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1. ·1 he cll'cc li\'t'IH',s of food sul isidic-; c1-; .t 111<·,1ns for co11-
t1 oil in!.!, infl,1tiun !..!lo\\ s out of ,t'\'t'J al f.1cto1 s in the current 
ccu11on1ic and politit <ti ,ct ting. l1nport.111t ,1111011!..!' thc,t· ;11 <' 

( 1) the ,, ,l\ in ,, hicli up,, c1rd t h.1ngcs in \\ ,lg<' rat<'s h,l\ c 

been i111plit ith· ti<·d to up,, .11 d t hang<·<; in the co,t of Ii, ing. 1 

(~l the c,t.dili,h111cnt ol 1 (H) per cent of p,1ritv ,1, ,1 1ninin1u111 
for ,ctting pri< e ( cilings <Jll .ig1 i< ultur ,11 procluc t-;, .ind (; 
the \\,l\' in ,,hit h ch,111~e..., in th<' pri<cs of goods purch.i,ccl ll\ 
f.u1nr•r-, are 1cll<·t tcd in ch,111gc..., in parit, pri<c-;. 'I hc,c f.1cto1, 

li1nit the extent t<J ,, hit h .in in< 1e,i....t· in one pr it<' or ,,,1~c r.it<' 
can be 1n.1dc ,,ithout lt·.iding to inc rt•,ts<'" in other price, or 

,,·age rate.., unlc,s ,uh,id1<·, arc ,1pplicd. '1 hc,c ,1nd oth,·1 
factor, ,iJ...,o lin11t the· <'Xl<'nt to ,, hie Ii pr ice, <'.lll IJ<' Io,,cr-cd. 
C'on,cqucnth. le,, p1 ice dt·c, t'.1q•, < ,tn be 111.idc to< <Hnpt•ns.1t1' 
for price incrc.ise, <1nd thus cn,tlJle 1n.1int,1n.in< <' of the gt·ner ,d 
lc\'cl of price, . 

. \ noth<'r Lt< tor of i111port.1ncc i, the l.11 !.!,<' \'olt1111<· of liquid 
holdin~-; (c (i...h ,tnd clc•111.u1d d<'po,it,) no,, in th1· Ii.ind, or i11-
di,·idu,d,. ' I he .... 1· hulclin~s ,111· pot1•nti,tlh· ,l \<'I'\ 1111po1 t,1111 

factor in th<' up,,c1rd p1<"ss11n· upon pri< <'"· l •nlcs.., individ
u,d-. <':-;p,·t t .t t<'a-.onalil) st.1blc lc,·t·l of pr i< < s, they lll,l) 11 \ 

tu con,e1 t thci1 < .tsl1 <-1ncl cle1n.1nd dt•po-.its into su< h good, 
as ,uc .i,.id,dJl<' .. \ further incr1•.1,t· in prices n1ight Jt.:sult 111 
,,iclcsp11·,1cl .1ttc1npts to con,crt these liquid holclin~s into 
re,d t;oocl .... ,utd render tlH· 111,lintcn.tn< <' or <"flct ti,·c pri< e 
cciline,s < xtrt'IJH'i\' difhcult. 

' \ ltlHJugh Lu1n pri< c ceilings proh<tl>h < ould be held .1t 
prc·,cnt l<·,·1•]..., if tlic1 <' \\ <Tc 110 < h.utg<'s in otii<'l' pric c·, ,111d 111 
\\age 1,uc-,, tht· co1111nit1nc·nts 111.idc·· to l.1uo1 in th<' '-lt.ihrli-... 
zation \ < t oJ ()ctobcr. 1 ')42 . .1n· < onsidcrcd b) sonH· .1utho1 -

1 ' I !us 1<·lat1onship lwt\\t'<'n \\.If!;< s .tnd tlw cost ol Ii\ ing 111.t\ not lw di1c, ti\ 
irnplH ti 1n tht' Little ~tc,·l f·o1111ul,1, l1111 one m.i\ 1e.td s11d1 a 1t'l.1t1onship into 
th(. '::>tah1h.t.1tion Act of Ot tobcr, I 'J42. 
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') \\'\R.11\Il l.\R~I .\:'\ I) 1()()1) P<>IlC\ -
ities to i1nplicitl) ncccssilatc a rccluction in the cost-of-Ii, ing 

index2 fro111 its pt < s< nt h.-,·cl of 12·1 to ,1ppro~i-n,1tcl, 118 
if ,, age ra tcs arc to be kept l'ro1n acl, ,111cint?,. 11ch ,l reel uc

tion in the cost of li, ing cc111nol be acco111plishecl ,, ithout ad

ditional subsidies. \ total annual expenditure of l>et,,cen 
') .5 and 3 billion doll,u·, prob,1bl) ,, ould be required to oper-

at< such a progran1. 
\ n1orc extensive food subsid, progra111. ho,, c, er, c,1nnot 

be etfccti,·c in controllin~ infL1tion unless L1bor is ,, illing to 

consider existing "age rc1 ces and a cost-of-living incl ex of 118 

as satisfactor,. 'l'he recent ,1tl,1ck upon the index raises sonH' 

doubt as to ,, hethcr L1l>or ,, ill ,1Lcept su< h a relationship be

t,, cen ,, tlgc rates and the index. 
3 \ l nough subsidies are an in1port.1nt p,1rt of inflc:1tion 

conlroL the: are but one of the tc·chniqucs ,, hich need to be 

utilized. Increased taxes to help dr,1in olr exec ·s purchasing 

po,, er together ,, ith the continu,uH c of price control and 

rationing are ,dso cs,t·ntials. IIea\'icr taxes in the1nscl, es. 

ho,, ever. cdnnot hr efl'ccti, <'ly utilized 10 rccht( e prices. for 
taxes can harcllv be increased bee ause of political factors) 

to the point ,, here the, "ill ch .tin ofr cu11 cnt exec·· purchas

ing po,, er. ·· I>a, -as-) ou-go" taxes. in pc1rticul.1r, arc not cf

fecti,·c in L ut ting into ,1ccun1ula tions of c<1sh, clc1nancl de
po,i1-.., and other liquid holdings built up during- the pa<;t 3 

vcar 
4. ()ppo,ition to subsidic'l ha, a1 j..,cn on ethic cd ,ind politi-

cal a-.. ,, ell a, econon1ic ~rounds. l he econo1nic argun1c·11t 

center" around the efle< ti, enc,, of food sub idics d an in

flation conu ol. ?\lan\ of tho c indi, idual ,, ho oppose food 

..,ub-..idies l>elieve that ,, a~e ratr-; ran be held inclcpcndc~ntl\ 

of changes in the co t of Ii, u1~. on1C" of the proponent., of 

food sub-..idic belie\ e that unlc the co t of h, ing is kept fro1n 

ad,anring. ,,age rate \,ill ad,c1nrc. ()the1·c; contend that 

,,a~c, cannot be held unlc a n1ore cxtln 1\e c.ub id, p10-

gran1 i uncle rtakcn o that the co t-of-li\ ing index i reduced 

to the le, el pre, c1iling in SC"ptc1nbc·r. 1 42 

2 I h c t f-h, 1ng ind x n i rr I t t ~} ll t 1 

b) the Bur au I ab r ~tat ti L J) partn r l 

1 ti J' pr par d 
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T he \ alidity of the ccono1nic argun1cnts thus depends up
on the rcalis1n of the assu1nptions on "hich these argurnents 
arc based. I n this anal) sis it is assurned that ,,·age rates c1nd 
farm prices cannot be kept fron1 ad\ ancing ,,·ithout food sub
-.1d1es. If\\ ages and priccs can be held at current le\ els \\'ith 
the aid of subs1d1cs but could not othlT\\'isc be kept frorn ad
,·ancing. a subsidy progra1n as extensive as that sug~cstcd in 
this stud: \\Otdd be a definite preventive to inflcllion and 
,, ould 1norc than "pay for itself" in ter1ns of lo,vcr prices to 
consumers and a lo,\er national debt than ,,otdcl other,, ise 
pre\·ail. 

5. C:riticiqn of food subsidies frorn an ethical st.indpoint 
re\·olves around such issues as ,, hether incon1c should he rc
cei\·ed cntirch through the rc~ular 1narket channels or 
through such supplcn1cntar) channel" as subsidies. and ,, hcth
cr. since food costs no\\ supposedly represent a sinc1llcr pro
portion of consumers' inco1ne than at any prcviou-; ti1nc, 
far1n and food prices should be allo\\ eel to increase. 'l he· 
validity of the-;e argu1ncnts can be evaluated only in tcr1ns 
of their factual contC'nt. 'f hc .. right'' or ''\\Tong'' in partic
ular choices cannot be dC'tcrrnincd C'Xcept in relation to ex

pected efficiency in achicvin~ gi,·en end-;. 
6. Opposition to sub-;iclie<; on politic.ii ground., ar iscs prin1-

arily fro1n a fear that subsidies n1av be used to obtc1in sup
port for certain political groups. \\'here prices .ire ad111in
istere<l. as thC'y arc durin~ the ,,·ar. change., in the price p<1t
tern can be charged \\ ith the sarnc sort of political bribc1 y. 
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I•'e,,· issues in the current political arena ha\'e a1oused 1nore 
controversy than the food subsidy p1 og1 a1n. 1 his progran1, 
involving an annual expenditure of 1norc than a billion dol
lars and cn1bracin~ 1norc tha11 20 foods. has been one of the 
1nc-asures adopted b) the ad1ninistratio11 to aid in the control 
of inflation. 'I he federal go, ern111ent has at ten1ptccl lo keep 
foocl prices at a Io,,cr Ic,cl than ,,ould othcr,,i c prcvc1il by 
111aking direct pa) 1nents to so1nc- p1 oducers and processors of 
food itc1ns to supplc1nent returns rccei, cd throu~h I egular 
n1arkct channels, by absorl>ing pa1 t of the coc;tc; of tJ ansport
ing s01nc food products, and by bu, in~ '-Ollll' product directl) 
from far1ncrs and reselling thcn1 to processors at a loss . 

. tl. IJej11Z1l1orz of .\'ubstd) 

.\ I though subsidies do not con1p1 ise a nc,, econo1nic tech
nique, the term subsidy in1plic cliff<:1 < nt thing to different 
p(opl<". .\ s used in this dic;cussion. the t<·11n subsicl) ,, ill be 
restricted to payn1cnts n1ade b, the go, crn1ncnt to pri, ate 
individuals or corporations in Jicu of or in addition to 1eturns 
,, hich could be obtained in regular 1narkct channels. 'I his 
definitio11 docs not include tarifl 01 cxci5.e t<1xc s u <:cl to shift 
incon1e fro1n one g-roup to anothe1 ,, i thou t pa, n1en t f101n the 
federal treasury. ~e\'crtheless, it does< o, er n1oc;;t of the pa}
n1cnts in the catc~or) of food subsidies. 

/J. l/acl. grourzd of Jtood s·ubszd} I ro~rarn 

Food subc;idies e1nplo, cd to hold r<'tail food p1 ic<'s at lo,, er 
le, el than ,, ou]d othen, i e pre, ail arc trictlv a ,, a1 phe
nomenon. I-Io,, e, er. there ,, ere nu inc rous prc,, ar sub id} 
pro~ am . 01ne of ,, hich applied to a{{ricuhu1 <. ub id} 
pay1ncntc; to far1ne1 s du1 ing the df'cade follo,, 1n~ 1933 large!, 
.\.\\payment aggregated rnore than 5 l 1Jlion doJJar . J'art 
of the prc,,ar a~icultural sub idi<"'> ha,c b <'11 cani d into 

4 
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the \\ ar Pa\'n1ent" b\ the . \ t.,rr1cttltural \ dJustincnt ,\ ch11in
istrat1on in 1942 ,ind 194 3 totaled n1ore th,in 1.4 billion dol
lars. \\'heat ha1;, been and still 1s being sold for feed dt ,l lo\,
er price than 1t 1-.. being sold for hu1nan food, the d1tlcrcncc 
being rnade up b) the C.onunoditv ( :red1t (:orpora t1on ~ugar 

producers have been and arc rel c1\ 1ng sc\ cral forn1s of sub
s1d\. 

Several subs1d1c-.. on nonfood iterns have been inaugur,1tcd 
during the \\ ar. In fact, the carlic-;t of the \\ ,1r subsidies de
signed to aid 111 inflation control \\CIT on ron1n1oditics other 

than food ~on1c of these \Ver e introduced to 111<1k<' 11101c uni
fonn 1n a g1\·cn area the prices for spccilic cornn11>ditic-.; .ind 
thus facilitate price control. J'or cx,llnplc, sonH· clist1 ihutors 
of pctrolcurn on the . \ tlantic co,i-,t hc1vc· h<td to u-;c r.1il r.1 tl1<·r 
than the less cxpcnsi\ <' \\'atcr tr ansport,llion in ordc1 to,<'< t11 c 

at least part of their pc11 olcu1n I nstc·,t<I of cst,1bli,'1ing dil
fcrent price ceiling, for pell ol1·u111 tr,1nsportcd Ii\ diflc1 cnt 
1nethods, price-.; \\ <T<' n1,1dt unifor1n I J\ p,l) ing subsicli1·s on 
the hi~h-co,t prodttCI \JiniLtr suhsidit·s h.t\ c li,•1•11 p<1id to 
high-cost producers. 1 he suhsid) b<'in~ p.iid to scHJH' cop
per producers is an cx,unplc. I nstead of inc1e.isi11g the p1 i, c 

of copper to encourage these 111.irgin.d or hi~h-< <hl p, odtu <·1, 
to operate, a subsidy i, p<ticl to thcrn ~ubsicli1·s h.i, c ,d.,.o 
been ex tended to sornc i1npor tcd proclu< t-... 

One of the basic adrni11istrc1ti\·e cl<'< i,io11s nc·ces,it,1ti11g the 
introduction of a 1 el.tti, cl), cxten-..i, c· food sulisi<h prog1 .1111, 
particularly the subsidic-; to I cdtH e the retail prices of son1<· 
foods, \\ as 1naclc in J uly, I 'J4?, \\ i th the <1n11ou11ccn1<·n I of the 
1Jitt1e ~tee! }'orn1ult1 b\· the \ \ c1r I ,.tbor Bu,1rcl. I hi, 1011nt1l.t. , 

\\ ith sorne n1inor exceptions, lin1itccl futu,r \\ .tg<' r.ite inc 1 <'t1sc, 
to 15 per cent of the basic \\ ~l!~<' rate \,·hi< h p1T\',1il1·d on J .tn-

3 
'I ht· Offict> of Pru<' Aclmin1str,.1t11J11 h,ts 1·,umatecl th,tt th,"" th11·,· li10,ul 

tvpes of subsidies \\ 1th an an nu.ti < ost of S ,S(l,flCHI,fl()() h,1\ <· S,I\ ('(I tlw ~<>\ 1·111-
ment 51 2'J0,000,000 on Its pun has1·s and < <J1ht11111·1s S'\ fl,()rn1,t1110 011 tl1111 
collect1\t pure h,tses (s<·<· H ca, ings, l nllc I ~t.ttcs 'icnat,, Co1111nitt<-c 011 B,111k
ing and Currency, on ~ 1458 <lnd H I{ )4 7, p 1'J8). I lw ,·,tim.tt,·s \\( n• 
based on tlw assumption that \\ ithout tll<' subs1dv th<· pt u <' of .tll 011tput \\ 01dd 
rise to thC' full extent of tlw subsidy. I lw t'stirn,Hed s.t\ ing" ,111s,• h, < .111sc· tlw 
subsidy was paid on only a small part of t!w total pur < h.i,, ", "ltil,· .i pr u ,. 111-
Crt'ase \\Ould apph to all p111c l•,tsr·s 



6 \V-\RTI1!E f-'\R1f A D FOOD POL I C1' 

uary 1, 1941. The 15 per cent fie;ure \\ as adopted because it 
represented the change in cost of livin~ bct\veen Januarv, 
1941, and fay, 1942. The adoption of this for1nula, as point
ed out belov,, indicated that the principle of tv1ng chan~es 
in \vagc rates to changes in the cost of living \\ as being con
sidered by the administration in its \vage program Juc;t as a 
s1m1lar parity principle for pricing f.irm products had been 

established bv le~islation.·1 

In eptember, 1942, both the txecutivc and the Congress 
declared that, \\. herever practical, prices ,ind \\"ages should be 
frozen at the levels prevailing at that time. C erta1n excep
tions \,·ere made. , ubstandard ,, ages \Vere to be raised if 
necessarv. Farn1 price ceilings \\ ere not to be et at levels 
belo\v the highest price bet\,·een J anuar\ and eptember. 
1942, or belo\v 100 per cent of pa11 t\ (\\ hie he\ er \\'as the 
higher), and in establishing farm price ceilings, the Office 
of Price .\ dmin1stration v\'as to take account of chan~es in the 
cost of production from J anuarv 1, 1941 

Prices ,vere not held at the ... eptember le\ el ·From ept., 
1942. to f av, 1943. the Bureau of Labo1 tatist1cs cost-of
living index rose from 118 to 125. 5 Because of the 11se 1n cost 
of living, there ,,·as a strong de111and for the abando11ment of 
the l.,ittle teel Forn1ula fhe coal c11s1s \\ ,ls a part of the 
pressure. Both of the 1najor labor 01 ganiz.it1ons \\ ere de
manding that either ,, age rates be inc rec1sed or prices be re
duced to the. epte111ber 15, 1942. le\el. .\., a consequence 
of this pressure and as a n1eans of tr\ 1ng to hold ,, ages. the 
I\ dministration, in ~ la\, 1943, announced the roll-back . ub
sidies for n1eat and butter to reduce their retail prices and 
thus reduce the cost-of-Ii\ ing index 

Thc-;c subc;idies, together ,, ith certain seasonal price re
ductions and decreases in the priers for so111e frec;h \·egetable , 

4 As was 1nci1c ated previous!),, the Little tee! Fonnula usuallv 1s interpreted 
only as a "we \\Ill go this far, but no farther" policy to,\ard changes 1n ,vage 
rates. I t 1s the Stabilizacion Act of 1942 into "hich one can more easily read 
the 1mplication of a tie bet,veen \\ages and the cost of Jiving. 

6 'fhe base years for this 1nde, are 1935 39 The 1nde, stood at 100 6 in 
January, 1941 The cost-of-living index for selected pt>nods 1s g1,·cn in Ap
pend1, fable I 
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reduced the cost-of-li\·ing index fion1 l?S in ~fay to 123 in 
Au~ust. 'ince that ti1nc- the index has ri~en to 12-1-.5 in April, 
1944. i\dditional subsidies, ho,vcver, have been inaugur
ated in order to pre\·ent the cost-of-livin[; index fron1 rising 
at a more rapid rate. ,.\ sumn1ary of the food subsidies 111 

operation as of Decen1ber 1, 1 943, is presented in table 1. 

C. Issues zn the Discussion 

The current food subsidies came under (:ongressional scrut
iny almost upon their inception. The desirability of contin
uing them has been questioned by n1any g-roups and cn1pha
sized by others. Congress has threatened to limit the ,vay 
in ,vhich the agencies financing food subsidies may spend their 
funds. For the 1nost part. funds have be-en granted for re
latively short periods of ti1ne. so that the contro,·ersy over the 
program has bec-n ahnost continuous. 

The issues in this contro,·ersv are not clear cut. Ho"·ever, 
they can be di,·ided into t,vo classes: (1) econon1ic and (2) 
political and ethical. The econornic 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 \\'ay in ,vhich these subsidies are likely to di~tribute the 
burdens of financing the "ar bet\\·een the currcn t civilian 
population and the future civilian population ,,·hich ,vill in
clude present mernbers of the ar1ned forces . \ Vhether such 
subsidies constitute a forn1 of political bribery intended to 
bring various g-roups n1orc closely in sy1npathy ,,·ith the pres
ent administration see1ns to be thC' core of the political issue. 
The ethical issues center around jucl~1ncnts as to the "ay in 
,vhich income "should'' be distributed an1one; the various 
broad economic or social g-roups. 

II. I FLATIO. CO).TTROL AS A='J OBJEC:'fIVE OF 
\VAR T I~1E ECO:\TOMI C: ORG . .\).TIZ1\ TIO. 

rfhe eco1101nic controversv over food subsidiC's revolves 
' 

around the expected effectiveness of food subsidies as an in-
flation control. i\lthough there arc opponents of subsidies 
,vho believe that "a little inflation ,-vill not hurt anvonc'' and 
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that ,ve should not expend too much effort in controlling 
prices, most subsidy opponents sincerely believe that ,ve should 
try to avoid inflation, but that techniques such as food sub
sidies ,vill not aid in the fight and may actually aggravate a 
potentially inflationary situation. 

I n this analysis it is assumed that the United tates \.vants 
to organize its ,vartime economy so as to produce in the neces
sary quantities those goods needed to\\ in the ,var. A second 
objective is that of distributing equitabl, the goods available 

TABLE 1 

EsTIMATED GROSS ANNUAL CosT To THE SuBs101z1r-.G AGENCY, DATES OF IN
AUGURATION, AND RATES OF PAY~fENT OF Fooo SUBSIDIES 

IN EFFECT ON DECEMBER 1, 1943 

Commodity 

Apples . . . ......... . 
Butter. . . 
Canning fruits & vegetables 
Cheddar cheese . . 
Corn price adjustment . . .. . 
D ried beans ...... . 
Flour . . . ....... . .. . 
Meat . . . . . . . . . . . . . . . . . 

Cattle . . .... . . ....... . 
H ogs . . . . . . .... . 
Sheep and lambs .... . 

Milk 
Dairy feed payments . . ... 
Fluid milk . . 
Hay for drought areas 

Peanuts .. 
Peanut butter ..... . . . 
Potatoes . . . . . . . . . . . . . . 
Prunes . . . . . . . . . . . . ... . 
Ra1s1ns . . . . . . . . . . . . .. . 
Soybeans ............ . 
Sugar beets . . .... . 
Sugar transport .. .... . 
T ruck crops . 
\ Vheat for livestock feed 

Estimated Gross 
Annual Cost to 
Paying Agency 

(t\1illions of 
Dollars )1 

4 
82 
27 
29 

5 
10 

100 
436 

. . . . . . . . 

. . . . . . . . . 
20011 

5 
2 

1 ot4 

15 
25 

7 
6 

10 
11 
43 

6 
68 

Total ... . . . . I 1,101 

------- --- -

Date of 
Inauguration 

11-1-43 
6- 1- 43 
3- 13 43 
12- 1 42 
4 14 43 
4 7 43 
12 1 43 
6- 1- 43 

Rate of 
Payment2 

. . . . . . . . . . 
Sc per lb. 
. . . . . . . . . . . 

3 

4 

5 

3~4c per lb. 6 

Sc per bu. 7 

70c to $1 cwt. 8 

9 

. . 1 . 1 c per 1 b. 10 

. 1 3c per lb. 

10 1 43 
10- 1 42 
9- 1- 43 
4-7-43 
11 1- 43 
2- 1 43 
8 2-•43 
8 2 -43 
9- 22 -43 
2 10- 43 
3 16-42 
1 26 43 
1- 19 42 

95c per lb. 4 

. . . . . . . . . . . 
. . . . . . . . . . . . . 
. . . . . . . . . . . . . 
4}2cperlb. 

. 
2 14c per lb. 
2;4c per lb. 

. . . . . . . . . 

11 

12 
13 

H 

4 

1r, 

6 

6 

16 

$1 50 per ton 17 

. . . . . . . . . 

. . . . . . . . . . . 
18 

19 

20 

Source: Data presented in Hearings, Committee on Banking and Currency, 
US. Senate, 78th Congress, 1st Session, on S 1458 and HR. 3477, pp 52 64, 
135 63, 181-83, 261-63. Data came from material subn1ittcd b} OPA and 
CCC and testimony of Jean Carroll, Director, Food Price Division of OPA. 
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FOOD SUBSIDIES A::\"D I NFLATI ON CONTROL 9 

for civilians. Both consun1er rationing and price control ha\C 
been established for this purpose. 1\ third objective is the 
organization of the econo1ny so that \ve can return to peace
time production \Vi th a n1inirnun1 of cconon1ic and soc ic1l dis
locations. 

The first objective has been and 1s being achieved reason
ably ,\·ell. Sufficient inccnti\·es for gcttine; resources cn1plo~
ed and for moving resources into \\ ar production hcl\'C been 
established. Our resources particular!, l.1bor and equip
ment-are no,\ virtuallv full~ cn1ployccL and requ11 cn1cnts 
Footnotes to table 7 

1 Gross annual cost to the paying agency is estimated on the assun1ption that 
the program 1s continued for one y<-'ar, and that the rate of pa) 1nent is unchang
ed during the year. 

2 
\ \'here a single rate of payn1ent is indicated, the same rate of pavn1erll is 

made to all producers, \\ ith certain exceptions for small processors of butter 
and meat. 

3 A transportation subsidy on movcrnents fron1 western areas to eastern centers. 
4 Paid to processor. 
5 I nvolves pavments for additional costs of four canning , ·egetables (corn, 

green peas, snap beans. and tomatoes) on c 1vil1an pack in 1943 con1parcd to 
1942. This subsidy will cost St 7 million lncludt·s also a pavnwnt to co,·er 
additional costs for labor to extent of wage 1ncrc-ase granted b, \Var Labor 
Board or amount necessary to return a reasonable profit, whichever 1s lo,\er. 

6 Paid to processors through a buy and sell program. 
7 Discontinued with announcement of nev..- corn ceilings. 
8 Paid to country shippers at rates of Sl 00 for red kidn<-'v beans, 80 cents for 

baby hma beans, and 70 cents for all other types No pavrnent on standard 
lima beans. 

9 Paid to millers with rates based on types and grades, and a\'craging about 
18 cents a bushel. 

1° Changed, effective Dec. 25, 1943, to payments by grades as follows choirc
(AA) Sl.00 per cwt, Good (.\) Sl 45 per cwt, Comn1ercial $0.90 per cwt., all 
other grades SO 50 per cwt A payment to nonprocessing beef slaughterers of 
S.80 per cwt. has been in effect since Nove1nber 1, 1943, and is included in the 
above costs. 

11 A payment directly to farmers of 35 to 50 cents per cwt. for whole milk 
and 5 to 6 cents a pound for butterfat. I'he annual cost co\'ers the rates 1n 
effect on Dec. 1, 1943. 

12 Paid only to handlers in milksheds surrounding \\'ash,ngton, Philadelphia, 
Baltimore, and Omaha-Council Bluffs. 

13 Paid to hay feeders 1n drought area around \Vashington, D .C. 
14 Paid through support prograrns on peanuts Gains on peanuts sold fur 

ed1hle purpose arnount to $30 per ton and losses to proressors for oil amount 
to SSO per ton The annual cost is the net loss on this operation 

16 A payment of 50 cents a bushel on norinal vield of potatoes on ac:reagc 
planted in excess of 90 per cent but not excec-d1ng 110 per cent of indi\'idual 
farm goal 

16 A subsidy paid to cover certain costs of t1ansportation and a differential 
subsidy paid to processors Subsidy runs to 2 cents per pound of oil 

17 Paid on sugar beets. There is also a payn1ent of 33 cents pc1 ton on sugar 
cane. 

18 Transportation subsidy on both domestic and foreign sugar. 
19 A subsidy paid to growers of SSO an acre on acreage planted in ex<..ess of 

90 per cent but not exceeding 110 p<-'r cent of individual farrn goal. 
20 Loss in selling wheat for feed at less than market price. 
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for ,var production are being met. :Fro1n 110,, until the end 
of the ,var \\'e ,,·ill be concerned primarilv ,, i th c:;h1fting re
sources from one line of production to another ac:; our need5 

chan~e. 
Attainment of the other objecti,·e-.; is closelv linked ,, ith in-

flation control. l;11less all incomes ad, ance as rapidly as 
prices advance, there is a shift in purchac:;ing po,, er from in
dividuals ,vith relative!, fixed incomec:; to ind1, idu-ils ,, ith , 

r1s1ng incomes. Consumer rationing mercl} assures that cer
tai11 quantities of rationed ~oods ,,·ill be set aside for an in
dividual. He must still be able to pay the prices in order to 
get the goods. Consequentlv, inflation is usually considered 
inconsistent ,,·ith equitable chstr1butio11 of civilian goods dur-

ing ,, artin1c. 
I ini1nization of economic and social dislocations i5 also 

closely tied to inflatio11 control. If , alues of capital items, 
particularly land, rise markedly during the \\'ar as a result of 
increased incomes, incli, iduals purchasing such items in the 
,var period may find the1nselves atte1npt1ng to pay for such 
item<:. out of s111allcr inco1nes after the \\'ar, assuming that 
product prices fall. Furtherrnorc, pressures to 1naintain prices 
and ,vages at ,,·artime levels after the ,,·ar mav result in a 
rnuch lo,,·er leYel of en1ployment, if these prices and ,vagcs 
are too high-unless appropriate monetary action is taken. 

The objective of not per1nitting any increase in prices may 
have conflicted ,vith brin~ing all available manpo,,·er and 
materials into production in the early phases of the ,var ,,·hen 
,,·e had considerable unemployment. I Io,,·ever, since ,ve have 
no,,· reached a condition of virtually full employment of our 
resources, these objectives arc no longer inconsistent. \ Ve 
can a,oid inflation \\'ithout in any important ,vay interfering 
,,·ith the organization of the econonTy for ,var production. 

II I . THE ECO::\'O~fIC rR.\}.fL\\'OIZK \\'!THI:'\ 
, ,·Hr c H , ,·_.\R TI}.fE OBJEC'TI\TL \Rr. 

TO BE .. ~ TI .\I:-\ ED 

In appra1s1ng alternati\·e means \\ hich might be used to 
attain ,,·artime objecti,·es, one must also consider the econ-
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on1ic setting \\ithin \•,hich these objectives arc to be reached. 
Before the subsidv issue can be discussed intellig-ently, it i5 
necessary to have clearly in 1nind certain features of the pres
ent economic and political fran1e\, ork of the nation. 1 'hc 
kinds of inflation control programs \\·hit:h \,·e n1ight en1ploy 
depend partially on conditions \\ hich arc largely unalterable. 
\\'hcthcr the conditions no\v existing should hLtve been per
mitted to arise i.:; no longer a si~nificant question. Inflation 
control in 1944 cannot be n1ade effective by ben1oaning ,,·hat 
\Vas or ,,·as not done in 1942 or at any other tin1c, unless there 
is so1ne chance to correct past n1istakes by current action. 

.A. Tlzr lnjl.c\zbtl1{r of Pu({J 

One of the n1ost in1portant c-haractcrist1c-; of the fra1ne
\\·ork \,·ithin \Vhich ,ve are tr) ing to get needed,, ar p1oduction 
and at the same tin1c a,·oid inAation i'> the ri!.!,-idit\ of our pric-e 
structure. 11ost price.:; are rather narro,, 1, strai t-jacketccl; 
either a reduction or an increase 111 a price is cxt1e1nel} dif
ficult to achieve. 

The difficulties in reducing a price so that labor, n1aterial..,, 
and other producti·ve agents 1night be encoura[;<:>d to 1110\·c 
fro1n one line of production to another arise partiall) fron1 the 
various mini1nun1s ,, hich have been establi..,hed, together ,,·ith 
the \vay in ,,·hich various prices ha\·e been tied together bv 
legislation or by administrati\·c direction. }'or exan1plr, the 
Second Price C:ontrol ,\ct (October, 1942) establi-,hecl the 
minimu1n level of a price ceiling on n1ost a~ricultural pro
ducts at 100 per cent of parity. \ \'age- ceilin~" are al"o n1ore 
or less implicitly tied to other price-; notably to change-; in 
the cost of living. In Jul\., 1942, the ~ational \\'ar Ldbor 
Board accepted the principle that changes in ,vage ratC''
should reflect the changes in the rost-of-hvi11g index that had 
occurred bet\\Ccn January, 1941, and 1fa), 1942 an in
crease of 15 per ccn t. This has been interpreted as inf erring 
that no \,·ae;e ceiling; should be placed lo,,·er than 15 per cent 
above the ,vage rate prevailing; for a particular t) pe of labor 
in a particular plant in January, 1941. t--1ore recent adn1in
istrative action further infers that if the rise in the cost of liv-
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ing is apprccic1l I, ~1 eate1 than l 5 pc r cnt. ,, ,:1 'C t.1hilization 
J>ohc, llld\ I"' t· to take uch ch 1n~c into account 

1 he , 11 iou hold-thc-hn< • 01 de 1 ,, h1l h h.1, c I <'t n ,i, c n 

to ())>.\ h, ( ong1 <' .ind b, th<.' • d1n11u ti at1on. < 01nl>111cd 
,,ith th<.: ,,a) Ill ,,luch p11ce ttn I to he hound to ethe1, 
n1akc. 1t \('I"\ d101cult to iltc.1 1clat1,< p11 < h 1nc1c 1 1n, .1n 

pr ice. } 01 <. xan1plc 1f 011( f 11711 J>I I(< ( l din l lilCI < l l d 
th1 increa c 111, 1a1 th< p111t, p11 c of oth«1 f 1,11 I 10-
cluct anclnc< Hite 1nup,,.11l1c.,11cn1nthc11 price. ccil-
111~ uch itc.111 1 o l < ff< od and f<cd pu1<h 1 cd b, f.11111-

<.1 tc 1ncludcd n1 dctc11111n111 th< pull\ p1i<t of clll) a 'Il-

cuhur 1J I 1odu l llcn<c.. 1nc1c 1 c 1n (11111 p11 c· ,,huh 1<-

ult 1n 1n 1ca c 1ncot offtc.d ndfi >Clpur ht dl,f1111H1 
1a1c tic ptrll, p11 c ofotl<.r 11 ultur ti con1111 d1LJ 

11111ld1 J, 111 lat or co l < 11tc1 11110 th< de le rn11n 1t1on of 
lllO t rc. t ii j>ll • inc l(d (' IJ1 l \\ I f ll( 1111\ he I< flee tccl 
1 n 1 n I c. 1 < d I c t ¾ 1 I pr 1 c c. a11 cl I <. n <. 1 n .:t n In I c.: a c. 1 ll l h < c o L 

cf h,1n., I ,tn ,,1thout uh J a11t pr1 c. nd "l '<' r l1t1on-
l 11 , • n 111 1 e 1n one price n1a, t< nd to Inc 1 <- .1 c c t of 

111 othc-1 prod I l 1nd 1 c.cc. it ttc. up,, ucl J<.\I 1011 111 I rice 
1hn, 

J J < !o.l 11fi anrc of ti I uuat101 1 an1c. J, ti at ft\\ pr 1 

r n I 1 due cd I < au t of p hu 11 I I LB or I<. •1 lau, I) 
.u d 1 l1111111 trau,c.J, t l ti Ji htd I· 11ll • 1 If,\\ pr1 ( u1 

I d l of ti c r p< r cu I Ht up Hl otl tr pr1 ( 

a1 d d t on qutnl dar r of I 1 1k1n, ti< Jin< 
fl t n I ul not I uncl r LIil l< 1 t r c n ti t unJt 
ti ru, J r n 11 1 1r I 1 11t I c 1 tl In t I tll , I to 

I t I r 1 J l l , 1 1 l fJ c l I to 

I ll J l I C ti 1 l 

I I l > 

I t I r t I 
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B. 11 ·cal. Ta, I'rograrn 

1-\ second important feature of the frame,, ork ,vi thin ,, hich 
,, e are trying to carry on the ,, ar and ) ct avoid inflation is 

that \\ e haYe had and still do ha, c a tax prograrn inadequate 
to drain off excess purchasing po,,·er ,\·hich could easily be 

used to bid prices far abo, e established ceilings. . \ relatively 
1nflationar\ progra1n of,, ar finance 1nay ha, c aided 1n rapid-
1v achieving f ul1 ernp10) 111ent of our resources in the early 
pa1 t of the \\ ar. But such a \\'eak tax prograrn no\\' n1akes 
effective price control extrerncly difficult. 

The failure to impose heavy taxes carlv in the course of the 
,var has resulted in rapid gro,, th of the national debt. the 
sale of a relatively large proportion of \\'ar bonds to banks 

\\ith the consequent creation of additional n1oney in the for1n 
of additional bank deposits, and the building up of p1 i,·.1tc 
liquid holdings (largely cash and bank deposits) ,, hich in
dividuals may at any tirnc tr) to con, er t into goods. For ex
ample. in the fiscal year 1943-44. it i-; esti1natcd that there 
,, ill be a gap of ncarl) 40 billion dolltlrs bet,, c·c·n incornc 
,, hich could be -;pent on goods and scr\'iccs and the total 
available goods and services ,, hich could be bought (, alut'd 
at current prices). 'I here ,,ere also la1gc g,1ps bct,\ccn di,
posable income and the \'aluc of available goods and sci, ice, 
earlier in the ,var. 

I f a disastrous inflation is to be avoidC'd. given ,1 situc1tion 
\\'here \\'e have had a ,, eak tax prograrn. the· dcsirabili t, for 
maintaining relatively stable prices is unque-;tionablc. l{c -
gardless of \\·hat \\'C do in the ,,ay of taxation fron1 no,, until 
the inflationary pressure has subsided. ,, c \\ ill not cc11Hu1 c by 
current taxation the huge backlog of liquid holdings that has 
accumulated during the past 3 ) cars. I Io,,·ever. ,, c do need 
a much stronger current tax program to keep the situation 
from getting \\·or-;c. 'fhe Ao,,· of excess purchasing po,, c·r has 
been and may continue to be partially spent on ,,,1r bond-;, 
The rest of it has gone into building up individuals' liquid 
holdings. \\'hat individuals do ,, ith their accu1nulatcd liq
uid holdings and ,,·ith cur1cntl) accurnulating excess pur
chasing po,\er depends upon their expectations of the future 



14 \V,\RTI~1E F.\R!\-1 i\ND FOOD POLICY 

course of prices. I f prices arc expected to remain relatively 
stable, bond sales may be relati\·ely high and bank deposits 
may continue to be built up. But, if individuals expect 
prices to increase, they ma1 attempt to convert their cash 
and deposits into goodc; as rapidly as the) can. Avoidance 
of inflation under such circumstances ,, ould be extremelv 

difficult. 

Given the objectives of effectively ore;anizing the economy 
for the production of goods needed to prosecute the ,var and 
at the sa1ne tin1e avoiding inflation, ,, hat alternative pro
cedures 1night be ernployed in acco1nplishing these objectives? 

7. Free:::.e all p,ices and zvages at their current lel'els. 

,.\ doption of this alternati\·e 111eanc; that price and ,vage 
changes cannot be used to direct production. As a conse
quence any change i11 production n1ust be induced b) other 
rneans-the pay1nent of sub..,idies or direct allocation of labor, 
n1ater1als, and other producti\ c agents b) the ~o\·ern1nent 

are exa1nples. 
1-Iany n1ay question \\'hethcr adoption of this alternati\·e 

actually entails discarding the use of prices in directing pro
duction. Proponentc; of frce7ing pricec; believe that such ad
just1nentc; in production as are needed can be achie,·ed bv 
rninor price changes. O P:\ hac; been rnakine; such adjust
ments, and since J ulv, 1942, the cost-of-livi11g index has ri en 
b) nearly 8 point,. ,. \ djustrnents in a fe,, prices almost in
evi tabl) lead to other price changes particularlv ,,·hen 1nany 
prices arc tied together- and the accon1pan) ine; up,vard spir

al effect. 
The in1plications of this procedure can be indicated bv an 

illustration from the food production field. .t\ n increase of 
2.5 n1illion acres in SO) bea11 production is de,ired for 1944. 
I f this cannot be encouraged bv changing relative prices or 
by the payment of subsid1ec;, the only\\ c.l\ 1n ,, hich this higher 
acreage might be attained,, ould be bv a go\ crnn1cntal agcncv 
directing each far1ner as to the acreag;e of SO\ beans he should 
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plant and bar, est '1milar go, ernmental direction probably 
\\·ould be ncccssar\ to induce other production changes. 'I h is 
procedure 1s unlike!\ to be gcncrall) acceptable. 

2. Adjust som£ />nces and u ages 11/ncard and others dou·nu a,d to 
alter pnce relatzonsluj,s but at tlu sarne tin1e n1aintain a /)(11 tu ular 
general lel'el of /nirr, and u•agr.s. 

From an cconornic point of vie,, this procedure is the 1nost 
desirable of any of the alternatives. I t \\ otdd enable cffcc
t1, e use of the price 1nechanis1n \\'hich is p<•rhaps the n1ost 
irnpersonal and generall, acceptable of the various tech
niques to direct production. H o,,·cvcr. gi,•cn the ,,·a, in 
\\'h1ch prices arc strait-jacketed, this alternative cannot be 
utilized. In order to alter relative prices and ,,ages to get 

the kind of production pattern \\"C \\'ant and )Ct 111aintc1in 
the present general level of prices, the legal n1inin1un1s be
lo,\· \\ h1ch certain p1 ice ceilings cannot be established ,, ould 
ha,·e to be scrapped ~u )port prices for son1<· far1n products 
probablv ,,ould ha,e to be adjusted clo,\·n,,ard. \ nd sonic 
,,age rates ,,ould require reduction. 

.\ lthough this alternative appears politically unacceptable, 
some of the adjust111cnts \\'hich it i1nplies should be discussed 
more fully. Xot only \\'Ould the present general level of 
prices have to be held, but the le, cl ,, ithin each broad group 
in the economy agricultural prices. \\'ages. and industrial 
prices probably could not be reduced. '!'his 1nc,u1s that 
the price adjustments ,, ould have to be n1adc \\ ithin c,1ch of 
these broad groups. For cxa1n pie. if the general level of 
agricultural prices \\'as raised, in order to keep the level of 
all prices fron1 increasing. the co1npens,lling acljust1ncnt 
,vould have to be a reduction in the general level of non
agricultural prices an adjustn1ent ,vhich ,, ould hard I) be 
politic ally feasible. 

I f the present level of far1n prices \\'ere to be n1c1intc1inccl 
but the price pattern altered to sti1nulc1tc needed production, 
prices for soybeans, vegetable oils and 1neals. ,vholc rnilk, 
dried skim milk, potatoes, and sonic ,·cgctablcs \\'Ould be 
among those , ... ·hich should be increased I{.ccluctions in the 
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prices for grains, cotton , hogs, and butterfat \vould probably 
be necessary. , uch 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, ,vould be required. The provision 
in the price control la,v that the ceiling price for a farm pro
duct cannot be belo,v the highest price received during the 
period J anuary 1 to , eptember 15, 1942, \\ ould have to be 
scrapped. i\nd the provision that price ceilings shall reflect 
increases in costs that ha,·e occurred since January 1, 1941, 
vvould have to be removed. 

, imilar adjustments in \\ age rates ::.orne up,\ ard and some 
dovv'n,vard probably ,vould be required. Although it is 
doubtful ,vhether many gr oups \\'hose ,vagec:; might be re
duced \\'Ould experience undue economic hardship, ne,·er
theless such adjuc:;tments probabl) \\Ould be politically im
possible. 

3. Dzscontinue or rnodif_r przcc conhol and a!!ozc prices and U.-'age1 
to rzse gradua/(p. 

Acceptance of this alternative irnplie" that the fight against 
inflation should be at best a dela) in~ action. I t is very like
ly that an ackno,\ledged delayin?; action against inflation 
v,ould turn into a disastrous dcfc<lt, particularly since there 
is a large accun1ulation of cash and bank deposits \\ hich in
dividuals ma) try to con,·ert into goods if pr1ccc:; arc expected 
to increase. 

J. Incrca.1e la\r1 .1/uuj,I_; to ,educe C\(t }S Jnoclzaszng pozccr. 

Although much higher personal taxec:; arc desirable and 
perhaps nccessa1) to reduce the suppl, of cur1 cntl) dispos
able funds and consequent!, the pressure on price ceilings, 
the cffecti, ·eness of increased taxc" els the ~ole pre,·cn tive to 
inflation has probably been o, crc-;tin1atcd There are t,, o 
ir11portant reasons ,, hy stepping up taxc-; probably ,, ould 
not be sufficient to keep prices h 01n increasing, 1f price con
trols \\'ere at the sa1nc ti1nc rc-lc1xed: ( 1) increased taxes col
lected current!) on personal incon1cc; ,, ill not 1cduce the larg;e 
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a1nount of b,lnk clcpo,its ,ind c,l,h held b) indi\'id11,tls. and 
(2) increa,ed t.1xcs, p,trticuLu h if the, ,u-c s,1lcs t.1xc,, 111,1v 
in then1s(·h·c-; hrin!:, hi!.!h<'r \\ ,l!.!CS and p1 i< es. 

1 'axes could concciv,lhl~ be hig-h enough to di!.! into hold

ings of cash and b.ink deposit-; built llJ' dt11 in!.! the p,tst tlu<·c 
or four yc,1rs. 7 I Io\, ever . .is ,1 pr,1ctic,t! 111<'.t'-t1rc. this :-cc111s 
in the rcalin of the i1npossihle. ( '.onscq11cnth. ,Ill\ lircc1k in 
pri< cs rnight c,1sih le,td lo th1• rclc.i <' ol ,l llood of this ·'!tot 
n1one, ·· in ,1n ,1ttc1npt lo <'X< h.ingc it lor !_!<H>d-;. 

Both the ~\ 1 . ol I •. ' ,UHi the c; I.<).' in their ofl1< i.t! p11li
lications h.1,·c dclinitch indi< .1tcd th,!l the, < 011s1d,·1 111,n,nl , 

after la\e1 the 111ost i1np<H l,UH Lt< to1 in dct1·11ninin~ rlH· c1d
cqu.1c,· of \\,l!:,<' i1H u111t•s. 1 ' [ he .\.I·. <if I,. h.is .tl ... o 11•p, .1t
cdh considered not onh in< 011H' ,titer t.1:-..c-.,. but in< 01111· '-tlt,·r , 

t.1xes ,1nd cxpenditur<' 011 \\.lJ" bonds .1, tli< it< 111 tu IJ<', i, \\1·d 
in dctcr111inin~ the ,1d,·qua1, of inc 0111c .S,d1•-, t,1:-.c-., int 1 ,•.isi• 

dircctlv lioth the < 1, ... 1 of Ii\ ing .ind < o ... t of goods JHII < h,1.,,•d 
!iv farrner,. I i erH c . ... 11< h tct,t'" \\ould .tutu1n<1ti< ,11l, lec,1d to 
up,\·,trd acljustIIH'Ilt.., in ..,01111• l<ll 111 p1 i< <' < <'ihn •s and could 
c,1sily bccon1c the b,1si ... !or p1 op<JJ 1io11,1tch hi({lic1 ,, .t~es. 

(;ivcn thc-;c co11 ... idcr.1tion,, t,r·,.i tio11 .t tl1<· ole for<<' 111 

inflation control is likeh to p1ovc \<'I\ in,1d,qu.1tc. It .ip
pcars questionable. lio,, <'\ <'r, \\ l1<·thcr s1d,...idi1•.., ,, ith, ,ut in
creased t.txcs \\ otdd s<'J\'<' to hold th<· line· ,l~.tin-,t p111 <' .id
\'<111<'<'. .\ s i-; indil,ttcd helo,,. th<' i11111H·di.1te <'ff<'< t of su< Ii 

7 At the tinw th< v .ue p,1id, t,i,,,·~ otlw1 th,111 tho~,· colk, ted lllrr<'lllh 11h
, iu11slv cut into 1nd1,1duals' IJ(Jld1ni.;~ ol ,.i,h .111<1 hank dcpo,11s 1111\,1\11, 1f 
UH on11-.; (aftt r dedw ting fen t,tXC's , ollr, tecl < 1111, nth ,111J ,·xp, 11 li1u1, ~ ,11,· .it 
dw sa1ne !t·v, Is d11r1ng tlw ~ubsl·q11,·111 1w11od .1s th,•\ \Hr, <1111111g tht I" 110d 
for ,,hitli tht• tax 1,; c1111111111t·d, tlws,· ho! ling~ ,lit' 1d,u1lt I h, 11 J,.\,·I ,11 the 
t'nd of an\ tax p1'11od, .1s<;11111111g 111Hh.1n~111g 1TH•H11<s .ind <'XJ><·n,!1t111,s l111111 
p,-riod tu rwnod, ,,ill (l('\l'I II<' lo\\( 'f tli,111 ,It the t nd ol th, fl!!\ IOUS PU 111d, 
unless tlw tax is g1c.itcr th.111 tl11• <'X<<~~ ol 1n,0111t o\<'r <'<JH11d11111c 

•-..c,· / ,alor'r \Junthh \•111,>, ~"', J'),1\ pp 5 6 ()cl, l'l.13, pp. 7 8 .tnd 
Aug., 1941, p 4. 

~ ~,·e 7 lt J--,mum11 Out/on!., S,•pt , J 042 p 3 
10 I he m<'ntion of tills po,1t1on do1•5 not tnd1, .11,· ,trt\ .tn ,·pt.tnce IJ\ th, ,111tluws 

of its validitv Canwd to an ,·xtn·rn<· tl11, pos1t1on 111« ,ms th,11 nl<'ml11 rs ol 
labor unions should bt· ablt• to ol,t,un 11H «>111t' 111< n·.1~«·s sullu 1t·111 to r,llsi•t .tnv 
chang<'s in taxation nt'<<·ssarv to hn,111<1· tlw v..tr In nth,·, \,urds, tlw 11·.1I 
burd<'n of taxation should fall ttpon otlwr groups in thr• t'C<HHHll\, ,tnd th< s<' 

parti, ular groups of \,ag<" 1•a1 nns should lw p< rm1tt,·d to m,11nt,u11 111,· s,urw 
scale of ll\in1; as before th<' \,ar, 01 at !,·.1st to trH r<',tsr· tlH 1r s.t\ 1ngs, ornrn, 11-

surat1· with any fall in tfw SL,ilt• of It\ in1; ()ll\ t<J11sh tl11s po,it1,n1 , .inn,,t I><' 
considc-rnl as a socially <lcs1rablc urw. 
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subsidies is a net addition to excec;s purchasing po,, er and to 
holdings of such liquid claims as cur1 ency and bank deposits. 
This increases further the potential danger of a break in 
prices, for individuals ,, ill have even 1nore "dan~erous dol
lars'' ,\'hich they may try to exchange for goodc;. In the 3 
years, J an. 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 de1nand deposits rose very sharp
ly.11 Individuals ,,·ere much more ,,illing to hold such liquid 
claims than most authorities had anticipated. Part of this 
,,.;illingness may ha,·e been due to a11 expectation of a drastic 
post,, ar deflation, for it seems plausible that the \\'illingness 
of an individual to hold liquid clai1ns rather tha11 goodc; de
creases as the ratio of the ,,alue of his liquid claims to his 
goods increases, unless he expectc; a future dec1 case in prices. 
\\re mie;ht be able to continue to increase the an1ount of liquid 
claims and still hold the price line. But the probability of 
successfully keeping prices do,,·n under such circumstances 
seen15 to be rather small. 

V. . UBSID I E. 1\:\'"l) Gf,:\'"El{.\L PRICf. 
T.\BILIZ.\ I IOX 

I n the preccdin~ section ,vc ha,·e presented the major al
ternativcs1:? to the use of subsidies (in conjunction ,,·i th pres
ent price and ,,·age control rneasures) as means for control
ling inflation. In order for some of these alternatives to be 
,,·orkable, ,·arious features of the fran1c,,·ork ,vithin ,vhich 
price control is no,v operating ,,·oulcl have to be altered. 
This ,,·ould be true if the general level of prices ,vere held, 
but relati,·e prices ,,·ere altered to encourage needed pro-

11 The increase in demand deposits during the same period was more than 
S22 billion ~cc recent issues of Th" Fednal Resen•e Hullt!m. 

12 AnothC'r altt rnativc frequently advanced is that of increasing production, 
thus providing rnore goods and keeping prices frorn rising. \\'hen virtually all 
available resources arc already <'Inployed, increased production of goods for 
ch·ilians can be attained only bv shiftin~ men and mate-rials out of \var produc
tion and into producing for the civilian market, or by increasin~ the efficiency 
with ,,·hich resources are used producing more goods \\·ith the same resources. 
It hardly secrns ,vise to cut down sharplv on ,var production at the present 
time. Furthermore, an increase of at least 40 pf'r cent in the aggregate output 
of civilian goods probably \•,ould be necessary to absorb current excess purchas
ing power if prices are to be kept frorn rising above current levels. 
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duct1on. l )1scontinuing or n1od1fying price control to allo,\' 
prices to 11se \\ ould prove incon--istcnt ,\·ith the objective of 

ma1nta1ning- a stable level of pr1tes. .\ nd increased taxation 

" 111 not in itself scr,·c to -;ta, c off 1nflat1on, althou~h a stiffer 

tax prot,rra1n 1s desirable as an aid to price control. 
D o subsidies offer a grc,itcr prob,ibility for effectivelv 

achie, 1ng price control than do the othe1 .1lternativcs? l Tndcr 

,,·hat conditions arc subsidies likelv to be \\ork.iblc: \\ hat 

arc the rnajor lin1it<1tions of -.;ubsidies in i11fl.1tion control.> 

T hese arc sonH.' of the quc-.;tion-.; ,, hich sh<'tdcl be considered 

in adequateh· di-.;cu,,in1; the rule of subsidies in an inflation 

control progran1 . 

. 1. Baste .lsnan/1110111 uI the 1· , 1n1c .l,~111nc11ts l··o, and .lgaznsl 
/•'oc \ ti Hrl11 s 

'I he 1nost in1portant asstunption under h in~ the argu1ncnt 
for food sub,idies is that up" a1 d change-., in the < o-.,t of Ii, ing 

"ill lead to up,, ard changes in fa1 n1 price ceilings ancl in 

\\age rates. \ s; has been pointed out ,1bovc. price ceilin~s 

for agricultu1,1l products ,ll<' explicitly tied to pc1ritv prices. 

C:onscquently, far1ncr-., have been gi,·cn a guar.intce th,1t price 
ceilings for their products ,, ill be .iuto1n,1tic,1lh in< rcc1,cd .is 

other prices increase 'I here i,, of cuur-.,c, a c 1·iling on ".igc 

r ates. 'I'hc Jjttlc \ttcl Fo1111ul.1 established I>\ th<' \\'ar 

L abor Bo.ird lirn1ts increases in st1 ,1ight-ti1nc or basic \\ .igc 

rates to 15 per cent ,1bovc the level" of .J.inuar,, l'Jll ~0111<' 

\\ age rates had ach .inccd 111ore th.u1 1 S per c 1·r1t bc1orc the 

I ,1ttlt Steel Forrnul.1 \\as put into opc1ation. \ nd additions 
to ,,c1ge.., ha,c been granted through inc1eascd p.t) for ovcr 

tin1c, ''portal-to-portc1l pav,'' and on other ,i111il~1r grounds. 
H o,, c,·er, if the I,i ttlc \tee! I 'or111ul.1 ,, <'I c held, ,,·age· rates 

probably could rise rc lau,( l) little abo,1· tlici1 prc:--cnt le,cls. 13 

13 fherc is considc,·able confusion and n11sunderst.1nding in th1· tl'rminology 
ust'd in duscussing change in labor earning~ or ,,age rat<•~ I he follo\Hng t<'tms 
are defined as used in this parnphlet· .11 erage 11 ul,I} t11r11111gs 1s tht' aH·rage .-1111ount 
paid to emplovees, prior to any dcduc lions for t<1x<·s, bonds, t'tc., during ,i spec i
fie i \\ eek or period of Wt't·ks .'11 ,rag, ho111'> tarn111g1 1s the r csul t of di, 1d1 ng \H"<' kl y 
earni ngs by the a, er age nun1b<·1 of hours ..., or kcd du, ing th<' \H'l'k. Changes 111 
these two mrasurcs of earnings inc lude changes in ove, time, upgr,1d1ng, slufts 
from lower to higher paid jobs, 1ndi ... i<lual pro,notions, piece \,\ork rat<'s, the 
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\Vhy, thC"n, m ight it be assumed that our ability to hold 
the cost of li\ ing enters into the holding of ,vage rates at 
about present levels? 

Political as ,vcll as economic factors have entered and ,vill 
continue to enter into the establishment of both ,vage and 
price ceilings. T he tying of f arrn price ceilings to pari t) is 
a notable example. Labor groups ask ,vhy labor should not 
have a guarantee similar to that grc1nted to farmers. The 
ad,·ocates of food subsidies ask if the \ \·ar I.,abor Board can 
be expected to 111aintain the Little <steel I;-or1nula in vie,v of 
the trcatn1ent given to far1ncrs and the promises to labor (in 
the , tabili7ation .\ct of 194 ?) , unle~s living costs can be kept 
from ad, ancine;. 

, on1e proponents of food subs1d1c.;; believe that if the cost
of-li\ ing- index can be held at its present level. the L ittle 
Steel F'ormula can be 1naintained. OthC"r-; believe that the 
index \\ ill have to be reduced to 118 the le, cl of eptember, 
1942. Both groups arc in agreen1cnt that Ii, ing costs cannot 
be either reduced or held at current lc,els \\ithout subsidies. 
D istributor-;' margins n1ight be reduced son1e,vhat, but not 
enough to offset the increases in costs \\ hich ,,·ould result if 
the subsidies ,,·ere discontinued. I f food subsidies ,vere ,, ith
dra,,·n, it is estimated that the cost-of-Ii, 1ng index ,,·ould im-
1nediatelv rise fro1n its present le,cl of about 124 to about 128. 

T he basic assun1ption underlvin~ the economic arguments 
against food subsidies i" that chane;es in,, ae;e rates are largelv 
independent of changes in the cost of living. I t is believed 
that \\ ages can be held at present levels c, en though food 
subsidies ,verc \\ ith<lra,,·n and the co<;t-of-li, ing i11dex rose. 

Both case<; arc logicallv constructed, gi, en the assumptions 

13 Contznrud 

effects of incentive plans, as well as changes 1n basic \,age rates ,\ s used here, 
basic wage ratrs, 01 s1mplv \\'age rates. refer to the schedules of pav for specified 
Jobs. 1 he \\'ar Labor Board 1s concerned largely \,1th the stabilization of these 
schedules and not \\ 1th any of the other measures of earnings, c,ccpt as the \ \ ar 
Labor Board policy affects individual pro1not1ons. For the first two measures, 
accurate data are available, for the third, data arc practically nonexistent. In 
some cases, average hourly earnings exclusive of overtirne for work 1n excess of 
40 hours a -...veek are used as an ind1cat1on of changes in wage rates, but they are 
a very poor indicator and cannot be used to 1ncasure the success of the stabiliza
tion efforts of the \ \'ar Labor Board 
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on \\ hit h I he, .111· l>.1,cd ( 1111"''<Jll<'ll I h. ,I) 1p1 .1i,,tl of t li1• 1, -

J,1ti, c ,·,tliditic, of th1•,1· di gu1111 111, 11n1,t I)(' 111.1d1· tll t1•1111<.: ()f 
the rc,di,111 of t h1 ,c h.1,H .i-..,1 1111pt i1111,. 

In thi, ,1nc11' ,i, It i, ,1,,111ncd 1li.1t < ,1-.,1111•~ ,, .1gc· c11HI l,11111 

prite !1·,cl, t .1111101 be• hc•l<I 1nd1 1H·11d1•11tl, 11f 1111 11 .i,c-, in 1!11· 

t'o,t of Ii, in~. 1 hi" .i-..,u111p1iu11 i-, 11.1,1 d up1Jn tl11· .1utl11)1-.,· 

1ntcrp11·t.1tu1n ol the t t:11<·111 1·1 on111111< <1nd scH 1.11 f1.11111·\,1J1r.. 

\\ ithin ,, hit h the <'t 111111111, 1' to f11n1 t11J11 

In an<11' /Ing the< fleets, 1>l <;11b-.,1dH, ll[H>ll 11111.111011 It i, dc

,i1 ,1hlc to cli--tin~ui,h bt 1,, < 1 11 the t fie< 1, of tl11 l\\(J g< 111·1,tl 

t, pc, ol ,ul1,1d1c, I th1J,1 d, "'L:11< d 111 lllldl 1h 10 1111 1 c.i,< 

the 1•1f1 < 1i,1·nc·,, ol ,pc< ilH p11<1 1 u11t10I,. 111< lud11l tl11),1' p.11d 

to111,11g1nc1l1J1 h1gl1-c1i--t p1udu111, .111d 2 rlio t 11"d 10 pit

' cnt ~<'ner <1I J>I ic <' i111 1 <·,1-,c-. ol ,, ill< Ii nH1 • 1>! till lt111 I ,uh-
• I I , C ! , ,ti<' <"\.dlllp I-., 

\ ul 1,id1t•.._ u t d to 1111 1 t ,t,1· t!H < fT1 1 I\ 1 rH , ,if "-JJ< c tf1t pr H c 
tont10I lll<'d"-llll ', li,t\. j>IIJ\l ll t11 111 dt-..111\( th IIO!llllli.1111J1l

,ll,. .\ n <'\.d111pl1· <>1 ,uc h .1 -.,ul>,1cl, ,.., d1. t pc1H.I to 111, 1 1 I 1cli 

< 11,t, of ti .111-,po1 ting g,1,()l111t to the < .i l < •, 1 1 Ii, t 111l-.. 1 11 

.\ 11oth1•1 1, tli1• p,l\ 111< 111 to Io, 1 1 .1cld1tHJll ti 11i,'" ol 111q,01 t

in~ p1 u~lu, t, ,, l11t Ii 1n11,t uppl( nit 111 do1n< ti< p11 d11t 11011 111 

u1dc1 top1u,id1 c1n.1d1q11.1l .._•1pph l ftlu-.,< 1li,1d1< \\<t< 

not p.1id. th« pr IC< -.t1 u( tur<. 111 1..,I t IH > t •i111p,< \. 1-., to 1111K1 

C\.t~1un of pt,<( ct.1111'''- d 1.uh, 1 II pit 111.it•tt I 111 1 IH1-

n11JIC. ,, 1th tht c11d ol 11'> 1< • (1 1.111 1 pr It 1 111., I 1 < I ti -
Ii,! 1 cl .1t It,,!..,, fill rc 1< • ti,!\ 1 lo\\ rho< \\ 11 Ii< 011I Io ht 1-

" i-,t lie -,et I Ii·, n,, ,111 •Ii 11 II ti ~,i, < r 11111 111 , 1 I ur< !t,1-.,1 1 

of ~<HJ<I, \\ ht,.,, pr 1c r--, c11 < 1111 t t( • J\ tH I ul ..,,, 11t • 11 J1ll

L1, lo, -,111 It l!_l)Ud.., 1 1< 1111 t rl thll'> (1>1 111I u•111 1 to .1 11 , 

inl11t!<111..11, i_:;,tp th111 \\•Jul I fltlt1,,1, ,1 t 

~1tl1,id1t, t<> 111 u 'Ill ti 1>r I Ii-, ,1,t p u It, < 1 . 1 ,,rop I h 
<.1c1ni111-.,1,·11 cl, hd\C' t lice t, ,,1111l.11 1> tlt11, llH 11111>111 d .il,1J, 
l',1, lilt nt-, .ir,· u-,u<ilh 111.tdl' t>'l • 111.1,I p11,p, ,1t11111 t 11 t I , t()t,tl 

<Hllptll of 1 pc11111 ul 11 11>1n111c,d1t\ 111 1 ill pr 1,p1H IH111 uf 

to tal p111dtl!l1t1n tt111:d ht oliL, n1·d ,,.tloul 11111d11,un,, I) 
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increasing the price paid for all of the commodity produced. 
avings to purchasers as a result of such subsidies may be very 

large relative to the expenditure on the subsidy, particularly 
vvherc the marginal output is a small proportion of the total. 14 

The issue, ho\vevcr, 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 pr ices or to prevent price 
increases. The major proportion of the food subsidies falls 1n 
this category. 

As v,as pointed out above, it is impossible to give a cate
gorical anS\\ er as to the inflationary effects of these subsidies. 
Any ans\vcr that is given depends upon the assumptions that 
arc made regarding the relationship of\\ ages and particular 
prices to the cost-of-living index 

The primarv 01 immediate effect of such subsidies tends to 
be inflationary in that such pavmcnts add to excess purchas
ing po,ver- unlcss thev encourage proportionate increases in 
production or arc offset b) additional taxes. Neither of the e 
conditions is likely to be realized. There 1s little possibility, 
for example, that 10 per cent higher returns to meat pro
ducers ,\·ould encourage a 10 per cent increase in meat pro
duction. Furthermore, it seems vcrv unlikelv that tax rates 
\'\,·ill be higher ,vith than \\ithout a subsidv pro!p"a1n. 

In most cases, ho,ve,·er, 1naintenance of price ceiling by 
means of subsidies docs not add to total purchasing po,ver bv 
the full extent of the subsid) if the go, er111nent is a pur
chaser o[ the subsidized commodity. },or exa1nplc, reduction 
in average ,vholesale meat prices b7 2 cents per pound in-

14 The subsidy to copper producers 1s 1llustrat1ve of the ,,a} 1n which these 
sa, ings arise A subsidy of 5 cents per pound was paid, pnmanly to mines which 
were formerly not 1n operation. I'he output of these producers constituted about 
4 pe1 cent of the total copper produced. Had this 4 per cent been induced by 
paying the same pnce to all producers, the additional expenditure on copper 
,,:ould have been about 25 times as great as the subsidy 

Ho"vcvcr, not all of the additional expenditure ,._hich ,,·ould have been 
necessitated, had the add1t1onal copper production been induced by increased 
prices, would have been 1nflat1onary A large proportion of the additional ex
penditure ,vould have been reco,·cred by the governrnent through excess profits 
taxes The amount ,vh1ch would be recovered vanes directly ,.,.ith the proportion 
of mines operating at profits taxable at excess profits rates If all of the mines 
were 1n this category, about 80 per cent of the additional expenditure "·ould 
have been reco,ered. This means that, at best, inducing the additional output 
by increased pnces rather than by subsidies vvould be 5 times as costly 
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volves an annual cost of 436 n1illion dollars. During 1943-
44, the governn1ent \vill purchase about 37 per cent of the 
total meat supply. Thus, 37 per cent of the expenditure on 
the subsidy is the equivalent of a book transaction bet\veen 
the 1'reasury and the various,, ar procurement ag-encics. 1 'he 
net adcli tion to consumer purchasing po\,·er as a resu] t of the 
subsidy on meat is consequently about 275 million dollars 
annually. 

Those \vho argue that food subsidies arc inflationary carry 
the are,ument only to this point. They clai1n food subsidies 
add to the inflationary gap by the total amount of the sub
sidy payments minus the subsidy on commodities purchased 
by the go,·ernrnent. 15 This position is correct, if Zl'attes and 
all other prices u.·ould be the sarne u hcthc, or 110! food subnd1es U.'ere 
paid. I t is the validity of this assumption ,vhich is in question. 

Those ,vho contend that food subsidies are an aid to the 
control of inflation base their argun1ent pri1narily upon the 
consequences ,vhich failure to hold or reduce the prices of 
subsidized articles ,vould have upon other prices and upon 
,,·ages. I t is consideration of these "secondary'' effects ,\hich 
is of 1nost importance in determining ,,·hether 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 ,valkouts, the threatened rail strikes, and 1nany ex
pressions of labor leaders indicate dissatisfaction ,,·ith the 
Little Steel Formula. Labor leaders argue that the ad1nin
istration has broken faith ,vith then1 by not stabilizing the 
cost of living \vhile \vage rates have been frozen. 16 

16 Comparisons of relative sizes of the inflationary gap under various alterna
tive conditions may yield few insights into the inf-lationary eff c-cts of , arious 
policies. I n a true inflationary situation, the inflationary gap may be zero. 

15 Labor members of President Roosevelt 's Cost-of Living Com1nittec have 
filed a joint report claurung that the cost of living has 1ncrcascd at least 4 3 5 
per cent from January, 1941, to March, 1944. The report cla11n, that only the 
BLS cost-of-living index, not the cost of hv1ng itself, has been stabilize-cl-that 
many price advances in iterns not listed in the index have occurred and that the 
1nd"x does not take into account quality deterioration ln general tlus criticism 
LS partially correct The BLS index or any other similar index, lu>wc,·c-r, cannot 
be a measure of changes in cvervonc's cost of living, particula1 ly the Ii, 1ng costs 
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( ,i, en the-se cur1 ent politic,11 ,incl oc 1al fac 101 s, lailu1 L to 
1naintain a ,.1tisf.1< to1, ub id, p1og1,1111 n1a) ILad to t,,o 
so1ts of inHationa1, effect. I 11 t. the le,el of incon1c pa,
n1ent'I 111.1, be in1n1ediatL I, inc, cased h) an ,1111ount cqucd to 
the additional co t of good pu, ch<1 < cl b, the go, <·111111e11t, 
thi in(rca e in <o,ts bcin~ IHought c1b nit b, h1ghc1 ,,a~c 
and p, ice .1 ccund. such a chc1nc;< in ,, .ige rc1tc-, n1i14ht 
Lau c an i1n111ediate I isl in the < o t-of-lt, in~ index b, pe1-
hap 1 pe1 c<:nt I hi ,,ould 1e,ult 1n fu, tlH 1 1cc1d1u tnH:·nt 
of,, age r.1 te and o on and on. I hi-. i-. tit( 01 l of spi, all in~ 
efic<.t .11i 1ng 1!0111 p1ic( and \\dgc inc,t·as<s .. \n incred c 111 
c1n 1ndi,1du'-i1· o,,n ,,age 01 in the p11ccs 1cce1,ccl 101 I 1s 
p,oduc ts can thus beco1nc d.11 excuse frH cl fu11hc1 till rease bc
cau col it <fleet on th<·< ost of tlung he IHI\ as a consun1< 1. 

It 1 .1nal, 1 of the L stconda1, 01 pi1c1ll1ng tfitct.-. of p11c< 
inc I ea e ,, hie h lead n1an, au tho, itH·, to toncJude that ub
ich art les inflauonc11, than p11<.< 111< 1e,1 l • < ,en thou~h 
ub 1d1c, Illd\ add on1t·\\h.1t to cu11cnt C'\.((' s ptucha in~ 

po,, ·,. I he ,, holL qur,t1on of ,, hetlic-1 '-Uhs1cl1t Lt nd to I>< 
infL.1uona1, 1 t oh c into c u,natc- of tlH abilll) of p, ic< ar cl 
,, age adn n11 l( 11n r .1 1 e11<. H to hold ,, a •t dnd pr I(<' al c x

isru1 • It, ( I ,, 1th ,11 cl ,, ith< ut uh 1cla If the \\ ,u I al>o1 
Bo I cl • r <l ti < ( >fl1cc of P1 Ht \dn11n1 tr 1t1un ould. ,, nl out 

ti <. u c uh 1d 1< . I < lei ,, ,-1 •< , at< a1 cl p1 1< < , t l u11 < 1 t 
It, < \.( pt 01 ti o < ft,, ,1cl1u tn < r t 11< 1 d< d to obtain pro-
du uon I 1 . c1nplo, , r uh 1d1< to le \\CI th< < o,t of 
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low the present level, leaving a further 3.5 per cent ( 4.2 points 
on the BL index) reduction in order to reach the eptember, 
1942, level. 

Experience ,vith the meat and butter subsidies indicates 
that an annual expenditure of about $350 million ,-vill lower 
the cost-of-living index 1 per cent. If this relationship can be 
n1aintained, an additional subsidy expenditure of about $1.2 
billion \vill be required to meet the commitments imputed to 
the tabilization Act of 1942. Added to the present subsidy 
program of $1,400 million annually, 19 the total annual cost 
of the program ,vould run slightly more than $2.6 billion. If 
any contingency fund is established for additional price in
creases required to alter the production pattern during the 
year, perhaps $3 billion \\'ould be the sum required. 

The $3 billion used to finance a subsidy program as exten
~ive as that suggested ,vould probably be borro,,·ed. D oes this 
1nean that the national debt \\'Ould be $3 billion more than it 
\\ ould be if subsidies ,vere not used to hold the cost of living? 

To ans,vcr this question one must also analyze the effect 
of such an expenditure upon relative costs of i:soods purchased 
by the government under the subsidy progra1n and compare 
it ,vith expected expenditures \vithout food subsidies. These 
comparisons must be based upon estimates of the levels of 
\\ ages and prices \\' hich might prevail under these t,vo sets of 
conditions. 

It is extren1ely difficult to estimate accurately the changes 
in ,vage rates ,vhich might occur if the cost of living ,vere 
allo,\·ed to rise as a result of discontinuation of the subsidv 

' 
program, or even to estimate the changes ,vhich might occur 
if the cost-of-living index ,vere held at present levels. If the 
subsidy program ,vere discontinued, the cost-of-living index 
probably \vould rise b7 about 4 points to 128-a level more 
than 10 per cent above that involved in the Little teel 
Formula. Ho,vevcr, this does not mean that \\ age payment 
,vould increase by 10 per cent. R evising ,vage rates to allo'¼' 
for this chan~e in the cost-of-living index ,vould not increase 

19 Excluding AAA payments, but including subsidies on industrial products 
which amounts to about $350 million annually. 
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all ,vage rates by 10 per cent above their current levels. 
Although the \\'ar Labor Board has done a ren1arkable job 
in holding increases in \\ age rates to ,vi thin 15 per ce-nt of the 
J anuary, 1941, level, n1any \\ age rates had risen 1norc than 15 
per cent before the estc1blishn1ent of the L ittle Steel Forn1ula. 
I t is estimated that the average increase in\\ age rates ,vould be 
about 6 per cent, if food subsidies ,vere discontinued 20 

On the basis of these data, the index of factorv ,vorkers' , 

average \\'age rates ,votdd be increased by an average of 6 
per cent, if \\'age rates \\ere adjusted to the cost of living, and 
if all factory ,vorkers' ,vage rates had risen by the sa1ne an1ount 
from J anuary, 1941, to October, 1943. Son1e \\age rates of 
factory ,vorkers have increased n1ore than 28 per cent. Other~ 
have increased 15 per cent or less. ('.onsequentl,, the exact 
changes ,\·hich ,vould follo,\· in the,, age rates of these,, orkers 
cannot be estin1ated ,vithout kno,ving n1ore about the various 
chan~es that have alreadv tc1ken place. H o,\·ever, on the basis 
of almost any conceivable distribution of these changes, an 
average increase of bet,\'een 5.6 per cent and 6.6 per cent in 
these \\·ages is to be expected if \\ age rates "·ere tied to the 
cost of living. 

Since \\'age rates of factor: \\Orkers ha,·e increased n1ore on 
the average than have ,vage rates of non-factor: "01 ke1 '-, the 
adjustment for non-factory ,, orkers \\'Ould be hrrcatc1 than 
that for factor\' \,·orkcrs. , 

Acceptin~ a 6 per cent increase in \\'age rates as a rea-;onablc 
approxi1nation of the change \\ hich \\ ould take place in basic 
\\·age rates if v;ages \\·ere adjusted to the cost of li\ ing- ( the 

20 \Ve ha\•e no accurate information on changes 10 basic or straight-tune \Vage 
rates. Changes in average hourly earnings arc \Cry poor indicators of changes 
in basic wage rates, since they include ~liifts to higher pa1rl jobs, o\·ertune pay, 
premiums for night work, increased pay due to 1nccnti\e plans and piece work 
rates. Chairman Da\ 1s of the \\' ar Labor Board estimates that in the ytar 
September, 1942, to September, 1943, rates of factory workers 1ncrc·ased liy 1 2 
per cent (see Hearings, C ~- Senate, Con1nuttee on Banking anrl Currency, 
78th Congress, 1st session, on S. 1458 and HR 3477, p. 489). 1 he Bureau 
of Labor Statistics estimated average hourly earnings exclusive of O\ert1me 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 night 
and Sunday work and increases due to upgrading and pro1not1ons and mten
tive plans which are not 1nclutled by the \\'LB), the average basic \\ age rate 
of factory workers was approximately 22 per cent higher in Octobe1, 194 3, 
than in January, 1941. 
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changc in \\ agcs paid \\'Oulcl be about 6.5 per cent \\ hen in
crcased overtirne pay is also taken into account), the increase 
in thc nation'r.; ,,agc bill \\Ould be about 5.5 billion dollars 

a11nuc1IIY. ~1 
, 

'I'he go\ crn1nent is 110\,- purchasing about one-half of the 

nation's gro-.;s output. .\n i11crC'asc of 5.5 billion dollars 111 
the a11nudl \\ age bill \\ ould increase by a pproxin1atcl\ 2 . .., 5 

bi11ion dollars the annual cost of goods purchased by the 
go,·ernn1en t. :!:! 

()f the tot,il output of foods on \\'hich subsid1cr.; \,·ere being 

paid as of l)ecen1bcr 1, about ? 5 percent \,·as purchasC'd by the 
go,·crnn1cnt. If this rclc1tionship \,·ere n1aintainC'd and the 
tuL1l annual cxpcndi turC' on food subsidies ,, ere expanded to 

3 billion dollars, the total annual subsicl1 on goods purc-ha1;,ed 
b1 the go,·ernn1cn t ,,·ould be c1pproxirna tcly 7 50 1nillion 

doll 1rs. 
'f hus, the annual expenditure on food subsid1e-, necc1;,sary 

if the progrc1111 \,·ere cxpc1ndecl to roll back the co~t-of-li\ ing 

index to the le\'cl con1n1itted b, the ~tabilization .\ct of 1942, , 

\\'Otdcl be canccllccl by the "sa,·1ngs" accruing to the go,·crn
n1cnt as a 1 csult of lo\,·cr price\ than \,·ould other\\ isc prc,·ail 
for goods purchased b\ the go\·ern111cnt. . \n annual ex per di

turc of about 3 billion dollars \\'Otlld be required for the 
sub-,id1 progran1. But s,incc 750 1nillion dollars of the sul si
dics \\ ould Le paid on feeds purchased dircctl, b1 the go\·e1 n
n1en t a1 cl \\ oulcl con,cquentl\' in, ol, c on1, the cqu1, alcr t of 

c1n intcr-c1genc\ transfer, the annuc1l net co<;t \\ ould be al out 
2.25 billion dollars. 'fhc sa\·ing to the go\·crn1nent as a result 
of lo\, er ,, ages and conscqucntl, lo,, er prices th<1n \\ ould 

21 J'he nation's annual ,,age and salarv bill. at present rates of pav, is about 
$100 billion (cxc:luding pay to the rntrnbcrs of the armed forccs l. ·r he upper 
lirnit of the increas<' ,,cnild he 6 5 per cent of this figure, or 6 .5 billion dollars . 
I Io,, e, er, an i1npo1 tant part of the wa[{t' and sal,H\ bill goes to individuals 
,, host• annual sala1 ics arc S5,000 or rnore and "ho tan reeei, e increases on]\' 
on the basis of pron1otion ;\Ian} unorganized \H>rkcrs. including public ern·
plo, ccs, would proliahlv not rt tu, e an increase. Consequently. e,-en if the 
\ \ ar Labor Board follo,,cd a very 11 beral po lie, in granting increases. the total 
national ,, ai;e hill probably ,, otdd not b<' int rcascd by rnorc than 5 5 billion 
dollars per vear. 

22 I'his cstin1ate assurnes that the proportionate increases in \\ ai;es in indus
tries frorn \\'hich the governnient is rnaking purchases ,, ill be equi, alent to the 
proportionate inert' tlS( 'S in other industries. 
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othcr,,·i,c prc,·,lil on good~ purl h,t,ed by the go, crru1H nt 

but not clirccth ,uh,1di?cd. ,,otdcl he ,1h,n1l 2.-5 billion clul
L1r-; an ,unount ...,l!ghth L1rgcr th,111 the c"ln1i.1t,·d n,·t c o,t 
of the ...,ub,ich prog1 ,1111. 

I he i1n1ncdi.i.tc <'flee l of .tdt·qu,1tc foud ,ulhiclic,. undc1 the 

a,su111ption, 111.id<· in thi, .in,d\,i,. ,,otdcl IH· to IJ1 ing <1l·out 
no incrc,1,c 111 the n.tt1<n1,tl debt. 

Ho,,c\{T. thi-; i, onh the prin1,11, or i11111H·di.ttl' cllcc t. If 
food -;ub...,1clie, ,, <T<' cli...,<.ontinuecl .ind pric<'" .ind \\ ag<·, 1 o,t' 

lo the le, el t> .... 1i1natccl in tl1i" qud:. con...,unHT cxpcnditun·..., 
,,otdd a~ain Le in<1('a,td thi, t1n1c ll\ I t't\\ccn 2.1,.nd 2-5 
billion clolla1 ,. 1 he· <. u,t uf good, ,1rd ,<T\ ice, p11rch,i....t·cl I ,1ncl 

tl.c co,t-ol-li, ing 1nclt·,) ,,ould tint" bl' incre,1...,ccl I)\ ,dJ011t 

3 per <.ent. \0111<· tu111 p1il<' ceiling .... ,,01dcl auto111.ttic,dl"'., 
ri...1..' • \nd tht re· ,, ndd l H' dt•n1,1nd..., for incre.1,ccl ,, ,1gt·, 

dc·n1ard, ,, h1ch ,, ould ha, c to I c 111('! il ,, ,1gl' r,ll<, ,, c·1 c tu 
ht• ,1d1u...,tcd in line,, ith c!t,111!.!_c, in the tu,t ol 1i,·i11!.!_. 

'The conclu,1011 \\hich ub,·iou,1: lollu,,, i, th,1t thctt' 
detu itt· lin1il to an intl,ltinn,11) ,pir,tl dl1d c un,cqui·nth to 

the inc1Ta,c iu tht· nation<1l d<'bt rc,ultin~ r10111 t, ing ,, ,1g<'" 

to the c o,t of li,·ing ,lnd f.u 111 p1 ict·, tu th<· c o,t of good, 
purchd,cd h: fa11ncr,.· .'--11.cc one '..;l'I1tT,d ,, t1gc 111c I c.i,c 

pro,·idc .... tht' b,1,i, !or 1 u1 th< 1 inc rc.1~c" hcra 11,c· the c o,t of 
Eving c1ch <lncc-;. it i, in1pci,...,ii>lc to c"ti1n,1lc tl:c lol,tl ell ct t of 
,l ...,ulJ...,id) pro[!,r,1111 upon the national debt. 

D . ,. l,/r/t/1011(1/ ,)rlt 111~1 tu th, }'11/1/lf a1('ol/111111111 

In addition to hold1nl!_ the ndtion,t! debt at a lc,cl lo,,t-r 
than ,,oulcl othe_-r,, i,t· prc,·,tiL there arc oth<T ,,1,·ing-; tu the 

public fro1n a food "ub,ich pt ogran1.~ 1 L,·en though ,, .1~<· 

~ \\'h('tlw1 th, in0,1111man ,ptr,il has ,l li1nir d, pend, 11pc111 tlw proi'"I tiun 
of pri((•s \1hich ,II<' twd [c,gt•th, r <1nd \1h1ch thus ,1,han«· s111111lt,m,rn1,l1 <111d 
11ron the dfc-1 t ,, hll h sut h pr11 < inc re.i,1·, ha, c 11pun 1·:--.pc I l.tllon, ol l11t111 e 
p,iccs If all pt ice, \\t'f(' ,,ph<1th ti<'CI to~•·tltc1, tlHrt' oll\tn11sh 1101dd lw 11<, 
tllt'oretical lin11t lo th, 111< n as<, in prtcc•s n·,11ltin~ from dll 11p\1<11d .idpt,tllH'nt 
Ill one p1ic,· Ho\\e1,1, 1\·,·n tl11,11gh ,ill p11cc-s ar<' nut ,•-._pJH1tl, (IC'd toge th, 1 , 

.in inc r-c-a,e in 111, I ri, t· m.i, 1,·,HI to tlw c :--.peClatlun <Jl g, 1H·1,tl p111c Ille Jt.tsc·, 
,1 nd .. d I pr 1, , , ma\ ,1th ,UH <'. 

2~ Tlw sa\lngs a, <1 1c,ult of lood siili,1di1s ,II<' .i ll.insl, 1 of purchasing po,Hr 
110111 produ, < r, to l<Jlblll!H'r-; I 01 tlw t'< oncnn\ .i, ,1 \\ hole·, thP s.-1, 111~, .11 e 
olf,t·t '" low, r 111011,·v 1nco11ws to rc·,011rc ,. 0\1 nc·, s. I lw SJ\ 1ng,. in a 1, .1 l ,, n <, 

ac, r 11,· to tlHJs<• indi, 1duals "hose int <HIH'S \Hlliid int I t·.isc• l1·s- th.in I ,11< 1·, if 
t lien· ,n n· no ,11 b,1 h p10~1 <1111. 



rates \\ould not change if there ,vere no food subsidies, the 
subsidy program ,,ould result in lo,,er costs of goods purchased 
bv consumers than ,vould be possible if there ,vere no subsi
dies, the difference in costs being greater than the cost of the 
subsid\ prograrn. 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 Office 
of Price Administration. If the subsid) 1s paid early in the 
distributive chain e.g., d1rectl, 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 illust1ate this point B\ paying a subsidy of 2 cents per 
pound at the ,vholesale level, the retail price ,vas reduced by 
3 cents per pound Thus, during 1943 44 the estimated 
2"7 5 1nillion dollar expenditure on that portion of the meat 
supply going to ci, ilians reduced civilian meat costs by 410 
million dollars . \ second reason lies in the ,vav in ,vhich , 

subsidies can be paid to high-cost (marginal) firms. If the 
price ceiling on a particular good \\as increased, all of that 
good could be sold at the higher price and additional ex
penditures on the good \\Ould be considerablv higher than 
the cost of the subsidv program. 1\ third reason is that subsid, 
pavn1ents ma, pre, ent a marked percentage rise in the cost 
of goods \\ hose prices ad,·ance b, full cents. This is true of the 
flour subsid) ,, hich pre,·e11ted a 1 cent rise in the price of 
bread. 1\ pa\, 1nent of S 100 n1illion a \ ear is in this case sa,'ing 
consumers 3 or 4 times that amount. 

1 'he Office of Price .i\dministration has estimated that the 
go, ernmenfs food subsidies a1 e reducing the costs of goods 
purchased by consumers bv approx1matel, 1. 150,000,000 
annually. 1 'he total cost of these subsidies is $1.1 billion an
nually, of,, hich nearlv $27 0 1nillion applies to goods pur
chased by the govcrnincnt. 25 I he net expenditure on food sub-

25 These estimates do not include the prospective cost of the additional sub
sidies announced in cunncct1on v.1th the 1944 agricultural price support pro
gram, they include only the subs1d1es 1n effect at the <:'nd of the calender year 
1943 



he 
ed 
SI· 

he 

hr 
cc 
he 
e,-
br . 
m 

on 
)Cl' 

b, 
:ed 
~( 

. 1 I 

ich 
hr 
1( 

'X· 

che 
ot 

tl'e 
od, 
11 LI 

,1n

,ur

Jb· 

FOOD SlTBSIDIES .\i':D INFLATIO:\T CONTROL 31 

sidies is thus running- at about $840 million annually, leaving 
an estimated net saving of about $310 n1illion. 26 

This saving is again only the pri1nary one. If the secondary 
effects are also taken into account, the savings are likely to be 
considerably in excess of those estin1ated by O.P.A. 

E . . ldcbtzunal Suhs1d1rs .\ ·rcded to Roll Back 
tlu Cost of l ,ll'lllf!, 

In the above analysis the estin1ates of changes in prices 
\Vere based upon the assun1ption that the I,,ttle Steel For1nula 
cannot be held unless the 1\dn11n1-.. tra tion rnccts its cornn1i t
n1en t to roll back the cost of li\·in~ to the level specified in the 
Stabilization Act. 

1\vo comments are appropriate: (1) I t should again be 
ernphasized that this assun1ption 1na y be in error. If the cost 
of living can be firn1ly held at current levels, labor group'> 
ma) be ,villing to accept the Little Steel Forn1ula and press 
no further den1ands. l\Iuch of the curr<"nt agitation ari-;c-; 
out of the fears of ,,,orkers that the cost of living ,vill not be 
held. Their demands may be largely anticipatory. (2) There 
is no absolute assurance that the Little Steel Forn1ula can be 
1naintained even though the cost-of-living index is reduced. 
The current attack upon the index raises doubts dS to labor's 
acceptance of a sort of pari t) benveen the cost of living and 
,vage rates. If this attack is successful, clai1ns for v:age in
creases can be instituted 1ncrcly by changing the concept of 
the cost of living. C:onsequently, before the ,\dministration 
and Congress embark upon an extension of the subsidy pro
gram they should have a co1nmitn1cnt from the n1ajor labor 
groups that there \\'ill be no further demands for ,va~e rate 
changes or demands for increased pay through various cir
cumventions of the Little Steel Forrnula. 1 'hough it is ap
parently true that the coal miners did not receive increases 
\\'hich ,vere outside the letter of the formula, such pay in
creases as were received have resulted in increased coal 
prices. Unless such a commit1nent can be obtained and acl
h<"'red to, an extension of the subsidy progra1n ,vill be of little 

26 Data on costs of food subsidies in effect as of Deccrnber 1, 1943 are given 
on page. 8. 
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or no value, n1i~ht discredit the use of ,ubsidies, and lead to 

a greater increase in prices than if no subsidy program had 

been inaugurated. 
\ \ ·hat C'\.tc ns1ons of the subsid) pro~ran1 are both feasible 

and oes1rable.> I hey n1ay be di\·ided in to t\\ o parts: ( 1 ) those 

sub,;1d1cs that \\'ill be desirable to add to the present list even 

though price-. c1re not rcducc>cl but are n1crcly held at current 

lc\'el'-, and (?) additional subsidies th,lt \\·ill be ncf'dcd if the 

CO'-l of living is to be rolled hack to the Jt,\·cl o cptcmbcr 

15, 1 <)4 1 

Becc1u,e of lin1it-.. of ,p.1cc. \\C cannot adequately deal \\"ith 

the first t) pc ~ uhsidics in thi-.. category are necessary to 

adjust returns to producers in order to achic\·c desired pro

d11ction adju,tn1ent-... 'I he ncce-,s,1r\· suh,id,· expenditures in 

th1, held ,·ary as needs chan~c. I~,1rl\" in the spring of 1944, 
t\\ o 1n1portant far1n products \\ hich ~ce1ncd to require in

creased ,ubsid\ cxp(•ndi turc.; \\'ere dr) skin1 n1ilk2; and ,oy

beans. I he announced ,upport price of ~2.04 for sO) bean, ap

peared inadequa tc to incrca,e '-O) bean acrea~e fron1 11.4 to 14 
111illion arre-.;. \ price of about ... '.SO \\ otild ha,·e been re

quired. But, due to the close con1pctiti,·e reL1tionships 

an1ong the oil seeds, a ,ub-.;1c!Y \\'oulcl ha,·e been the on!,· ade-, 

quatc n1cans fe r increasing return, to producers \\·ithout scttin~ 

up a chain of related price incrc.1,c, on relc1tecl product'-. 

I t \\,ls c,tin1atcd earlier that the ,1dditional gro-..s sub-..id\' 

cxpcndi turc. \,·hen accon1paniccl by certc1in other n1easurC'> 

to reduce the cost of li\ 1ng, \\·oul l be- about ~ 1 5 billion. 

I-\1rthcr extensions of the ,ub,1d,· progran1 adn11 ttedly run 

into irnportant .1ch11ini,tr.tt1\ c difl1cultie,. \ t present. \,·ith 

an <",pcnditure of about S I 1 b11l1on. aln1ost t\,o-third, of all 
th<. foods included in the < o,t-of-h\ 1ng index arc co, crcd by 
sub,idics \ quc,tion ,,·hi< h .11 i,c-.., and \,·hich hc1, not be-en 

.111s\,·cred, is "\, hat ,pccific ne,\ ,uhsidie, -.;houlcl be- inaugu

rated and \\ hat cxten,1ons should be 111,1dc of present sub,i
cl1c, >" 

( )ur purpo,c i-.; not to outline the specific. ,ubs1die-.;. hut to 

i11clicate onl, \\ hat con1111oclit1c'-.; 111ight be -.;u1table for cxtcn-

~-sc(" t hl Re, 1sed Ldition of P,unphh t '\o 'i in thi-; series. 
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sion ol ,u l)...,jd it's. 1 ht' conn nod it 1e..., c ho,cn ,huu Id cit her be 

thos;;c the consun1ption ol \\ hich i-- lin1itcd b, 1 at1nn111g or the 

supply oJ ,\h1lh is .... uA"icicnt to rnccl clc1n<n1cls ,lt the lo,\cr 

price. In the food field thi..., lin1it..., ...,uhs1cl1c-, to 111cats, buttc1, 

fat..., ar:d oils, ~ugar, canned fruits dncl ,·cgetablcs, potatoc-,, 

egg .... , poultry. cc~rcab, brcacL IJc,1ns. p1·<t'-, tlou1, <incl 1ndk 

Of these practicall, all ar<· no\, subject lo ,ubs1ch· p,1, 1nents, 

though the C:\.pcnditurc of -;ub-,icl1<'s on t crc,tl...,, brc<1cl, be<u1,. 

peas, fiou1. c,apor<1ted 1nilh.. potatoc,. canned fruits and 

,·t'getabJe...,, "lig<1r, and fat..., a1HI oils (except butte1) c uulcl he 

increa-,cd. I f the price .... of these fuod, \\ere lo\\"<'I<d b, }(l 

p<:'r cent, the co,t of li,·ing ,, ould be reduced h, d lit tie 11101 c 

than 1 per cent ~on1c\\ h,1t gre,ltcr r<'cluc t1on, 111 the p1 ice..., 

of c<:'rc,ds, bec1ns, pe,1...,, and pot<1toc..., 1night he pi d< tic <d in 
order to encourcigc their con...,u1npt1un Reducing the prices 

of the"c foods ( cen•,d..,, h<'<u1s, peas. and potatoes) h, 20 pe1 

cent "ould reduce the co"t of li,·ing b) about e_n1e·-h<1li oJ 1 
pct cent. 

I he cost of f urthcr rl'cluc tions in iuod p1 i< <'s Jiy llH\lns of 
,uhsiclies i, difhcult to c,tin1..1tc ()n tli<' h,1si..., ol prcviou, 

e"i:perience it \\Oulcl tu...,t cath \Cdr <1pproxi111,-tt<·h ~()(HJ 1nil

h1)n to reduce b) 2() per e_cnt th< p1 ices of ptd,, b< cln-.;. tc1c,tl-.;, 

and potatoc" and b\ lit pt·r < <'Ill the pr1< <..., ol the oth<'l Joods 

li...,tcd abo,·c. ()t thi" expenditure $1211 111ill1011 \\'<Hild <tpph 

to ~O\ crnn1<·nt purch,1s<'" ot thcs<' f()od-,. 'I hi, \\ oulcl lc,1, t· ct 

nt->t ;innu,d lU"t of -:,-t.80 1nillion.-· 
£xtcnclin!.!, suhsidi,·.., to other foucl-. .ind 111u1e , i!.!,01 <,u..., <·n

f'orrcnH·nt of prict· conuol \,ould still I< .l\<' th<' cost ol livin!.!, 
dl;out 2 per Cl'nt <dHJ\'l' th< "-,<'pt<·1nl H'I. l 'J-t.2. l<·, t 1 I h1· 1ncl<'x 

\\Otticl "t,1ncl ,lt 121! .ls cont1,1-,t1·cl to 11~ 8 d" of "-,<'JJl<'lldJ<T. 

1 <)..J.2. l nJc..,.., tht· ..,ub..,ich p1 o!.!,1,1111 \\ c1 c c::-,,.t1·11el,·d to no11fo.Jcl 

itPJl)',, the index probcd>h C'()llld Il<>I Ii(' [( du,<'d IH Ill\\ l.2!l. 

1\ltll'nt<.!i1 <'!.!.~"· ti,h . .incl poult1, tun-;titutc <tlJot1t 11 =i j)<'I' 
cent <>t the index ol food <<ht" 4.=i pt·1 l<'lll ut the tot.ti to..,t-

i.- '-,111, ,. ,l l,111h l,11gl' pa, l of rlw ,11lis1d, \\(IIJlrl l" "ll l>1c.id, \\ h1, )1 1, not 
pur h.1 ,rt 111 l.ug1· \ol1111H lJ\ the g11\c'1n111, nt, th, lll<lJ)•>1l11,r111! th, p,l\lll< nt 
on go\n nnwnt,d p111c h,1st, ''" dd i>t Ill 1111 unc -htth 1.1tl1t·1 ti, Ill tl11 r,1w
lo1u tit 1)1 ,uh,1du,·d c1>1lllll<HhtH 11u,, l1, 111g h1Juglit Ii, th, W"•·111m,.n1 
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of-living index), application of subsidies to these commodities 
is almost impossible because of administrative difficulties. 

The non-food items which might be subsidized are limited 
in number. Men's work clothes and under,vear, the so-called 
,vhite goods, shoes, soap, and cleaning supplies are commodi
ties to ,vhich subsidies might be applied. Ho,,vever, these 
items constitute only about 3 per cent of the total cost-of
living and reductions in price ,vould 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 
bet:\veen labor, the Administration, and Congress as to ,vhat 
commodities should be subsidized and to \\·hat extent. There 
should also be a commitment that no further increases 1n 
the retail prices of goods ,vhich 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 Subsidzes 

Subsidies are subject to several li1nitations, some of ,vhich 
are unique and some of \\'hich are inherent in any method 
of direct price control. If subsidies are to be successful they 
must be accompanied by strong \\'age and price controls. 
Unless v:ages and prices are rigidly controlled, holding the 
line ,vill necessitate larger and larger subsidy expenditures. 
In fact, the indiscriminate use of subsidies can give the general 
impression that the line is being held, ,vhile at the same time 
the inflationary pressure is being given impetus by allo,ving 
prices and \\'ages to rise. 

ubsidies also may be applied to the ,vrong commodities 
(in terms of production needs). Ho,,·cver, 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 ,vhat appears to be a genuine desire on the part of most 
producers to avoid subsidic<;, it may be that subsidies are less 
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objectionable in this connection th,111 adjusting p1 ice ceilings. 

The pay1ncnt of subsidies in\·ol\ es add1tion,d ,1d1ninist1 ,1-

ti\·e costs to the go\ tTllilH.'nt llo,,·cvet, these co,1, .ire of ten 

O\eresti1natcd. I:xpcricncc of the C~on11nodi1, ( '1 edit ( '01 por,1-

tion in 1943 \Vas that the cost of acl111inistcnng ,uhsid, p,l\'

men ts of S350.0U0,00() ,, as S 3. 4 10.( H H l, or .1 pp1 oxi1n,1 teh 1 per 

cent. 29 I n so1ne c,1,c". these p1 og1 ,u11s 111,·oh ed tht: ,1< tu,d 

handling of conunoditics, sue h as feed ,, hec1 t c1nd pot,llot:s. 

I n sue h in,;;tanccs the cost" of adn1iuistr<1 tion \\ ere rcl.1 ti\ cly 

high. I n the case of huv and sell progr.in1s , .. here onh ,I pc1pcr 
transfer is rnade. the co t is lo,,·. 

The cost of p,1,ing ,1 ..,2::;,(lU(l.(lUO cht·cs<' suhsich· ,,,is onlv 

Sl0.000. 30 ::\o t'\i<lcncc i, c1v,1il.1hlc to i11dica11· the cost of 

adrninistrr1ng the 1nt-.1f .111d butter subsidies. hut it is p1obahlc 

that the rcla tivc t ost" "<Tc si1nil.1r to tJio-,e ol ad1ninistcring 
the cheese subsidv. ' rhe ()II1cc of P1 ice .\cl111ini tration has 

established one-fourth of 1 p<T cent a· the li111it of the ratio 
of cost of achni11ist1<1tion to the ,a\'ing, to c on,uJ11t-rs 1c,ulting 
from anv sub,idie, ,, hich thcv "·ill 1 <'t on1111cnd for price 

stabilization purposes. 31 

~ubsidies son1etin1t's 1 c,11lt in in< 1 ca,in~ the ( o,ts of the 
businesses to ,, horn the,• ,1re pc1id. 'I hi-; i1H I c,1-...c , rsul ts f, 01n 

the expense of ,111,· addition.ii rec 01d kcc•ping ,1nd the interest 

on the n1one, hct\\ccn the tinH· it \\cndd orclin,uih be 1c

ceived through pt it cs c11Hl ,, hen it is p.tid I)\ the govcrnnH'llt. 

In son1c cases little or no ,1ddition,il 1cto1d kcc·pine; i required 
since co1np<1nies in 111.111,· industric, h.i\ <:' hc1d to k<'cp ,tnd lilr 

detailed repo1 ts in < 01111<·< tion ,, ith , c11 ious 1.t1io11ini.;- c111d 
distribution orders. 

In so1n~ cas1·s it h,1s been 11<'< c<; .11, 101 ,1d1ninist1 ,tti\ <' 1 <',l

sons to lirnit ,ub-,id; p.1;1I1<·nts to fi1n1s doing TTH>I<' th.111 ,l 

certain volu1ne of bu,inc,s. I 11 st1ch i11stc111< cs sin.di opcr,llor s 

29 Statnnt"nt filed ll\ tlw {_ rim111<>dlt\ ( n·dit ( r11 por,11J<>n lwforr '-r·n 111· ( "rn-
1nittce on BanJ..111g ..ind ( t11r,·nr, l S '-<•n,H,., ~8th ( ongress, 1st ~,-ss1011, ll1·a1-
in~s on S 1458 and I I R 34~ , ?',:o\ 3o to I)(, 3, I J43, p 2(,3. 

30 Op rt 
1 Hearings, House Cornrn1tt1·, on B,H1k1ng ,1n<1 (. 111 n·rH) on II R 3-l~ , Sept. 

2') to Oct 12, 1943, p s,~ 
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have been discriminated against. H o\, ever, as some of the 
programs have developed, sub5idy payments have been made 
to smaller operators. In the case of n1eat, any individual 
slauf!;htering 1nore than 2,500 pound5 live ,,·eight of all classes 
of livestock 1nontbly ma) receive a subsidv pavment. On this 
basis, practically any slaughtC'rer is included. 

B<.:'cause of the political setting in ,, hich subsidv funds are 
created and paid, son1e subsidy pa) 111cnts may not have as 
~Teat effects on production as \\·ould a price increase of the 
sa1ne or smaller amount. This is probabl, quite true of the 
present dairy feed pay1nent.:;. The pa,n1ents \\·ere not an
nounced until a fe,,· davs after the,· \\ C're to be effective and 
\Vere for only a three-month period. The effectiveness of the 
1944 support price progra111 in guiding production ,,·as un
doubtedly ha1npered by the fact that support prices could not 
be announced until the C'.om1noditv C~redit C~orporation had 
received an appropriation for its operations beyond Februar) 
17, 1944. I f sub~idics are to be effecti, e in guiding and stimu
lating production, this; sort of uncertaintv ~hould be eli1ni
nated. 

T here is g-i·ave dangc-r that the present price control and 
subsidy progran1, operating ,, ith a ,, t>ak tax prograr11, 1na\· 
only postpone inflation until ~lfter the ,,ar 'fhi-.... of cour.:;e, 
doe.:; not constitute adequate grounds for di..,continuing the 
present efforts, but it cloes raise a que..,tion as to the nece.:;sity 
of C'xtending price control, and perhaps subsidies. into the 
post,,·ar period for a con:-.iderable tin1e. Had the nation fought 
the inflation battle \\ ith 111ajor reliance upon an effective tax 
progran1, post,, ar extension of price and rationing controls 
\\'Otdd be of 111uch le(,s in1po1 tance. 

The root of the e, 11, ho,ve\·er. does not lie in price control 
and its related progra111.., ~uch progran1s ,,ould undoubtedly 
ha\·e been rcqui1 ed e\ en 1f ~1 far larger !->ha1 c of the funds for 
fin ·--incing the ,, ar had been obtained fron1 taxation. The 
po~t,,·ar inflation difficul tH"s ,vhic h the nation 111a) f,1cc \vill 
ari-;e out of the reliance upon borrO\\ ing fron1 bank..,, and to a 
l~sser extent fron1 ind1\ 1duals, as a n1ajor n1eans of financing 
the \\ <tr .. \s long dS there is reliance upon n1onetar1 expansion 
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throug-h borro\\ ing fro1n h.1nks as .1 111<·,111, oi' ,v,1r f'in.111cc, 

there ,,·ill be ,l di,tinct po-;-..ibilit,· of po,t,,·.ir infl.ttion 11nle,, 

f,1irly ri!!;id price· .ind 1.1tio11ing < ontrol, ,ue 111c1i11t,1in<'d. 

\"I E'J"III( · \I \'\J ) PC >J,I l'IC \I \I{< ,l ~11 '\I\ 
()'\ 1111 \l H~ll)\ J\\l L 

\I in) of the an4un1<·nt" for <1nd c1g.1i11<;t fuod suh!-.idic, ,111· 

< t hH. ,il and politic al in nc1 tun'. · I h,1 t i,, t ht·\ nu 11 upon '-1 t< h 
i'-"ll<.'-; as the proportion of the \\,tr <<>'-t, l><Hil<' I>\ \,ll iou, c·lt·

n1ent-; in the populc1t1011. 11L1ti,c· cl1,1ng,·~ ii, in<<JIII<!'-. d111• lt> 

the ,, ,lr, the s111all p, opo1 lion ol the 11c1tio11,t! i11< 0111c h1·i11~ 

,pent on food, ctnd the· politi< 11 l111IH·1, \\hi1 Ii 111iglit l>t 111-

vol, cd in alloc .i tin~ suh-,id1cs '\t c of the c c11 ~UIIH'll IS 1 .i 11 

be an,dvzed in .i dcfi11it1,c lc1 I.it,., sin<<' th<'\ ,c,oht· c1t<H1nd 

ethic,d is,tH:'s ,, hi< h dcp< nd J.11 gc h 11po11 pt'l ">llal \I<,, p<>1!1l<; 

.\ 11 thc1t is <1ttcn1ptcd ht1<' j-; lo p,, <nl '<JllH of rh,· p<Hnl, 

lrcquenth cnt111< ic:1 t1•d and lo pt o, id,· 111fo1111,ll1< 111 ,, '11< h 
n1ight he helpful to the I< .1cit1 in c,,t!u,1t111~ the' ,.1hdil\ ul tli<' 
various .tr~un1<·nt,. 

~01nc of the 111.1jor c11~un1111h of <111 ctlii1 .ii .ind poht1, .ti 
nature th,ll h,l\<' been ath.tn< < d f<H sulJs1d1<·s .111· the• f<>llu,,-. 
llH.?;: 

1. " Tf 'og£ ralrJ half l1rnf10:r11 I) /hr I tllt )tr/ I-o,11u/a, l,ut 
!ht <OSI of Ill ZN(!, ho1 co11tu1u,d to a1 a, t .'' 

l1nplit it in thi, .11gunH·nt is the ,1s~1unpti<>11 111.it ,,c1g1· 

rates h.i,c l1ccn li111itcd to inc 1cc1<s1"<; ol 1 S pc•1 < cnt ,dH>\ <' the 
lc·,·cl of j .tntt,lr). 19+1, ,,ht!e the· <<>st ol li,1nt; h<1<, 11,~-11 llHH<' 

than 15 pc1 cent ( '011,c·q1H·nth, Ilic· p111c li.1~in~ po\\1'1 uf c111 
inclivid11,t! \\ .11.;c• l',ll'IH'J ·-- \\ .ig<' 1 .11c· h,l'- de, t <'ds,·d, ti I >,l\ -

1ncnts for o,crti111c· .incl inc rc·c1-,<'d p1od1H t1,·11, .11<· not <.011-

s1d(•rccl. 

'I'hc cost-of-li\'in~ incl<':x Ii.is I is< •n IJ 0111 115 in i\ LI\, l 1) ~2. 
to about 12-1 at pr<'scnt (sec• .\pp<·11<lix 'J',1hlc· I ). lfu\\e\e1', 

as has been prc·,io11slv indicated, not all \\.tgc• r.1te, \\<'I<' 

fro1en at 15 pert cnt O\'<T th<>'-<' ol .J.11H1c1rv, 1 'J l l . ~Lin, \\',t~<· 
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r, t•·s had alrcacl) ad\ a need be) ond thi level before the I jttle 
'>ttcl I'o1n1ul.i \\a put into effect. J.'urthcr1nore. the I .ittlc 

'>t< ·I 1:ornnila has been applied to basic \\a~c rates not to 
O\ c·rti1nc or to va1 ious other f,1ctor · affcctin~ the hot1rlv 

,1, cra~c cc1rnin~s. I n the ag-g1 eg-atc. hourlv car11inf?;s. exclusive 

ol ti1nc and a half for o,·c1 tin1c. in 1nanufacturin~ advanced 
17 per cent hc-t\,ecn .Januar\, I9l1. and Jul\, 194?. and 30 

pe1 cent fio1n j ctnuar\, 1941, to ):o\ctnber. 1943.3- H o\,ever. 

\\ 01 kers ,, ho b, Jul\. 1942. ,, c1 e not receiving ba:-.ic \\ age 

rates in cxc es, ol 15 per cent abo, e J anuar\. 1941. rates ~en
crcdl\ ha\'c I "CI ,i1nitcd to inl rea e of 15 per C( nt over 
j ,1nua1\, 1941 u< h ,,orkcr con titutc about one-half of all 
,, orkcrs in 1nc11n11d< turing indu tiec; and a 1nuch larger pro
poi tion in 1101Hnanuf<1cturing indusu ie-... l)c.1ta on change in 
,, a~e earnin~ are pi c,cntcd in . \ ppendix rable I I . 

. \ s has been indicdted pre, iou..,J\ the i111plication, of thi-.. 

<ontent1on n,1111el\. that c1nplo\ed ,,01kc1s should be able 

to n1c1intdin the sa111c st,indarcl-.. of li\ in~ during the ,,ar a, 

l>efo1 l' the \\ ell ell<..' probc1bl\ SU( iall\ untenable. l)uring; the 

,, c11-. the tot,d per ( c1pitct suppl, of ~ood, a, .1ilable for ci\ ilians 
hc1s been I educed. ( 'on'-<'qt1t'ntl,. c, e1, < i\ ilian cannot expect 
to n1,1intain consu1nption ol .ti! goods at pre,, ar le, cl,. 'fhc 

111 inner in ,, hie h the rcduc tion in a, ailable good, and the 

c onsequcnt cut, 111 c 01 -.;un1ption ,hould be di,tributed is a 

pe1 son,tl 1ud~1nc·n1 '\1 , cz thcles-... 1 eduction~ in all ,tandard-.. 

c,ccpt tiH>'-t' of ,, .1gc t ,11 ncrs is prob.1bl, not considered b\ 
the,, orkers tl1t·111scl,·es to he chc 1110,t dc,irablc \\ a, of cutting 

C Oil~llll1J)tlOI1. 

2 .\ppt•ndi" l ,1hl<· 11 "ho" .i co111p,11iso11 of ,arious catcgoiic, of ,,.tgr earn
ings I hrt t 1, pt·<; of \\,t~e dat.i ,111· g1,1•n in the t,1bk ,l\e1age \\tekh earn
ings, a, 1·r,1g1• hour h 1·.t1111ngs, ,ind ,I\ c1 ,1g1· huu1 h t·c111 1 "' < '\t lu-,1\ c- of ttnH' 
,ind ,l h,1II 101 o, < 1 tlllH', \\ <'tghti·d ll\ 11>19 c1nplo, 111t•nt \.t 11t· of these t, pc-s 
15 s111ctlv 101np,11,1lilt' to tlw \\,tgc 1,1tes us<'cl !)\. the \\,u l 1h01 Board in 1t, 
op1•1,11io11s I lw ".ige 1 .tte t ,ii< 1d,1tcd ln t l11nin,1t111g o, c1 1 1 ,1 for 1no1t' than 
4< I huur <; ,1 \H't'k dot's not eh1111n,tt1· p1 t·1n111111s fo1 night 01 '-,1 nd 1, \\ t>rk 1n
d1\ 1du,d pro111ot1C111s, piece "or k 1,1tes, ,111d othc1 int t'lltl\ <' pl t Js ...,,net '-, 11 d,n 
,ind 111ght \\lltk ,ind 11Henti,1· plan, h.i,t· h1·1on1t· 11H1e,1sin~h 11 JOit 11 lur
ing tht• I.1st 18 ,nonths. the rno, < 1nent of the Burt·au ol Lc1uo1 '-,t.1t1,t1r, c~ti-
111,lt<' ol sl1,1ight-11111c ,,c1gc ratt•s g1,t•s little 1ndi1.itio11 ofd1,1ngcs of tctual b,1,1c 
\, ,1g,· 1 .itt· st hcdult s. 
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2. "Farm zncome has adl'anrrd proportzonately more during the 
war than have other incomes; consequentlJ·, j armers should not opj;ose 
consumer subsidies." 

Comparisons of the broad categories of far1n inco1ne, \•va~e 
incomes, and corporate income, indicate that net farm income 
has increased proportionately more than the other t\\'O items 
since the beginning of the ,var. ~ et farm income, after deduct
ing for \\'ages paid to farm laborers, has increased 187 per cent 
since 1939; the income of the average '"a~e earner in manu
facturing, mining, and raih·vays had increased by about 80 
per cent; and corporate profits after taxe" ,\·ere 112 per cent of 
those of 1939. Ionagricul tural proprietors had an increase in 
income of 68 per cent bet,veen 1939 and 1943, ,vhile incomrs 
from interest and rents have risen by 32 per cent. Total salar, 
and ,vage payments, ,vhich include the incomes of ne,v en
trants into the labor force and the me1nbers of the armed forces 
have increased by 131 per cent. (, ee Appendix Tables III 
and IV.) 

I t has been contended that farmers \\'ere in a relatively un-, 

favorable financial situation in the period in1mediatel) pre
ceding the ,,var, and that consequent!) chanises in relative 
incomes and prices since 1935-39 do not constitute a fair basis 
for comparison .• -\!though farm pnces avera~ed lO\\·er than 
parity in the years 1935-39,Jarrn zncorne in this period averaged 
almost exactly 100 per cent of parity income as defined by 
congressional legislation (See .A.ppendix Table V). C:onse
quently the pre\\·ar years 1935- 39 may not have been a par
ticularly unfavorable period for aisricul ture and rnight pro
vide a legitimate base for making comparison,; \\·ith curre-nt 
income, if the legal definition of a ''fair'' incon1c is accepted. 

If comparisons arc 1nade bet\veen current 1nco1nes and the 
averages for the years 1910-14, the proportionate incrca se in 
the average farmer's incon1e has been at least as large as that 
of the average industrial \\'Ofker. The increase in per capita 
agricultural income bet\\'een 1910-14 and 1943 ,vas 280 per 
cent, ,vhile that for industrial \vorkcrs ,vas 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 J anuary, 1939, to February, 1944, \vhile 
\vage rates, exclusive of overtime, in manufacturing industries 
increased 37 per cent from J anuary, 1939, to February, 1944. 
Average hourly earnings, including overtime, in these indus
tries increased by 59 per cent bet\veen J anuary, 1939, and 
February, 1 ()44, and average \Veekly earnings increased by 
93 per cent. Thus the rates of return have increased propor
tionately more in agriculture than for \Vorkers in manufactur
ing industries. (Compare Appendix Tables II and VI.) 

Comparisons of proportionate changes in the average in
comes of various groups do not yield a complete picture, since 
there arc important differences \\'ithin these groups. For 
example, of the approximately 43 1nillion ,vorkers in non
agricul tural establishments, less than 22 million are employed 
in industries in \vhich \veekly earnings increased more from 
.-\ugust, 1939, to eptember, 1943, than did the cost of living. 
In manufacturing and in minin~, ,veekly earnings had in
creased 26 per cent 1nore than the cost of living; in construc
tion the net gain vvas 15 per cent. The 3.5 million ,vorkers 
in transportation and public utilities have had an increase of 
2 per cent in real earnings. The remaining 21 million ,vorkers 
have had \veekly increases in earnings that have been smaller 
than or only about equal to the increase in the cost of living . 
. -\lmost 6 million government employees have experienced an 
average r ed uction of 7 per cent in real earnings; 7.5 million 
employees in \vholesale 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 \vorkers in finance, service, 
and miscellaneous. The average \veekly earnings of \vorkers 
in these fields is about $25, or an annual \vage of $1,300, as
suming 52 \veeks of employmen t. The position of these \vorkers 
- 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 \vage earnings of 
industrial, construction, and mining \vorkers. ( ee Appendix 
Table V II.) 
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inco111c \ ltu th,·r !!,I oup, "l1<i-,1· 1nonc, in< <llll<''- 111<1\ h.1,·c 
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could not have been applied to these payments. H o,vever, in 
an emergency such as that no,v facing the nation, \vhether a 
farmer receives a part of a given income through prices or 
subsidies so long as i t is equally conditional upon production 
and involves no differences in costs, might reasonably be 
expect<:'d to be a matter of indifference to him. The bulk of 
the food subsidies are administered throu~h the market and 
arc received by farmers as part of the price paid for the 
product. Farrners receive fe,v additional direct payments in 
the form of subsidies ( the dairy feed payments are one excep
tion) as a result of the food subsidy pro~am. 

One of the difficulties of evaluating the argument is that 
"fair price" has not been explicitly defined. Presumably, a 
"fair price-" 111igh t mean parity price, since that is a goal 
to,vard ,vhich many farm organizations have been ,vorking 
for the past t,,·o decades . .t\ t present farm prices average about 
115 per cent of parity. Of this, not more than 5 per cent is due 
to subsidies ,vhich enter directly into the prices. In the case of 
almost any of the agricultural products on ,vhich a subsidy is 
no\\' being paid, the subsidy could be removed and the price 
\,·ould not drop belo,v parity. 

2. "Food costs now represent a smaller proporlzon of consumers' 
zncome than at an;1 tzme on record.'' 

The crucial question in this issue is \\'hether food expendi
tures should constitute the same, a larger or a s1naller propor
tion of total national income no,v than in some pre\var period. 
1\griculture is through ti1ne 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 consun1ption of these products. The percentage of the 
total population employed in agriculture (and the absolute 
nu111bers of people so e1nploycd) is declining. Although na
tional incon1e is a some\, hat arbitrary concept, the proportion 
contributed by agriculture has fallen off considerably during 
the ,var. i\~ricultural output has increased by about 21 per 
cent fro1n 1939 to 1943, \vhilc the total national output in
creased by about 60 per cent. 
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There is. hO\\e\ er. also so1nc question ,is to the \'aliditv of 
the contention that food cost,; no,, represent c1 s1nallcr propor

tion of consumers' 1ncorne than at anv tin1e on record \ \'hcther 
this contention 1s true depends upon ho,,· "food costs· and 
"consurners' 1ncorne" are defined. I f futual food r,prnrhturrj are 

con1pared. the proportion of incornc spent for food has been 
about the same durin~ the \\'ar as the average for the ) cars 
1935-39. I f actual food r\/1r11d1tu1rr are co1nputcd as a per
centage of e\jJe11d1turi I fo, all [!,uorh and sor 1re1. this pcr-ccnta~r 
has risen frorn 25 in 1935-JC) to 31 in January. 1944. C)n the 
other hand. the avcra~e consurncr c<1n no,, purch,lsc ,, ith 

about 15 per cent of his ) r.ir I) incon1c the sa1nc coll<'ction of 
foods as he purrhasC'd on the a\ cragc in 1935-3() ,, ith ?3 per 
cent of hi-; total incon1,. ( I n 1919. purch,lse of this coll<'ction 
of foods \\Ould ha\ r required 31 per cent of hi..; incoinc). 35 

The contention that food cost..; 110\\' represent ,1 s1nallcr 
proportion of consun1ers' in< on1c than at an) ti1ne on record 
1-; thus based not on actual expenditures for food but upon 
compari<;on<; of \\·hat a given c ollcction of foods ,, otild cost. 

3. "Subs1d1es constztutt /10/ztzcal bubr1J " 
The \'aliditv of this argurnent cannot be jud~ed except by 

the individual I n1plied in the contention is a fear that the 
subsidies arc 1n son1e \,·av being used to "bu)" consu111crs' 
\'Otes and that the th1 cat of,, ithdra,,·al of these payrnrnts rnay 

be employed to influence political action. 
The same argun1ents 1night also be applied to tariffs and 

to numerous other subsidies, rnany of ,, hich ha\<' gone to 
agriculture. or to virtually any go\ crn1ncntal policy for that 
matter. I t ma\' be noted that the far1n organilations l1c1vc , 

been on record as fa,·oring n1ost of the pr-c\,·ar subsidies, p,u-
ticularly those being paid to agriculture during the pe110d 
1933 to 1942. 

4. '·Subs1dirs forrr tlzr rrtu111zrl!!, rnrll1bc1J rif the arn1rd J<HCeJ to 
J1a1 an C.\Ce sJire slu11 r of t hr rost of t hr u:ar .'' 

.\ !though the \\·ar is "paid for" largely as it is being fought 
through the reduction in consu1nption occasioned b) the di-

Jo Data relative to chang-es 1n actual food expcnditur<'s, expenditures for a 
given collection of foods, incorne, etc. are prcscnte<l in Appendix taulc \ I I I. 
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\·er-;ion of resources into producin{{ for the ,var, there is no 
question that the ,,·a) in '"hich the \\ar is bein~ financed is 
"unfair" to members of the ar1ned forces .. ince more than 
half of the cost of the \\'ar is being- financed by borrO\\ in~, 
there probably ,,·ill be an important transfer of income fro1n 
soldier veterans to others in the econon1y after the \\ar .1 5 

Ho,vcver, ,vhether food subsidies add to this income transfer 
depends almost entircl1 upon\\ hcthcr the national debt ,vould 
be higher or lo,ver if subsidies ,,·ere paid than if they ,verc 
not. I n the preceding anal\ sis it ,, as pointed out that, given 
the \ arious factors in the economic and political frame\, ork 
,vithin \vhich \'arious policies must be forn1ulated, it is ver, 
probable that an effective subsid, prog-ram to aid in inAation 
control ,,·ould leave us '"ith a smaller national debt at the encl 
of the \\'ar. 

.1£ I, nozel rd [!,rnent s 

1·1zc authors u irh to acl,nozclrdge the commf'nls and r,itirisms ef 
Profesro,s b-cnnetlz Boulding, Edzt·ard D. 1/lrn, T1 ' G .\furra_)', 
Tl ·. H \ 'zclzolls. and Gtojfre_) .Slzej,/zerd. 

~1e1nbcf'.s of the anncd forces and their families also purchase bonds. Hov,
e\ e1 , since their incomes arc gencrallv lower, the a\ erage purchases per family 
,, here fa1nily heads are in the anned forces probablr is belo,, that of civilians. 
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TABLE I 

CHANGES IN INDEX oF CosT OF LIVING AND ITs COMPONENT PARTS, 1935 To 1944 (1935 39=100) 

~fonth and Year 

1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 

. . . . . . . . . . . . . . . 

Jan. 1941 . . . .. . . . ... .. . 
Jan. 1942 .... . ... .. .. . . 
i\-fa y 1 942 . . .. ... . ...... . . 
July 1942 ..... . ..... . . . 
Sept. 1942 . ...... . ... . .. . 
Jan. 1943 . . . .... . ... .. . 
May 1943. . " ..... . . .... . 
Aug. 1943 . . ....... .. ... . 
Dec. 1943 ....... . . .. . . . 
Apr. 1944 .............. .. . 

I Total Index 

98 1 
99 1 

102 7 
100 8 
99 4 

100 2 
105 2 
116 5 

100 8 
112 0 
116 0 
117 0 
117 8 
120 7 
125 1 
123 4 
124 4 
124 5 

Food 

100 4 
101 3 
105 3 
97 8 
95 2 
96 6 

105 5 
123.9 

97 8 
116 2 
121 6 
124 6 
126.6 
133 0 
143 0 
137 2 
137 . 1 
134 . 6 

Clothing 

96 8 
97 6 

102 8 
102 2 
100 5 
101 7 
106 3 
124 2 

100.7 
116 1 
126 2 
125 3 
125 8 
126 .0 
127 . 9 
129 6 
134.6 
136 . 9 

Fuel, 
Electricity 

ancl Ice 

100 7 
100 2 
100 2 
99 9 
99 7 
99 7 

102.2 
105 4 

100 8 
104 3 
104 9 
106 3 
106 2 
107.3 
107 .6 
107 7 
109 5 
109 9 

House
furnishings 

94 8 
96 3 

104 3 
103 3 
101 3 
100 5 
107.3 
122 2 

100 1 
117 2 
122 2 
122 8 
123 6 
123 8 
125 1 
125 9 
127 9 
133 0 

Rent 

94.2 
96.4 

100.9 
104 .1 
104 3 
104 6 
106 2 
108 5 

105 0 
108 4 
109 9 
108 0 
108 0 
108 0 
108 0 
108 0 
108.1 
108 1 

Misc. 

98 1 
98 7 

101 0 
101 5 
100.7 
101. 1 
104 0 
110 9 

101 9 
108 5 
110 9 
111 1 
111 4 
113 2 
115.3 
116 5 
118. 1 
120 7 

Source: Bureau of Labor Statistics, Department of Labor, lvfonthly Labor Review, Feb., 1944, p. 412, and Survey of Current Business, 
Dec., 1942, p. S 3, Jan., 1942, p. S 3 and weekly Supplement, May 25, 1944. 
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TABLE III 
CHANGES IN ATIONAL I NCOME BY DISTRIBUTIVE SHARES, 1939 TO 1943 

(BILLIONS OF DOLLARS) 

Sh are 

1 . . . . . . . . . . . . . . . 
loyees1 . . . . . . . . . . . . . . . 

Tota 
Emp 

Sa 
Ot 

Agric 

laries and wages ........ 
her ....... . . . . 
ultural Proprietors . . . . 
gricultural proprietors .. Nona 

Inter 
Net c 

est and rent . . . . . . . . . . 
orporate profits ........ 

1939 

70.8 
48. 1 
44 2 

3 8 
4.3 
6 9 
7 4 
4 2 

Total . . . . ............. . 
Salaries and "vages1 • • •••••••••• 

Agricultural proprietors . . ...... . 
Nonagricultural proprietors. . ...... . 
I nterest and rent . . ...... . 
Net corporate profits .............. . 

I 
Year 

---
1940 1941 I 1942 1943 

77.8 95.6 I 119.8 147.9 
52.4 64.6 83.7 105 2 
48.7 60.9 80.3 102 0 
3.7 3.7 3.4 3 2 
4.4 6.2 9.7 12.3 
7.8 9.3 10 . 4 11 . 6 
7 5 7 9 8.4 9.8 
4 0 7.7 7.6 8.9 

Percentage Increase Since 1939 

9.9 35.0 69.2 107 .6 
10 .2 37.8 81.7 130 8 
2.3 44.2 125.6 186 8 

13.0 34.8 50.7 68 1 
1 . 4 6.8 13 .5 32 4 

-4 .8 83.3 81.0 111 9 

Source Department of Commerce, Survey of Current Business, Apnl, 1944, p. 13. 

1 I ncludes members of armed forces, ,\.·hose salary income during 1943 \\.as 
about $8 billion (estimated by authors). 
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TABLE IV 

AvLRAGE I NCO\tE PER \VoRKER IN AGRICULTURE AND INDUSTRY, UNITED STATES, 1910-43 

Year 

1910. 
1911 .. 
1912 
1913 
1 9 I 4 
I 915 
1916 
1917. 
1918. 
1919. 
1920 . 
1921 . 
1922 
1923 
1924 
1925 
1926 
192~ 

.\ vcrage 
Net Inrun1c 
per Pcr~on 
Engaged in 
\g11<·1dturc1 

l),,/l11n 
1 ~ 1 
348 
3"71 
382 
3(,(1 

381 
465 
690 
882 
969 
753 
41..., 
453 
532 
559 
(,42 
(,()<) 

621 

\\,' age 
Inrome per 
Employed 
Industrial 
\ \ orkc1 2 

1 J,,/l11r1 
.f7 3 
562 
575 
(,00 
(103 
622 
694 
818 

1,064 
1 , 188 
1 , 41 1 
1 , 234 
I , 182 
1 , 2"7 4 
I 2"73 

' 1 , 29 ,) 
1 , 31 8 
1 , 3 1 1 

Index Nos. (1910 14=100) 

Average Net 
farm Inco1ne 

per Person 
Engaged 1n 
Agne ultu1 <' 

1 !J 1 .'\ 
I) s () 

101 3 
104 3 
1)8 3 

104 0 
126, 9 
188 3 
240" 
264.5 
205 S 
113 8 
123 6 
145 2 
152 6 
1-; 5 2 
166 . 2 
169.5 

\Va~c 
I ncorne per 
tn1plo} ed 
Industrial 

\ \' orkc1 

')~ 4 
<) (1 ', 
98 ..., 

103 0 
103 S 
106 8 
11 9. 1 
140.4 
182 6 
203.9 
242 2 
211 8 
202 9 
218 ..., 
218 S 
221 9 
222 2 
')')" 0 
__ , 

So11ra: BAE, CSD \, J()J.J .1e.nc11lt11ral Outlook Charis, p. 6. 

Year 

I ')28 ' 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 3 

A,erage 
Net Income 
per Person 
Engaged in 
Agnculture1 

J)"l/ars 
(J 16 
649 
489 
322 
218 
289 
400 
468 
536 
565 
490 
504 
526 
"26 

1,062 
1,392 

\\'age 
Income per 
Employed 
I ndustrial 
\Vorker2 

Dollarr 
1 , 323 
1,334 
1,249 
1 , 130 

929 
900 
983 

1 ,058 
1,130 
1,219 
1 • 134 
1 ; 205 
1 , 273 
1 , 495 
I , 84"/ 
2, 138 

{ndex Nos. (1<>10-14= 100) 

Average Net \:\'age 
Farm Income Income per 

per Person Employed 
Engaged in Industrial 
Agriculture \.Vorker 

168 1 
1 T' 1 
133 5 

8..., 9 
59 5 
7 8 9 

109 2 
127 7 
146 3 
154 2 
133 7 
137 6 
143 6 
198 1 
289 8 
380 0 

227 1 
229 0 
214 4 
194 0 
159 5 
154 5 
168 7 
181 6 
194 0 
209 2 
194 6 
206 8 
218 5 
256 6 
31 7 0 
367.0 

'rj 

0 
0 
tj 

C/) 

e 
to 
{/) -ti -M 
J. 

;i.. 

z 
ti 

-z 
~ 
t""' 
;...,. 
>-i -0 
z 
Q 
0 
z 
>-i 
~ 
0 
t""' 

1 Aggregate nc-t inco1ne of farm operators excluding value of in\'entory changes) plus wages of hired laborers divided by average 
fann employment. ~ 

2 Annual earnings of factory, railroad, and m1n1ng workers divided by average employment. '° 
3 Preliminary. 



50 WARTI ME FARM A D FOO D PO LI CY 

TABLE\' 

I NCOME PER F ARM, I NCOME PER PERSON ON FARMS AND NoT ON F ARMS, AND 
I NCOME PARITY I NDEX, UNITED STATES 1910-1943 

N et I n com e N et I n come I I ncome per R atio per Ca pita 
Year from Agricul- from Agricul- I Person n ot Farm to per Capita 

ture per F arm I ture per Person on Farms Non farm (1910- 14 
on Farms = 100) 

1910 699 139 482 105 
1 911 .. 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 .. 77 1 155 580 97 
1917 .. 1274 258 640 146 
1918 .. 1482 304 6..., 1 164 
1919 .. 1527 319 "'62 152 

1920 .. 1298 265 878 109 
1921 .. 584 11 9 ""20 60 
1922 .. 745 153 718 77 
1923 .. 876 180 815 80 
1924 .. 876 180 792 82 

1925. 1078 223 812 100 
1926. 1044 216 858 91 
1927. 1009 209 820 92 
1928. 1067 222 830 97 
1929 . 1072 223 87 1 93 

1930 .. 813 170 761 81 
1931 .. 545 114 605 68 
1932 .. 350 74 442 61 
1933 .. 445 93 41 9 81 
1934 .. 522 111 488 83 

1935 .. 742 159 540 107 
1936 .. 807 171 626 99 
1937. 943 197 67 1 107 
1938. 798 165 622 96 
1939 .. 847 173 663 95 

1940. 887 179 7 22 90 
1941 .. 1279 252 850 108 
1942 .. 1956 386 1039 135 
1943 .. 2453 491 1243 143 

Source: Bur. Agr. Econ, .Vet Farm Income and Pan{v Report: 1943, J u ly, 1944, 
pages 12 and 16. 
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FOOD SUBSIDIES AND I FLATIO CONTROL 51 

TABLE VI 

I NDEX OF PRICES RECEIVED BY FARMERS, PRICES p AID, I NTEREST AND T AXE.S 
AND RATIO OF PRICES RECEIVED TO PRICES PAID, INTEREST 

AND TAXES, 1930 TO 1944 (1910- 1914=100) 

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

1930 .... 128 160 80 
1931 . . . .. 90 142 63 
1932 ..... I 68 124 55 
1933 . . . . . . 72 120 60 
1934 . . . . . . . . 90 129 70 
1935 . . . ..... 109 130 84 
1936 . . . . . . . 114 128 89 
1937 .. . ..... . . 122 134 91 
1938 . . . . . . .. 97 127 76 

an. 1939 . . . . . . .. 96 124 77 
1939 .. . ... 95 125 76 J 
1940 .. . . 100 126 79 
1941 . . . . . . .. 124 133 93 
1942 . . . . . ... 159 151 105 
1943 ..... 192 164 118 

Feb. 1944 . . . . . . . . 195 170 115 
Apr. 1944 .. . . . . . . 196 170 115 

Source: BAE, USDA, Index }{umbers of Prices Recewed by Farmers, 1910-43 
p. 36, and Agncultural Pna s, April, 1944. 
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TABLE VII 

AVERAGE HOURLY AND \VEEKLY EAR1'INGS FOR ALL E\fPLOYEES OP NONAGRICULTURAL ESTABLISHMENTS 
AND CHA~GES IN REAL EARNINGS 

Type of Employer I I Jan. I ~fay I Sept. Aug. 
1939 1941 I 1942 1942 

llourly Earnin.l!,S 1 
--

All non-ag . ....... . ........... . 660 I . 699 .785 I .811 • 
~1anufacturing .... . ... , ..... . 624 I . 683 I . 835 I . 892 
Durable . . . . . . . . . . . . ....... • .688 . 749 . 925 . 997 
Nondurable ... . . . . . . . . . . . . . .576 . 610 . 712 .743 

Non-manufacturing. . . . . . . . . . . . . 675 .706 .756 . 763 
M1n1ng .. . . ...... . . . . . . . . 833 . 848 . 988 1. 004 
Construction .... . . . . . - . 892 . 945 1 . 050 1 . 067 
Transportation and PO . . . . . .742 .765 . 838 846 
Trade . .. ... . ... . . . ~ . . 600 .606 . 678 696 
Government . 671 I .732 .700 

I 684 . . . . . . . . . 

I Finance .. . . . . . . . . . . 652 .685 .716 .725 
Service and Misc ... . I 

J., vu-Ul<11J Ulc:1~ Lunng .. , ... , , , . .. , (J I :, . / 06 .756 . 763 
M1n1ng .. . . ...... . . . . . . . . 833 . 848 . 988 1. 004 
Construction .... . . . . . - . 892 . 945 1 . 050 1 . 067 
Transoortation and PO 7 d ') 7 /..C:. 0'10 0 A/_ 

- - . - - ,, 

I I All non-ag . .. 26 06 27. 88 33 27 34.39 . . . . . . . . . . . . . . . . 
M ~ n, ,r'!lrt.,,..; nrr ,., ,, ..,.., _ ,,, , "' -- - .-

- - TVeeklv _ Ear'!.."l_lf..S 

I All non-ag. . . . . . . . . . . . . . . . ... 26 06 27. 88 33 27 34.39 
Manufacturing. . . . . . . . . . . . 23 ,77 26 64 35. 82 37. 80 
Durable . . . . . . . . . . . . . . . . . 

1 
26 . 63 30 . 48 41 . 81 44 . 45 

Nondurable. . . . . . . . . . . . . 21 .77 22 .75 28 .55 29 . 53 
Non-manufacturing. . . . . . . . . 27.08 28 . 51 31 . 79 32 . 32 

M1n1ng .. . ............... 26 . 12 27. 28 35 . 39 36 .70 Construction .... . - . . . 28 .71 3 1 . 78 39 . 69 42 . 28 Transportation and PO . . . . 31 . 81 33. 03 37. 87 38 . 40 Trade .. . . . .. . .. . . . . 23 . 93 24 . 22 26 . 58 27. 09 
Government. ...... . ......... , 25 . 59 30 .37 32 .04 31 . 52 Finance . . .. . .. . .... . . . ...... 27. 40 28 . 65 30 . 07 30 . 52 

Sept. 
1943 

I 885 
993 

I 1 098 
823 
812 812 

1 093 1 093 
1 . 180 1 . 180 ,_.,~ 

. 873 

.766 

.732 

I . 819 

-·- r 
38 . 91 l 38 . 91 
44 ,39 
51 . 06 
34 .73 
35 . 22 
45 . 68 
44 .76 
41 .46 
29 . 70 
34 . 63 

I 34 . 44 

I Percentage Change 1n Real Earnings 
I Jan , 1 941, to 2 

I 

~fay 1942 Sept . 1942 Sept . 1943 

-2 3 
6 3 
7 . 4 
1 3 

-6 9 -6 9 
1 2 1 2 

-3 . 5 -3 . 5 
. --4 . 9 

-2 . 7 
-16 . 9 
-9 . 1 

3 . 7 3 . 7 I 
16 . 8 
19 . 2 
9. 1 

-3 . 1 
12 
8 5 

4 
-4 . 6 

8 4 
8 8 

-0 . 7 
11 7 
13 8 
4 2 

-7 7 -7 7 
1 2 1 2 

-3 . 5 -3 . 5 
--5 . 6 

-1 . 9 
-20 . 1 
-9 . 4 

5.5 5.5 
21 . 3 
24 . 7 
11 . 0 

-3 . 0 
15 . 1 
13 . 8 

- . 6 
-4 . 4 

-11 . 2 
-9 . 2 

2 9 
18 3 
19 2 

9 . 7 
-6 5 

I 

-6 5 
4 8 4 8 
1 5 1 5 

-7 3 

I 

-2 9 
-18 6 
-2 7 

-
13 . 5 13 . 5 
35 5 
36 2 
24 2 

5 
36 2 
14 . 5 

2 . 1 
3 

-7 3 
-2 2 

Source· Hearings, Committee on Banking and Currency, U.S. Senate, 78th Congress, 1st Session on S. 1458 and lf R 3477, Nov 
30- Dec 9, 1943, pp. 190- 91-

1 Average hourly earnings is equal to average weekly earnings of all employees divided by average number of hours worked. 2 
Change 1n average earnings from January, 1941, divided by change in cost of living index. Sec Appendix T;ihlr T for rh-.""'"
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~-our<it'.'" llenri.ngs, (~onuni\lc•r uu l\an\...111~ an<l C'"u11·<~11cy, I. ~ ~<natc, 78th c;ouRr<•e.s, lnt !-i("'S!dou on S. 14.'58 and Jf.H ... 3 4 77, Nov 
30 l h·c '>, \ 'J•l ~. pp. \<HI •) I 

' /\vc·,-~,K<"': hn'ln\y rarninp:H i!I c"':<\\tal to av,-.-a~r wcrldy <~au ningR of ull c•111p1oye,•s di.vjdc"!d hy llV<'ratg<" nurnbt·1 uf hour& wo1·kt!<L 9 
( :hnng<" tn uvc..•1·i1gc <"-1\'lnings hun1. Janun, y, t•J•1 l, clivht,·d hy rh;1nsc-• in c·oqt of ltvjng index. S,•r Apprndix •r~ d ~J~-i_I _for.:.___ch.;1ngen __ _ __ 

_in _c<-.!•_!-, __ u _( \i.vin.R. _ - - ~ - - - -- -

'fABLI:, \, I I I 
\\rRAOJ: PIP CAPllA I oon CnsTs 1\ND I Xl'TNI>lll'Rrs Co,1r,R1n ,\n11 'ToTAI. INCOME AND To1'AL ExPENon·uRES 

roR Goons A:s;D S1-i,,•11,1s nm C:,i,F.cu-11.n P1R1ons, 1919 44. 

·rot.11 I Food Exp<"nditurl' 
I 

Cost to Consumer of Fixed Quantities 
of Foods R epresenting Consumption 

pc-r f'<"rson, 1935-39 

I otal Expendi-
J 11<.:0llll' l turc for I \ s Perccnta~l' of ' As Pcrc<'ntagc of Yea1· and \fonth 1 

I 
(;oods and 
St1Yices I I ,\c tual 1 l'otal I:xpcndi tun· Actual 2 I ''I otal Lxpen<liture 

I otal I for C:oods and 'T ot.il for c;oods and 
I nco1nc I Sc-rvic cs Income Services 

/)o/larr l>o/lan /)n//,1r r ("f ,., [),,/forr I '1i % I ,o ,0 

I 9 I 0 'i79 1 0 l, I 3; 
I I 

1929 . I (1 ;9 I ~8) 1 'i (1 2, 2"' I 
1 t'> 22 26 

I 0 ~(.l 59'i 'i2"' 1 1.> 24 2"' I 1 j'} 2; 2<, 
19 H I 500 4 ~ 7 120 2t 2" I 112 22 26 
1 '>32 . 380 ,15 94 2 'i , ... 

' 92 24 27 -
1,>,, .. J(,8 141 91 25 '2"' I q; ..,. 

27 -') 

1934 418 
,.,, I 100 24 2~ IO'i 2,; 28 . 

1935 460 410 10:; 2; 26 116 2,; 28 

193(1 'i' I 461 1 1 , 21 2 'i 115 ")) 2'i ,_ 

191"' 'i61 18'> I I C) 11 2 'i 119 21 :?'i 
·19 ,8 'il)9 1 c; I I ' ' . ) 22 2r:.. 108 21 :?4 
19 ,<J 'i ~ I 1 'I I 14 21 21 106 20 21 
l<J,'i 30 av l 'i20 I 4 'i6 11 ; ,, ) .? 'i I 1 > )? 2'i -- L-

1940 5"'9 
I 

4()~ 1 21 .? I 21 1 O' 18 22 
1041 (,92 5()0 140 20 )', 121 I , 22 -
1042 85"' 612 I "6 21 2'> 141 17 24 
104; I ,040 6f>'i 206 2-') ;(I 161 16 2.4 

Jan. 104; I <)"''\ 6(,0 !<Jo 2J ;1) I 'i,; 16 21 
1\pr I 'l4; I 1 , 02.> 6(18 1 C)) I ll 2'> 1 <,6 l<i 2'i 
July 1941 1 , ()48 

I '0') 21""' 21 ;1 164 16 2 .1 
Oct. 1 94 ; I 1,069 I 

- 0 , 21"' 20 'I 1 c, , 1 'i 2 ., 

Jan. I 94•!. I 
I , 1 1 , 24 222 20 ; 1 16, I 'l 2 .1 

Sourrr: BAE, l'SDA, .\larl.rtwt; r,11d lran,por[a/1011 ';1/ll'll1<,11, .\pril ~[av, 194>, p J; Jan. 1944, p. 11; and ,\pril, 1944, p. 11. 

1 'I cllal inc-01nc 1s average national incom<' pavmrnts to indivi,Juals, inc ludtng rnembc-rs of .u nwd fore ('S Total expenditures on 
same basis. Actual food ('Xpend11urcs 1s total <11nount spent for food excluding ak ohohc l>e, erag<'s) in r<'t<til stores and <"a ting places, 
plus allo\\ anc c for ho1nc-produccd foods per capitu for c iv1han popula11on 

2 Cost to consunwr·s of quantities of foods rcp1c,ent1ng avc-r.1ge annual per capita consumption for 1 <J35 39. 
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