parts: (1) those
subsicdies that will be desirable to add to th 1}1"'*4"1“ list even

thoueh prices are not reduced but are merely held at current

1 | | ok L 1

levels. and (2) additional subsidies that will be needed 1if the

COst 0l ll"k'iEI:_' 1S 1O |.Ir‘ I':er".i !J..*.f K 1o the level Ol "‘*"}-“'-”5';‘1!%*1‘
15, 1942
orsrein ’ E e s : - W ey nnat adeo ' .1, A 2 ' 71
l}r{tl‘t\'l: {]! rllllir" |'| ‘“l.:'-‘l". L Caaliiled -|":"|.|.I 1 L« N o | n.t 1"~||

the first type. Subsidies 1n this catecorv are necessarv to

l1:Ei'.]=~.i refiurns 1o [}l"i:{ll]:"[-. 111 ::I!H.:-[ [0 A '!|]e‘-.':' (Ef‘“l]”['ti {'r?n—

duction adjustments. The necessary subsidy expenditures n
this field vary as needs change. Early in the spring of 1944

two important farm products which seemed to require In-
creased subsidy eXP nditures were dryv skim milk?®* and sov-
beans. The announced support price of $§2.04 for soybeans ap-
: . = ; . v L. l - = . i 1 ]
[t .r:u] |IIL1¢[rrir1,!rt to 1ncrease sovhean acreace from | + (O t

million acres. A price of about %2

50 would have been re-
quired. But, due to the close competitive relationships
amone the o1l seeds. a subsidv would have been the onlv ade-
quate means for increasing returns to producers without setting
up a chain of related price mcreases on related products.

[t was estimated earlier that the additional eross subsidyv
expenditure, when accompanied by certain other measures
to reduce the cost of livine, woulld be about $1.5 billion.
Further extensions of the subsidy program admittedly run
into mmportant administrative difficulties. At present, with
an expenditure of about $1.1 billion, almost two-thirds of all
li'ur hua:im 111¢ |li-:1|'i_| im the i'l.'\i-*i.lt-]i"-.i[]?_‘_ i!liil'.\ arc “1\,[*3'{'(} by

subsidies. A question which arises, and which has not heen

answered, 15 ““what SPECLIC 1NEeW subsidies should be maugu-

rated .I!I!li what -.‘«.1r.':1-'i11n~. wf]nm[qi he IlI.HI{‘ 0Ol present -L11:.1~-j~

PPt
ales.

Our purpose 1s not to outline the specific subsidies, but to

i.‘.{lit.ll:‘ u|]]x ‘n]|,i[ 1'1Jf1g[]1[m¢]i1if'\ [!li'.l]:i !'.-i‘ klll[.i]dt' O exicn-

‘See the Revised Edition of |'.t-:nf.|"||.-.l No. 5 1n this series
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of-living index), application of subsidies to these commodities
is almost impossible because of administrative dithculties.

The non-food items which might be subsidized are limited
in number. Men’s work clothes and underwear, the so-called
white goods, shoes, soap, and cleaning supplies are commodi-
ties to which subsidies might be applied. However, these
items constitute only about 3 per cent of the total cost-of-
living and reductions in price would have to be very marked
in order to obtain any important reduction in the cost of living.

Given these limitations, the only practical solution to ex-
tension of subsidies may be to obtain a general agreement
between labor, the Administration, and Congress as to what
commodities should be subsidized and to what extent. There
should also be a commitment that no further increases in
the retail prices of goods which are generally purchased should
be permitted. If such agreements could be reached, total
subsidy expenditures probably could be limited to something
less than our estimates.

F. Limitations of Subsidies

Subsidies are subject to several limitations, some of which
are unique and some of which are inherent in any method
of direct price control. If subsidies are to be successful they
must be accompanied by strong wage and price controls.
Unless wages and prices are rigidly controlled, holding the
line will necessitate larger and larger subsidy expenditures.
In fact, the indiscriminate use of subsidies can give the general
impression that the line is being held, while at the same time
the mflationary pressure is being given impetus by allowing
prices and wages to rise,

Subsidies also may be applied to the wrong commodities
(In terms of production needs). However, this limitation is
inherent in direct price control since price adjustments may
be made In terms of the extent of pressure applied rather
than on the basis of obtaining the needed production. Because
of what appears to be a genuine desire on the part of most
producers to avoid subsidies, it may be that subsidies are less
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have been discriminated against. However, as some of the
programs have developed, subsidy payments have been made
to smaller operators. In the case of meat, any individual
slaughtering more than 2,500 pounds live weight of all classes
of livestock monthly may receive a subsidy payment. On this
basis, practically any slaughterer is included.

Because of the political setting in which subsidy funds are
created and paid, some subsidy payments may not have as
oreat effects on production as would a price increase of the
same or smaller amount. This is probably quite true of the
present dairy feed payments. The payments were not an-
nounced until a few days after they were to be effective and
were for only a three-month period. The effectiveness of the
1944 support price program in guiding production was un-
doubtedly hampered by the fact that support prices could not
be announced until the Commodity Credit Corporation had
received an appropriation for its operations beyond February
17. 1944. If subsidies are to be effective in euiding and stimu-
lating production, this sort of uncertainty should be elimi-
nated.

There is grave danger that the present price control and
subsidy program, operating with a weak tax program, may
only postpone inflation until after the war. This, of course,
does not constitute adequate grounds tor discontinuing the
present efforts, but it does raise a question as to the necessity
of extending price control, and perhaps subsidies, into the
postwar period for a considerable time. Had the nation fought
the inflation battle with major reliance upon an effective tax
prograimm, postwar extension of price and rationing controls
would be of much less importance.

' he root of the evil, however, does not lie 1n |1|'i{=' control
and 1ts related ProOgreainls, Such Prograins would undoubtedly

il

have been required even if a far larger share of the funds for
financine the war had been obtained from taxation. I©'he
PDOstwar mmfation difficulties which the nation mav face will

arise out of the reliance unon borrowine from banks. and to a

esser extent from individuals., as a major means of financing

the war. As long as there is reliance upon monetary expansion
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2. “Farm income has advanced proportionalely more during the
war than have other incomes; consequently, farmers should not oppose
consumer subsidies.”’

Comparisons of the broad categories of farm income, wage
incomes, and corporate mcome, mdicate that net farm income
has increased proportionately more than the other two items
since the beginning of the war. Net farm income, after deduct-
ing for wages paid to farm laborers, has increased 187 per cent
since 1939; the income of the average wage earner in manu-
facturing, mining, and railways had increased by about 80
per cent; and corporate profits after taxes were 112 per cent of
those of 1939, Nonagricultural proprietors had an increase in
income of 68 per cent between 1939 and 1943, while incomes
from interest and rents have risen by 32 per cent. lotal salary
and wage payments, which include the mcomes of new en-
trants into the labor force and the members of the armed forces
have increased by 131 per cent. (See Appendix Tables II1
and IV.)

It has been contended that farmers were in a relatively un-
favorable financial situation in the period mmmediately pre-
ceding the war, and that consequently changes in relative

incomes and prices since 1935-39 do not constitute a fair basis
for comparison. Although farm prices averaged lower than
parity in the years 1935-39, farm tncome 1n this period averaged
almost exactly 100 per cent of parity mmcome as defined by
congressional legislation (See Appendix Table V). Conse-
quently the prewar years 1935-39 may not have been a par-
ticularly unfavorable period for agriculture and might pro-
vide a legitimate base for making comparisons with current
income, if the legal definition of a **‘fair” income is accepted.

[f comparisons are made between current incomes and the
averages for the vears 1910-14, the proportionate increase in
the average farmer’s income has been at least as large as that
of the average industrial worker. The ncrease in per capita
agricultural income between 1910-14 and 1943 was 280 per
cent, while that for industrial workers was 267 per cent.
(See Appendix Table IV.)

The increased incomes of both agricultural proprietors and
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nonagricultural workers have been the result of increased out-
put as well as increased rates of return. Farm prices advanced
by 103 per cent from January, 1939, to February, 1944, while
wage rates, exclusive of overtime, in manufacturing industries
increased 37 per cent from January, 1939, to February, 1944.
Average hourly earnings, including overtime, in these indus-
tries increased by 59 per cent between January, 1939, and
February, 1944, and average weekly earnings increased by
93 per cent. Thus the rates of return have increased propor-
tionately more in agriculture than for workers in manufactur-
ing industries. (Compare Appendix Tables 1T and VI.)
Comparisons of proportionate changes in the average In-
comes of various groups do not yield a complete picture, since
there are important differences within these groups. For
example, of the approximately 43 million workers i non-
agricultural establishments, less than 22 million are employed
in industries in which weekly earnings increased more from
August, 1939, to September, 1943, than did the cost of living.
In manufacturing and in mining, weekly earnings had in-
creased 26 per cent more than the cost of living; in construc-
tion the net gain was 15 per cent. The 3.5 million workers
in transportation and public utilities have had an increase of
2 per cent in real earnings. The remaining 21 million workers
have had weekly increases in earnings that have been smaller
than or only about equal to the increase 1in the cost of living.
Almost 6 million government emplovees have experienced an

==
i

|

¥

average reduction of 7 per cent in real earnings; 7.5 million
employees in wholesale and retail trades have had an average
reduction of 1 per cent; real earnings decreased by an average
of 2 per cent for the 8.3 million workers in finance, service,
and miscellaneous. The average weekly earnings of workers
in these fields is about $25, or an annual wage of $1,300, as-
suming 52 weeks of employment. The position of these workers
—nearly 50 per cent of the total nonagricultural labor force—
has not been improved relative to the cost of living or to aver-
age incomes received in agriculture or to wage earnings of
industrial, construction, and mining workers. (See Appendix

Table VII.)
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could not have been applied to these payments. However, in
an emergency such as that now facing the nation, whether a
farmer receives a part of a given income through prices or
subsidies so long as it is equally conditional upon production
and involves no differences in costs, might reasonably be
expected to be a matter of indifference to him. The bulk of
the food subsidies are administered through the market and
are received by farmers as part of the price paid for the
product. Farmers receive few additional direct payments 1n
the form of subsidies (the dairy feed payments are one excep-
tion) as a result of the food subsidy program.

One of the difficulties of evaluating the arcument is that
“fair price’” has not been explicitly defined. Presumably, a
“fair price” might mean parity price, since that is a goal
toward which many farm organizations have been working
for the past two decades. At present farm prices average about
115 per cent of parity. Of this, not more than 5 per cent is due
to subsidies which enter directly into the prices. In the case of
almost any of the agricultural products on which a subsidy 1s
now being paid, the subsidy could be removed and the price
would not drop below parity.

2. “Food costs now represent a smaller proportion of consumers’

income than at any time on record.”

The crucial question in this issue 1s whether food expendi-
tures should constitute the same, a larger or a smaller propor-
tion of total national income now than in some prewar period.
Agriculture is through time continuously contributing a small-
er part of the national income, because of increases in the effi-
ciency of producing agricultural products and the relatively
stable consumption of these products. The percentage of the
total population employed in agriculture (and the absolute
numbers of people so employed) 1s declining. Although na-
tional income is a somewhat arbitrary concept, the proportion
contributed by agriculture has fallen off considerably during
the war. Agricultural output has increased by about 21 per
cent from 1939 to 1943, while the total national output in-

creased by about 60 per cent.
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There 1s, however, also some question as to the validity of
the contention that lood costs now represent a smaller propor-
tion of consumers’ iIncome than at any time on record. Whethe
this contention is true depends upon how *‘food costs”™ and
“‘consumers 1mcome  are dehned. If actual food e "—.*"'-’ nditures are
1'{!”!1'};!1'{'('1. I|'ii' }}[U[n u!jn;i of 1Income m]:r'ul 101 “H}ii ]J.h 1]('!'1’1
about the same tim']i]u the war as the average 1ol the vears
1935-39. If actual food exbenditures are 4:;!;”311[:1! as a per-
centage of expenditures for all ecoods and services. this percentage

has risen from 25 in 1935-39 to 31 in January, 1944. On the
other hand, the average consumer can now purchase with
about 15 per cent of his vearly income the same collection of

2
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CEIL {ri' hiu I{}I.l] INCOme -f[l 1919, I hase ol this H}Ht'u_ t1on
of foods would have required 33 per cent of his income
The contention that food costs now represent a smaller
proportion of consumers’ income than at any time on record
1Is thus based not on actual expenditures [o food but upon
i'l*Iil]L’il'i“Ul"H Ol ‘x‘ufllsi b | t_‘i‘x'.‘[t 1_::”:'1 110N Ol [Hufj'- ‘ﬂullfr.i COSL,
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The validity of this argcument cannot be judged except by
the individual. Implied in the contention 1s a fear that the
subsidies are in some wav being used to “*buy’” consumers’
votes and that the threat of withdrawal of these payvments may
be employed to influence ]ml'.lit'.1l ACtion

The same arguments might also be applied to tariffs and
to numerous other subsidies. many of which have gone to
agriculture, or to virtually any governmental policy for that
matter. It mav be noted that the farm organizations have
been on record as favoring most of the prewar subsidies, par-
ticularly those being paid to agriculture during the period
1933 to 1942

4 "_"3-_';-";..,'.-{"'3;, force L refurning i mbers of ,-"'I;.r armeid forces Lo
}f-a'_-'," A EXCESSIe Share of the cosl (] the f

Although the war is “paid for” largely as it 1s being fought
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%5 Data relative to changes in actual food expenditures, expenditures lor a
given collection of foods, income, elc. are presented 1n "';[l!u'h-l'.\. table V111
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version of resources into producing for the war, there 1s no
question that the way in which the war is being financed is
“unfair’” to members of the armed forces. Since more than
half of the cost of the war 1s being financed by borrowing,
there probably will be an important transfer of income from
soldier veterans to others in the economy after the war.

However, whether food subsidies add to this income transter
depends almost entirely upon whether the national debt would
be higher or lower if subsidies were paid than if they were
not. In the preceding analysis it was pointed out that, given
the various factors in the economic and political framework
within which various policies must be formulated, it 1s very
probable that an effective subsidy program to aid in inflation
control would leave us with a smaller national debt at the end

of the war.

l ]
, Ir I!{ oL ¥ f;'ir?f':-'r .?I.'."'l.
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TABLE TIII
CHANGES IN NATIONAL INCOME BY DISTRIBUTIVE SHARES, 1939 TO 1943
(BiLrLions oF DOLLARS)

Year
Share : —
1939 1940 1941 1942 1943
3 o] 7 | I e G P e S 70.8 77.8 95.6 119.8 147 .9
f'-.IIIEJ[U'_s'{“*t_‘U e Eeata e 48 .1 52.4 64.6 83.7 105.2
.“ffthil'iﬂ'f-'. and wages........ | 44.2 18 .7 60.9 | 80.3 102.0
Other....... e . 3.8 3.7 3.7 3.4 3.2
Agricultural Proprietors. . 4.3 4 4 T 007 | 12.3
Nonagricultural proprietors 6.9 7.8 9.3 10 .4 11.6
Interest and rent e 7.4 ‘ 4D 7.9 8.4 0.8
Net corporate profits.. . ... 4.2 | 4.0 7.7 7.6 8.9
‘ I-"t‘:"t'n"IIT.i'li:t" Increase Since 1939
Total, ....... Wl B ool 9.9 35.0 | 69.2 | 107.6
Salaries and wapes!. . . . ... e 10.2 37.8 | 81.7 130.8
Agricultural proprietors. .. 2 s AR 44 .2 125.6 186.8
Nonagricultural proprietors. . . .. e 13.0 34.8 50.7 68.1
Interest and rent........ L 1.4 6.8 13.5 32.4
Net corporate profits, , ... .......... —4 8 83.3 81.0 111.9 ’
Source: Department of Commerce, Survey of Current Business, April, 1944, p. 13. o
>

I Includes members of armed forces, whose salary income during 1943 was
about $8 billion (estimated by authors).




TABLE IV

AVERAGE IncomMeE PER WORKER IN AGRICULTURE AND INDUSTRY, UNITED STATES, 1910-43

Index Nos. (1910-14=100) Index Nos. (1910-14=100) :
Average Wage I Average Wage - —_— et
Net Income | Income per | Average Net Wage Net Income | Income per | Average Net | Wage ~
Year per Person Employed [Farm Income [ncome per Year per Person Employed [Farm Income| Income per ~
Engaged in Industrial per Person Employed Engaged in Industrial per Person Employed -
Agriculture! Worker? Enecaged in I ndustrial Arriculture! Worker? | Engaged in Industrial —
Agriculture Worker Agriculture |  Worker ==
r o )
follars Dallars Dollars J“H.'rtfr.ﬂn’i I :'
1911) '!--'1 173 [”! 5 08 4 |':',-t-": G106 | ,,:I_-E:l 168 I .2._!:_ ] :
1911 348 562 05 1) 96 5 1929 649 1,334 177.1 229.0 o
1912 Xl 575 Q1.3 98.7 | 930 4849 1,249 133.5 214 .4
1013 382 600 104 3 103 0 1031 322 1.130 87.9 194 () -
1914 36() 603 08 3 103.5 1932 218 029 59. 5 159.'5 ﬁ
B 381 622 104 0 1068 1933 289 90() 78 .9 154 5 -
1916 465 (04 126 .9 119.1 1934 4010) 083 109, 2 168 .7 -
1917 6O 8§18 188 3 140 .4 1935 468 1,058 127.7 181.6 2
1918 882 1,064 240 .7 182 .6 1936 5336 1,130 146 .3 194 .0 o
1919 969 1,188 264 .5 203 .9 1937 65 1,219 154 .2 209.2 ..
1920 753 1,41 205 .5 242 2 1938 190 1,134 133 .7 194 .6 =
1921 417 1,234 113 .8 211.8 1939 504 1,205 13746 2006 . ¢ —
| 1922 453 1,182 123.6 202 9 1940 526 1,273 143 .6 218.5 O
i 1923 53 } . 274 145 .2 218.7 341 726 1,495 198 1 256 .6 P
1924 559 273 | 520 28 5 1942 } 062 1,84 289 .8 317.0 -
| 1925 642 1,293 75,2 221.9 1043 ] 392 2.138 380 0 3570 P
i 1926 609 1,318 166, 2 222 2 et
1927 621 311 1695 2250 €
| - o _ — el
Sourcer BAFE. USDA., 7944 Aericultural Outlook Charts, p. 0. 2
t Aggregate net income of farm operators (excluding value ot inventory changes) plus wages of hired laborers divided by average '
farm employment. £ |
O .

? Annual earnings of factory, railroad, and mining workers divided by average emplovment.
¢ Preliminary, .




50 WARTIME FARM AND FOOD POLICY

TABLE V

IncoME PER FArM, INcOME PErR PeErsoN oN Farms aAND Not oN FARMS, AND
IncoME PariTy INDEX, UnITED STATES 1910-1943

Net Income Net Income Income per Ratio per Capita
Year | from Agricul- | from Agricul- | Person not Farm to per Capita
ture per Farm | ture per Person on Farms Nonfarm (1910-14

on Farms —100)
1910 699 139 482 105
1911 613 122 468 . 95
1912. . 675 135 483 101
1913 680 136 521 95
1914 . 697 140 484 105
1915. . 674 135 502 97
1916. . 771 155 580 97
1917 . 1274 258 640 146
1918. . 1482 304 671 164
1919, . 1527 319 762 152
1920. . 1298 , 265 878 109
1921, . 584 119 720 60
1922 . 745 153 718 77
1923. . 876 180 815 80
1924, . 876 1 80 792 82
1925.. . 1078 223 812 100
1926 . 1044 | 216 858 91
1927 . 1009 209 820 02
1928 1067 222 830 97
1929... 1072 . 223 871 93
1930, . 813 170 761 81
15255 LR 545 114 605 68
1932, . 350 74 442 61
1933 . . 445 93 419 81
1934, 522 111 488 83
1935. .| 742 159 540) 107
1936 . . 807 171 626 0y
1937, 943 197 671 107
1938 . . 798 165 622 96
1939... 847 173 663 95
1940 . . 887 179 722 90
1941 . . 1279 252 850 108
1942, . 1956 386 1039 135
1943 . . 2453 491 1243 143

Source: Bur. Agr. Econ., Net Farm Income and Parity Report: 1943, July, 1944,
pages 12 and 16.




FOOD SUBSIDIES AND INFLATION CONTROL 5]

TABLE VI

InnDEX oF Prices Receivep By FarMmEers, Prices Paimp, INTEREST AND TAXES
AND RAaTio oF Prices ReEceivep 1o Prices Pamp, INTEREST
AND Taxes, 1930 1o 1944 (1910-1914=100)

Year and Month Prices Received Prices Paid. In- Parity Index
terest and Taxes

1930 ; 128 160 80)

1931 a0 142 63
1932 _ 68 124 55
1933 72 120 60
1934 20 129 | 70
1935. .. 109 130 | R4
1936 o 114 128 89
1937. ... . 122 134 ‘ 01
1938 ... . 97 127 76
Jan. 1939 Ne 96 124 77
1939, 05 125 76
1940 . . 100 126 79
1941 .. 124 133 03
1942. . e 159 151 105
1943 e 192 164 118
Feb. 1944 ... .. ... 195 170 115
Apr. 1944 . : 196 170 115

Source: BAE, USDA, Index Numbers of Prices Received by Farmers, 1910-43
p. 36, and Agricultural Prices, April, 1944,
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TABLE VII

AVERAGE HourrLy AND WeekLy EARNINGS FOR ALI EMPLOYEES OF NONAGRICULTURAL FSTABLISHMENTS
AND CHANGES IN REAL EARNINGS

Percentage Change in Real Earnings EJ,:
Type of Employer Aug, Jan. May Sept, Sept. | Jan., 1941, to ?
1939 1941 1942 1942 1943
May 1942 Sept. 1942 | Sept. 1943
Hourly Earnings

=
- -
All non-ag. 66 .699 785 811 . 885 —2.3 —0.7 2.9 4
Manufacturing 624 683 835 892 993 6.3 11.7 18.3 E
Durable. . . ... : GBR 749 025 097 1.098 7.4 13.8 19.2 —
Nondurable, . : 576 610 712 43 823 s }. 2 ST, -
Non-manufacturing 675 706 56 763 812 6.9 -l —-6.5 T2
Mining. . .. 848 988 1.004 1.093 1.2 1.2 4.8 =
Construction. . . . 892 945 1 .050 1.067 | . 180 —3.5 —3.5 § B >
['ransportation and PO '42 765 538 . 840 873 —4 9 - 3.0 — 7.3 v
Trade. .. _ GO 606 6/8 GUG 166 — 2.7 —1.9 —2.9 L
Government. . 671 5 700 6GB4 7132 —16.9 —20.1 —18.6 -
lin-'i_nr.r.‘. : 652 685 716 725 819 —-9.1 — 9.4 —2.7 o=
~ »ervice and Misc. s
- —
Weekly Farninps -
B | £y
All non-ag. 26 .06 27 .R8 33.27 34 .39 38 .91 3.7 5.5 13.5 O
Manufacturing. . 23.77 26 .64 35.82 3/ . 80 14 .39 16.8 4 [ 35.5 O
Durable . 26.63 30. 48 1 .81 14 45 51.06 19.2 24.7 36, 2 =
_ Nondurable . 21.77 22.75 28 55 29 .53 34 .73 9 1 11.0 24 92 e
Non-manufacturing, 27 .08 28 .51 51 ) A, 35 .22 3.1 —3 .0 5 ~
.\“Hiﬂ;{.. 26.12 2/ .28 5. 39 3O, /0 45 .68 R 15.1 36 .2 F"
-{.”H_HIIIH tion. _ 28 .71 1.78 39 . 69 42 28 14 .76 8.5 13. 8 14.5 ey
l.:'.ulr-a;;m1.m=m and PO 31 . 81 33 .03 37 .87 38 . 40 41 .46 4 - .0 2 4
I'rade . . . 25:93 24 .22 26 .58 27.09 29 .70 1.6 — 4 4 — b) f

{!rri'u't_'l'IIEI]f'l’][ 25.59 310 M ¥} 32 .04 51.52 4 .63 —8 .4 -11.2 —-7.3

Finance. . : o 27 .40 28 .65 30 .07 30 .52 34 .44 —-8.8 -9 .2 -2.2

~ Source: I_[r'mim;s., Committee on Banking and Currency. U.S. S¢ nate, /8th Congress, 1st Session on S. 1458 and HR_ 3477. Nov.
30—Dec. 9, 1943, pp. 190-91 |

]

L AV T . & r T BTy 1 5 1 L1 A . y y § -+ : = J " "
2 Average hourly earnings is equal to average weekly carnings of all employees divided by average number of hours worked.
' th“:'ulr" . average carnings lrom January, 1941, divided by change in cost of living index. See Appendix Table T for changes
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NOLTC Hearings, Comimiitiers o | LY ki r anel Courrenoy | o 1 |
11 Dee. 9 194 ':-,. ;.1|- 103131 . HEINE and e ' e, /Bth Congress, Inar Session on 8. 1458 and H. R V7T, INov
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see Appendcdix Table T for ¢ harnges
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I'ABLE VIl
AviracE PER CApriTA Foop Costs aANp ExpENDiTUurES CoMPARED WiTH TOTAI INCOME AND TOTAL EXPENDITURES
ror GoODs AND SERVICES FOR SpeciFieED PErions, 1919-44,

Cost to Consumer of Fixed Quantities
of Foods Representing Consumption
Total "'ood I'.'\IH'HIHTHI{' per Person, 1935-39
l'otal Expendi-
Year and Month ? Income ! ture for As Percentage o As Percentage of
(yoods and

: . . e -
Services 4 Actual ! I'otal !.‘*.|"!'E‘_|:I|I|]r Actual ]-*!.l[ I Xpe norre
IJ-T.l] [ {,L:ul-l,l- ._1|'|!1 I"’..lI (8] !";'”'!“- li“"l
Income SEIVICES Income SErvices
i f Lrr f
Ill'ﬂ |r| ¥ [ i f .',!l'l f i
18] ) ) :
1017 ) ! ! )
& _— |
i [ - 4 + i
i | I &y | ? . I..I L)
| } =1 ) I i .
| 5 = 11 r
1 i 4 ! 1 i ¥ i !
i ].I | | |I (]
1 ' | 11 . :
i ' () | | -.
q ¥ '-I‘ 5 i
; 4
10) A 4 | i t
1 A 1 T |I
121 | |
!.:!l '3
A 131 i :
{ 1
i.'n. . + ]
Oct 1069 | | -. i
L] i ¥ 1 b
ixl:' | ) 1
Saurce: BA USDA, Marketing and Transpaortation Situation, April-May, 1943, i . 1944, p. 13; and April, 1944, p. 11
[ otal income average ) INcome | nts : : embers of ned lorce I otal expenditures on
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PAMPHLET BINDERS

This is No. 1523
also carried In stock In the following sizes

HIGH WIDE THICKHESS HIGH WD THICKNESS
1523 9 imthes 7 foches 34 inch [ 1529 12 iochas 10 Ioshes 14 imeh
lm ln &4 1 L 1] ad “n u (L] ’H [ 1] i
1523 » o ¢ = 2 1932 13 “ 10 o ~
i5z8 » “ i = 1933 14 on " e
127 18l T = 9 e ot o -
s n 8 - =

Other sizes made to ocrder.
HMANUFACTURED AY

LIBRARY BUREAU

Division of REMINGTON RAND INC.
Library suppliss of all kinds







