
9
F3/3

Federal Reserve Bank of Chicago - -

•

•

August 11, 1961

THE FOOD STAMP PLAN developed at the end o

the 1930's has been revived. The U. S. Department of
Agriculture is testing the effectiveness of this device

for increasing the consumption of farm food products.

Eight areas have been selected, each of which have

large proportions of population receiving public assis-

tance. One area—Detroit, Michigan—is in the Seventh
Federal Reserve District. In the test areas, the food
stamp program will replace the direct distribution pro-
gram which has provided surplus agricultural commodi-
ties to needy families in recent years.

While . the new stamp plan is similar to the one in

the late 1930's, there are some significant differences.

As in the earlier program, families will, receive coupons
which can :be used-to -purchase -most -foods available ,at
grocery stores. However, the earlier program had two
different kinds of coupons. of several denominations—one
type for purchasing surplus foods and the other for all

other foods; the current program has just one kind issued
in two denominations—$1.00 and 250.

Under the earlier plan, families purchased one kind
of coupon in an amount equal to their current food expen-
ditures. These could be exchanged for any food. The 
received free additional coupons of another type, dis-
tinguished by a different color, which could be exchanged
only for "surplus" foods. Under the present plan, low-
income families will receive enough coupons to purchase
the amount of food necessary for a nutritious diet.
Families with no income will receive all coupons free
of cost while other families will be charged amounts
varying with their income, family size and region.

To be eligible for the program, state and local

welfare agencies must certify that the families have
incomes so low that they are unable to afford the cost
of an adequate diet.

Most foods in a typical grocery store can be pur-
chased with the food stamps. However, the legislative
authority for the program excludes fishery products and
those food commodities where farm prices average above
90 per cent of parity. Other commodities excluded are
tobacco products, alcoholic beverages and certain im-
ported items (coffee, tea, cocoa, spices, etc.).

The coupons will be accepted by stores cooperating
with the program and then can be redeemed at banks or

can be passed on through trade channels for later redemp-

tion by wholesalers or manufacturers. Banks who redeem

the stamps will obtain payment from the Federal Reserve
Banks.

The purpose of the program  is to reduce the size of

the agricultural surpluses by expanding the demand for

food. Many people assert that there would be no agricul-

tural surpluses if the effects of low income were removed

so that everyone in our society would be able to have an
"adequate" diet. The essential feature of a food stamp
plan is to provide a mechanism which will enable low-
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income families to obtain more food without increasing
total food expenditure. This in effect lowers prices for

low-income families without reducing prices to other

consumers.

The basic question of policy is how effective can
such a program be in reducing agricultural surpluses and
at''what cost? One of the purposes of the pilot program
is to gain information to help answer these questions.

Some evidence has already been collected in a recent
study conducted at the University of Minnesota.

The size of the surplus  has been around 6 per cent
of total production in recent years. This is the quantity
of farm production which could not be sold at Government
support prices. Since food production comprises less
than 75 per cent of total agricultural output, the increase
in food consumption alone required to eliminate the
over-all problem of surplus resources in agriculture
would be more than 8 per cent.

To achieve a potential increase in food consumption
of 8 per cent, the study found that it. would be necessary
to subsidize food consumption of more than half the
people in the United States. Even with a more moderate
program which would provide subsidies to one-third the
population, the increase in total food consumption would
be only 5 per cent and the estimated cost would exceed
$3.5 billion. Were such a program to be limited to low-
income groups comprising about 15 per cent of the popu-
lation, the potential increase in food consumption would
be- about 1 per cent—almost insignificant—and the cost
about two-thirds of a billion dollars.

While a food stamp progiam may be quite desirable
from a welfare standpoint its contribution to reducing
surpluses is likely to be a limited one. A program of
the magnitude necessary to expand the demand for food
sufficient to absorb the surpluses is far beyond the
size of the earlier food stamp program. Furthermore, the
main surplus commodities are wheat, cotton and feed
grains. The increases in food consumption would be
largely in meats, poultry and eggs,, fruits and vegetables,
and dairy products. Thus, the impact would be largely
on feed grains, through increased consumption of prod-
ucts from grain consuming animals. The problems of
food grains and cotton would be largely untouched by
this program since Government support prices provide a
strong incentive to continue using resources to produce
these commodities.
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