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THE McNARY-HAUGEN PLAN
AS APPLIED TO WHEAT

OPERATING PROBLEMS AND ECONOMIC CONSEQUENCES

NEW departure in our national agricultural policy is

embodied in farm relief measures latest represented by
two bills now before Congress. The central features of the
plan, as applied to wheat, are the operations of a federal
Board, seeking to maintain domestic prices at enhanced levels
behind the tariff wall, to segregate the surplus over domestic
requirements and sell it for what it will bring, and to dis-
tribute operating costs and losses among the growers by
means of an equalization fee on each bushel sold. How could
this plan be expected to work if the Board should undertake,
with the aid of necessary tariff changes, to maintain domestic
wheat prices 50 cents a bushel over the Winnipeg price?

The Board would face complicated administrative prob-
lems, in part analogous to those experienced under war-
controls, but more difficult to solve in time of peace. Several
possibilities of breakdown cannot be ignored. Nevertheless,
under certain conditions the plan might be found adminis-
tratively workable, and consumers would probably bear the
added costs of living without materially reducing consump-
tion of wheat products. But the evidence indicates that the
predicated enhancement of wheat prices would stimulate the
expansion of wheat acreage; that the resulting increase in
our wheat surplus would depress world prices; that, within
a few years, the net price to growers would be no higher
with the plan than without it; and that a new and painful
readjustment of acreage would then be required. The greater
the early administrative success, the greater would be the
prospect of ultimate failure to advance the growers’ interests.

STANFORD UNIVERSITY, CALIFORNIA
February 1927
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THE McNARY-HAUGEN PLAN

AS APPLIED
OPERATING PROBLEMS AND

Leading proposals for farm relief rest on
the assumption that American farmers are
unprosperous because the prices of their
products are too low—in large part because
they produce, over and above domestic re-
quirements, a surplus that must be sold
abroad at a price which depresses the price
of the entire crop.

The favorite remedy proposed is to segre-
gate the exportable surplus, sell it abroad
for what it will bring, and maintain do-
mestic prices, behind the

TO WHEAT
ECONOMIC CONSEQUENCES

to wheat; or to the way in which it would
operate, not for a single season alone, but
as a persisting if not a permanent policy.
There has been too much disposition to as-
sume that if Congress merely passes a bill,
a Farm Board would readily solve the
numerous problems of detail. Before em-
barking on such an experiment, it is im-
portant to inquire whether the scheme is
workable, what it involves, whither it leads,
and whether its prospects for success are

such as to justify so large

tariff wall, on a level sub-
stantially higher than

CONTENTS

an undertaking.
We propose here to

they would otherwise be.
Most advocates of this
measure urge that costs
of administration and the
losses on export sales be
assessed back upon the
growers, by a device com-
monly called an equaliza-
tion fee collected on each
unit of product sold. It is
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examine, not the contro-
versial matters and as-
sumptions underlying the
proposed measures of
this type, nor the consti-
tutionality of the equali-
zation fee in any form,
but rather the way in

proposed to entrust the
administration of such a
measure to a Farm Board.
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wheat. Starting with a

Though several products
have been considered as suitable for the ap-
plication of this procedure, the discussion
has centered chiefly upon wheat, as the out-
standing example of a major product regu-
larly exported and requiring price support,
and yet free from certain complications
that would appear in the cases of corn,
hogs, cattle, and cotton. The double stand-
ard of marketing, the equalization fee, the
Farm Board—these are the cardinal fea-
tures of the proposals embodied in a series
of farm relief bills that have been before
the country for several years.

The proposals represent a far-reaching
departure in American agricultural policy.
Neither advocates nor opponents seem to
!1ave- given adequate consideration to the
implications of the scheme, even as applied

Wuear Stupies, Vol, IT1, No. 4, February 1927

fair statement of the
broad proposition, proceeding on the as-
sumption that intelligent and earnest efforts
will be made to carry it into effect, predi-
cating a tariff set high enough to afford free
scope for action, we undertake to consider
what the proposed board would have to do,
what its operation would mean for the
grain trade and the milling industry, what
would be the effects upon consumers of
wheaten products, and what would be the
consequences for wheat growers and ag-
riculture in general. We seek to learn
whether the procedure holds reasonable
promise of accomplishing the objectives
sought, in what manner it will influence the
trend of our agricultural development, and
the probable effects upon other commodi-
ties and services.

[177]
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THE McNARY-HAUGEN PLAN AS APPLIED TO WHEAT

I. PROPOSED MEASURES AND WAR-TIME PRECEDENTS

So numerous have been the variations in
the successive bills,' and so diverse have
been the positions taken, at different times
and by different advocates, that it is diffi-
cult to outline the proposed measure in
such a way as fairly to represent the con-
sensus of its advocates. In the following
statement, however, we attempt to express
the central features of the proposal, with
certain variations in detail, as an essential
point of departure for considering how it
would work with respect to wheat. In
formulating this statement we have relied
not merely upon our interpretation of the
pending bills, which have been worded so
as to increase their chances of enactment,
but upon the statements of their framers
and the published views of leading advo-
cates of the proposal in various forms. The
divergences, while by no means inconse-
quential, are not sufficient to prevent a
reasonable consideration of the working of
the broad scheme.

STATEMENT OF THE PROPOSITION

Congress is to pass an act stating the
objectives, providing for the creation of
administrative machinery, and broadly
defining the procedures. A Farm Board
(which, for convenience, we shall term the
‘Wheat Board) is created under this act,
with broad powers and functions. Spe-
cifically the Board is instructed to under-
take operations in wheat whenever a Wheat
Advisory Council and a substantial number
of organizations representing wheat grow-
ers favor its full co-operation; and to con-
tinue its operations until it sees fit to
terminate them.? With the aid of co-opera-
tive organizations and other agencies, the
Board is to remove the surplus from the
domestic market, and to dispose of it by
sale abroad, by holding it, or otherwise, in
such a manner as to raise domestic prices.

There is considerable confusion about
the definition of surplus; the word is used
in many different senses. Wheat growers
apparently conceive of surplus as that
amount of wheat for which, during the sea-
son of its production, there is no market at
a price regarded as remunerative. From

the standpoint of the operations of a Board
engaged in raising the domestic price, the
surplus of wheat is that amount of the crop
necessary to be removed from the open
market in order to equate demand and sup-
ply at a stated price. A literal reading of
the pending bills (Section 6, d, ¢) would
suggest that the operations conducted by or
under the Board would touch only the sur-
plus. But in practice the Board would have
to control as much wheat as the mainte-
nance of its price standards required, re-
gardless of its advance estimates of the
surplus or its calculation thereof after the
end of the crop year. The authority of the
Board would presumably be construed,
therefore, as extending over the fraction
destined for domestic consumption and
that destined for export, so far as necessary
to remove the influence of the surplus on
price and to raise the domestic price to the
level contemplated.

The wording of the pending bills must be
appraised in the light of previous bills and
of the outspoken purposes of the proposed
legislation. In the Senate, on December 22,
1926, Senator McNary made the following
statement for printing in the Congressional
Record, as applied to his bill:

All reference to price levels and price standards
are omitted. The sole authority granted by the
bill is to stabilize markets against undue and ex-
cessive fluctuations and to preserve advantageous
domestic markets by “withholding or removing or
disposing” of the surplus. No standard of stabili-
zation and no price level are mentioned in the
new bill. The aim is to provide funds drawn
from each commodity to be employed in stabiliz-

! Of the various bills, we shall make most frequent
reference to the McNary-Haugen Bill, H.R. 5563, Jan-
uary 16, 1924, S. 3091, April 10, 1924, 68th Congress,
First Session; the Haugen Bill, H.R. 11603, April 26,
1926, 69th Congress, First Session; and the pending
McNary and Haugen Bills, S, 4808, December 14, 1926,
H.R. 15474, January 1927, 69th Congress, Second Ses-
sion. The dates given are those on which the various
bills were introduced.

?In the latest bills, as introduced, operations may
be undertaken in a commodity only with the assent
of members representing federal land bank districts
which in the preceding crop year produced over 50
per cent of the commodity. Another limiting clause,
“whenever the board finds . . . . that there is or
may be during the ensuing year . . . . a surplus
above the domestic requirements for wheat, . . . .~
would in fact interpose no limitation.
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ing the market for that commodity by sound
commercial methods. ,

This statement might be interpreted to
mean that the primary objective is merely
stabilization of the price of wheat against
undue and excessive fluctuations. But cer-
tainly this is a misapprehension. The Cana-
dian Pool undertakes to do this now; the
purpose of the pending bills is certainly not
confined to a duplication in the United
States of the function of the Canadian
Wheat Pool. A considerable degree of price
stabilization was clearly sought by the ra-
tio-price feature of the McNary-Haugen
bill (1924), though no absolute fixity of
price was contemplated. The Haugen bill
(1926) contemplated a highly variable do-
mestic price—moving with, but above, the
world price, or, more specifically, the Win-
nipeg price of wheat. The pending bills
are silent as to the nature and degree of
stabilization.

The major purpose is not to stabilize but
to raise prices. Perhaps this is implied in
the expression “to preserve advantageous
domestic markets by ‘withholding or re-
moving or disposing’ of the surplus.” In his
analysis of the McNary bill, printed for the
use of the Senate Committee on Agriculture
and Forestry, Senator McNary states:
“Within limits dictated by business sense,
it enables wheat farmers to adjust the sup-
ply of wheat to the needs of the domestic
market at an American price.” The em-
phasis (italics are ours) belongs on the last
four words. It is of course the intention of
the proponents of the legislation to have
wheat sold on the domestic market at a
higher price than abroad, at least as far
above the Canadian price as the tariff will
permit. Any other policy would be incon-
sistent with the demand for so-called equal-
ity for agriculture. The price-raising pur-
pose of the proposal remains fundamental
despite the softening of the phraseology.

The Board directly or indirectly under-
takes to buy, stere, and sell wheat; to enter
Into contracts with wheat co-operatives or
organizations created by them, with ele-
vator companies, with millers and other
converters, and with exporters; and to
make loans at low rates and on easy terms
to co-operative associations assisting in its

179

operations. The pending bills provide, not
for direct operation by the Board or its
controlled agencies, but only for a round-
about administration whereby the Board is
in a position, through agreements, to do
indirectly everything that under previous
bills could be done directly. The modifica-
tion was apparently made in order to keep
the government out of business and also to
encourage agricultural co-operation. The
change in formulation does not materially
affect the discussion below, for we employ
the term “Board” to cover the function, and
our reasoning applies to a board which op-
erates through agencies or contracts as well
as to a board operating directly.

The operating capital of the Wheat Board
is to be provided initially by a revolving
fund appropriated from the national treas-
ury, and in part through direct or indirect
borrowings of the Board on the security of
wheat owned, but fundamentally by a sta-
bilization or equalization fund created, di-
rectly or indirectly, by assessments upon
wheat growers. On each bushel of wheat
sold, a stated “equalization fee” is to be
levied and collected, “as a regulation of
such commerce.” It is also provided in
the pending bills (e.g., S. 4808, Sec. 6, e)
that the second parties to agreements with
the Board shall pay their profits (presum-
ably excess profits), under these agree-
ments, into the stabilization fund that
stands exclusively under the control of the
Board: this obviously implies working
agreements with elevator companies, flour
millers, and exporters on some agreed
scales of charges. The fund thus created is
to cover losses on export sales and other
losses, costs, and charges arising out of the
operation in wheat. It is assumed that the
growers will gain much more, through en-
hanced prices for their wheat, than they
will lose by payment of equalization fees.

The equalization fee may be regarded as
a law-imposed device for compelling indi-
vidual growers to participate collectively in
a semi-monopolistic control of the crop and
its marketing in segregated fractions.® A
national wheat growers’ co-operative, if

! What amounts to compulsory co-operative mar-
keting is under discussion in South Africa, Australia,
and British Columbia.
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sufficiently inclusive and powerful, might
conceivably inaugurate and carry through
the double standard of marketing, assess-
ing its costs of operation upon its members
in any one of various possible ways. But
there exists no such organization, and there
is no early prospect of its establishment.
Saving this, there seems no effective way
to apportion operating costs and losses
among the prospective beneficiaries except
by invoking government aid in assessing
and collecting the equalization fees—some-
what after the fashion of an excise or sales
tax, or the check-off collected by coal-mine
operators for the miners’ union—and in ad-
ministering the resulting fund to attain the
stated objectives.!

To illustrate the wide latitude of under-
takings open to the Board under the powers
provided in the pending bill, one has but to
quote from the report of Chairman Haugen,
on submitting his bill to the House, Janu-
ary 18, 1927. ‘

1. The purchase of specified amounts of the
surplus of a basic agricultural commodity, or the
purchase of the commodity (subject perhaps to a
maximum amount of purchases) so long as un-
satisfactory market conditions remain.

2. The withholding of the commodity until a
specified time or until satisfactory market condi-
tions prevail.

3. The sale of the commodity at a specified
price if a willing buyer can be found.

4. The sale of the commodity in a designated
domestic or foreign market.

5. The processing of the commodity and its
sale in a processed condition.

6. The financing by the board of the above
undertakings by advances from the stabilization
funds.

7. The payment by the board from the stabili-
zation funds of the charges of the private agen-
cies for the services rendered.

8. The payment by the board from the stabili-
zation funds of the losses incurred in the pur-
chase, withholding, and sale.

9. The payment by the private agencies into the
stabilization funds of the profits arising from the
purchase, withholding, and sale.

The above list is merely illustrative of the many
possible undertakings. The precise nature of the
agreements to be entered into by the board will
depend upon marketing conditions.

' “The purpose of the equalization fee is to effect a
100 per cent pool, so that all producers may share
ratably in the cost of operation and in the benefits.”
Chairman Haugen, in Hearings before the Committee
on Agriculture, House of Representatives, . ... on H.R.
7392, January 10, 1927, Serial U, Part 4, p. 148.

THE McNARY-HAUGEN PLAN AS APPLIED TO WHEAT

This furnishes ample warrant for the

scope of the discussion that is to follow and
makes it immaterial to the discussion of
procedures whether these are carried out
by the Board or by a co-operative associa-
tion assisted by the Board.
- The McNary-Haugen bill (1924) proposed
the collection of the equalization fee on the
merchandised crop at the point of initial
sale, i.e., at the elevator or local mill. The
Haugen bill (1926) proposed its collection
from the miller, and thus only on the frac-
tion milled domestically. The pending bills
are not specific on this point, and merely
provide for its collection from “any person
engaged in the transportation, processing,
or acquisition by sale” of wheat—in other
words, from the elevator, the railway, the
miller, or other intermediary.

Conceivably each year might be treated
as a distinct operating period, and the
equalization fee placed high enough to ab-
sorb all possible costs and losses of the year
and admit of a variable refund on the
closing of accounts. Conceivably lower fees
might be charged, and errors in calculations
in one year adjusted in assessing fees in
later years. Conceivably a working fund
might be accumulated, out of equalization
fees in early years, sufficient to take care of
unexpected variations in losses on exports
and provide an independent working fund.

The pending bills, unlike their most
prominent predecessors, leave to the Board
full discretion as to the domestic price which
they would seek to insure to domestic pro-
ducers. The dominant view among the ad-
vocates of the measure, for wheat at least,
is that the price should be raised at least as
high as possible with the present tariff of
42 cents a bushel; and the prevailing notion
of a proper standard is that American
prices should be maintained at 50 cents a
bushel (roughly duty plus shipment costs)
above the Winnipeg price. The latter posi-
tion we accept for purposes of the follow-
ing discussion. -

For purposes of specific analysis, we must
therefore predicate a basic price. The av-
erage price for No. 1 Manitoba Northern
wheat paid by the Pool at the head of the
lakes was $1.66 per bushel for the crop
of 1924 and $1.45 per bushel for the crop of
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1925. For the entire crop of all grades, the
average price was somewhat lower. In re-
cent months prices of wheat futures in Win-
nipeg have ranged largely between $1.30
and $1.50. As the basic Canadian price, in
the consideration that follows, we shall use
the figure of $1.30. In the light of prices
during the past few years, this is neither
very high nor very low; it is better to em-
ploy a moderate figure to avoid unwar-
ranted inferences and implications. Using
$1.30 as the hypothetical basic Canadian
terminal price, the addition of 50 cents
would make the contemplated American
basic terminal price $1.80 per bushel. The
average weighted terminal price of wheat
east of the Rocky Mountains, according to
an unpublished computation of the Food
Research Institute, was $1.47 for the crop
of 1924 and $1.64 for the crop of 1925.*
That an increase of 50 cents, or more,
over the Canadian price is contemplated by
the proponents of the pending legislation,
is supported by the figures recently used by
Representative Haugen to indicate the gains
that might have been secured under the
Haugen bill defeated at the last session of
Congress.? According to this estimate, the
total gain on the 1925 crop would have been
$450,500,000. The amount of wheat mer-
chandised during the year (sum of grind-
ings, export of domestic wheat, and wheat
sold for feed) must have been in the neigh-
borhood of 600 million bushels. Dividing
this into the figure advanced to represent
the gross profit on wheat gives 75 cents a
bushel, to represent the assumed increase
in price under the operations of the equali-
zation fee. How these figures were secured,
Chairman Haugen did not state, and we are
not able to infer. The gains suggested could
not have been secured without the assist-
ance of the embargo clause originally con-
tained in the Haugen bill. A terminal price
Of $1.80 also appears very conservative in
view of the calculations of the Cost Com-
mittee of the Corn Belt Committee, which

*The United States Department of Agriculture re-
ports the average farm price of wheat as $1.278 for
the crop of 1924 and $1.459 for the crop of 1925.

* Hearings before the Committee on Agriculture,
House of Representatives, 69th Congress, Second Ses-

sion, on H.R. 15968, January 6 and 8, 1927, Serial U,
Part 3, p. 111.
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led to an average of $2.43 for the cost of
producing wheat in the states of Minnesota,
North Dakota, and Nebraska.

Table 1 (p. 182) is prepared to illustrate
the theory of the application of the double
standard of marketing and the operation of
the equalization fee, on certain more or
less arbitrary predications and assump-
tions. Costs other than losses on the export
fraction are disregarded. The equalization
fee is assumed to be collected on the entire
merchandised crop (rather than on flour),
exclusive of seed and farm feed and waste.
Crops of various sizes, from 700 to 1,100
million bushels in 50 million bushel inter-
vals, are considered. It is assumed that
farm retention for seed and feed will vary
roughly with the crop; that domestic con-
sumption will be constant at 550 million
bushels, regardless of the size of crop; and
that the export surplus will vary directly
with the crop. It is assumed that the Win-
nipeg price will be $1.30, regardless of the
size of the American crop; that a domestic
price of $1.80 is contemplated; and that the
export fraction can be sold at the Winnipeg
price. It is assumed that the equalization
fee will be set at a figure, in even cents per
bushel on the merchandised crop, that will
yield an equalization fund slightly exceed-
ing the loss on exports. Differences among
wheats, by regions, types, and grades, are
disregarded; variations in carryover are
ignored; the operation is assumed to be
completed annually.

The table, prepared for illustrative pur-
poses under the stated assumptions, shows
the gross value of the merchandised crop at
the stated price of $1.80, the required
equalization fund, the net value of the mer-
chandised crop after subtraction of the
losses on exports, the net price per bushel
of the merchandised crop, and the appar-
ent net gain per bushel over what would
have been received had the predicated ex-
port price determined the price of the entire
crop. It shows clearly that the larger the
crop, the higher must be the losses on ex-
ports and the equalization fee per bushel,
and the lower will be the net gain per
bushel. But it implies that, even with a crop
of 1,100 million bushels, net gains would be
substantial.
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Such a table, we believe, roughly repre-
sents the operation of the equalization fee
as it lies in the minds of the proponents.
With some of its implications, notably that
the Winnipeg price and the export price
are independent of the volume of American
wheat exported, we shall deal below. Also
it must not he assumed that, without the

THE McNARY-HAUGEN PLAN AS APPLIED T® WHEAT

In the discussion that follows we proceed
upon the assumption that the Wheat Board
would operate, not under the present tariff
of 42 cents per bushel, but under a tariff sct
at a figure, itself not named, high enough
to afford the Board free scope for activity
in driving up the price to the contemplated
increase of 50 cents over the Canadian

TasLe 1.—HyporHETICAL [LLUSTRATION OF THE OPERATION OF THE PRINCIPLE OF SEGREGATED EXponts
AND THE EquarizaTioN FEg, wita Crors oF DIFFERENT SizZE, oN CERTAIN ASSUMPTIONS*

Gross Loss on Equallza-
value of exporls | Net value tion fee | Net price
8eed, Mer- Domestic merchan- | (assumed | of mer- Equall- on mer- per mer-
Wheat farm chandised | consump-| Export |dised crop| export |chandised zation chandised | chandlsed | Gtain over
crop feed crop tion surplus | (at $1.80) |price $1.30) crolp fund Crop bushel %1.80
Million | (Million | (Million | (Million gMilllon (Million | (Million | (Million | (Million (Cents (Cenls (Cenis
ushels) | bushels) | bushels) | bushels) ushels) | dollurs) | dollars) | dollars) | dollars} | per bu.) | perbu.)| perbu.)
700 100 600 550 50 1080 25.0 | 1055.0 30.0 5 175.8 45.8
750 105 645 550 9% 1161 47.5 1113.5 51.6 8 172.6 42.6
800 110 690 550 140 1242 70.0 | 1172.0 75.9 11 169.9 39.9
850 115 735 550 185 1323 92.5 | 1230.5 95.55 13 167.4 374
900 120 780 550 230 1404 115.0 | 1289.0 | 117.0 15 165.3 35.3
950 125 825 550 215 1485 137.5 | 1347.5 | 140.25 17 163.3 33.3
1000 130 870 550 320 1566 160.0 1406.0 | 165.3 19 161.6 31.6
1050 135 915 550 365 1647 182.5 | 1464.5 | 183.0 20 160.1 30.1
1100 140 960 550 410 1728 205.0 | 1523.0 | 211.2 22 158.6 28.6

* The assumptions and predications, more fully set forth in the text, include

$1.80 and an export price of $1.30.

proposed measures, American and Cana-
dian prices are identical; in fact, owing to
the tariff, American prices are higher. The
proponents would not all agree as to the
measure of difference to be maintained be-
tween the Winnipeg and the American
price. All would admit that no uniform
price for all American wheat could be con-
templated. None would expect variations
in carryover to be negligible. Nevertheless,
some such tabulation is essential for envis-
aging certain fundamental problems and
relationships, and we shall find it necessary
to make frequent reference to it below.
We repeat, we are here concerned not
with secondary differences in the various
bills introduced in Congress but with the
essential questions involved in (a) the col-
lection of equalization fees to provide
an equalization fund, (b) the segregation
of the surplus for export or carryover
into another year or other disposition,
(¢) the payment of losses on export, and
(d) the raising, behind the tariff wall, of the
price of the domestic fraction of the crop.

the predication of a domestic price of

price. In a separate study we shall consider
the outcome to be expected from operations
behind the existing tariff of 42 cents.!

WAR-TIME PRECEDENTS

When one seeks to visualize the Wheat
Board in operation, it is natural to cast
about for experiences, analogies, and prece-
dents. The export bounties on sugar, main-
tained by Germany and other countries in
modern times prior to the war, were de-
signed to huild up a domestic industry by a
device of simple application, and not to
protect a highly developed domestic in-
dustry from the economic consequences
attributed to the production of an export
surplus. Coffee valorization in Brazil
affords an analogy to the case of cotton
(of which the United States produces the
major part of the world supply) but not to
the case of wheat. The recent experiment
of British restrictions on exports of rubber

'Waear Stupgs, March 1927, 111, No. 5.
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represents the case of a partial monopoly
of a natural resource, rather than the segre-
gation of exports in order to maintain a
high domestic price. The experience of the
Canadian and Australian wheat pools is of
some pertinence, but these have chiefly at-
tempted to organize the marketing of the
crop in the interest of the grower, without
maintaining a double standard of market-
ing. The Australian experiment with pro-
moting exports of butier and other dairy
products is too recent to afford material of
current value. In short, in pre-war or post-
war experience, one looks in vain for sig-
nificant aid in previsioning the working of
the proposed measures.

Of experience in war-time, including the
transition to peace conditions, we possess
an abundance, both in the United States
and abroad; and no commodity was more
commonly controlled than wheat. True, a
powerful objective of many of these con-
frols was to restrain advances in wheat
prices, not to enhance them; and the condi-
tions were peculiar to war times. Neverthe-
less, the work involved a governmental
agency, co-operating with private concerns,
and exerting a major influence on prices
and marketing; and the experience revealed
many of the problems which a Wheat
Board would have to face in time of peace.

Reviewing briefly the wheat controls of
the war, one observes three types of pro-
cedures: (1) price fixing or price orders;
(2) allocations; and (3) operations on pub-
lic markets.

Control by price order was accomplished
by specifying prices for wheat, flour, and
bread. European experience with price or-
ders was fairly satisfactory in effect, but
was attended with an enormous detail of
administration. We had no such system in
this country during the war, except that
licensed grain dealers were notified of the
prices for which wheats of various grades
were to be sold to mills, and licensed millers
were notified of the prices that were to be
paid—and this only between August 1917
and January 1919. We had a guaranteed
m}nimum wheat price, on a stated basis
with stated differentials. There were agreed
buying margins for grain elevators, and an
agreed conversion charge and rate of profit
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for mills. We had a so-called fair price for
bread, enforced by public opinion and trade
patrol rather than by penalties, but no fixed
price for either flour or bread.

Wherever compulsory reports of licensed
country elevators quoted the prices of
wheat paid to growers and received from
mills; wherever compulsory reports of li-
censed millers quoted the prices paid for
wheat and received for flour; wherever re-
tail prices of flour and bread were subject
to police control and licensed bakers re-
ported the prices paid for flour: in these
circumstances this form of price fixing was
effective except for a limited amount of
Hlicit trade.

Allocations of wheat and flour to mills
and bakers, by official agencies, were em-
ployed to make price orders effective and
to relieve the controlling administration of
part of the details of supervision. Alloca-
tion of wheat to mills is inherently limited
to the manufacture of straight flour and
was thus appropriate in war-time. Alloca-
tion was employed by the United States
Grain Administration for the grinding of
both American and Canadian grain and
distribution of flour and for the routing of
exports, and had direct effect in aiding the
maintenance of price.

In many countries, both importing and
exporting, the wheat executives employed
buying and selling operations, in conjunc-
tion with possession and allocation of
wheat, in order to promote stabilization of
prices. When the price tended to soar,
wheat would be released. With the board
in known possession of the bulk of the sup-
ply, a slight market operation was usually
effective. This type of operation was of
greater importance internationally than na-
tionally. The British Royal Commission on
Wheat Supplies made extensive use of its
world-wide facilities in the purchase and
sale of wheat, at once to safeguard its
supply and to exercise a restraint upon
prices. The United States Grain Corpora-
tion operated on this plan also in the han-
dling of the crop of 1919, but only in one
direction; whenever necessary, the Grain
Corporation made purchases in order to
prevent the price from falling below the
guaranteed figure, but made no sales to
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prevent the price from rising above that,
and indeed disposed of low-grade flours
abroad in order to prevent them from de-
pressing domestic prices.!

A Wheat Board administering an equali-
zation fee applied to wheat would pre-
sumably employ the third procedure rather
than either of the first two. It would not
undertake specifically to dictate prices for
wheat or flour. Allocation of wheat has
never been specifically included among the
powers of the Wheat Board in any of the
bills introduced into Congress, though pos-
sibly it might be implied. The proposed
powers are, indeed, very wide; but they are
substantially narrower (especially as police
powers) than those possessed by the United
States Grain Corporation. We take it for
granted that a Wheat Board would not un-
dertake flour milling, but it would need to
enter into warchousing of wheat. Apart
from this, it would have the functions of a
merchant in wheat and wheaten products,
a competitive trader; in financial resources
a super-trader, indeed, but nevertheless
only a trader. The Wheat Board or its
agents would face grain merchants and
flour millers as competitors, except as they
might become partners through agreements.

It is necessary to visualize the reactions
of society to artificial controls. Whenever a
commodity is placed under control, this
disturbs the customary operations of pro-
ducers, distributors, converters, and con-
sumers. Their reactions are determined by
personal as well as class incentives of self-
interest. The self-interest may be conserva-
tive or radical, shortsighted or farsighted,
enlightened or benighted, legal or illegal;
but it will be self-interest. Inevitably con-
fronted with such a situation, a board ad-
ministering control over a commodity may
elect either to secure the co-operation of
the trades or to impose rigid formulas upon
them. There can be no question that the
former is the course of expediency, and we
take it for granted it would be followed by
the Wheat Board. A certain price will need
to be paid to the trades for their effective

*Cf. The Slory of the United Slules Grain Corpora-
tion, U.S. Grain Corporation, April 1920, and Frank M.
Surface, The Stabilization of the Price of Wheat
During the War and its Effect upon the Returns to the
Producer, U.S. Grain Corporation, May 1925,
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co-operation. It would be less a question of
the net gain to the trade than of the net
loss to the administrative board. It would
be found cheaper to pay a small price for
co-operation than to suffer a larger loss
through opposition.

Co-operation implies working agree-
ments, with division of functions between
administrative board and the trades and
such clarity of policy and relations that the
units in the trades understand where they
stand under all circumstances. For the
larger and more effective factors in the
trade such agreements imply the continua-
tion of autogenous commercial life; for
lesser factors in the trade, the agreements
may imply subordination under the ad-
ministrative board on the basis of stated
commissions for agreed services. In the ad-
ministration of every control board will be
found certain functions that the board can
best do through its own forces; other func-
tions best left to private initiative; still
other functions best carried out through en-
gagements with private traders on the basis
of stated commissions. The various bills
proposed for the handling of agricultural
surpluses through the equalization fee have
either implied or directly recognized the
necessity of such working agreements, and
we are able to visualize no successful appli-
cation of such a system except through in-
telligent co-ordination with the trade.

The war-time experiences with govern-
mental control of price and trade indicate
that procedures turn out to be workable
when, as in the case of certain commodities,
the objectives are clear-cut, the circum-
stances moderately simple, the forces un-
conflicting or capable of being harmonized.
But when, as in the case of other com-
modities, the circumstances are highly com-
plicated and the forces are irreconcilably
conflicting, the procedures become lost in
ramifications, the administration becomes
topheavy, and the structure collapses.

So far as wheat is concerned, the war-
time experience showed that a high degree
of control is inherently practicable under
war conditions. The Grain Corporation had
behind it a unified grain trade and milling
industry. Before it stood the spectre of
hunger. An almost limitless demand sought
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wheat on ‘credit, directly or indirectly.
Growers, traders, and millers operated
under a guaranty of price. The control or-
ganizations had funds adequate to support
all projected operations, to deal with any
contingency that might arise, and to carry
the stocks for the producer class; and they
were in a legal and political position effec-
tively to deal with opposition from the con-
sumer class.

In general, except in a state of war, no
effective public opinion stands behind gov-
ernmental control of prices and trade. Eva-
sion is regarded as a form of competition
rather than criminal infraction, and the in-
genuity of the private trader usually proves
itself superior to the regulations of the
bureaucrat. The administrative difficulties
are thereby immeasurably increased. At
the best, the solidarity of one class is op-
posed to that of another; at the worst, soli-
darity breaks down within the class. In the
broad sense, the self-interest of wheat grow-
ers, grain traders, and millers might seem
to be closely related; in fact, under condi-
tions of control, it is difficult to bring them
into co-operation. Nowhere has the attempt
been made to exercise so large a measure
of control in time of peace over so far-flung
a wheat industry and trade—in a large
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country comprising regions so divergent in
varieties and in the practices of wheat
growers—as is now proposed for the United
States. Despite war-time precedents, there-
fore, the new policy would involve a vast
amount of trial and error.

To certain aspects of the war experience
—notably the influence of attractive prices
in stimulating expansion of acreage and
production and the post-war difficulties in
reversing this expansion—we must subse-
quently return, because of their bearing on
the ultimate outcome of measures designed
to raise wheat prices to levels attractive to
growers. Suffice it to say at this point that
several nations accepted, as part of the eco-
nomic régime of war, a high degree of
active control of the wheat trade, that the
control proved workable in practice, at a
cost, and that at several points the proposed
Wheat Board would need to study diligently
the detailed experiences of the United States
Grain Corporation. Purely from the stand-
point of administration, the operation of
the Grain Corporation, on fixed prices with
differentials, was much simpler than would
be the operation of the proposed Wheat
Board with a moving price at lake ports, to
which regional differentials would have to
be adjusted.

1I. PRICE PROBLEMS AND POLICIES

In undertaking to put the proposed plan
into operation, the Wheat Board would en-
counter the necessity of formulating certain
basic policies with respect to wheat prices,
either in the full exercise of its discretion or
in elaboration of instructions laid down by
act of Congress. In carrying these policies
into effect it would have continuously to
deal with complicated and difficult price
problems. This phase of its operations de-
serves first consideration.

THE STANDARD FOR DoOMESTIC PRICE

A primary and fundamental problem of
the Wheat Board would be to determine
what standard for domestic price it should
set up. Its decision on this point would
affect the judgment as to whether opera-
tions in wheat should be entered upon,
and, if so, how intensive they should be.

The pending bills, as we have seen, are
silent on this point, and leave to the Board
great latitude in determining this basic pol-
icy. The McNary-Haugen bill (1924) em-
bodied the standard of the ratio-price, i.e.,
a price for wheat that bears the same rela-
tion to the prices of commodities in general
as the average relation in pre-war years.
Some would propose that the Board under-
take to maintain a “fair and reasonable
price,” presumably based on costs of pro-
duction. The prevailing view of many ad-
vocates of the Haugen bill (1926) was that
domestic prices should be driven up behind
the tariff wall to a level roughly 50 cents a
bushel above the world price as reflected in
Winnipeg,! and this may be regarded as the
dominant view at present.

' The so-called “tariff yardstick,” duty plus freight.
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If the ratio-price standard were imposed
upon it by law, the Board would still have
the task of adopting a method for ascertain-
ing the ratio-price and the extent to which
current wheat prices were above or below
the ratio-price. This would immediately
open up the question of the appropriateness
of index numbers to he used—about which
there are differences of opinion among ex-
perts; and also the problem of price dif-
ferences among different types and grades
of wheat, and different regions—of which
more must be said below. Moreover, it
would not be sufficient to secure a method
of measuring past and current prices by the
ratio-price standard; it would be necessary
also to develop methods of forecasting, as
well as possible, the levels of domestic
wheat prices in relation to prices in general
over several months to a year in advance,
assuming no operations were attempted;
for this outlook would be a major factor in
decisions to begin, to continue, or to cease
operations.

The ratio-price proposal still has adher-
ents, but has fallen into disfavor because,
among other things, it savors of price-fixing
—against which there has developed a
prejudice—and it has come to be appreci-
ated that it might involve unusual difficul-
ties in a year of bumper crops. If, however,
Congress left this matter to the Wheat
Board, it might decide to employ the ratio-
price method as an aid in determining its
price policy in any particular year, without
indefinite commitment to it.

The commonest interpretation of the term
“fair and reasonable price” is that it means
a figure based on cost of production includ-
ing a reasonable profit. But costs of pro-
duction vary tremendously from farm to
farm, from region to region, from year to
year. It would be impossible to vary prices
paid according to variations in costs, even
if such a policy were deemed fair and rea-
sonable. Even the determination of average
costs, or costs of a portion of the crop pro-
duced at what is sometimes called the bulk-
line, is beset with many difficulties. Any
attempt to use costs as a basis for standard
prices would lead to continuously rising fig-
ures. An important element in farm costs
as they have been computed is a land charge

THE McNARY-HAUGEN PLAN AS APPLIED TO WHEAT

varying roughly with land valdes. Any ef-
fective assurance that domestic prices of
wheat would be maintained above the levels
fixed by free competition, regardless of the
crop, would make for higher land values,
increased land charges, and increased total
costs. Despite all the effort that has been
expended in ascertaining farm costs, we
have no reason to suppose that a Wheat
Board could use farm costs in any helpful
fashion in fixing upon a current standard
for wheat prices. A “fair and reasonable”
price is a political, not an economic con-
cept. A Wheat Board would hope that the
price it would maintain would be generally
regarded as fair and reasonable, but it
could not use this concept in determining
upon a standard for any particular year.
The really tangible proposal is to have
the Wheat Board, by purchase of wheat in
different regions of the country, force the
price as high as can be done behind the
tariff wall, with a series of natural differen-
tials for varieties, grades, and qualities and
for varying distances of haul to milling cen-
ters, allowing the wheats of the different
regions to adapt themselves to each other
at the higher price level quite as they do
normally. If, as we believe, the present tar-
iff would not permit the Board to drive up
domestic prices to secure a sufficiently high
level, the Board would have to fix upon a
desired differential and secure such in-
crease of the duty as would make possible
the maintenance of this differential. In
either case, the datum-line would be Win-
nipeg; the lowest threshold of entrance is
Buffalo; import price parity of Canadian
wheat at Buffalo would be the upward
limit of price influence.* If an artificial
price is to be sought, this procedure would
have many arguments in its favor, and we
accept it as the basis for our analysis.
This proposal implies a much more vari-
able domestic price than would be indicated
by a ratio-price standard. Quite conceiv-
ably it would mean a more variable price

'For transportation reasons, it is difficult to con-
template importation of wheat, in any appreciable
volume, from Russia, Australia, or Argentina to the
United States, either direct or via Liverpool. Canada
is, and seems destined to remain, our principal com-
petitor in wheat and flour markets abroad and our
only economical source of wheat imports.



PRICE PROBLEMS AND POLICIES

than prevails at times under uncontrolled
conditions; though the degree of variation
would depend materially upon the export
and carryover policy of the Wheat Board.
If the Board regarded as a major function
the reduction of instability in wheat prices,
it might, like the Canadian Wheat Pool,
exert considerable influence in this direc-
tion—at what risk and cost it is hard to say.
This proposal has apparently been fa-
vored for three principal reasons. It is re-
garded as likely to give the wheat growers
a more favorable price than they would
secure under a ratio-price standard, as less
likely to create insuperable difficulties in
case of large world crops, and as free from
the charge of price-fixing. Not a fixed price,
even for a season, is contemplated; but
rather a system of purchase and sale by the
Wheat Board or at its direction, whereby
an enhanced but moving price would obtain
in domestic markets. World market con-
ditions would continue to influence Ameri-
can prices, through the Winnipeg price and
also through influence on the export and
carryover policy of the Wheat Board.

THE QUESTION OF PRICE-FIXING

The phrase “price-fixing” has called forth
a great deal of special pleading on both
sides. The proponents of the favored meas-
ure seem to feel that if they can acquit their
proposition of the charge of “price-fixing,”
they will have given to it a position of regu-
larity as “sound” in economic thought. The
opponents of the measure seem to feel that
if they can convict it of “price-fixing,” that
will forthwith condemn it as “unsound.”
Witness the highly prized statement of Sir
Josiah Stamp to Vice-President Dawes:
“The scheme is thus not a price-fixing one,
for it merely creates an addition to a mov-
ing world price. This, on the assumption
given above, is economically feasible and
not fallacious.”™

Price-fixing has for the most part come
to mean price-naming. The government,
in effect, fixes the price of railway trans-
portation when the Interstate Commerce
C(_)mmission approves the proposed rates.
Minimum prices for wheat were fixed for

" Congressional Record, May 25, 1926, p. 9916.

187

the 1917, 1918, and 1919 crops by proc-
lamation of the President acting under
Congressional authorization. The original
McNary-Haugen bill was regarded as a
price-fixing bill because it set up a ratio-
price standard, even though it did not direct
the Board to maintain a fixed price. In this
verbal sense the later Haugen hill was even
less a price-fixing bill. But price-fixing, in
the direct sense of price-naming, is only a
narrow part of price-influencing. The dif-
ferent methods by which prices are arti-
ficially influenced through governmental
action are to be regarded as qualitatively
identical, in so far as they modify the equa-
tion of supply and demand in price or influ-
ence the practices or bargaining powers of
traders.

Some price-influencing enactments may
be termed price-enabling or price-restrain-
ing. During the marketing of the 1919 wheat
crop the United States Grain Corporation
prevented wheat from falling below the set
price, but permitted it to rise freely above
that point. The Grain Corporation re-
strained the price of wheat from falling
by making purchases whenever there was
pressure of marketing. The inter-allied
‘Wheat Executive restrained the price of
wheat generally during the war by constant
readiness to sell wheat out of huge stores
under its control. The Haugen bhill was a
price-enabling bill, since the purpose of the
measure was to secure a price as close as
possible to the world price plus the tariff;
it was a price-restraining act in the same
sense. Some war enactments tended to
effect a balance between enabling and re-
straining influences, so that price move-
ments were confined within a relatively
narrow range; the prices of many industrial
materials were thus stabilized during the
war, partly also by allocation.

To argue that price-raising and price-
restraining devices are inherently different
from price-fixing devices, so far as the law
of supply and demand is concerned, is
splitting hairs. Their common object is es-
sentially to interject a fresh influence upon
supply and demand, and thereby to estab-
lish a desired level of price, either moving
or fixed. The price-fixing devices imply
indeed a greater rigidity in the price ele-

]
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ment, and therefore impose greater limi-
tations upon the controlling agency; but
the soundness or unsoundness of proposed
measures cannot be determined by any such
touchstone. Interested essentially in the
workability of the proposed measure, its
effects on trade practices, on consumers,
and on production, the American public
may well regard the controversy as to just
what is “price-fixing” as irrelevant. ,

‘Whatever the policy adopted by the
‘Wheat Board with respect to the standard
for domestic prices — whether absolutely
fixed, varying with a general index number,
varying with Winnipeg prices, or otherwise
—it would be essential for the Board to
formulate clearly in advance its policy for
a season, and to adhere to this policy during
the season. In what detail it could be ex-
pected to announce this policy to the public
is an open question, though certainly as
experience accumulates it would be impor-
tant to have the public thoroughly aware
of the policy. In the meantime, the policy
would be inferred from actions taken; but
absence of a policy, or vacillations in ad-
hering to one, might create disturbances of
great magnitude and would probably be
fatal to the operation of the scheme.

Price DIFFERENTIALS

Whatever the standard adopted for do-
mestic price, it would be quite inadequate
to establish a standard price for a single
grade at a given market, or a standard re-
lationship between such a price and a world
price. The Wheat Board would have to
establish numerous differentials among re-
gions, varieties, and grades, much as the
Canadian Wheat Pool does for various
grades at present.

Discussions of the relation of American
to world wheat prices are frequently con-
ducted on the assumption that wheat is
a unity, that wheats are homogeneous at
home and abroad. This is both untrue and
misleading. Even the Liverpool price, often
taken as representative of the world price,
is a range of prices for the different wheats
entering the European market. This range
may be surprisingly wide at times and is
susceptible of notable variations; it is not
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uncommon to find the wheat of one coun-
try selling in Liverpool for 10 cents above
or below the wheat of another country. The
great bulk of Canadian wheat is hard spring
wheat of fairly uniform type, but there are
important differences in prices among the
various grades, and between normal and
tough wheat of a common grade.

In the United States, with many types and
varieties of wheats, and with a high degree
of particularity in millers’ preferences, ex-
treme price variations appear among dif-
ferent types, grades, and qualities. There is
no close parallelism of prices of hard red
spring, hard red winter, soft red winter,
Pacific, and durum wheats—to mention the
leading types. No. 1 wheats of different
varieties frequently sell 10 or more cents
per bushel apart; the range between No. 1
and No. 5 of any variety (protein-content
disregarded) may be 10 or more cents per
bushel; within a single grade of a single
variety, prices bhased on protein-content
may vary 20 or more cents a bushel.

The comparison between world prices
and domestic prices thus involves a com-
parison between a moderate range of prices
at Liverpool or in Winnipeg and a very
wide range of prices in the United States.:

Apart from these variations in prices
attributable to differences in variety and
quality, there exist price differences due to
distribution by regions, as related to popu-
lation and milling centers and involving
different lengths of freight haul. These are
not unchanging differences from season to
season or within a season. Some regions
consistently produce a surplus over their
consumption requirements; some are con-
sistently deficiency regions. But others are
at times surplus regions and at other times
deficiency regions, and the degree of sur-
plus or deficiency is regularly a price factor
of no mean importance.

In short, there is no single domestic price
of wheat, no simple structure of wheat
prices with unchanging relationships within
the structure. Rather there is a complex
and constantly shifting system of domestic
prices. It is a movement rather than a

* Some indication of this is given in the Appendix to
“American Importation of Canadian Wheat,” WHEAT
Stupies, November 1926, III, 35-75.
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structure. The Wheat Board would be sub-
ject to severe criticism if it seemed to favor
certain types, grades, or regions at the ex-
pense of others. In the hearings and de-
bates on bills introduced in Congress, it
seems often to have been assumed that a
domestic price for wheat could be set at a
point. This, however, is incompatible with
the buying practices and quality require-
ments of American mills. A system of
prices would have to be established, and
no unchanging system would meet the re-
quirements,

ADMINISTRATIVE METHOD OF RAISING THE
DoMEstIic PRICE

Let us assume that the Wheat Board is
constituted, that a decision to undertake
operations in wheat has been reached, and
that a policy in respect to the standard for
domestic price, and appropriate differen-
tials, has been formulated and adopted.
What administrative procedure for raising
the price would be required?

Presumably it would be difficult or im-
possible to inaugurate operations in the
middle of a crop year. Much of the wheat
would already have left farmers’ hands,
and a policy of price raising would benefit
chiefly the intermediate holders of wheat,
including indeed some wheat co-operatives
but chiefly grain dealers, speculators, mill-
ers, and others who had purehased grain at
lower price levels. The Board could hardly
afford to make its début by adopting a pol-
icy that would benefit these groups, to draw
heavily upon the national treasury to cover
losses on exports for their benefit, or for
such a purpose establish claims upon an
equalization fund to be built up by collec-
tion of equalization fees on subsequent
sales from the farm.! In effect, operations
could be initiated only with a new crop
year. In the considerable interval between
enactment into law and beginning of defini-
tive operations, heavy imports of wheat
might be expected under lure of profits to
1_)e gained from the contemplated increase
In price. This could be prevented only by
Some provision in the act to make effective
an ad interim embargo.

The preliminary decisions would presum-
ably have to be made no later than May, so
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that operations could be undertaken as
soon as the earliest winter wheat was har-
vested in the Southwest. At this time the
Board would have some basis for a guess
as to the crop of winter wheat, though ex-
perience has shown that the final estimate
of the winter-wheat crop is often radically
different from the forecast as of May 1.2 It
would also have some basis for forecasting
European crops of winter wheat, though by
no means sufficient evidence to ascertain
the strength of European demand for im-
port wheat. But it would have no reliable
estimate of even the acreage of spring-sown
wheat in this couniry,® in Canada, and in
Russia, or of the sowings in Argentina and
Australia; and it could have no reliable
basis for forecasting the yield in these
important producing areas, whose export
contributions are so powerful a factor in
determining world prices.

Even on very incomplete evidence, how-
ever, the Board would have to determine
how strongly it should intervene as a pur-
chaser of new wheat (and perhaps of old
wheat as well), how far it should seek to
raise the domestic price, and how rapidly
it should push its exports. As fast as the
winter wheats came to market, the Board
would need to make purchases both of rep-
resentative wheats desired by mills and of
wheats destined for export. These pur-
chases would probably need to be made in
considerable volume, though in amounts
that would vary from season to season. The
purchased wheats would be stored at points
strategic in relation to producing districts,
transportation, and location of mills, bear-
ing in mind that country storage is cheaper

! Probably the Board could not hope to escape some
criticism of this character, for in all probability the
certainty of inauguration of operations for a new crop
year would make for an increase of the carryover into
that year, in and out of farmers’ hands. But it would
seek to reduce to a minimum the ground for such
criticism.

?Qver a period of sixteen years, 1911-26, the May 1
and June 1 forecasts of the winter-wheat crop have
deviated from the final revised estimates, on the av-
erage, by about 44 million bushels. Though deviations
are frequently smaller, they are often much larger.

3 The June 1 estimate of spring-wheat acreage some-
times differs considerably from the final revised esti-
mate; and the June 1 forecasts of spring-wheat
production in the fifteen years 1911-25 showed an
average deviation of over 56 million bushels from the
final revised estimates,
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than terminal storage. Early exports via
gulf ports would be found advantageous in
most years.

As the harvesting of wheat extended
northward, purchases by the Wheat Board
would be expanded. With the advent of
the spring-wheat crop, the Wheat Board
would buy and store supplies of milling
grades all the way from Montana country
points eastward through Duluth and upper
lake points to Buffalo and other lower lake
points. By this time, the mills would have
arrived at clearer programs. In August,
when the American spring wheat was har-
vested, the Board would have a fairly good
basis for estimating American erops of both
winter and spring wheats; but it would still
be in the dark as to the outturn in Canada,
Argentina, and Australia. Past experience
shows that the July 31 forecasts of the
Canadian spring-wheat crop are quite un-
reliable, though the forecasts of August 31
are much closer to the final estimates. In
September and October the Canadian pros-
pects become increasingly definite, but it is
not until December that approximate esti-
mates of the Southern Hemisphere crops
can be made.

A basic difficulty of the Board would lie
in the fact that our winter-wheat crops come
in first, while Canadian wheat is the point
of foreign contact; the problems would be
much simpler if the spring-wheat crops
came in first. Just where the contacts would
impinge and what would be the marketing
tactics of the Wheat Board between the first
purchases of hard winter wheat in north-
ern Texas and the purchases of American
spring wheat prior to the appearance of
new Canadian spring wheat, would at first
be matters of trial and error. A great deal
would be learned in the first season of
operation, but considerable variation from
season to season would occur in any case.

Certain difficulties would be unavoidable.
Consider specifically the dilemma of the
Wheat Board when the winter-wheat crop
first comes to market. Kansas City is dis-
tant from Buffalo, but considerable Kansas
wheat is milled in Buffalo. If the Board
sought to drive the price as high as possible,
it would buy up the obviously surplus ex-
port wheat of the Southwest and make ad-
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ditional purchases of representative wheat
to force up the price until mills in Great
Lakes cities, all the way from Chicago to
Buffalo, would find it as cheap to import
old-crop Canadian wheat as to buy Kansas
wheat, quality and type considered. The
interests of millers would be two-sided: on
the one hand, flour sales in July and August
are active and the mills like to lay in heavy
stocks of selected wheats. On the other
hand, the September option is often at a
discount under the July option and the
cash price in July. Therefore, mills bidding
against each other and against the Wheat
Board might face the purchase of cash
wheat under reversed carrying charges,
which would be attractive if flour sales were
heavy but hazardous if flour sales were
light. Mid-summer is the time of relatively
highest price for Canadian wheat because
it is old wheat, since the country contains
only remnants of its exportable surplus and
the carryover. On paper, therefore, when
the hard winter crop comes in, the Board
would have the best opportunity for driv-
ing up the price of domestic wheat against
Canadian wheat, because at this time the
winter-wheat price is relatively low and the
Canadian price relatively high. But mills
would hesitate to participate in an active
buying campaign, competitive with the
Wheat Board, on account of the uncertainty
of the spring-wheat crop, the position of the
July cash to later futures, and the knowl-
edge that Canadian prices (plus duty)
and American prices tend to be closer to-
gether in October-December than they are
in July—August.* Very likely the mills would
make modest purchases of hard winter
wheat with the advent of a new crop and
allow the Wheat Board to make the heavy
purchases and carry the stocks, with re-
sponsibility to keep the wheat available to
mills.

In general, the buying incentive of mills
lies in selections of wheats and sales of
flour. The Wheat Board could not offer
freedom of selection equal to the open mar-
ket because it could hardly practice separate
binning of wheats on the scale required.
Much Board wheat would be mixed wheat.

* This point is more fully discussed in the following
issue of WHeAaT Stubies, March 1927, III, No. b, Sec. I



PRICE PROBLEMS AND POLICIES

Mills accumulating stocks desire selected
wheats, and would have no incentive to bid
up mixed wheat, since the Board would

always have it freely available. The ex-’

periences of the Grain Corporation yield no
guidance in these directions, since during
the war it arbitrarily allocated wheat to
mills and all mills ground a straight gray
flour, while the first year of unallocated
trade (1919-20) was a season of resumption
by mills of trade-mark merchandising.

Price DIFFERENTIALS IN PRACTICE

The problem of differentials, in respect
to different regions and to differences of
types, grades, and qualities, would require
unremitting attention.*

The subject of regional relations and re-
actions is one of unusual complexity, and
a solution appropriate to one crop year
could not be expected to hold for another
crop year. It ' would be necessary to set up
a system of regional price differentials if
the flour mills of different regions were to
continue to compete as usual and at the
same time co-operate with the Wheat
Board. Dislocation of regional relations,
and arbitrary changes in price of different
varieties and grades, would make it difficult
for mills to practice effective blending of
wheats and maintain the standards of trade-
mark brands. Regional differentials, such
as were maintained during the war by the
Grain Corporation and the Milling Division
of the Food Administration, in part de-
signed to allow for differences in transpor-
tation charges, would have to be established
through conferences and by agreements
with the mills, and the export of wheat
and flour from the several regions would
demand appropriate consideration. The
Pacific region, with its special problem of
exports to ex-Europe, would require par-
ticular attention. The freight rate structure,
with respect to wheat and flour, is regarded
at present in an unbalanced position, ow-
ing to the horizontal elevation of rates since
the war, to the advantage of the hard winter-
wheat belt. This structure, and possible
modifications in it, would have to be taken

*On this whole subject, see also the following
study: Wugar Stubies, March 1927, III, No. 5, Sec. I1I.
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into account. It would be necessary for the
Wheat Board to acquire and hold in each
region such stocks of wheat as might be
necessary to guarantee the price differen-
tials established, and keep mills supplied
with wheat.

The obvious mode of application of the
price-advancing tactics, after all the crops
are in, would be to drive up the price of
No. 1 Dark Northern Spring until checked
by imports of Manitoba Northern wheat at
Great Lakes ports. For other wheats and at
other points, the Board would have less
definite information to guide it. The sup-
plies and milling relations of the three
principal types of flour wheats are not con-
stant, but vary from season to season.
Early tentative and later definite differen-
tials would need to be established between
hard spring, hard winter, and soft red win-
ter wheats, in accordance with availabilities
and qualities. Millers naturally would not
buy heavily at tentative differentials. En-
gaged in export of wheat, the Board would
have to buy, at prices which it would deter-
mine, all wheats of which there appeared to
be an export surplus, in sufficient quantities
to maintain prices of these wheats, relative
to others, at a point favorable to domestic
consumption. The Board would itself need
to determine the appropriate differentials,
whether or not it followed the policy of
setting prices at fixed premiums over quo-
tations in the Winnipeg market. In part,
regional characteristics of wheat, costs of
milling, standards of flour, and freight rates
would determine naturally these differen-
tials; in part, they would be modified by
the merchandising practices of the Wheat
Board itself. The price range, within which
the tactics of the selling Board and the buy-
ing mills would be displayed, might run in
different years from 20 to 30 cents a bushel.

Unquestionably, the Wheat Board would
have to base prices in part on protein-con-
tent. If the Wheat Board undertook to
drive the price of federal-grade No. 1 Dark
Northern Spring upward, sample wheats
carrying the customary premium for high
protein would touch the level of import-
price parity of Canadian wheat before the
price of the federal-grade wheat could be
near that price. Should the Wheat Board,
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however, select high - protein premium
wheats as the driving point in the price
campaign, this might provide too narrow a
basis for dealings, in order to be effective
even over the range. In each year it would
be necessary to set up differentials on pro-
tein-content and contract grades. During
the war premiums on protein were not in
evidence and in any event could have had
little importance, because all mills turned
out a straight flour of high extraction.
There are good judges of the problem who
see in premiums for high protein, and their
behavior under the proposed equalization
fee, highly difficult and dangerous points in
the administration of the proposed law.
In fixing price differentials, the Board
would have to decide whether it would
merely seek to maintain the differentials
that would exist without control, or strive
for the maximum increase of price all along
the line. The latter policy, though it would
seem more in consonance with the views
of many advocates of the scheme, would be
less susceptible of formulation and would
lay the Board open to charges of discrimi-
nation and arbitrary action. The former
policy would seem to be most feasible, but
it would not be easy of application, for the
operation of control would remove the basis
for determining the usual differentials. Cer-
tainly it would be difficult to confine the
price-raising tactics to limited types of
wheat and to rely upon competitive action
to establish appropriate differentials for
other types. Several questions concerning
this are more easily raised than answered.
If soft red winter wheat were at a natural
premium over the hard wheats, would bid-
ding the price of hard spring wheat up to
the point of import of Canadian hard spring
wheat drive up the price of soft red winter
wheat proportionally, maintaining the mar-
gin of premium, or would the premium on
soft red winter wheat tend to decline as
the price level was elevated? If hard spring
wheat were at a natural premium over hard
winter wheat, would driving the price of
hard spring wheat up to the point of im-
portation of Canadian hard spring wheat
drag up the price of hard winter wheat pro-
portionally? If hard spring wheat stood at
a premium over hard winter wheat for rea-
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sons of intrinsic quality, bidding up the
price of hard spring wheat to import parity
of Canadian wheat would hardly tend to
obliterate this differential, since the im-
ported Canadian wheat would have the
same intrinsic superiority. But if hard win-
ter wheat stood at a premium over hard
spring wheat for reasons of intrinsic qual-
ity, this premium might tend to be ob-
literated with a Wheat Board driving up
prices, because the imported Canadian
wheat would be of higher quality than the
American hard spring wheat standing at a
discount. If hard winter wheat were at a
natural premium, bidding that up at Kansas
City might encourage southbound shipment
of hard spring wheat and substitution with
soft red winter wheat; if it stood at a nat-
ural discount, it would be difficult to get
mills to bid it up.

In 1923-24 the average price of No.1 Dark
Northern Spring at Minneapolis was $1.24,
of No. 2 Red Winter at St. Louis $1.07, and
of No. 2 Hard Winter at Kansas City $1.05.1
If the price of hard spring had been driven
up to $1.44, would the prices of the other
two naturally have risen to $1.27 and $1.25,
or to higher or lower points? We simply
have no assured basis for answering such
questions for any one year, much less over
a series of different years.

Much would depend upon the relations
of the prices of the different wheats to the
freight rates on shipments of these wheats
and their flours. At present the lower Lake
Erie milling district and the Kansas district
hold rate advantages over the Minnesota
milling district. Buffalo is the principal
point in the Great Lakes line where the
domestic price could primarily be bid up.
It is difficult to foresee how price advances
would behave in the face of existing rates
for wheat and flour and the defensive tac-
tics of mills in the several regions. On the
whole, we are tentatively disposed to infer
that, if the Board sought to confine its price-
raising tactics to the hard spring wheats,
over the entire crop year the largest effect
of the bidding-up policy would be on this
wheat and that the weighted effect on the
crop would be less than the effect on price
of hard spring wheats. But it might still

* Agriculture Yearbook, 1925, pp. 765-66.
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happen that the farm price of winter
wheats might rise more, relatively, than the
farm price of spring wheats, and that the
natural price advantages possessed by mills
located in heavy surplus-producing areas,
such as Kansas, might be lowered.

In view of the necessity for buying heav-
ily in the surplus-producing regions, at
times when seasonal factors cause prices to
be lowest there, it would seem inevitable
that the Board could not rely upon bid-
ding up prices at Buffalo and other points
of natural contact with Canadian import
wheat; but that it would have to purchase
heavily in the Southwest and other surplus
areas to such an extent as to establish cal-
culated differentials between prices at pri-
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mary markets in these areas and prices at
import thresholds such as Buffalo. Under
these circumstances the policy of the Board,
and the conditions obtaining in the crop
year as a whole and at a particular sea-
son, would determine which groups of pro-
ducers would benefit most largely by price
increases. It would seem most likely that
the potentialities for increased profits would
be largest, first, for wheat of types and qual-
ities for which there was little domestic
demand, and second, for wheats of surplus-
producing areas. And it would require the
utmost care on the part of the Board to
avoid stimulating production of the very
wheats that create the situation which it is
designed to alleviate.?

III. OPERATING FUNDS AND THE EQUALIZATION FEE

The plan contemplates, as we have seen,
the provision of operating funds, initially
entirely but later only in part, out of a re-
volving fund in the national treasury, sup-
plemented by loans on the security of the
wheat itself; and the covering of costs of
operation and losses on export sales from
an equalization fund constituted from an
equalization fee assessed on each merchan-
dised bushel. We take it that the equaliza-
tion fund, when available, would constitute
part of current operating funds as well as
the fund against which net operating losses
would be charged.

SoURCES AND DISPOSITION OF OPERATING
Funps

The distinction between the operating
funds, their sources and utilization, on the
one hand, and the operating losses, their
sources and covering, on the other, can best
be made clear by the aid of hypothetical
balance sheets and operating accounts.

Assuming the operations well under way,
the condensed balance sheet would appear
somewhat as follows:

ASSETS
Wheaton hand...............ccovvuveu.... 000
Advances to-co-operatives, etc.............. 000
Equalization fees receivable................ 000
Bills and accounts receivable.............. 000
Cash ..o 000

*See WreaT Stupies, March 1927, III, No. 5, Sec. III.
?See below, p. 199,

LIABILITIES
Due to revolving fund.................... 000
Duetobanks ............ccoiiiiiia.. 000
Equalization fund, gross......... 000
Equalization fund, net..................... 000
Reserve from preceding season............. 000

If the Board operated only by indirection,
there would of course be no item of wheat
on hand, but the item of advances to co-
operatives, etc., would be the larger. Equal-
ization fees receivable would represent fees
reported collected but not yet remitted.
Bills and accounts receivable would repre-
sent sales made but not yet settled for in
cash, and would exist only if the Board
operated directly or through its own agen-
cies. The entire assets would represent the
operating capital employed. The liability
itemns indicate the sources of this capital.
At the beginning of operations, the large
item would be the advances from the re-
volving fund. This would presumably be
supplemented, if the Board operated di-
rectly or through its own agencies, by ad-
vances from banks on the security of wheat
owned; if the Board operated only indi-
rectly, this item would not appear. The
equalization fund (gross) would represent
total receipts from the equalization fees
collected, whether or not they had been
remitted in full; and the net figure would
indicate the gross amount less costs and
losses charged against it. A reserve from
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preceding seasons might exist if the Board
adopted the policy of building up its own
operating fund, or apart from this, if the
Board carried forward a net balance from
equalization fees collected over and above
costs and losses, from one operating season
to another. This item of course might be
negative, and if so would appear on the
other side of the balance sheet as a deficit
from preceding seasons.

The operating account for a season would
be very different according as the Board
operated directly or indirectly. If indirectly,
it would run, in condensed form, somewhat
as follows:

Profit on domestic transactions............. 000
Loss on domestic transactions..... 000
Loss on export transactions........ 000
Reserve for unadjusted losses...... 000
Costs of operation................ 000
Total costs and losses.................. 000
Net operating loss...................... 000
Reserve (or deficit) brought forward 000
Equalization fees................. 000
Total ..o e e e e e 000
Net operating loss.............. ... ... ... 000
Reserve (or deficit) carried forward........ 000

If, on the other hand, the Board operated
directly or through its own agencies, an
additional account such as the following

would be necessary:

Bushels Cost

Stock on hand at beginning...... 000 000
Purchases ........ooviviieennennn 000 000

Total ... 000 000
Sales—domestic ................. 000 000
Sales—export ............co.u... 000 000
Stockon handatend............. 000 000

Total ..ovv v 000 000

With these relationships clarified, we
may proceed to consider the volume of
operating funds that would be required, the
method of assessing and collecting equali-
zation fees, and certain related matters.

PurcHASES, OPERATING FunDs, AND LoSSES

The major factors in determining the size
of the operating fund would be the volume
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of purchases necessary to maintain domes-
tic prices at the desired level, the price paid,
the rate of disposition of the stocks ac-
quired, at home and abroad, and the price
received. The operating fund would be
drawn upon for purchases and replenished
as sales were effected.

‘What volume of purchases by the Wheat
Board, or at its direction, would be neces-
sary? With a small crop, such as that of
1925, limited purchases would suffice. With
a large crop and a large export surplus, the
required purchases might be much greater
than the increase in size of crop. Asrapidly
as possible, the Board would need to remove
from the market the wheats destined for
export. But merely to purchase the amount
of the exportable surplus would not suffice
to raise the price to the desired level. It
would be necessary to have the domestic
supply on open markets reduced to an ap-
parent deficiency in all kinds of wheat in
terms of mill requirements. In each region
and of each variety, the Board would need
to purchase sufficient wheat to be the con-
trolling factor in the market. Seventy per
cent of the crop is usually marketed before
December 1; if traders thought the price too
high, the Board would have to be prepared
to buy it all, though if it were so prepared,
by no means the whole amount would need
to be purchased. Other things being equal,
more would have to be purchased in the
earlier years than in the later years, when
the procedures were better understood and
established.

This point deserves emphasis because it
is sometimes assumed that the mere exist-
ence of a Wheat Board, with a policy to
buy up the exportable surplus and the capi-
tal to carry it through if required, would
in itself suffice to bring about the contem-
plated price increase through stimulation
of competitive bidding of buyers. This is
illustrated in a colloquy to be found in the
report of a recent hearing on the Crisp bill.!

MR. Crisp. . . .. 1 believe firmly that if this bill
is made a law the Government won’t have to fur-
nish any money to buy any cotton. Now why do
I say that? If a board organized under the au-

*Hearings before the Committee on Agriculture,
House of Representatives, 69th Congress, Second Ses-
sion, on H.R. 15963, January 6 and 8, 1927, Serial U,
Part 3, p. 118.
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thority of the United States Government says to
the world we have unlimited money and we are
going to finance the proposition and take off the
market a sufficient amount of the cotton until the
price will produce a reasonable profit over the
cost of efficient production, then just as sure as
the night follows the day, the American spinners
and the world would rush right in and begin to
buy that product. The price would then go up.

Mg. Jonges. I agree with that.

Mg. Crisp. There can be no question about it,
and I think that the same thing would apply to
other agricultural products.

Mr. TiNcuEer. It would apply to wheat easier
than it would to cotton.

This view cannot be reconciled with trade
practices and war-time experiences. In the
first place, the exportable surplus of wheat
would not be definable when the winter-
wheat crop comes to market. But beyond
that, we are convinced that actual transac-
tions, not potential transactions, would be
necessary; the contemplated rise in price
could not be counted on and made effective
unless the Board were to create, by pur-
chases, a deficiency in the market of mill-
ing wheats.

The Board must hold a quasi-monopoly;
it would need to take all wheat offered
whenever the price tended to sag below the
figure regarded as appropriate for the re-
gion, variety, and grade. It would need to
he prepared to supply to mills such wheats
as they sought at the Board’s price; pre-
mium wheats would need to be carried in
stock. In short, acting both as buyer of
country and terminal wheat and as seller
to mills, the Board would need to accumu-
late such holdings as continuously to impart
to the exchanges the complexion of a sell-
ers’ market. Possibly the best method of
maintaining the price of American spring
wheat would be to have a small continuous
trickle of duty-paid Canadian wheat come
across the border; but the fact that the
Wheat Board held heavy domestic stocks
would tend to discourage imports.

The war experiences of wheat control
point to the necessity of large funds and
extensive purchases and stocks. Table 2
shows the volume and cost of wheat and
flour purchased by the United States Grain
Corporation in 1917-20. Striking are the
divergences in the different seasons. The
smallest volume of purchases in any one
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year was 300 million dollars, after the short
crop of 1917; the largest was 884 million,
after the large crop of 1918. For the larger
crop of 1919 it was expected that a very
large working fund would be necessary, on
account of the expected heavy competition
from Argentine and Australian wheat. Ac-
cordingly the capital of the Corporation
was increased to 500 million dollars and
Congress, by an act approved March 4,
1919, made an appropriation effective up
to one billion dollars to be used if necessary
in maintaining the guaranteed price. Con-
trary to expectations, less money was re-
quired to handle the crop of 1919 than to
handle the smaller crop of 1918, because of
bullish developments in world markets.

TABLE 2.—WHEAT AND FLOUR PURCHASES BY THE
UNITED STATES GRAIN CORPORATION, FiscaLr
YEears 1917-18 T10 1919-20%*

Year Wheat b

Sept.—Aug.| crop | Wheat purchases | Flour purchases | Total
(Mil- | (Mil- | (Mil- | (Mil- | (Mil- | (Mil-

lion lion lion lion | lion lion

bush- | bush- | dol~ bar- dol- dol-

els) els) lars) rels) | lars) lars)

1917-18 | 636.7 | 48.4 i 102.9 | 19.1 | 196.8 | 299.7
1918-19 | 921.4 | 269.6 | 624.7 | 24.6 | 259.7 | 884.4
1919-20 | 968.0 | 138.4 E 314.7 | 12.9 | 134.2 | 448.9

* Figures for crop from Agricultural Yearbook, 1925;
figures on wheat and flour purchases from United States
Grain Corporation, Report on Comimodity Purchases and
Sales Reconciled with Monthly Reports to the Senate of the
United States, September 1917 to January 31, 1921.

Both in 1918-19 and in 1919-20, however,
very extensive purchases by the Grain Cor-
poration were necessary to maintain a price
not materially above the Canadian price,
at a time when North American wheat was
peculiarly in demand abroad and our
exports to Europe were largely financed by
loans from the national treasury, and when
the Grain Corporation possessed extraordi-
nary powers—it had all elevators and mills
under its control, and possessed the full
co-operation of the trade in a period of
relatively uncommercial trade practices.
Noteworthy is the large volume of flour
purchased, most of it going into export.
The proportions shown by these figures
cannot be relied upon to indicate the rela-
tive purchases of wheat and flour by a
‘Wheat Board in time of peace, since the
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policy of the Grain Corporation was to
force European countries, to a considerable
extent, to purchase flour instead of wheat.
Yet it might be necessary for the Wheat
Board, by arrangement with mills or in
defense of the domestic price of flour, to
purchase several million barrels of flour.

Clearly circumstances might arise, with
crops no larger than those of 1918 or 1919,
under which larger purchases, of wheat
at least, might be necessary for a Wheat
Board operating in a competitive world and
seeking to maintain a large margin above
the Canadian price. True, the guaranteed
minimum price under the Grain Corpora-
tion control was around $2.26 per bushel.
This is considerably higher than the illus-
trative figure we have used ($1.80) and
probably higher than the Board would seek
to maintain. Other things being equal, the
lower the price standard, the smaller would
be the operating fund required. But cer-
tainly the Board would need to prepare for
extensive transactions. The success of the
operation would depend not only upon what
the Wheat Board actually did or was pre-
pared to do under certain circumstances,
but upon what it was in position to do
under all circumstances. If an emergency
were to develop in which a question as to
the financial capacity of the Wheat Board
were publicly to arise, this might easily lead
to a panic on the grain exchanges, in mill-
ing circles, and throughout terminal and
country elevators.

The sums of money directly employed by
the Grain Corporation during the crop year
in purchases of wheat and flour were not at
any one time invested in these commodities,
since resales were made with all practicable
rapidity. It is difficult to secure an estimate
for the maximum sum of money invested
in wheat and flour at any one time. It is,
however, significant that with a capital of
150 million dollars, the total borrowings of
the Grain Corporation, at the end of Octo-
ber 1918, amounted to 385 million dollars.
The rapidity of turnover of the Wheat
Board would likewise vary greatly from
year to year, depending on market condi-
tions and the activities of the trade; but an
effort to maintain a fairly constant margin
over the world price would create a much
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heavier obligation than merely to keep
prices from falling below a guaranteed
minimum. The rather prevalent idea that
the Wheat Board could get along on a hun-
dred million dollars, operating capital and
loans,' we regard as illusory; in an occa-
sional year it might be well over a half a
billion dollars.

If, as contemplated by the pending bills,
the Board were to operate by assisting a co-
operative or co-operatives, it would be ex-
pected to require larger working capital
than if it operated directly. A wheat grow-
ers’ co-operative association could operate
according to one of three methods: (a)
without taking over the crop, it could buy
and sell amounts required to effectuate the
contemplated elevation in price, just as a
‘Wheat Board would do; (b) acting as an
“exchange,” it could handle the crop on the
basis of pre-payments on delivery, with in-
dividual accounting, as is done in many co-
operatives; (c¢) acting as a pool, it would
have possession of the crop, as in the case
of the Canadian Pool. Under no circum-
stances could a co-operative association
carry through the operation with less capi-
tal than required by a Wheat Board, and
under formulations (b) and (c) the capital
required would be substantially greater. As
between a Board buying a varying amount
of wheat in order to sustain prices and a
pool carrying all the wheat, the latter would
involve hecavier transactions and require
larger capital than the former, though pre-
sumably a larger amount could be bor-
rowed from banks. It will suffice here to
consider the financial requirements of the
lesser problem.

The unrepresentative and low-grade
wheats vary from crop to crop. Including
Pacific and durum wheats, the exports out
of the short crop of 1925 were 63 million
bushels. With a larger crop, the figure
might be three or four times as much. This
wheat would need to be purchased by the
Board, but not necessarily at one time, since
the rate of export movement would depend
in part upon the rate of farm marketing.
The purchases of representative and pre-

*The Board, if it operated directly, would need to
make special borrowing arrangements, since commer-
cial banks do not loan on unhedged grain.
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mium wheats in the different regions would
vary from year to year in accordance with
the size, quality, and distribution of the
crop. The Board would need to concentrate
wheals in the several milling regions. A
purchase in the autumn of 1925 of 50 mil-
lion bushels of representative wheats might
have sufficed to maintain keen competition
hetween millers with prices at the desired
level; but for the crop of 1924 or 1926, much
larger purchases would have been required.

It is impossible to foresee how the opera-
tions of the Board would affect the course
of farm sales or the course of mill pur-
chases. Under circumstances most favor-
able to success and smoothness of opera-
tion, the movement from the farms would
be restrained, or at least adapted by farm-
ers to their own convenience, and the mills
would build up substantial stocks. If, how-
ever, the Board’s prices were regarded by
farmers and millers as high, farm ship-
ments would be greatly accelerated and
mill purchases curtailed, so that the Board
would have to purchase very heavily and
carry huge stocks. The Board could not
casily exercise pressure upon either party
to maintain such an orderly flow as would
best suit its convenience. The more cordial
the spirit of co-operation which the Board
could cultivate, the smaller would be its
difficulties, but the maintenance of this
spirit might put the Board under heavy ob-
ligations.

One may venture a guess at the minimal
magnitude of purchases of wheat—namely,
that the Wheat Board would annually need
to buy all of the exportable surplus and of
representative wheats an amount corre-
sponding to mill stocks on the first of Jan-
uary. Perhaps a maximum amount might
be 70 per cent of the merchandised crop,
though presumably this maximum would
seldom be approached, especially after the
earlier years, unless the Board operated
through a co-operative which handled the
entire crop. The holdings of the Board
would be much heavier during the fall than
in the spring, except in the event of an
unusual carryover. Purchases by the Board
would tend to be lightened if active trading
in futures were maintained; if the grain
exchanges were to close, the Board would
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face the situation of becoming the reposi-
tory for the entire merchandised crop.

No one is in position, even with the ac-
counts of the United States Grain Corpora-
tion, to suggest a figure for operative costs
in handling of wheat that might be found
applicable to a central board in time of
peace. The profits of the Grain Corporation
were in the neighborhood of 59 million dol-
lars, on purchases aggregating over 3,764
million dollars. Part of the profils were
derived from transactions outside of wheat
and flour. A considerable part was secured
through a sales policy of war reprisal: neu-
tral countries were holding us up on ton-
nage rates, and we retaliated by holding
them up on the prices of wheat, flour, and
other products. No corresponding sources
of profit would be available to the Board. It
would be rash to assume that the proposed
Wheat Board could operate as cheaply as
did the Grain Corporation, apart from the
lower level of monetary costs in general.
Certainly the profits of the Grain Corpora-
tion afford no guide to the returns under
peace-time operation. The Wheat Board
would not face a semi-starving, war-stricken
world buying wheat on credit from the
United States, but would be selling wheat
for export at prices considerably below the
purchase price,

The plan clearly contemplates that losses
would be sustained on exports of both
wheat and flour. These would vary from
year to year, per bushel and per barrel,
and in the aggregate, depending upon price
movements in world markets, upon expert-
ness in price judgment and the skill dis-
played in merchandising, and upon good or
ill fortune of many sources. With respect
to domestic operations, moreover, profits or
losses would occur from time to time, or
even from day to day. Assuming that the
desired effect on domestic price could not
be secured merely by taking the export sur-
plus off the market but would involve a
market deficiency created by Board pur-
chases of wheat for domestic use, the Board
would be both a buyer and a seller of
wheats for domestic use. We take it that
the Board (operating for itself or assisting a
co-operative) would need to be in position
at the price of the day to supply mills with
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wheats previously purchased; with a mov-
ing price system, such sales would involve
profits or losses. Also, we infer that the
Board might have to offer an “up-set price”
for old-crop wheat at the end of the crop
year. If the Board were able to hedge part
of its purchases, it might restrict its trading
gains or losses. If it did not hedge, the
Board would in effect be engaged in specu-
lation in cash wheat; the result would be
unforeseeable profits or losses at the close
of each season, precisely as is the case with
the Canadian Pool. Such profits and losses
on domestic transactions, incurred directly
or indirectly, might amount to consider-
able sums in any one year.

Fixine THE EQuaLiZATION FEE

The plan contemplates the assessment
and collection of an equalization fee, di-
rectly or indirectly, on each bushel of wheat
merchandised, except if applied indirectly
to flour, sufficient to cover costs of opera-
tion and losses sustained. The fixing of this
fee would be a serious responsibility of the
‘Wheat Board.

We assume that the amount of the fee
would be uniform for each crop year, re-
gardless of the type, grade, or quality of
wheat, and regardless of the date of mar-
keting. To alter the rate during a crop year,
or with different kinds of wheat, would
vastly multiply administrative difficulties.
It would be necessary to fix the fee before
the earliest wheat moved to market, cer-
tainly not later than June 15. At this time
it would bhe impossible to estimate, within
a very wide margin, either the volume of
the exportable surplus or the loss its sale
would involve. If, as some proponents of
the bill contend, the operation of the plan
should be self-supporting, it would be de-
sirable for the Board to play safe, and to fix
the rate that promised to be ample to cover
a liberal estimate of costs and losses. On
the other hand, seeking popularity with the
growers, the Board would endeavor not to
fix the fee at a figure which would give it a
very wide margin.

The size of the prospective crop and the
prospective losses on exports would consti-
tute the major factors determining the size
of the fee. As suggested by Table 1 (p. 182),
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the larger the crop, the larger the pros-
pective surplus, the higher the fee would
need to be in order to cover costs and losses.

Another important factor would be the
policy in regard to operating periods. If it
were desired to close the transaction each
year, and to assess the growers year by year
only enough to cover operating costs and
losses incurred in that year’s operations,
the fee would be fixed conservatively-—as
low as possible without causing a deficit.
Considerations of fairness to the different
producers would seem to favor this pro-
cedure, for it would mean that, so far as
possible, the costs would be distributed
among the growers in proportion to the
benefits received. In practice, however, this
policy would be extremely difficult to carry
out. Surpluses or deficits in the equaliza-
tion fund would be inevitable. Probably
the Board would find it impracticable to
devise a workable system of returning to
growers their fair share in such surpluses
or of assessing them afresh to cover a defi-
cit. Moderate surpluses or deficits might
readily be carried forward, to be absorbed
in the next year’s operations, and taken into
account in fixing the fee for that year. Con-
ceivably surpluses might be retained by the
co-operatives and deficits taken out of the
operating fund, but this procedure would
seem inconsistent with the philosophy un-
derlying the proposals.

Alternatively the Board might decide on
the policy of assessing a liberal fee in the
early years, with a view to accumulating an
operating reserve to absorb unanticipated
losses in any one year, or even, eventually,
a sufticient operating fund to enable the
Board to dispense, largely or entirely, with
drafts upon the revolving fund. This would
seem to be especially appropriate if the
Board had as a main objective the develop-
ment of a wheat growers’ co-operative to
which in time the operation of the scheme
might be entrusted. Such a policy would
be financially conservative, but it might be
subject to severe attacks by the growers.

Again, the policy might be adopted of as-
sessing a liberal fee in years when the
world price of wheat promised to be on a
high level, and when the domestic price, as
raised by the Board’s operations, was ex-
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ceptionally remunerative to the growers;
and to assess it conservatively in years
when reverse conditions obtained.! In this
way the aggregate losses would presumably
be most easily borne, but the distribution
of losses and benefits would not be as fair
as under the first policy suggested.

One must also consider the equalization
fee from the individual standpoint of the
grower. The fee would be levied on the
bhushel of wheat, bearing no relation to the
yield per acre or cost of production. While
growers everywhere would contribute the
same sum per bushel, growers could not
infer that they would share the henefits in
any such comparable relation. The growers
in some regions would he bhenefited more
than in others; we take it that growers in
the Pacific and the Southwest winter-wheat
regions would receive larger benefits than
would accrue to those in the hard spring-
and soft red winter-wheat belts. As to va-
rieties, soft white, durums and the durum
hybrids, and wheats grown under irrigation
would probably receive the greatest bene-
fits. In particular, one cannot expect that
the benefits would be most prominently
conferred on wheat growers who have heen
under the greatest distress. Indeed, it is not
outside of the bounds of possibility that
under the operation of the equalization fee,
the distress of some wheat-growing areas
might remain unmitigated or indeed be
intensified, while new areas reaped the pre-
dominant benefits of the system.

The Board’s policy in fixing the equaliza-
tion fee would probably not be determined
once for all. Much would depend upon the
views of the appointees upon their appoint-
ment and as matured after experience in
operations. Much also would depend upon
the temper of the growers, as it changed

"It has even been suggested that the equalization
fee to cover losses on one crop be collected on the next.
This has heen done with the view of eliminating the
almost insuperable difficulty of collecting a high
cqpa]ization fee in a year of bumper crop with low
price. For example, it would be impossible to col-
Iect~ an equalization fee of 2 cents a pound levied
against the present crop of cotton at the present price.
In addition to avoiding an impasse in collection, to
spread the equalization tfees over a term of years
would tend to lighten the burden of the heavy surplus
years. Such a plan obviously presupposes a continu-
ous, rather than a closed-season operation, but seems
to us utterly impracticable.
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from year to year, in respect both to their
satisfaction with their net returns and to
their attitude toward the Board itself. Po-
litico-economic expediency, and not merely
administrative wisdom or financial consid-
crations, would doubtless be important fac-
tors in practice, whatever the terms imposed
by law. The preliminary adjustment of the
cqualization fee would represent a neat
piece of technical judgment. The fixing of
the equalization fee would be less contro-
versial if operations were continuous, in
particular if it were designed to accumulate
an enduring working fund.

CoLLECTION OF EQuaALIzATION FEES

Either the law, or the Wheat Board in the
exercise of discretion given it by law, would
have to determine the method of collecting
the equalization fees. Most obviously the
fee might be collected either at the country
elevator or country mill, from the railroad,
or at the mill. These remittances would be
transmitted directly to the Board.

The original McNary-Haugen bill pro-
vided for collection at the country elevator
(or country mill), i.e., at the first point in
the merchandising process. Under this
scheme, the local elevator or mill would be
responsible for reporting its purchases and
remitting the appropriate sum to the Wheat
Board, regardless of the purchasers of the
wheat. The later Haugen bill provided for
collection from the flour miller, as the pro-
cessor; in such case the fee would be col-
lected only on the fraction milled for do-
mestic flour consumption, and not on the
wheat exported or sold for feed. If so col-
lected, the fee would presumably be fixed
at so much per bushel of wheat, or per
barrel of flour according to an agreed
ratio of wheat to flour, and remitted by
millers to the Wheat Board. As finally
amended, the Haugen bill left it to the
Board to determine whether to collect the
fee from producers or converters. In the
pending McNary and Haugen bills, it is
provided that the fee shall be paid upon
“the transportation, processing, or sale of
such unit.” This introduces the possibility
of collecting the fee from the railroad or
other transportation agency, and leaves to
the Board a wide latitude. The trend has
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been away from levying the fee at the
source, apparently in part because of a
desire to avoid the direct levying upon
wheat growers of what they might regard
as a tax and what might be legally inter-
preted as a sales tax.

If the equalization fee were levied at the
source of wheat, this would imply placing
under license for regular report to the
Wheat Board every grain elevator and mill
in the United States-—over thirty thousand.
The experiences of the United States Grain
Corporation in the control of country ele-
vators do not lend encouragement to the
idea of licensing country elevators for the
specific purpose of collecting equalization
fees. The administrative details would be
enormous and there would be obvious pos-
sibilities of circumvention.

On the other hand, from the standpoint
of the purposes of proposed legislation, the
equalization fee ought to be levied on grow-
ers as directly as possible, rather than
through carriers or converters. The purpose
of the proposed legislation is to increase the
price of wheat for the benefit of wheat
growers; it is not done to benefit railroads
or flour millers. In equity, the administra-
tive burden should fall upon the profit-
receiving class. Merely because there are
fewer mills than elevators and because,
through the possession of better accounting
methods, it would be easier to collect the
fees from carriers or millers, there is no
reason for imposing on them the burden
of administration of which the profits ac-
crue to growers.

Furthermore, one of the ostensible pur-
poses of the ecqualization fee would be
largely nullified by collection at the mills
instead of at country elevators. Proponents
of the measure rest their hopes of restrain-
ing expansion of acreage upon the effect of
a higher fee in warning against increase of
production. With a large crop and a heavier
burden on the Wheat Board, the equaliza-
tion fee would be higher and growers would
presumably observe directly a causal rela-
tionship between larger crop and heavier
equalization fee. The restraining influence
on acreage to be expected from the equali-
zation fee has been exaggerated, as will be
explained below; but whatever the effect,
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psychologically it would be best manifested
if the grower saw the equalization fee de-
ducted from his elevator price. If it were
paid by the mills, it would not come to his
attention in the same direct and impressive
way.

Collection in transit would be simpler
than collection at country elevators, since
railroad agents, acting as agents for the
‘Wheat Board, could merely add the fee to
the freight rate, and could be co-ordinated
in a manner impossible with country ele-
vators. Between the carriers and the Wheat
Board, the assessments would be checked
by concordancebetweenreported collections
and shipments of wheat. Upon what theory
of equity, however, this burden should be
placed upon the carriers, it is hard to see,
It is difficult to imagine railroad agents em-
powered with anything resembling police
powers in order to administer the collec-
tions. If equalization fees were to be col-
lected by railroads, wheat passing to mills
over highways would attain substantial di-
mensions in some regions; under such cir-
cumstances, there can be little doubt of the
development of a substantial amount of
evasion of the fee through trucking to mills
in Kansas, Nebraska, southern Minnesota,
and the soft red winter-wheat region.

The simplest administrative procedure
would be to have the equalization fee col-
lected from flour millers, in one of several
possible ways. If the fee were collected at
the mills, seed wheat and feed wheat as
well as export wheat would be exempt; if
collected at the source or during transpor-
tation, varying fractions of seed wheat and
feed wheat, and all export wheat, would be
subject to the fee. Millers might pay the
equalization fee per bushel on wheat as
purchased; but this would impose interest
charges on the mill account. Or, millers
might pay the equalization fee per bushel
at the expiration of a set term, 60-90 days,
long enough to allow the wheat to be milled
and the flour matured ready for sale.
Finally, millers might pay the equalization
fee in terms of the unit of flour, remitting
so many cents per barrel of flour manufac-
tured and ready for sale, or flour sold.

The accounting practices of mills are not
uniform, though efforts are now being
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made by the Millers’ National Federation to
introduce a uniform system of accounting.
There is, however, little doubt, from the ex-
periences of the Milling Division of the
United States Food Administration, that the
accounting practices of mills could be
readily adapted to a reliable system of col-
lection of the equalization fee without ex-
cessive clerical burden to the mills. In any
event the costs of collection should properly
be borne by the Wheat Board.

It seems clear that the merchandising
practices of millers might be disturbed if
the fee were levied upon flour. Assessed in
a manner corresponding to a sales tax on
flour, this might disturb the price relations
between the flours in an unforeseeable
manner. Let us assume an equalization fee
of 10 cents a bushel and that 4.7 bushels of
wheat corresponded to the average barrel
of flour; the equalization fee, therefore,
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would be 47 cents a barrel. Prices of clear
flour would be thrown out of line if it paid
an equalization fee of 47 cents a barrel; on
short patent flour 47 cents would represent
relatively a much lower imposition. Unless
the Board could devise some method of
varying distribution of the equalization fee
upon different grades of flour, the result
might be to increase the present difficulties
of disposing of low-grade flour.

In short, the difficulties of collection from
growers are largely a matter of clerical
costs and policing detail. Collection through
the railroads would encounter serious eva-
sion in certain areas. The difficulties of col-
lection at the flour mills largely relate to
possible disturbances in price relations,
which, however, might be avoided if the
policy of operation were to include arrange-
ments covering the different kinds of flour
manufactured.

IV. PROBLEMS OF FUTURES TRADING, EXPORTS, AND CARRYOVER

Apart from the price problems and the
questions relating to the levy and collection
of the equalization fee, the Wheat Board
would face important problems of policy
and practice of vital importance to trade
interests and to the success of its opera-
tions as a whole. Here we may consider the
question of the maintenance of future trad-
ing, the handling of exports of wheat and
flour, and problems of carryover.

CoNTINUATION OF TRADING IN WHEAT FUTURES

It is commonly accepted, or implied, by
advocates of the scheme under considera-
tion, that its operation is compatible with
the continuation of the present system of
trading in wheat futures. We go further
and make the inference that the feasibility
of operations would be contingent on the
continuation of futures trading.

On the assumptions that we have made,
the Wheat Board would be maintaining
not an unfluctuating price, but a series of
margins between the moving American
price system and the moving Canadian
price. If operators in charge of country and
line elevators, terminal elevators, and flour
mills were convinced that the Wheat Board
intended to maintain the price of wheat as

high as possible behind the tariff wall, had
the funds to make the necessary purchases
to execute this policy, was in position to
guarantee such a level of price of wheat,
and had the financial resources to “hold the
bag” under all circumstances even in the
event of bumper crop and carryover, then
they would be in the position of continuing
their operations at the higher price level,
protecting their transactions by hedges just
as they do now. The only difference would
be that the Wheat Board would be in the
market as a super-merchant, just as the
Canadian Pool is now in the market as a
super-merchant. Under these circum-
stances, much as at present, merchants
would store hedged wheat in elevators, for
the profit over the carrying charges; mills
would buy advance stocks of wheat, pro-
ceed with flour sales, and hedge both; spec-
ulators would continue their activities in
accordance with the frequency and degree
of price fluctuations. Hedging of exports
would be eliminated, so far as exports lay
in the hands of the Wheat Board; but if the
Wheat Board should prefer to operate
through existing exporters, these could not
dispense with hedging, unless they were to
act on commission,
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One of the functions of grain exchanges
is to serve as geographical places for the
registration of wheat prices. If the supply
of wheat were virtually in the control of a
Board and were merchandised in such a
way as to keep the price of wheat up near
the point of imports from Canada, this sus-
tained price would rise and fall with the
world price, qualities considered. But even
under these circumstances, places of regis-
tration in public American markets could
not be dispensed with. To have grain ex-
changes effective, the factors determining
price must meet at common points; this,
however, might still be the case with a well-
managed quasi-monopoly of the supply. If
the Canadian price happened to he unusu-
ally steady and the efforts of the Wheat
Board to keep up the American price re-
sulted in unusual stabilization, the volume
of speculative trading would be small and
might be insuflicient to absorb the hedging
transactions of grain merchants and mill-
ers. This has been the case under normal
circumstances and might easily transpire
again. Under most conditions, however, if
the Wheat Board were competently man-
aged and had adequate financial resources,
if the permanency of the system were recog-
nized and accepted, it ought to be possible
to secure the continuation of speculative
trading in futures on such a plane as to
preserve hedging advantages to grain mer-
chants and millers.

If, however, for any reason, through in-
expertness in management, through short-
age of funds, or through wvacillation or
reversal of policy by the Wheat Board in
the course of a crop year, the system of
trading in wheat futures should break
down, country and terminal grain mer-
chants would decline to carry wheat and
mills would be afraid to accumulate stocks.
Everything would go from hand to mouth.
The burden of the crop would fall on the
Wheat Board; it would become the sole re-
pository of wheat, to which the mills would
turn precariously for daily supplies. The
Board would need to be prepared, if emer-
gency developed, to be the sole holder of
wheat, just as the United States Grain Cor-
poration during the war was in effect in
possession of the entire crop. A great deal
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would depend on the effectiveness and
policy of the organization.

Much also would depend upon whether
growers, millers, grain traders, and bankers
were co-operative or not co-operative. The
confident view of the proponents of the
scheme is that the commercial interests of
millers, grain dealers, and exporters are not
necessarily involved, that they could and
would adapt themselves (so far as their
own business and profits are concerned) to
the new system quite as well as to the old,
and that the changes would be in appear-
ance and in terminology rather than in
fact, the plane of identical operations being
merely raised to a higher price level but
otherwise unchanged. This optimistic view
is not supported by a survey of war control
of wheat. The idea that the proposed
scheme can be imposed upon or inserted
into the present system without far-reach-
ing adaptations rests upon an assumption
of rigidity in stratification that is not in
harmony with trade experience. The wheat
trade from producer to consumer is not a
structure, it is a movement; it must be
judged and investigated from the stand-
point of hydraulics, so to speak, rather than
from the standpoint of stress of solid mate-
rials. We are not disposed to urge that the
co-operation of the interests involved would
be impossible to secure; hut certainly the
operations during the first year would be a
gigantic experiment.

Under these circumstances, it would seem
imperative for the Wheat Board to secure
and maintain such relations with the trade
and establish such clarity of purpose and
continuity of policy as would insure the
continuation of present merchandising
practices, including trading in futures on
grain exchanges. This co-operation of the
trade might have to be paid for, but it
would represent a valuable and dependable
insurance to the Wheat Board.

Opinions of millers and grain traders are
unusually divergent on this point. Many
millers, basing their views on war experi-
ences, feel that there is no halfway station;
either they must continue to have com-
pletely competitive trading on established
grain exchanges or operate under extensive
agreements with the Wheat Board without
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hedging. They cannot contemplate working
with semi-competitive prices for wheat,
precarious hedging, and fully competitive
prices for flour. The mills in the northern
tier of states feel particularly apprehensive,
because they are so thoroughly committed
to the hedging of both wheat and flour trans-
actions. The mills in the hard winter-wheat
regions and in the Pacific region, with some
notable exceptions, practice hedging only
sporadically, or not at all, and are much
less disturbed at the prospect of doing busi-
ness without the customary operations of
the grain exchanges. Mills that grind one
variety of wheat predominatingly are less
concerned than those which blend exten-
sively, since unforeseeable changes in re-
gional prices might introduce disturbing
complications.

Grain merchants seem divided into two
groups. In the one group the view is held
that exchange trading would cease under
the operations of a Wheat Board because in
the very nature of the appointment of the
members of this Board it would be impos-
sible to secure technical competence and
requisite managerial talent. Neither po-
litical control nor farmer control recom-
mends itself to them for efficiency. These
merchants do not believe that it is possible
for a Board of twelve members—one from
each of the federal land bank districts, ap-
pointed by the President from lists of eligi-
bles submitted by nominating committees
of which the members are elected by farm
organizations and co-operative associations,
and assisted by an advisory council of seven
for each agricultural staple drawn from the
producers of the particular commodity—to
possess such technical ability as to establish
in the trade the necessary confidence in
soundness of procedure and continuity of
policy required for the undertaking. It is
urged that unless the trade is convinced of
the technical competency and non-political
administration of the Board, speculators of
all kinds (with the possible exception of
scalpers) would withdraw from the mar-
kets, and wheat merchants and flour millers
would find themselves restricted to cash op-
erations without insurance by hedging. The
speculators would direct their attentions to
other commodities or transfer their opera-
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tions with wheat to the Winnipeg Ex-
change; the wheat merchants and millers
would restrict themselves to hand-to-mouth
transactions, unless they could establish
working agreements with the Board, and
these would necessarily be conducted with
the assumption of risks by the Board. The
trading in wheat futures, whether by scalp-
ers, small but innumerable so-called invest-
ment traders, or large operators, springs
from a host of individual opinions as to
prospects of movement of price. The pro-
fessionals alone cannot make a trading
market. Nearly 90 per cent of speculative
trading in wheat futures is done on the
Chicago Board of Trade, but the traders
live in every state. If the general public
does not participate, the trading in futures
fails of its customary function. The general
public, however, is both diffident and ca-
pricious and would be prone to withdraw
from speculations unless it was generally
understood that grain merchants and
millers had confidence in the policies of
the Wheat Board.

These views are held particularly by
traders who have wide experience in deal-
ing on the grain exchanges of New York,
Chicago, Minneapolis, and Winnipeg, and
who are thus in position to appreciate at
once the indispensability of futures trading
and the mobility of speculative traders.

Against this stand the views of other
grain merchants who are convinced that,
even with the political complexion of the
Board, it could be assumed that the Board
would employ competent managerial talent
and that the continuation of workable trad-
ing on grain exchanges would be possible
under the proposed system, provided that
the operations were conducted, under com-
prehensive arrangements with the trades,
from the standpoint of the established busi-
ness philosophy of American grain trading
and milling. The adherents of this view are
convinced that the Board, in the interests
of a technically successful operation, would
see the necessity of continuing trading in-
centives for merchants and millers, would
appreciate the necessity of volume of specu-
lation large enough to absorb hedges, and
would both broadly and specifically adapt
the operations of the Board to the current
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practices of the business, just as the man-
agement of the Canadian Pool has endeav-
ored to do. They think that speculators,
finding it inconvenient to concentrate their
operations on the Winnipeg Exchange,
would endeavor to make the best of the new
circumstances and would be able to con-
tinue their operations if the Board should
establish objective and equitable working
agreements with elevators and mills.

On this matter war-time experience is
lacking, for futures trading was suspended
during the period of control. We had a
minimum fixed price for wheat, above
which, however, the price was movable and
fluctuating. Under the Lever Act, the Presi-
dent was authorized to prescribe regula-
tions governing or partly prohibiting oper-
ations, practices, and transactions at, on, or
under the rules of any exchange or boards
of trade. The grain exchanges volunteered
to cease futures trading in wheat. Follow-
ing the close of the war, futures trading in
wheat was not resumed for the guaranteed-
price crop of 1919. With the close of opera-
tions on the part of the Grain Corporation
in 1920, the grain exchanges faced no incon-
siderable technical difficulties in resump-
tion of trading. In order to permit of a
period of orientation, it was decided not to
use July and September for delivery
months; therefore trading in futures was
resumed on the exchanges on July 15, 1920,
for December delivery.

The type of trading judgment that influ-
enced these decisions would obviously be
skeptical of the maintenance of futures
trading under a Wheat Board administer-
ing the proposed scheme. The wide and
erratic fluctuations in prices during the
following period were regarded as abnor-
mal; and it was a common expression in the
trade that speculation had got out of stride
and that time would be required to re-
cover its customary function.

In our judgment, the continuance of
speculation would be well-nigh essential to
the success of operations. If speculation
should decline to such an extent as no
longer to absorb hedges, hedging transac-
tions, instead of constituting an insurance
for dealers and millers, would tend in them-
selves to provoke price fluctuation. With
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registry of price no longer secured through
trading operations on exchanges in the
United States, the Wheat Board could do
little else than accept the closing price on
foreign exchanges, presumably Winnipeg,
and stabilize the market prices daily at
fixed differentials. The next step would be
to take over, or at least by contract to con-
trol, transactions of grain merchants, ele-
vators, and millers, just as was the case
during the war. The dropping out of specu-
lation on American exchanges would not
necessarily mean the disappearance of
these transactions. It might instead mean
the transfer of the speculative transactions
of Americans to foreign exchanges, notably
Winnipeg. With American speculators op-
erating on the Winnipeg Exchange, and
elsewhere abroad, with the Canadian Pool
practicing trading in futures but presum-
ably not the hedging of receipts and sales,
and an American Wheat Board accepting
the closing Canadian price as the basis for
American prices, international speculators
would occasionally be in position to lead a
Wheat Board a merry chase.

A number of intriguing inquiries present
themselves collaterally. With maintenance
of trading in wheat futures, would the
Wheat Board hedge its purchases (receipts)
and sales? The Canadian Pool did not do
so during its first three years; during the
present season it is our understanding that
the Pool has placed hedges against receipts
to some extent. Heavy unhedged pur-
chases early in the crop year might tend to
provoke reversed carrying charges and put
the option of the near month at a premium
over that of the distant month. Like the Ca-
nadian Pool, the Wheat Board might have
to take over the options of its customers at
home and abroad. Would the Wheat
Board, like the Canadian Pool, feel itself
forced under certain circumstances, to buy
wheat futures in the attempt to maintain
the price? Such a Board, with its capital
and holdings of wheat, could be a very pow-
erful factor on the grain exchanges, espe-
cially during transitions from one trading
month to another and when competition in
cash trading tended to lag. Unmoved by the
example of the Canadian Pool, we take it
that an American Wheat Board would not
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hedge receipts or sales and would not buy
or sell futures primarily. It might decide to
accept for liquidation the options of its cus-
tomers; but it might, on the contrary, de-
cide to decline such options and to make
this a condition of sales at home and
abroad. Continuity of policy on the part of
the Board would be essential, since the
trades could not operate without it. It
would need to be known specifically ex-
actly what would be the policy of the Board
in respect both of hedging receipts and
sales and of trading in futures. Merchants
and millers could not face the risks of
forward transactions if there were a possi-
bility that the Board at any time might de-
termine to shift its position from non-hedg-
ing to hedging, from non-trading in futures
to trading, or vice versa, since the Board
with its resources in money and wheat
would constitute a potential juggernaut.
These considerations would apply to trans-
actions by co-operatives precisely as to a
Wheat Board.

Tue ProBLEM OF WHEAT EXPORTS

The scheme under consideration implies,
as we have seen, the segregation of the ex-
portable surplus and its sale abroad for
what it will bring, at prices considerably
below the level of domestic prices. The
plan would require the Wheat Board, not
to take over the entire export business in
wheat and flour, but to intervene at numer-
ous points in the process.

It is frequently assumed, in discussions of
the proposal, that the exportable surplus is
a definable entity and can be ascertained
early in the crop year. This is far from the
truth. Reasonably constant requirements
for domestic flour consumption can perhaps
be safely assumed. Seed requirements can
be forecast within a small margin of error.
But the inaccuracies in early forecasts and
estimates of the crop, and variations in
feed and waste from year to year, render it
impossible even for experts to arrive at esti-
mates of the exportable surplus except
within a wide range.! If this is true of the

' During the current year, for example, the Depart-
ment of Agriculture has maintained for several

months an estimate of probable exports at 180-220
million bushels.
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crop as a whole, it is much more true of
distinguishable fractions of the crop—hard
winter, soft winter, durum, and Pacific
wheats. Fortunately, the success of the
Board would not depend solely upon the
accuracy of its advance estimates of the
exportable surplus, but it would need to be
constantly improving these estimates, in
the aggregate and in the separable frac-
tions, as the season progressed, and to regu-
late its export policy accordingly. Other-
wise, for this reason, it might fail to pur-
chase this wheat fast enough, or might push
it out so fast that a special shortage of cer-
tain types, grades, or qualities would arise.
It must be borne in mind that we raise
durum wheat primarily for export.

The first function of the Wheat Board
would be to get possession of the surplus
wheats naturally destined for export,
whether because of quality or of quantity,
in amounts that would vary from region to
region in different years. This would re-
quire expert judgment, both in sizing up the
positions of crops and in the early appraisal
of millers’ requirements. The necessity of
securing possession of the exportable sur-
plus as early as possible would not neces-
sarily imply early shipment into export
markets; this would vary from season to
season, in accordance with conditions in
world trade in wheat.

An efficient Wheat Board would recog-
nize that a considerable fraction of the non-
descript and lower-grade wheats ought not
to be exported, but ought to be disposed of
on the domestic feed market. Collecting the
equalization fee on all wheat sold would in
itself encourage farm feeding of low-grade
wheat. To some extent in every year, these
wheats, properly merchandised, could be
sold for feed for lower losses, from the
standpoint of the total operation, than
would be incurred if they were exported.
In order to do this, the Wheat Board would
need to maintain a feed division in close
touch with coarse grains and manufactured
concentrates. Such selling of low-grade
wheat would, of course, tend to depress the
price of mill-feed and other concentrates
and fix on flour the increase in the cost of
wheat; but this, we assume, would be a
desired result.
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We take it that the Wheat Board would
organize an export division or corporation,
or, if it operated by indirection, would pro-
mote the organization of such an agency by
growers’ co-operatives. Some earlier bills
specifically bestowed this power, and it is
clearly implied in the pending bills. The
export problem of the Board, in possession
or control of practically the entire export-
able surplus, and secking to minimize losses
on its sale, would be somewhat analogous
to that of the Canadian Wheat Pool, but
quite different, in several respects, from the
problem of commercial exporters, who
usually buy and sell almost simultaneously
and carry no large stocks. Among other
things, the Board’s export agency would
search out special markets for white Pa-
cific and durum wheats, and low-grade ex-
portable wheats of all varieties. By keeping
close contact with the markets for these
special wheats, it might minimize the reac-
tion of foreign prices on domestic prices.

The organization of an export corpora-
tion would not mean, however, that transac-
tions through commercial exporters would
cease. The war experiences with wheat
control indicated the advisability of having
private traders and official boards work
side by side, in both exporting and import-
ing countries. Arrangements would need to
be perfected whereby losses on exports
made by commercial exporters, up to cer-
tain amounts per bushel, could be refunded
by the Wheat Board. Commercial export
houses would then purchase wheat on the
open market in competition with American
mills and with the Board itself. Their expe-
rience and foreign contacts would often
make it possible for them to carry through,
at a profit to themselves, transactions that
might not be practicable for the Board. The
export of wheat is a highly specialized busi-
ness; other things heing equal, a Wheat
Board ought to take advantage of expert
trading talents, making use of them for the
general good of the situation in return for
reasonable profils accruing to exporters. It
might, indeed, prove practicable and ad-
vantageous to have some export of wheat
dene on agreed terms through commercial
houses, amounting to a commission busi-
ness. In some years the export problem
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would be relatively easy, as was the case
during 1925-26; in other years it would he
very difficult. A Wheat Board might have
to decide hetween the undesirability of a
huge carryover of export wheats and a
forced sale abroad at collapsed prices that
would involve unanticipated inroads on the
cqualization fund. Under such circum-
stances, it would be a disadvantage to have
the export of wheat completely centralized.

The export program of the Wheat Board
would be necessarily related to the export-
ing periods of competing surplus-producing
countries. The Board could not be gov-
erned by wheat growers’ predilections for
“orderly” marketing. As a rule, it would be
the wisest policy to get the exports from the
hard winter-wheat belt out of the couniry
before the spring wheats are ready for mar-
ket. This would often give the best price,
as well as reduce costs, clear the markets,
and simplify the later domestic situation.
Whenever the course of collection of ex-
port wheat was not identical with the
course of export, storage charges would of
course he involved. In order to take ad-
vantage of transient opportunities that arise
in world markets, it would be necessary to
have some export wheat lying in positions
adjacent to ports. Storage on farm and in
country elevators is cheap, while storage in
terminal ports is expensive; but a saving by
use of country storage might be overbal-
anced by loss of an export opportunity. The
more the export of wheat were centralized
in one organization, the more complex the
problem would become.’

The Pacific region (Idaho, Washington,
Oregon, California, Utah, Nevada, and Ari-
zona) stands geographically detached, yet
the Wheat Board could not handle the sur-
plus problem of this region without coming
into contact with the operations east of the
Rocky Mountains. This region regularly
imports premium hard wheat from Kansas
and Montana and considerable flour as well.
Nevertheless, it exports a much larger pro-
portion of its wheat crop than does the rest

' Cf. U.S. Department of Commerce, “Mecthods of Mer-
chandising American Wheat in the Export Trade” and
“Seasonal Aspects of Wheat Exporting” by Theo. D.
Hammatt, T'rade Information Bulletins Nos. 183, 185,
and 350, February 1924 and May 1925, respectively.
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of the couniry, considered as a unit. The
exports of wheat and flour go predominat-
ingly to users of soft wheat, especially in
the Orient. Under present conditions, the
terminal price of wheat in the Pacific region
tends to stand relatively below terminal
prices in the rest of the country. A Board
could bid up the price of wheat to the point
at which Canadian wheat would enter via
Vancouver or elevator-run eastern wheat
and flour would flow across the Rocky
Mountains. There would ordinarily be a
wide margin hetween the point to which the
domestic price could be driven and the
world price at which the surplus wheat and
flour could be sold. Export losses, there-
fore, would be disproportionately heavy. If
these were merged in those for the entire
country and the same equalization fee were
levied, a powerful stimulus to expansion of
wheat acreage in this region would be
given. On the other hand, if the Board
could and did distribute these losses among
the growers of the Pacific region alone by
an equalization fee peculiar to this region,
the growers would gain but moderately.
Since there is practically no hedging of
wheat or flour in the Pacific region, trad-
ing operations there would not be greatly
affected. The Pacific region would be an
ideal place to set up export corporations,
for wheat and flour. The real problem of
the Board would be to decide whether the
region should be merged with the entire
country or given separate treatment.
Whether the Wheat Board functioned di-
rectly or through a representative wheat
growers’ co-operative or group of co-opera-
tives, it is natural to assume that it would
cndeavor to establish intimate working re-
lations with the Canadian Pool. The latter
has already undertaken to establish con-
tacts with the wheat pools of the United
States and Australia, and, we understand,
hz}s also endeavored to come into touch
with wheat exporters in Argentina. The
broad objective is to co-ordinate the export
programs of the several countries in order
that they shall be operated with a view to
stabilizing and supporting the world price.
While the Canadian Pool might regard it
as advantageous to have a working under-
standing with an American wheat grow-
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ers’ co-operative association, under existing
conditions, it is not certain that it would
be eager to have a working agreement with
a governmental Wheat Board under the
conditions in contemplation. The crux of
the situation would lie in the tendency to-
ward increased acrcage. Within the Do-
minion, the Canadian Pool faces a tendency
to expansion of wheat acreage and produc-
tion—with sequential depression of world
prices—and a rise of land values involving
higher land charges. This tendency is
strengthened, as in Argentina and Aus-
tralia, by the fact that national interests
seem to requirc expansion of population,
production, and exports, in order to balance
the international account and provide new
foreign capital for domestic development.
Though the Pool has made no attempt to
control wheat acreage, its interests (i.e.,
the direct interests of present members) are
clearly opposed to any substantial stimulus
to domestic wheat production. Much more
contrary to its interests, and to those of the
Canadian wheat grower, would be the rapid
expansion of wheat production and exports
in other countries.

Now, while it would not be the intention
of the Wheat Board to expand the exports
of the United States, it does not seem to us
open to question that expansion would be
the inevitable result of an administratively
successful application of the equalization
fee. (See below, pp. 220-231.) If so, the
proposed scheme would involve a stimu-
lated competition with Canadian wheat in
world markets on an artificial basis, for our
exports would admittedly be sold for what
they would bring. Quality considered, the
remnant of the American crop competes
with the bulk of the Canadian crop; the
larger the remnant, the heavier the com-
petition. While, therefore, the Canadian
Pool would like to see a wheat growers’
organization succeed in the United States,
it is doubtful how far it could go in subordi-
nating its export policy, designed to increase
the price of Canadian wheat, to co-ordina-
tion with an American policy of which the
successful outcome would tend to be to
lower the world price of wheat and sequen-
tially the Canadian price. In other words,
class solidarity and current merchandising
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interests would tend to bring two organiza-
tions together; but national competition and
long-run considerations would tend to keep
them apart.

In any event, there is no early prospect
of a high degree of co-ordination of the ex-
porting interests of the great wheat-export-
ing countries—Canada, the United States,
Argentina, Australia, and Russia—such as
would constitute a virtual monopoly of
world export trade in wheat on behalf of
the growers. Even the approach of such a
consummation would provoke the defensive
organization of co-ordinated import monop-
olies such as were created during the war
and as are contemplated in the program of
the British Labour Party. In the near fu-
ture, at least, the export problems of the
Wheat Board would be simplified by the
development of the Canadian and Austra-
lian pools, but they would not necessarily
be easier to solve.

In pre-war years it was customary for
European importing countries to import
wheat in advance of their needs and to
carry large stocks. This enabled these
countries not only to secure, by suitable
blending, the most effective use of  their
domestic wheats, but also to play the sur-
plus-producing countries off against one
another. In years of short world crops, the
international market tended to be a sellers’
market, and in years of normal or large
crops, to be a buyers’ market; but in the
majority of years the trading advantage
lay with the importing countries. Since the
war this condition has been altered, partly
because of financial stringency, high inter-
est rates, and high carrying charges in Eu-
rope, and partly because of a succession of
years in which the world market favored
wheat buyers.

The present tendency is for the import-
ing countries to carry moderate or low
stocks, and for the exporting countries to
hold the great bulk of trading surpluses. If
these surpluses are moderate, and are ef-
fectively handled, this means that competi-
tion between European importing countries
is stimulated, and that they must, through-
out the season, seek out particular imports
in order to make the best use of their do-
mestic wheats. The Wheat Board, like the
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Canadian Pool, would naturally be inter-
ested in maintaining this situation, by feed-
ing out the shipments and restraining the
building up of stocks in importing countries.
But this would require the skilful formu-
lation and the judicious and temperate
execution of an export policy, with close
knowledge of import requirements, Russian
export probabilities, and crops in the South-
ern Hemisphere; otherwise the Board
would find itself holding back wheat while
other countries were selling out. If, how-
ever, export surpluses were large and car-
ryovers tended to accumulate in export
countries, the importing countries could
casily afford to follow a waiting policy, and
count upon the competition of even great
exporters such as the Wheat Board and the
Canadian Pool to keep down wheat prices.

Would the proposed double standard of
marketing be construed abroad as a “dump-
ing,” such as is made subject to reprisal
under our law? It requires little stretch of
the imagination to infer that some foreign
governments would regard the operations
of the Wheat Board under the scheme as
inconsistent with the spirit and possibly
the letter of Section 303 of the Fordney-
McCumber Act and of Sections 201 and
202 of the Emergency Tariff Act of 1921
that were not repealed when the Fordney-
McCumber bill was enacted. If the results
of the operation were to raise domestic
prices, not to lower export prices but to
leave them where they would have been
without the enactment of the measure, pro-
testing foreign countries would find diffi-
culty in making out a case for complaint on
the score of dumping. Indeed, the Board
might make the rejoinder that through cen-
tralized export control the prices of Ameri-
can wheats on world markets would be
advanced, rather than reduced, under the
operations of the scheme. In view of the
complexities and technicalities, however,
protesting countries might contend that
what appears to us to be a raising of do-
mestic prices over export prices might be
construed as a lowering of export prices
under domestic prices. Foreign govern-
ments might feel themselves provoked into
the establishment of countervailing duties
against what they could profess to regard
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as dumping; indeed, other restricting or
penalizing devices might be contrived, more
probably applied to flour and flour prod-
ucts than to wheat. Such retaliations would
have the effect of increasing the loss on
exports per unit, or diminishing the volume
of exports, or both. Would such legislation
provoke Dominion preference in the Brit-
ish Empire? Would it lead to preferential
treaties—for example, between Italy and
Argentina? Naturally the interests of im-
porting foreign countries would be opposed
to those of exporting foreign countries, in
their interpretation of the workings of such
marketing control upon the part of the

United States. In each importing country

the agrarian interests, opposed to stimulat-
ing exports from exporting countries, would
be in conflict with the industrial classes
seeking food imports at the lowest costs.
The outcome of such political agitations,
varying from country to country, is impos-
sible to predict. The political and commer-
cial reactions of European countries might
be intensified by the fact that we are a
creditor country. Some countries would not
confine themselves to the question of direct
injury; they would seek to establish the in-
consistency of the position for future use
as a precedent. If we can maintain two
price levels for wheat, why should not an-
other country have two price levels for
steel? These are some of the larger ques-
tions involved in the export problems that
would be created by the proposed measure.

THE ProBLEM oOF FLour EXPORTS

The export of flour would involve numer-
ous and varied problems, among the most
difficult confronting a Wheat Board. To a
considerable extent, importing countries
desire both wheat and flour; beyond this,
however, there are special markets for
cach. Wheats are in a certain sense more
fluid than flour in channels of export, but
some countries regularly tend to import
flour rather than wheat. There are more or
less continuous difficulties in securing pro-
portional ocean freight rates for wheat and
flour, since flour is shipped in parcels while
wheat shipments may be parcels or cargoes.
To some extent, export flours come from
different wheats than are milled at home
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for domestic consumption; but broadly con-
sidered, part of the flour ground from cach
bushel of wheat in many large merchant
mills goes to export. The exports of flour
are largely confined to certain regions—to
certain countries of Europe, the Levant,
Central America, South America, the West
Indies, and the Orient. To some extent, de-
mand in these markets is influenced by
quality considerations; but to a substantial
degree volume of trade is dependent on
merchandising practices as well as on price.

During the war it was governmental
policy to favor export of flour over wheat,
and probably the same policy would also
appeal to a Wheat Board operating under
the plan proposed. In favor of the export
of flour are urged the retention of mill feed,
the importance of the added value of manu-
facture in the international account, and
the employment of labor and capital in
flour mills and in the industries contrib-
uting accessories, though all of these ad-
vantages may be secured at invisible costs
overbalancing the obvious gains. More-
over, American flour mills have established
markets abroad that ought to be main-
tained in the interests of wheat growers
themselves, since a wheat and flour export
market is broader than a wheat export
market. On the other hand, it is safe to
say that in time of peace the promotion of
flour exports would meet with much more
resistance from European importing coun-
tries, through tariffs and reprisals, than the
promotion of wheat exports. It is a com-
mon practice of importing countries to
maintain relatively heavier duties on flour
than on wheat. Peace conditions would be
far different from war-time conditions, and
measures adopted to protect domestic mill-
ing industries abroad would, in many coun-
tries, effectually checkmate efforts of the
Wheat Board to promote exports of flour
rather than of wheat.

Whenever domestic wheat prices rise out
of line with Canadian wheat prices, the cost
of American flour rises above the cost of
Canadian flour and makes export difticult
or impossible. Under such circumstances,
mills in position so to do would grind Ca-
nadian wheat in bond for export of flour,
and this might be stimulated under the
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operation of an equalization fee. Under the
proposed operations of a Wheat Board, the
domestic price would be driven so far above
the Canadian price as to make impossible
the export of flour from domestic wheat,
in competition with Canadian flours or
with American flours milled in bond from
Canadian wheat. In order to correct this
situation, the equalization fee, if paid at the
mills, should bhe automatically refunded
without loss to mills, on proof of export of
flour. Beyond this, however, it would be
necessary for the mills to receive a rebate
of at least such an amount as would offset
the disadvantage to them, as competitive
flour exporters, caused by raising domestic
wheat prices.

The computation of this remission would
be an inherently difficult problem, both
from the standpoint of equity to growers
and millers and because of difficulties in
administration. By what accounting is to
be determined the loss, as related to export
price, suffered by mills by reason of the
elevated domestic price? If the Wheat
Board were to export wheat on its own ac-
count, the books would show the loss; if a
merchant were to export wheat, his books
would show the margin between price of
purchase and price of domestic sale, though
the question of proper expenses and profits
would need to be settled by agreement. But
with the export of flour, in consideration
of the demonstrable fact that conversion
charge, overhead, relation to capacity out-
put, expenses of management and sale, and
profits vary from mill to mill and from re-
gion to region, the adjudication of the losses
on export of varying fractions of flour in
actual transactions would be a very difficult
matter. Yet upon such adjudication, upon
advance agreements governing such trans-
actions, would depend the success of the
Board in maintaining minimal flour ex-
ports, to say nothing of expanding flour
exports. We have some export trade in
macaroni, biscuit, and other manufactured
wheaten goods; this trade also would claim
exemption from loss on the basis of adjust-
ment for wheat flour content.

The simplest procedure would be for the
Board to undertake no export of flour di-
rectly, but merely to assist millers and ex-
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porters through agreements whereby some
equitable procedures were established for
lifting from the mills all costs and liabilities
directly and indirectly arising out of the
elevation of domestic price above Canadian
price, leaving mills relatively in the same
position in respect of competition with
Canadian mills in foreign markets that they
occupied prior to the legislation. Once such
an equitable working agreement were es-
tablished, the volume of export of Ameri-
can flour would depend upon regional
availability of wheats, freight rates, manu-
facturing efficiency, and merchandising
ability, as is the case at present. Probably
flour millers as a class would prefer this
type of procedure, since it would avoid the
largest number of incalculable elements.
Surveying war experiences at home and
abroad, one observes two supplemental pro-
cedures that might seem to be applicable,
if desired, under certain safeguards. The
Grain Corporation accepted all flour of-
fered to it on the basis of an agreed con-
version charge and accounting, and these
flours were largely disposed of in foreign
markets, in the main on long-term credits.
A Wheat Board could also offer this option
to the mills, though it would have to sell for
prime commercial paper. Such an arrange-
ment would enable flour mills in certain
regions to export flour virtually on a com-
mission basis, and to find through the
Wheat Board avenues for export which
they could not develop and maintain com-
petitively. Some mills would prefer a risk-
less operation for export trade on small
profit to grinding at low capacity in a risk-
ful competitive struggle. Unless carefully
safeguarded, however, this would lead to
inequities. These flours would appear in
export trade in competition with the flours
of other mills exported under private initia-
tive, not on a commission basis, but merely
with adjustment for remission of equaliza-
tion fee and losses on higher domestic
wheat price. Depending upon the agree-
ment, this competition might become in-
equitable to the mills which were carrying
the merchandising responsibility of their
own exports. In particular, it might lead to
the supplanting of trade-mark brands, in
certain established markets, by flours manu-
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factured on a commission basis and de-
livered to the Wheat Board. If, however,
this practice were confined to flours ground
from unrepresentative and mediocre wheats
in themselves destined to export as wheat
or flour, it would have less effect upon the
status of standard American flours abroad.

Secondly, the Wheat Board might make
contracts with mills to grind for export
markets low-grade flours out of mediocre
wheats destined for export, these to be em-
ployed for penetration into new countries.
If 50 million bushels of wheat, even if me-
diocre wheat, could annually be taken from
the world market, this would relieve pres-
sure on the world price. If, now, the flour
from this wheat could be sold in out-of-
the-way places where it would exert little
or no pressure on the world flour price, a
net gain in terms of price might be achieved
and, in addition, new markets might be
created. These advantages might overbal-
ance the direct loss on the flour sold. More-
over, in Central and South America and in
the Orient there are consumption outlets
whose absorptive power depends directly
on price. Flour consumption there might
be expanded if flour were aggressively
merchandised at a low price. This would
represent in part a promotional venture by
the Wheat Board, for which the sole justi-
fication would lie in the removal of the
wheat as a depressing influence on the
world price. If such an arrangement were
carefully devised and executed, it could be
carried through with minimal competition
with existing flour exports.

In some regions and for some kinds of
wheat it might be wiser policy to cut the
price of wheat to American millers for ex-
port of flour than to dump the wheat on
Importing foreign countries. It is precisely
for flours from lower-grade wheats that it
might be possible to develop new markets in
backward countries, which might produce
higher net prices than could be achieved
in selling those wheats for the lowest prices
in Europe. Desirous of encouraging the ex-
port of flour, the Wheat Board would need
to be careful in dumping inferior wheats
abroad not to accept such prices as would
constitute cutting the price of American
flours. Under all circumstances, a Wheat
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Board would naturally endeavor to co-op-
erate with flour mills in maintaining, if not
expanding, the export of flour.

The policies of the Wheat Board in this
direction, as at other points, would natur-
ally be determined from the standpoint of
the weighted price for the crop, fairness
to the milling interests, and the reduction
of carryover of wheat and flour to the
lowest practicable dimensions. Any partici-
pation by the Board directly or indirectly
in the export of flour, and particularly in
procedures designed to enlarge the volume
of wheat exported in the state of flour,
would face the danger of creating regional
disparities. It would be proper to contem-
plate giving priority to export of flour over
export of wheat only with the reasonable
prospect of increasing thereby the weighted
price for the crop of wheat. Even under
the most favorable circumstances, it would
be difficult to avoid the appearance of re-
gional inequity, both as to wheat and flour.

Tre ProBLEM oF CARRYOVER

We have seen that the Wheat Board,
acting directly or indirectly, would at times
own or control substantial stocks of wheat,
and indeed of flour. The volume carried
would vary, of course, with the size of
crop, the rate of marketing, the rapidity of
mill purchases, the rate of export, and vari-
ous other considerations including the
policy of the Board itself in respect to
stocks, exports, and carryover. We have
already intimated that the possession of
control of considerable stocks during the
course of the crop year would be in part an
inevitable consequence of the policy of seg-
regating the export surplus and driving
up the domestic price. But how large the
stocks should be at any time would depend
upon whether the Board chose to magnify
or to minimize its administrative problems.
The larger the stocks, the larger would be
the carrying charges and the risks to be
faced, in particular the risks of radical de-
clines in world prices; on the other hand,
the easier it would be to operate smoothly
and to restrict price fluctuations at home
and even, through export sales, in world
markets. The temper of the Board would
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determine in which direction it would lean.
We take it that the Board would seek to
avoid huge accumulations but would bhe
forced to build up large administrative
stocks, during the period of rapid market-
ing, which it could work down to modecrate
dimensions as the season progressed.

But what should be the Board’s policy in
regard to the carryover from one crop year
to the next? Should it seck to clean up ils
stocks in each crop year, or count regularly
upon holding large stocks at the close of
cach season, or undertake to carry over
small stocks in certain years and large
stocks in others? The first policy would be
practically necessary if each season’s opera-
tions were to be kept quite distinct; it would
involve the smallest administrative risk;
but it would often involve heavier obvious
losses. The second policy would involve the
largest carrying charges and administra-
tive risks, and cause a different distribution
of operaling costs and losses hetween suc-
cessive crop years; but it would tend to
smoothness of operations. The third policy
is the one most commonly contemplated, as
conducive to stability of prices at the high-
est weighted level over a period of years;
but it implies the highest degree of admin-
istrative genius and involves a huge specu-
lation in cash wheat.

It is frequently argued or assumed, not
only by the advocates of the proposals
under consideration but also by those who
favor alternative measures, that the so-
called farm surplus problems could be
largely solved, and price stabilization
achieved, merely by the process of varying
the carryover. Throughout the hearings
and debates on the subject of the agricul-
tural surplus, emphasis has been placed on
the fact that carryovers of grains are not
additive, that successive surpluses do not
accumulate but instead disappear. From
the fact of the disappearance of surpluses
the inference is sometimes drawn that, if
surpluses were regularly under centralized
control, the disappearance would occur at
a notably higher weighted price level. It
is sometimes implied that the net return per
bushel of a large-surplus crop could be
brought up to the level of the net return per
bushel of a small-surplus crop.!
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The inferences are not well founded.
Large surpluses indeed disappear, under
uncontrolled conditions, but only at a lower
price and through various avenues. In the
case of wheat, it is an established experi-
ence, both in surplus-producing and defj-
ciency-importing countries, that disappear-
ance (meaning total disposition) rises with
larger crops and declines with smaller
crops. In Europe the increased disappear-
ance of the larger crop of wheat occurs
both in city and country, but predominat-
ingly in the country. This expanded dispo-
sition consists of three fractions: (1)
increased milling of wheat and use of flour;
(2) increased feeding of wheat to domes-
ticated animals and use in industries; and
(3) increased waste.

In several countries of Europe, in Central
America and parts of South America, and
in the Orient, to a substantial extent the
consumption of wheaten flour rises with
lower price and declines with higher price.
Elsewhere this tendency is of minor im-
portance. The increased use of wheat for
animal feed that is associated with large
crops and heavy surpluses is a common
farm fact. More wheat is fed out of a large
crop not only because of low price, but also
merely because the supply is large. In addi-
tion, large crops often have a heavy per-
centage of lower grades, and with large
crops these lower grades carry dispropor-
tionate discounts, which directs them to-
ward the channels of animal feed. At a
lower price more wheat is used in distilla-
tion and in other industries. The increased
waste of a large yield begins in the act of
harvesting and extends throughout the
course of marketing; the stand of wheat is
less efficiently and completely cut and gar-
nered, the threshing is less carefully done,
and the wastes and losses in storage are
increased. The larger the carryover on
farms and in country elevators, the heavier
the losses due to vermin and deterioration.

In a word, much of a large crop disap-
pears in unremunerative directions. If, now,
the Wheat Board should attempt to take
this wheat and export it as flour-wheat or

*The undertaking to make a large-surplus crop
worth as much per unit as a small-surplus crop seems
also to be implied in the Curtis and Crisp bills,



PROBLEMS OF FUTURES TRADING, EXPORTS, AND CARRYOVER

flour, this would lead to reduction in the
price of flour abroad and expose flour to
competition with cheaper cereals in many
countries. Rather the Board might find it
sounder policy in part to discourage the
marketing of this wheat by means of ad-
verse price differentials, in part to keep
such wheat off the mill market by disposing
of it on the domestic feed market, and in
part to employ it in developing new mar-
kets in backward countries where price
considerations are primary. These measures
might easily result in a higher weighted
price than if the entire crop were sold to
millers at home and abroad. In any event,
it is clear that, except with a favorable con-
juncture of a large domestic crop and a
small world crop, the net returns per bushel
of a large crop could not be expected to be
brought up to the level of net returns per
bushel of a small crop.

There remains, however, the question
whether the average returns over a decade
might be enhanced by radical variations in
carryovers. Behind this view lies the theory
that a given volume of wheat, carried over
from a year of large crop to a year of small
crop, would not only be marketable at a
higher price but would depress the en-
hanced price of the short crop by less than
it would improve the depressed*price of the
large crop.t The truth or falsehood of this
attractive theory, in its various ramifica-
tions, has not yet been convincingly demon-
strated. Certain facts, however, must be
borne in mind. In the first place, carrying
wheat is not costless but expensive. Even at
current prices the carrying charges for a
year would not be less than 12-13 cents a

! This point of view was implied by Congressman
Williamson in a debate in the House of Representa-
tives on May 6, 1926 (Congressional Record, p. 8768):
“Statistics indicate that through a series of years
production closely approximates consumption. In
other words, there is no real surplus if you take it
over a period of § to 10 years. That being true, the
problem is to take the surplus in the long years and
put it in storage and hold it until there is a sufficient
demand to command a price which will give a reason-
able profit to the American farmer.” It is to be ob-
served that costs of storage are not considered.

*A policy of storing wheat over more than one
season would be practicable only if there were avail-
able (as there is not at present) extensive storage
space in vermin-proof warehouses in favorable loca-
tions at country points.
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bushel, and if shrinkage and deterioration
were allowed for or insured against, the
figure might easily run to 15 cents.? In the
second place, large crops and short crops
do not alternate; there may be a succession
of large crops or small ones. Operation on
this theory would often require carrying
huge and perhaps increasing stocks for two,
three, or more years. Hence even if the op-
eration resulted in higher weighted prices
for the wheat of a decade, it would not neces-
sarily mean higher net returns. Moreover,
the very existence of large stocks tends to
operate as a price-depressant. The price of
a new crop would not be the same in the
face of a small carryover as in the face of
a large one, even if the wheat were in strong
hands. The carryover is often below av-
erage in quality and tends to be predomi-
nantly of two or three varieties. Clearly
a heavy carryover of representative mill-
ing wheats, such as Europe always needs
for blending with domestic wheats, would
involve much less risk than would be en-
countered with a heavy carryover of soft
white or durum wheats. Such tendencies as
these would exist even under controlled
marketing, and would complicate the dis-
position of the carryover and its effect on
price. Finally, the carrying of large stocks
for more than a brief period would be a gi-
gantie speculation, and it is safe to say that
the Board would lose more confidence and
prestige from speculative losses than it
would acquire from speculative gains; and
this would hold also for co-operatives.

It is clear that the Wheat Board would
be under considerable pressure to attempt
to secure a higher level of prices by ma-
nipulation of carryovers; but we venture to
assert that the hopes of radical improve-
ment by this device would in the long run
prove illusory. It might well be the sound-
est as well as the safest policy for the Board
continuously to endeavor to hold carry-
overs down to the smallest practicable di-
mensions. Under the Board’s operations, as
under present circumstances, it would pre-
sumably be wisest for the Board, as a rule,
to export the great bulk of the winter-wheat
surplus (east of the Rocky Mountains) be-
fore the new European crops are available
for use, before the Canadian spring-wheat
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harvest, and before much is known of the
Southern Hemisphere acreage and crops.

There is, of course, another side to the
story in certain years. If the carryover were
reduced to small dimensions by forced ex-
port, that would relieve the price pressure
on the domestic incoming crop. But the
forcing of exports, through which a low
domestic carryover might be attained,
would tend to depress current world prices,
this to be reflected back to the domestic
price via the Canadian price and the grain
exchanges. In any year the Wheat Board
would be likely to wonder, whatever the
course pursued, whether some other course
might not have been better. The brief expe-
riences of the Canadian Pool are already
instructive. During the crop years 1924-25
and 1925-26, the Canadian carryovers were
relatively small; this condition facilitated
the operations of the Pool. The carryover
out of the present crop promises to be rela-
tively large and the prospect of this carry-
over acts as a continuous complication in
the merchandising program of the Pool. It
is particularly in connection with the carry-
over that the judgment of a central board
is in danger of securing an outcome less
favorable to growers than one resulting
from open trading.

In any case, the Board would have to
reckon with a carryover including several
somewhat overlapping fractions: wheat on
farms; in commercial or co-operative hands
—in country mills and elevators, in public
and private terminal elevators, in transit,
in city mills, and in port warehouses; and
in possession of the Wheat Board in all po-
sitions from country elevators to terminals.
A portion of this carryover would consist
of administrative stocks, i.e., stocks suffi-
cient to maintain a continuous flow of
wheat and continuous operation by the
mills. Part of this would be under the con-
trol of the Board; part in other hands.
There are circumstances under which it
would be advantageous to the Wheat Board
if farmers would hold back wheat; but
growers would not do this without remu-
neration, in fact or in prospect, and the
Wheat Board could hardly afford to risk
the uninsured or insured possession of
wheat in farm storage. It is possible that
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the Wheat Board could make agreements
with country and city mills, upon an agreed
basis with reference to prices in the suc-
ceeding year, to increase their wheat stocks
as of June 30. In any event the Board would
need to he prepared to carry considerable
wheat in the different regions, in positions
selected on the basis of costs and availa-
bility for movement. We infer that com-
mercial grain traders would be disposed to
let the Wheat Board “hold the hag” of the
carryover, because the relations of the May
to July and September futures usually hold
little promise of profit. The more efficient
the merchandising practices of the Wheat
Board and the more rigorous the policy
against a heavy carryover, the smaller the
problem would be.

Finally, the carryover would involve a
price problem. If the price for the new crop
were higher or lower than for the old crop,
this would promise gain or loss on the car-
ryover, If the risk lay with private holders,
they would divest themselves of wheat dur-
ing the spring when the promise of the
winter-wheat crop and the preparation of
the soil for the spring-wheat crop were fa-
vorable. But if the prospects were for
shorter crop and higher price, private hold-
ers would tend to impound wheat and this
might provoke a milling shortage, though
the price influence of their actions would
favor the succeeding operations of the
Board. If the Board should believe it wise
to avoid speculation and disturbance in the
market connected with the period of transi-
tion from one crop year to another, with
varying prices in the two years, it might be
found advantageous to offer an “up-set
price” for the wheat in the carryover, as of
June 1, based either on the price of the
year or on the costs of holders. Further, it
might indeed be found advantageous for
the Board to offer a corresponding up-sect
price for the carryover of flour. However
the policy might be determined, the transi-
tion from old to new crop would inevitably
involve difficulties. The physical storage,
the costs, and the effective handling of the
carryover in the interest of the weighted
price of wheat, for both the outgoing and the
incoming crops, would present problems of
varying difficulty from season to season.
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V. EFFECTS ON FLOUR

We may now turn to the effects to be an-
ticipated from the operation of the scheme
upon prices of flour, feed, and competing
commodities, and to the reactions of con-
sumers to the resulting increase in costs of
living. As basis for the subsequent calcu-
lations, we reason on our previous assump-
tion that the price of wheat would be raised
to 50 cents above the Canadian price; we
further assume that, apart from the pro-
posed measure, American prices tend to be
10 cents ahove the Canadian prices. This
would mean a net advance of 40 cents, to
find expression in increased prices of milled
products.

Errect oN Prices oF FLourR AND FEED

The plan contemplates frankly a substan-
tial increase in domestic prices of wheat
products—indeed a greater increase than
reaches the grower, because costs of ad-
ministration and losses on exports are to be
covered. The advocates of the measure see
in this no injustice, but in part a redress of
existing injustice, since it is urged that
farmers have not had their fair share of the
national income or prosperity; and in part
a general benefit, since it is argued that the
health, prosperity, and progress of the na-
tion depend upon a radical improvement in
the farmers’ status. With the soundness of
these views we are not here concerned.
Rather we seek to learn how the proposed
measures, if adopted, would actually work.

Broadly speaking, the price of flour closely
follows the price of wheat. Flour milling is
sharply competitive. In recent years, at
least, with a large excess of milling ca-
pacity, the milling industry as a whole has
earned no such profits as to give reason to
expect that millers would absorb any part
of the increase in wheat price. The mill
price of flour rises and falls with fractional
changes in the price of wheat. To make a
barrel of long patent flour requires about
five bushels of wheat. If, as we have as-
sumed, the domestic price of wheat is raised
40 cents per bushel, the miller must pay out
an extra $2.00 for wheat for each barrel of
standard flour. The figure would be smaller
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for straight and clear flours.* For illustra-
tive purposes, it will suffice to carry on the
argument for long patent flour.

The miller manufactures two things from
wheat—flour and mill feed. He gets all he
can for the screenings and mill feed; the
remainder of the cost he must recover in
the price of flour. When the price of feed
is high, he is in position to sell the flour for
less—assuming that the price of wheat and
other costs remain the same. To put it in
monetary terms, it usually works out that
whenever, with constant wheat price, the
price of mill feed advances $1.00 a ton, the
miller can reduce the price of flour about
5 cents per barrel. It is a rough milling rule
that a cent a bushel in wheat corresponds to
5 cents a barrel of flour or $1.00 a ton of
mill feed.

In general, the price of mill feed in the
northern states follows the price of corn.
If corn goes up 10 cents per bushel, mill
feeds go up about $3.00 per ton. If the
‘Wheat Board were to raise the price of
wheat 50 cents above the Canadian price,
and the price of corn were raised 25 cents
above the current price, such an increase in
the price of corn would allow the price of
mill feed to rise $7.50 per ton. Since the
miller can lower his price of flour 5 cents
per barrel for each $1.00 per ton increase
in the price of mill feed, he could cut the
price of flour by 35 cents if the price of
mill feed went up $7.50 a ton. Therefore, 35
cents of the extra $2.00 per barrel which he
would have to pay for his wheat, could
come back to him in the price of mill feed,
if the price of corn were advanced 25 cents;
this would leave $1.65 per barrel to be
added to the flour price.

However, there would be additional fac-
tors making for increase in the price of
flour. The miller’s investment in wheat

*Clear flours are becoming less of a problem to
millers, who are becoming more adept in separation
and are able to make a longer extraction and still
hold the ash down to bakers’ requirements. Bakers,
furthermore, are perfecting their methods and now
use long patents quite as they used to use short
patents and, indeed, employ with success straight flour
of not too high extraction.
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would be increased, and he would have to
borrow more money to do business. The
cost of insurance would be raised. Every
dollar advance in mill feeds increases the
miller’s risk. The higher the miller sets on
his cost card his anticipated returns from
mill feed and the more credit he places
against his flour expense, the greater risk
he runs of not receiving the anticipated re-
turns when the feed is actually sold. There-
fore, when the price of mill feed rises, he
must adjust his flour price to compensate
for the increased risk in the higher price of
feed. To take care of the various additional
costs and risks, some 10 cents per barrel
might be required. This would mean an
addition of $1.75 to the mill price of flour
as a consequence of raising the price of
wheat 40 cents and corn 25 cents a bushel.

If the proposed measures were not ap-
plied to corn (or to corn-fed animals),
raising the price of wheat might tend
slightly to pull up the current prices of the
coarse grains, except in the event of bumper
crops. In any case, with short crops of
coarse grains, the mill feed could carry part
of the increased price of wheat; with large
crops of coarse grains, it would fall largely
or entirely on the flour. Mill feed competes
also with concentrates from cottonseed and
flaxseed, and corresponding reactions might
occur in the event of large or small crops
of these competitors.

Suppose, however, that no direct raising
of the price of corn and other coarse grains
were contemplated or effected, but that
the tactics were applied to derivative ani-
mal products. How much the cash price of

the coarse grains might rise, at points com-

petitive with mill feeds and other concen-
trates, in consequence of driving up the
price of dairy products, beef, and pork, is
wholly problematical. In each season there
would be an exceedingly complex relation-
ship. Initially, the mills would base their
calculations on the assumption that the
prices of competing coarse grains would
rise little or not at all and that the price of
flour would need to carry the entire load of
increase of the price of wheat. With the
experience of several seasons, they would
know to what extent, if any, mill feed could
carry a part of the load.
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In any event flour, and not mill feed,
would carry the great burden of the ad-
vance in the price of wheat. This ap-
parently accords with the views of wheat
growers, to have the added price placed on
consumers of flour and not on dairymen,
to be added to the price of milk and butter
fat. Since it simplifies the proposal and
cannot be far wrong, we make the assump-
tion that the increase in the price of wheat
would appear quantitatively in the price of
flour. Whether on family and hakers’ flour
in like sums, is another question. Bakers
buy flour cheaper than households. Just as
now large bakers buy flour at cost, or below,
because mills can make good the loss by
higher prices to small bakers and the house-
hold trade, so at the predicated higher price
due to raising the price of wheat 40 cents
per bushel, it is possible that the increase in
price to householders would be larger than
the increase in price to bakers.

When the retailer sets the selling price
of flour, he does so on the basis of a mark-
up on his cost. If his mark-up is 20 per
cent, when the price to the retailer is raised
by $1.75 the price to the consumer would
be raised by $2.10 per barrel.* If, now, the
full 40 cents per bushel of wheat applied to
patent flour with 10 cents added for addi-
tional overhead of mills and 20 per cent for
retailers’ margin on the added price, this
would amount to $2.52 a barrel. Some-
where, then, between $2.10 and $2.52 would
be the increase in the price of the barrel of
patent flour to be expected from the ap-
plication of an equalization fee contem-
plating an increase of 40 cents per bushel
in the price of wheat, depending on the

! The retailer’s margin in selling flour is not uni-
form in the trade. In some places it is 20 per cent of
wholesale price, or more; in others it is 10 per cent;
some retailers sell flour practically at cost. Twenty
per cent margin is regarded as conservative. When
prices are advancing, grocers may try to apply the 20
per cent to the replacement price instead of to pur-
chase price; when prices are declining they may try to
cling to 20 per cent of purchase price instead of re-
placement price. When retailers carry low flour stocks,
it works out about the same either way. At higher
flour price, some retailers would cut their percentage
margin—for example, sell a barrel of flour for an
operative profit of a dollar, whether the purchase price
were $8.00 or $10.00. Broadly considered, it will be
safe to infer that the retailers will not absorb any of
the price increase, but will instead apply their cus-
tomary percentage to the purchase price.
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price of corn and the other coarse grains.
Let us take $2.50 per barrel as the out-
side figure and use that. At first, millers
and dealers would be inclined to exact the
widest margin in order to play safe; later,
when they were accustomed to the new
system, competition might narrow the mar-
gin somewhat.

We have several times adverted to the
desirability of working agreements between
the Wheat Board and flour mills. Regional
relations of wheat prices, variations in
prices of different varieties, premiums and
discounts for protein-content and flour
yield, freight rate structures and relations
of milling centers to population centers, dis-
tribution of increased wheat price between
flour and feed—these all, and other consid-
erations, speak in favor of working agree-
ments between the Wheat Board and flour
mills. Appropriate agreements would sim-
plify operations, promote continuity of pro-
cedures, reduce friction and waste, and
clarify trading practices. But these ar-
rangements might easily involve, as they
did during the war, more satisfactory mill-
ing margins than have prevailed in recent
years, with consequent influence on flour
prices.

ErreEct oN Cost oF LIVING

The operation of the proposed scheme
as applied to wheat would have certain ef-
fects upon the cost of living, both directly
through prices of flour and bakery prod-
ucts, and indirectly through prices of other
products and the redistribution of food ex-
penditures. While certain statements may
be made with confidence, on stated as-
sumptions, it is impossible to make any
predictions that would hold good over a
series of years. The results would be differ-
ent according as the scheme was applied
to wheat alone or to corn, hogs, and other
products as well; according to the reactions
of wheat acreage and the subsequent effects
upon world wheat prices; according to the
relations between prices of wheat and other
cereals, or between prices of cereals and
other foodstuffs, on account of other fac-
tors; and according to the degree of general
prosperity of the country.
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In the following discussion we disregard
the influence upon the cost of living that
would be exerted by the application of the
scheme to other products than wheat; and
we assume that the domestic price of wheat
will be raised by 40 cents a bushel, that this
increase would fall entirely on the price of
flour, that millers would charge for the
added use of capital in doing business at
the higher price level, and that wholesalers
and retailers would maintain their custom-
ary margins. Let us take the added price
as $2.50 per barrel. Whatever outcome to
be anticipated at $2.50 a barrel would hold
in general terms for $2.00 a barrel, if it
should transpire that a portion of the price
increase would be carried by mill feed and
screenings and that the distributive trades
would not increase their margins fully to
correspond to the higher price level.

So far as flour is purchased directly for
final consumption in households, the in-
creased price of flour would find direct ex-
pression in a higher cost of living. Per head
of population, more flour is purchased for
household use on farms than in towns and
cities, and flour purchases of farmers con-
stitute a larger proportion of the cost of
living than is the case with urban popula-
tion. Farmers the country over, including
wheat growers, would therefore experience,
more heavily than the urban population,
this direct increase in their living costs. So
far as the urban population is concerned,
the addition would fall more heavily upon
the poorer classes, for these tend to pur-
chase more flour than classes with higher
incomes, and even the same flour purchases
form a relatively larger fraction of their
living costs. How far the laboring classes
would bear the increase, and how far they
would be able to shift it by securing higher
wages on the basis of cost-of-living data, it
is impossible to say. Some effort in this
direction could be expected, but the oppor-
tunity would be confined largely to the bet-
ter-organized, better-paid wage earners,
rather than the economic groups lower in
the scale. On the grounds of equity, this
method of distributing the burden of bene-
fits to the wheat farmer is open to serious
criticism, for the burden would fall most
heavily upon those least able to bear it.
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The effect of the increase in flour prices
on the prices of bakery products would be
more complicated. Commercial bakers pos-
sess a considerable range of adaptation.
They can modify their formulas to take
some account of increases in flour prices.
They can also reduce the flour content of
the unit of sale. The pound loaf of bread
must weigh a pound; but when the price
of flour rises, by using somewhat stronger
flour and adapting his processes, the baker
can increase the number of loaves secured
from the barrel of flour. The breakfast roll
can be made a little smaller, the flour
stretched a little in the individual price of
pastry. The consumer might receive fewer
flour calories, but he would not know it
and would pay the same. In bakeries sup-
plying the poorer section of the popula-
tion, cheaper flours would find larger use.

For other reasons, bread prices do not
closely follow the price of flour. The cost
of flour is only one of the items in the retail
prices of wheaten goods; it is seldom over
35 per cent of the retail price of bread and
much less than that with most cakes and
pastries. Competition is not effective in
maintaining a close correspondence be-
tween costs and prices. Bakers rarely
change the price of bread except in even
cents per loaf: they may put up the price of
the loaf one cent when the cost has not
risen fully one cent and they may postpone
lowering the price one cent until the cost
has fallen more than one cent; under stress
of competition they may practice the re-
verse. When the price of flour fell in 1921,
the price of bakery products did not fall
correspondingly; during the period between
the decline in the price of wheat in 1921
and the recovery of the price in 1924, bakers
as .a class made unusual profits. Since the
rise in the price of wheat in the fall of 1924,
this has not found corresponding reflec-
tion in the retail prices of bakery products.

Nevertheless, while it is true that tem-
porary changes in the price of flour may
not be reflected in prices of bakery prod-
ucts, it is safe to infer that a substantial
and sustained advance in flour prices would
be passed on, though in part in ways not
obvious to consumers and not susceptible
of statistical measurement. Under present
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circumstances there is no secure basis for
the common assumption that the advance
in flour prices would be absorbed, to any
large extent, in the distributive process.

If wholesale prices of flour to bakers
were raised to the degree suggested above,
the addition of customary margins by bak-
ers and bread retailers would have much
the same effect on the consumer as the
increase of retail prices of flour by $2.50 a
barrel. Bakeries supplying the middle- and
upper-income classes would probably abh-
sorb little or none of the increase and would
pass it on to consumers. Bakeries supply-
ing the lower-income classes, particularly
in certain sections of the country, might
absorb a part of the increase in one way
or another. The consumer could hardly
defend himself from elevated bakers’ prices
by going back to home baking if retail flour
prices carried the increase predicated.

Public eating places, from the cheapest
restaurants to the most expensive hotels,
consume probably 10 per cent of the flour
supply of the country. Part of their wheaten
preparations they bake themselves, part
they purchase. As a class, sweet baked
goods are priced out of all proportion to
the cost of flour in them. It is not to be
expected that sales prices of wheaten foods
in public eating places would be generally
increased, per service portion, as a result
of the contemplated increase in the price of
flour. Rather, some economies in the use
of flour might be practiced, the service of
bread or rolls could be curtailed, the indi-
vidual portions of bread, pastry, or other
sweet baked goods reduced. The patrons
would lose a few calories, to the delight of
many of them if they were cognizant of the
subtraction. In effect, though not necessa-
rily in appearance, the greater part of the
advance in cost of flour and baked goods,
possibly all of it, would be passed on.

ProsasLE REAacTIONS OF CONSUMERS

Now the average per capita consumption
of flour is roughly a barrel a year, rather
less than more. A price increase of $2.50
per barrel would therefore mean an aver-
age addition to living costs of about $12.00
per family, unless there were a material
reduction in flour consumption in conse-
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quence of the increased price. What reac-
tions of consumers to this increase are to
be anticipated?

As we have seen, there might easily be
some slight contraction in flour use by com-
mercial bakeries and public eating places,
at least temporarily; but we should not ex-
pect these to be pronounced or persistent.
They would probably merely serve to make
the advance in prices to the consumer less
abrupt and less obvious. But what of the
reactions of private purchasers of flour,
bread, rolls, and sweet goods? Would they
consume less of these products and more
of other foods?

In the present state of prosperity, we be-
lieve the reaction would be so small as to
be negligible. The level of income is too
high, the standard of living too comfortable
for this increase to be seriously felt by any
large fraction of the population. In certain
regions and in certain classes, less wheat
flour and wheaten goods would be pur-
chased, but we are skeptical of the develop-
ment of any considerable degree of restric-
tion so long as prosperity continues.

If prosperity should decline, or hard
times appear, the addition of $12.00 per
year to the living cost of the statistical
family would attract attention. But this
would hardly react against wheat consump-
tion. To some extent cheaper cereals would
be substituted. Rye is considerably cheaper;
but the consumption of rye appears to
be relatively inelastie, particularly since the
abolition of beer, and is confined largely to
our north-European population. Substitu-
tion with oat and barley preparations may
be disregarded. In the South there would
unquestionably be some replacement of
wheaten products with corn products, and
this might occur in the North and West,
despite unpleasant recollections of war-
time corn bread. Potatoes could be substi-
tuted in years when they were cheap. But
if the prices of other foodstuffs remained
at present levels, wheaten foodstuffs would
sjtill be relatively cheap, even with the addi-
tion of $2.50 per barrel of flour. The com-
Parable prices of meats, dairy products,
and most vegetables are so much higher per
calorie, that there would be no economies
to be achieved by increasing the use of
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these foodstuffs in replacement of wheat at
the higher level. Practically speaking, only
rye flour and corn meal would be cheaper
in terms of calories on the table of the con-
sumer. A naturally cheap food maintains
or improves its position when income de-
clines. If hard times should appear, the
general effect would be, as always, to in-
crease the consumption of cheaper foods,
including cereals; and wheat, even at a
higher price, would be expected to obtain a
share in the increase.

Should one anticipate indirect effects? If
the cost of wheaten foodstuffs were to rise,
this might tend to pull up the prices of other
foodstuffs—a result that might be expected
theoretically, but hardly lends itself to dis-
cussion. If the prices of screenings and mill
feed were to rise, this would operate in the
direction of higher prices for eggs, poultry,
and dairy products, again depending on
adjustments between wheaten feeds and
competing coarse grains and concentrates.
Since, however, we incline to the view that
the contemplated increase in the price of
wheat would fall on flour and not on mill
feed and screenings, these indirect effects
may be disregarded. Yet others might at-
tain appreciable importance. Expansion of
wheat acreage would leave less acreage for
coarse grains, leading to smaller crops; this
would mean less for export and less for
cash marketing off the farm, and conse-
quently higher prices for the grains and
their animal products. This would find ex-
pression in increase of cost of living indi-
rectly, to be added to that resulting directly
from higher prices of wheat.

The effective cost to the nation, and the
distribution of it, may therefore be com-
puted on the assumption of increase of
outlay of $2.50 per person per year, and dis-
regarding the question of heavier flour
consumption on farms. We have a wheat-
growing population of some 10 million.
There are some 22 million of farm popula-
tion who do not grow wheat. Living in
country places of not over 2,500 inhabi-
tants are some 14 million people. The re-
maining urban population counts up to
about 70 million. The gross increase in ex-
penditures for higher-priced flour would be
as follows, in round figures:



220

‘Wheat-growing population. .. ... $ 25,000,000
Other agricultural population... 55,000,000
Country-town population....... 35,000,000
Other urban population ........ 175,000,000

Total population............. $290,000,000

By hypothesis, the wheat-growing popu-
lation receives the entire increase in the
farm price of wheat, from which the 25
million dollars representing their share in
the increased price of flour would have to
be subtracted to secure the figure for their
net gain. If a merchandised crop of 780
million bushels were to yield a net gain of
25 cents per bushel (195 million dollars),
this would mean that to secure an added net
wheat-income of 170 million dollars (195—
25) for 2 million wheat growers, the other
agricultural population would pay 55 mil-
lion dollars, the country-town inhabitants
35 million, and the other urban population
175 million—a total of 265 million dollars.
Such calculations are indeed very rough,
but the figures are suggestive of the way in
which the burden might be distributed.

Advocates of the equalization fee usually
argue that the financial costs of the meas-
ure would be borne by the growers, and
oppose the policy of meeting these costs out
of the national treasury. Their position has
the merit of political expediency; there is
some further justification in the fact that
increases in the equalization fee, with larger
crops, would operate in some degree to re-
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strain increases in acreage. Nevertheless,
as we have seen, it is quite untrue that the
burden will be borne by the growers. The
basic object is to enhance prices to growers,
The full burden of the net increase in prices
to growers, and a good deal more, is to be
borne by domestic consumers, including
farmer-consumers. If the burden imposed
by the net increase in prices to growers
were borne by the national treasury, it
would merely entail a less rapid reduction
in income taxes, the national debt, or both;
and the burden would be smaller and far
more easily borne than if it were borne by
consumers of flour and bread.

In this discussion we have proceeded on
the assumption that the persisting effect of
the operation of the proposed measure
would be to maintain wheat and flour prices
substantially higher than they would other-
wise be. In fact, this is not necessarily the
way in which the measures would ulti-
mately work out. Before saying our last
word on the effects upon consumers, we
must consider how wheat growers would
react to the advance in price, and what
subsequent effects upon wheat and flour
prices, in world markets and at home, are
to be anticipated. Expansion in wheat
acreage, leading to enlargement of wheat
surplus and consequent decline in the
world price of wheat, would find expres-
sion in a lower domestic price of wheat,
with corresponding effect on flour prices.

VI. EFFECTS ON ACREAGE, WORLD PRICES, AND THE AMERICAN FARMER

The probable effects of the proposed
measures upon wheat acreage and the
wheat grower, we consider here on the as-
sumption made heretofore, namely that
under the proposed measures domestic
prices of wheat will be maintained at a
Ievel 50 cents above the Winnipeg price, or,
let us say, 40 cents above the level of do-
mestic prices that would otherwise prevail.
What this would require in the way of
tariff increases, and what the Board might
accomplish if the tariff were to remain as
at present, we must reserve for subsequent
consideration.* For the present, it is illumi-
nating to proceed on the assumption stated.

EFFECTS ON ACREAGE

There are grounds for asserting that such
a price differential, and the assurance that
it would be maintained in years of good
crops and poor, even at some counterbal-
ancing cost to wheat growers through the
operation of the equalization fee, would
stimulate material expansion in wheat
acreage, and that this expansion would
have important reactions upon wheat
prices. The stimulus would be pronounced
if the projected measures were applied, as

* This is the subject of the following issuec of WHEAT
Stubpies, March 1927, 111, No. 5.
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is proposed, to corn, hogs, and cotton; if
they were applied to wheat alone, the stim-
ulus would be substantially greater. In this
connection the experience with high prices
of wheat during the war is pertinent, and
particularly the experience under guaran-
teed wheat prices.

Table 3 summarizes the official statistics
on wheat acreage planted and harvested,
for the crops of 1910-26, and the harvested
acreage of other cereals (rye, oats, barley,
and corn). Similar data for the wheat
acreage of the major wheat regions are
given in Table 4 (p. 222). These data do not,
of course, enable us to separate price influ-
ences from other factors. The acreage sown
varies considerably from year to year, re-
gardless of price, because weather and soil
conditions at the planting season either pre-
vent the planting of the acreage intended
or facilitate planting more than had been
intended. The acreage harvested varies
much more than the acreage sown, because
of marked variations in acreage abandoned
in different years. Especially in the Pacific
region, the area planted to spring wheat de-
pends partly upon whether conditions were
favorable or unfavorable to fall sowing,
and whether winter killing was light or
severe. Statistical analysis of the factors
determining wheat acreage shows that ac-
tual prices or prospective prices in any one
year are only one among several factors of
importance. Nevertheless, it is impossible
to obscure or explain away the effects of
wheat price advances during the war in
stimulating wheat acreage.

The first impetus was given in the first
year of the war, when the area sown to
wheat increased from 54.7 million acres
for the 1914 crop (itself a record figure, and
substantially above the 5-year average,
1910-14, of 52.4) to 61.6 million acres for
the 1915 crop. So large was the resulting
crop, and indeed the world crop of 1915,
that price declines largely withdrew the
stimulus. Even so the area planted for the
crops of 1916 and 1917 was between 56 and
57 million acres—larger than in any pre-
war year; and only exceptionally heavy
abandonment, in 1917, reduced the har-
vested acreage of the crop of 1917 below
pre-war levels. The guaranteed wheat price,
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inaugurated in August 1917, affected the
planting of the crops of 1918 and 1919. For
the crop of 1918 some 65.2 million acres
were planted, and despite heavier aban-
donment than the average, the harvested

TaBLe 3.—ToraL Wuear Crop oF THE UNITED
STATES, PLANTED AND HARVESTED ACREAGE OF
WHEAT, AND HARVESTED ACREAGE OF COARSE
GraINs, 1910-26*

(Crop in million bushels; area in million acres)

Winter [Spring Total o?utao
wheat area | wheat| wheat area Coarse; pre-
Crop of |[Total area grains | ceding
wheat Har-| bar- | Har- har- ¢ol-
erop |Sowne|v’st'd|vested |v’st'd|Sown?| v’st’de| umns
1910... 16351317 |27.3| 184 |45.7 | 50.0 | 151.5 | 201L.5
1911...1621.3| 32.6 [29.2 | 204 | 49.5] 53.0 | 153.3 } 206.3
1912... (7303 33.2 1266 19.2 (458 52.5 | 154.6 | 207.1
1913... 17634 33.3 [31.7| 185 | 50.2 | 51.8 | 154.3 | 206.1
1914...(891.0{37.2 |36.0| 17.5 | 53.5 | 54.7 | 152.0 | 206.7
A
1910-14 | 7282 336|302 | 18.8 489 52.4 | 153.1 | 2055
1915... {1025.8 | 42.4 |41.3 | 19.2 [ 60.5 | 61.6 | 157.5|219.1
1916... | 636.3|39.2 |34.7| 17.6 [ 52.3 | 56.9 | 157.8 { 214.7
1917...{636.7| 384 [27.3| 17.8 | 45.1 | 56.2 | 173.5|229.7
1918... 9214|431 |37.1| 22.1 [ 59.2| 65.2 | 164.9]230.1
1919. ..} 968.0 | 51.5 | 50.5 | 25.2 | 75.7| 76.7 | 150.6 | 227.3
A
191519 | 837.6| 42.9 138.2| 20.4 | 58.6| 63.3 [160.9 | 224.2
1920... | 833.0] 44.9 1 40.0 | 21.1 [ 61.1| 66.0 }156.2 | 222.2
1921...|814.9] 456|434 20.3 | 63.7| 65.9 | 161.2}227.1
1922. .. | 867.6|47.9 | 42.4| 20.0 [ 62.3 | 67.9 | 157.6 | 225.5
1923...1797.4(46.1 |39.5| 20.1 |59.7| 66.2 | 1583 | 224.5
1924... | 8644 |39.7 |35.6| 169 | 52.5| 56.6 | 154.0 | 210.6
A
1920-94 | 835.5| 44.8 | 40.2| 107 | 599 | 645 | 1575|2220
1925... | 676.4|40.0 |31.2| 21.0 | 52.2 | 61.0 | 158.3 | 219.3
1926. .. { 832.3|39.8 | 36.9| 19.6 | 56.5| 9.4 | 155.6 | 215.0

* Official data of U.S. Department of Agriculture, from
Agriculture Yearbook, 1925; Crops and Markets, Monthly
Supplement, December 1924, 1925, 1926; and unpublished
revised data furnished by the Department.

& Preceding fall.

® It is assumed that the amount of spring wheat planted
equals the amount harvested.

¢ Acreage of rye, oats, barley, and corn.

area was 59.2 million acres, a larger area
than in any previous year except 1915, when
abandonment was small. For the crop of
1919, the area sown was 76.7 million acres,
nearly 50 per cent above the 5-year pre-war
average, and the harvested area, after un-
usually small abandonment, was 75.7 mil-
lion acres, over 50 per cent above the
pre-war average. The great bulk of this
expansion was accomplished within two



TABLE 4.—WHEAT ACREAGE SOWN AND HARVESTED 1N THE UNITED STATES, BY REGIONS, 1910-26*

(Thousand acres)

Winter wheat area Spring Total wheat area Winter wheat area Bpring Total wheat aren
——ee———————wheat area wheat area | —
Sowns |Harvested! harvested| Harvested| Sownbd Sowne¢ |Harvested| barvested| Harvested| Sown?
Crop of Crop of
Sort Rep WiINtTeR-WHEAT REGIon® Harp WINTER-WinEAT REGION?
1910..... 17,019 | 15,786 449 16,285 | 17,468 |} 1910...| 11,862 8,949 646 9,595 | 12,508
1911..... 17,466 | 16,842 469 | 17,311 | 17,935 || 1911...} 12,255 9,543 680 10,223 | 12,935
1912..... 16,966 | 12,289 455 12,744 | 17,421 | 1912...1| 13,097 | 11,256 G40 11,896 | 13,737
1913..... 16,312 | 15,854 452 16,306 | 16,764 || 1913...] 13,355 | 12,545 695 13,240 | 14,050
1914..... 17,251 | 16,943 403 17,346 | 17,654 || 1914...1 16,531 | 15,827 659 16,486 | 17,190
Average Average
1910-14. | 17,003 | 15,543 446 15,988 | 17,448 || 1910-14] 13420 | 11,624 664 12,288 | 14,084
1915..... 20,196 | 19,624 410 20,034 | 20,606 || 1915...! 17,868 | 17,488 572 18,060 | 18,440
1916..... 18,203 | 15,545 333 15,878 | 18,536 || 1916...| 17,408 | 16,055 618 16,673 -| 18,026
1917..... 18,496 | 15,293 513 15,806 | 19,009 || 1917...1 16,429 9,230 57 9,987 | 17,186
1918..... 20,130 | 19,216 1,683 20,899 | 21,813 | 1918...| 19,549 | 14,759 1,089 15,848 | 20,638
1919..... 22,605 | 22,424 1,917 24,341 | 24,522 || 1919...] 23,779 | 23,593 1,038 24,631 | 24,817
Average Average
1915-19. .| 19,926 | 18,420 971 19,392 | 20,897 || 1915-19) 19,007 | 16,225 815 17,040 1 19,821
1920..... 19,150 | 17,445 865 18,310 | 20,015 | 1920...| 21,187 | 18,757 693 19,450 | 21,880
1921..... 17,960 | 17,561 528 18,089 | 18,488 | 1921...( 23,057 | 21,683 651 22,334 | 23,708
1922..... 18,841 | 18,205 372 18,577 | 19,213 || 1922...| 24,064 | 19,544 663 20,207 | 24,727
1923..... 18,860 | 17,897 265 18,162 | 19,125 || 1923...] 22,432 | 17,223 774 17,997 | 23,206
1924..... 15,838 | 12,779 135 12,914 | 15973 || 1924...| 19,104 | 19,018 484 19,502 | 19,588
Average Average
1920-24. .| 18,130 | 16,777 433 | 17,210 | 18,563 | 1920-24. 21,969 | 19,245 653 | 19,898 | 22,622
1925..... 13,611 | 12,600 188 12,788 | 13,799 || 1925...1 21,587 | 16,168 480 16,648 | 22,067
1926..... 13,185 | 12,687 265 12,952 | 13,450 || 1926...| 22,552 | 20,455 497 20,952 | 23,049
Paciric REGION® Harp SpriNGg-WitzaT RuecioN/
1910..... 2,556 2,403 1,692 4,095 4,248 1910. .. 222 191 15,565 | 15,756 | 15,787
1911. .. .. 2,659 2,524 1,787 4,311 4,446 1911...1 268 253 17,445 | 17,698 | 17,713
1912..... 2,638 2,519 1,786 4,305 4,424 1912. .. 528 507 16,362 | 16,869 | 16,890
1913..... 2,899 2,630 1,563 4,193 4,462 1913. .. 708 670 15,775 | 16,445 | 16,483
1914..... 2,689 2,593 1,302 3,895 3,991 1914, .. 687 645 15,169 | 15814 | 15,856
Average Average
1910-14..] 2,688 2,534 1,626 4,160 4,314 1910-14 483 453 16,063 | 16,516 | 16,546
1915..... 3,231 3,111 1,314 4,425 4,545 1915...] 1,136 1,085 16,865 | 17,950 | 18,001
1916..... 2,575 2,274 1,571 3,845 4,146 1916...] 1,059 835 15,085 | 15920 | 16,144
1917..... 2,321 1,872 2,347 4,219 4,668 1917...1 1,113 862 14,215 | 15,077 | 15,328
1918..... 2,399 2,244 2,875 5119 5274 1918...] 1,048 911 16,404 | 17,315 | 17,452
1919..... 3,888 3,700 2,433 6,133 6,321 1919...1 1,211 777 19,812 | 20,589 | 21,023
Average Average
1915-19..| 2,883 |- 2,640 2,108 4,748 4,991 1915-19| 1,113 894 16,476 | 17,370 | 17,590
1920..... 3,658 3,179 2,495 5,674 6,153 1920... 866 635 17,074 | 17,709 | 17,940
1921..... 3,823 3,543 2,106 5,649 5,929 1921. .. 785 627 16,997 | 17,624 | 17,782
1922..... 3,870 3,637 2,141 5,778 6,011 1922...] 1,155 972 16,783 | 17,755 | 17,938
1923..... 3,736 3,549 2,142 5,691 5,878 1923...| 1,075 849 16,960 | 17,809 | 18,035
1924. .. .. 3,912 2,963 1,228 4,191 5,140 1924. .. 895 896 | 15,032 | 15928 | 15,927
Average Avcerage
1920-24. .| 3,800 3,374 2,022 5,397 5,822 1920-24.) 955 796 16,569 | 17,365 | 17,524
1925..... 3,705 1,912 2,933 4,845 6,638 1925...] 1,053 554 17,420 | 17,974 | 18473
1926..... 3,163 3,019 2,104 5,123 5,267 1926. .. 899 752 16,747 | 17,499 | 17,646
* Sources and footnotes ¢ and b as given under Table 3, p, 221.
¢ Maine, Vermont, New York, New Jersey, Penngylvania, ¢ Nebraska, Kansas, Oklahoma, Texas, Colorado, New
Ohio, Indiana, Illinois, Michigan, Wisconsin, Iowa, Mis- Mexico.
souri, Delaware, Maryland, Virginia, West Virginia, North s Idaho, Utah, Arizona, Nevada, Washington, Oregon,
and South Carolina, Georgia, Kentucky, Tennessee, Ala- California.

bama, Mississippi, and Arkansas. f Minnesota, the Dakotas, Montana, Wyoming.
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years of guaranteed wheat price, and when
no assurance was given that the policy of a
guaranteed price would be maintained in-
definitely, or that ordinary economic condi-
tions would hold prices at some such level.
The appeal to patriotic motives certainly
cxerted some supplementary influence,
though it is safe to infer that this was sec-
ondary to the price guaranty.

The war expansion took place in all re-
gions, and involved a net addition to the
acreage devoted to the principal cereals.
As shown by the final column in Table 3,
the area sown to wheat plus the area har-
vested in rye, barley, oats, and corn' rose
from 206-207 million acres in 1911-14 to
230 million in 1917 and 1918. In the years
of guaranteed wheat price, the wheat acre-
age expanded in part at the expense of
other cereals. The harvested acreage of
coarse grains reached its peak in 1917. In
the two following years, when the guaran-
teed price stimulated wheat acreage, the
acreage in coarse grains receded greatly,
declining in 1919, when the wheat acreage
reached its peak, to the lowest level of the
period. In the two following years, when
the wheat acreage planted declined by
about 11 million acres from the 1919 peak,
coarse-grain acreage rose by almost the
same amount. Since 1921, the coarse-grain
acreage has tended downward, and the sum
of wheat acreage sown and coarse-grain
acreage harvested has fallen below 220 mil-
lion acres in the last three years.

In the soft winter-wheat region the war
expansion involved in part the utilization
of idle land in farms, and in part a tem-
porary diversion from other crops. It is in
this region that the most pronounced con-
traction in wheat acreage has occurred
since the war. Doubtless the high level at-
tained in 1919 could not have been main-
tained without disturbance to established
rotations, but the decline since 1920 repre-
sents more largely the diversion to other
crops and the lapsing of cultivated acreage
Into pasture. In the past three years the

*This gives a figure somewhat too high for the
acreage devoted to these cereals, for part of the aban-
doned winter-wheat acreage is sown to other cereals.
But the harvested acreage would give too low a figure
for the acreage devoted to the five cereals.
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wheat acreage in the soft winter-wheat belt
has been considerably below pre-war levels.

In the hard winter-wheat region there
occurred the greatest expansion in wheat
acreage during the war, both absolutely and
relatively, and the smallest relative con-
traction since the war. In part this expan-
sion was merely a continuation of pre-war
trends. It represented largely the bringing
of new lands into cultivation, though in
Oklahoma, Texas, eastern Kansas, and Ne-
braska there was some expansion at the
expense of other crops and some subse-
quent contraction in their favor. But most
of the new lands brought under wheat have
remained in wheat, and additional range
land is annually being plowed for wheat.

In the hard spring-wheat area expansion
was moderate, except in 1919, but the acre-
age has remained on a slightly higher level
than bhefore the war, since new lands
brought under cultivation in North Dakota
and Montana have overbalanced contrac-
tion in Minnesota and South Dakota. In
the Pacific region a noteworthy expansion
occurred in 1918 and 1919, and despite re-
cessions from the high level of 1919, the
acreage remains considerably larger than
before the war.

In a word, the war experience shows
that, given a price stimulus of sufficient
weight, wheat acreage can quickly be ex-
panded, in part by utilizing farm land not
otherwise in cultivation, in part at the ex-
pense of other crops, in part by bringing
new acreage under cultivation. The post-
war experience shows that, when the price
stimulus is removed, contraction of acreage
is difficult and painful, except so far as it
represents reversion to other crops after
one or two years’ diversion to wheat; also
that the continued cultivation of lands
brought under wheat as a result of a high
price stimulus operates as a price-depress-
ing factor of major importance. It is not
sufficiently realized to what extent the
wheat production from these new lands,
chiefly in Oklahoma, Texas, Kansas, Colo-
rado, and Montana, is responsible for the
magnitude of our wheat-surplus problem.

‘What now are the present possibilities of
expansion of wheat acreage? On this sub-
ject one hears extreme statements from
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both sides. Partisan proponents of the
equalization fee sometimes argue as though
untilled arable soil were no longer to he
found and American agriculture were so
rigidly diversified that no new acre of
wheat could be planted except at the ex-
pense of some other crop and with dis-
astrous effect on established rotations. This
does not square with war expansion. It is
largely east of the Mississippi that wheat
growing is set in a system of rotation, but
even here expansion occurred during the
war. West of the Mississippi, wheat is
either one of several cash crops in a loose
rotation, or is the cash crop in largely one-
crop farming, and there is considerable un-
tilled acreage that could be planted to
wheat, On the other hand, partisan oppo-
nents of the equalization fee sometimes
argue as though we had vast ranges of
virgin land that would pass into wheat
growing on slight provocation. This is not
the case, although, as will be pointed out,
there is an important element of truth in it.

Baker and Gray' have made it clear that
in 1920 there were something like 40 mil-
lion acres of uncultivated land lying within
American farms. Probably the figure is
higher now. Some of this land is fallow,
some is unadapted to cultivation, some is
uncultivated because of lack of price in-
centive. In all regions there are odd lots of
marginal land which would not be marginal
land at higher prices. With sufficient price
incentive, a good deal of this land would
be planted to wheat, as was the case during
the war. It might not be good wheat, or
yield heavily per acre, but it could easily
contribute an appreciable increment to the
total crop.

Expansion of acreage at the expense of
other crops, some of it also yielding mod-
erate returns of mediocre wheat, might
easily attain more substantial proportions.
The price position of rye, oats, and barley
is relatively unsatisfactory, even under
present conditions. Since it is not proposed
that the measures under consideration
would be applied to these crops, their posi-
tion would be relatively worse under the
procedures in contemplation. A higher

. Y Agriculture Yearbook, 1920 and 1921.
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price for wheat, corn, and hogs would
doubtless find some reflection in higher
prices for rye, oats, and barley, but it would
be limited, indirect, and unforeseeable,.
These three coarse grains together occupy
over b5 million acres, and it is not unrea-
sonable to assume that a distinctly im-
proved price of wheat might draw from
them some 10 million acres.

With the recovery of rye production in
Europe, including Russia, the foreign de-
mand for rye, which was important during
the war, has declined heavily, and seems
destined to decline still further. Domestic
demand for rye, either for food or feed, is
not large. We have considerable areas that
could readily be devoted to rye, with better
yields than wheat, if a price stimulus were
present. On the other hand, enhancement
of wheat prices could draw considerable
acreage from rye.

With the decline in the use of horses, the
demand for oats has heavily declined, and
prices have been depressed in spite of some
tendency to use oats more widely as feed
for other animals. Our average export of
oats since the war has been only 21 million
bushels, and with the recovery of agricul-
ture in Europe the continuance of overseas
export’is not to be counted upon. The use
of oats for human food requires but a small
fraction of the crop and calls for selected
samples at premium prices; hence, even if
the demand for oatmeal were increased in
consequence of higher prices for flour, the
effect on demand for the crop would be
inconsiderable. Oats have retained their
place among farm crops, despite low prices,
because of their value as a rotation crop,
particularly in the Corn Belt. But an in-
crease of existing price disparities could
readily lead to expansion of wheat at the
expense of oats.

The position of barley is especially diffi-
cult and growers are seeking alternative
crops. Prohibition deprived barley growers
of a large and relatively high-priced do-
mestic market, and apparently it is not re-
garded as practicable to valorize American
malting barley. Barley has made slow
headway as an animal feed in this country
and the standards and markets are in a
state of disorganization. In price, barley
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now stands practically on an equal footing
with corn. Our average export of barley
since the war has been only 20 million
bushels,® which is a continuation of a cor-
responding pre-war trade; but it is a pre-
carious trade.

There is also substantial possibility for
increase in wheat acreage at the expense of
corn, notably in Minnesota and the Dakotas
(where the corn acreage has heen expand-
ing), in Kansas and Nebraska, and even in
the corn states east of the Mississippi; but
the extent of this influence would depend
upon whether or not the proposed measures
were effectively applied to corn and hogs.
The application to corn itself would mean
little, because of the limited cash market-
ing of corn. Our average export of corn
since the war has been 66 million bushels.
Part of this goes to Mexico, Cuba, and Can-
ada—semi-domestic markets. In Europe
our exports of dent corn are largely com-
petitive with Argentine flint corn, which
enjoys a definite preference because of its
lower water-content and higher fat-content.
Moreover, the production of corn in Europe
is increasing, and importing countries are
drawing more heavily upon Russia and the
Balkan States. Applied to hog products,?
the effect of the proposed measures upon
the price of corn would be indirect and un-
foreseeable as compared with wheat, espe-
cially in view of the far greater difficulties
to be anticipated in the application. We are
heavy exporters of hog products, particu-
larly lard. But our domestic and export
trade has to face not only the recovery of
hog raising in Europe, but a substantial
drift, in both domestic and foreign markets,
from lard to lard substitutes manufactured
largely from vegetal oils.

With an enhanced wheat price, corn
would tend to hold its acreage better than
rye, oats, and barley, since its relations to
hogs and cattle are better established. Dur-

. fln the case of barley and the other coarse grains,
it is necessary to separate shipments to neighboring
countries from exports overseas. The former are a
.fOI‘.m of border trade, in reality semi-domestic, and
It is to be expected that such exports would be con-
tinued even in the event of decline or disappearance
of export overseas.

21p deference to the opinions of cattlemen, the
Pending bills do not contemplate the application of
the measures to cattle.
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ing the war, with guaranteed prices of
$15.50 for hogs and $2.26 for wheat, corn
lost acreage to wheat; but one must not
infer too much from this. Corn and hog
prices have followed a fairly definite cycle.
In years of low prices of hogs and cattle,
with an increased price of wheat, wheat
acreage would gain at the expense of corn.
Should the depredations of the corn borer
become extensive, this would introduce a
new factor, leading presumably to some in-
crease of wheat acreage in place of corn.

Moreover, under present conditions there
is a tendency to substitute corn for cotton
east of the Mississippi, and of wheat for
cotton in Oklahoma and Texas. The pend-
ing bills provide for a sort of valorization
of cotton, of which the United States pro-
duces the bulk of the world’s supply. Such
valorization could hardly be successful
without contraction of cotton acreage. In
part directly, in part indirectly, this would
favor expansion of wheat acreage.

In short, even disregarding hay and
minor crops, one can hardly fail to antici-
pate substantial increase of wheat acreage
by diversion from the crops above consid-
ered, even in the event of the application of
the measures to corn, hogs, and cotton, if
the contemplated price stimulus is given.
The net reaction upon acreage of the sev-
eral crops is unpredictable, but there is
strong reason to believe that wheat would
hold a preferred position in the minds of
growers in a position to choose, because of
the direct and obvious manner in which
price-raising tactics could be applied.

There remains further the opportunity
for bringing in considerable new wheat
land. In the Southwest in particular, the
prospect of direct sale to an export cor-
poration of the Wheat Board would stimu-
late wheat growing and bring in new lands.
There is a wide area of partly cultivated
land lying just eastward of the Rocky
Mountains that lends itself to large-scale
wheat production with the use of tractor
power and summer fallow. It is in this area
that post-war contraction of wheat acreage
was least, and that the tendency to expan-
sion under present conditions is strongest.
The development of this wheat growing
rests, for the most part, on large capital in-
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vestment, particularly in equipment. With
large-scale operations, the production costs
are low. If the country were definitely to
undertake putting the wheat price at 50
cents above the Canadian price, and west-
ern capitalists were convinced that this
policy were not exposed to reversal by early
repeal of legislation or likely to be nulli-
fied by economic developments, a rapid de-
velopment of wheat growing in these areas
would unquestionably take place. The aver-
age yields per acre would be fairly high—
not far below the present yields on many
hard wheat farms; the grain would be
clean, the quality superior, the protein-con-
tent, flour-yield, and millability high. It
seems reasonable to suggest that, so far as
agricultural potential is concerned, 50 mil-
lion bushels of wheat could rapidly be
added to our crop by this development, on
lands now untilled or unsettled in a scheme
of crop rotation. In addition, there is also
considerable land in uncompleted reclama-
tion projects in western states, some of
which would lend itself to wheat growing
under irrigation when these projects are
completed in accordance with pending leg-
islation.

On the Pacific Coast, apart from certain
sections of Idaho, Washington, and Oregon,
there is some tendency to contract wheat
acreage. The population of the Pacific
region is rapidly increasing and specialized
crops and diversified farming are expand-
ing. Nevertheless, high wheat prices would
cause expansion of wheat acreage in this
region. In many parts of this region lie con-
siderable areas in which large yields of soft
wheat can be raised under irrigation. More-
over, since the Pacific Northwest is a sur-
plus-producing region which, for transpor-
tation reasons, must sell its surplus abroad,
its prices are usually on an export basis.
For such an area, as we have seen, the con-
templated policy would promise the most
substantial advantages and afford the
maximum stimulus to expansion.

With respect to varieties of wheat,
though the acreage planted to representa-
tive milling wheats would be increased,
especially in the Southwest, probably the
greatest stimulus would be given to soft
white wheat, soft red winter wheat, durums,
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and durum-hybrids. Some of these vari-
cties, especially the mediocre grades, al-
ready occasion pronounced difficulties in
exportation, and further enlargement in
volume would provoke for the Wheat Board
greater difficulties than those that might be
expected to attend the exportation of rep-
resentative wheats. We have assumed that
the Board would establish differentials by
regions for the varieties and grades of
wheat passing into domestic consumption,
If the export wheats were purchased on the
basis of the same differentials, this would
be regarded as parity between growers,
But it might turn out to be administratively
advantageous for the Board to pay some-
what higher prices for the exportable sur-
plus in order to facilitate its collection.
Under these circumstances, the growers of
wheats naturally destined for export might
be expected to receive some advantage over
growers of representative wheats passing
into domestic use.

All things considered, we find it impos-
sible to resist the conviction that if the
policy were adopted of holding the domes-
tic prices of wheat 50 cents above the Win-
nipeg level, the wheat acreage might rise
within a brief period to the figure attained
in 1919, even if similar procedures were ap-
plied to corn, hogs, and cotton. If wheat
alone were singled out for attention, the
expansion would presumably be much
greater. The war expansion of planted
wheat acreage was roughly from 50-55 mil-
lion to 77 million. A re-expansion from the
present level of 57-61 to 77 million would
require a much more moderate stimulus.

Granting the possibility that war expan-
sion under a guaranteed price was due
partly to height of the minimum fixed, the
assurance of this as a minimum, and sup-
plementary patriotic motives, one must
recognize that the new measures, while per-
haps weaker in these particulars, would
contain substantial assurance of a govern-
ment policy to support prices. The present
measures, unlike the war measures, are
urged to meet, not an emergency, but an
underlying condition. Confidence in this
policy, a fair certainty of some increase in
price, and a tendency to count upon very
substantial price advantages, would un-
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questionably operate to contribute a no-
table stimulus to expansion of acreage. The
only checks would be imposed by fears of
a heavy rise of the equalization fee, the
breakdown of the system, its nullification
by other price developments, or a reversal
of the policy. The advance of the equaliza-
tion fee would indeed reduce the net gain
per bushel, as shown in Table 1; but even
the net gain contemplated with a crop of
1,100 million bushels would be very sub-
stantial. Under such circumstances, appeals
by the Wheat Board to restrict acreage
could not be expected to meet with much
success. It is not unreasonable to infer
that most farmers would regard the other
contingencies as remote, and the promised
advantages as substantial.

How little the equalization fee could be
relied upon to repress expansion of acreage
is made evident in figures employed by
Representative Haugen in a hearing before
the Committee on Agriculture of the House
of Representatives on January 8, 19271

THe CualRMAN. I desire to call your attention
to the equalization fee and the net profits to the
producers under the Haugen bill defeated in the
last session of Congress, one so frequently charac-
terized as “a tax bill.”

If the bill had been enacted, and the domestic
production for 1925 had been marketed, and the
equalization fee, the tax referred to, had been ap-
plied as provided in the bill, the total advance in
price on wheat, butter, corn, lard, and beef would
have been $1,497,333,600 minus the equalization
fee of $155,068,490, which would have left a net
profit to the producer of $1,342,265,110. The total
advance in price of wheat in 1925 would have
been $450,500,000 minus the equalization fee of
$131,750,000, a net profit of $318,750,000. The
total advance in price on corn, beef, lard, and
butter for the year 1925 would have been $1,046,-
833,500 minus the equalization fee of $23,318,490,
a net profit of $1,023,515,110.

The equalization fee and total net profit during
1925 on the various commodities would have been
as follows:

Equalization Total net
fee profit
Wheat, 1925........ $131,750,000 $318,750,000
Butter, 1925........ 74,090 123,925,910
Corn, 1925......... 872,500 522,627,500
Lard, 1925......... 21,446,700 44,883,300
Beef, 1925.......... 925,200 332,078,400
Total........... $155,068,490 $1,342,265,110

Considering the profits that would have inured
to the producers under the operation, I am unable
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to see why producers should object to pay the
cost of marketing their commodities at a profit
of more than one billion dollars a year.

We concur in the view that wheat pro-
ducers, if they were well advised, should
not object to paying equalization fees of
132 million dollars to secure a gross in-
crease in price of 450 million dollars. But
why should wheat growers restrain wheat
acreage if they could anticipate a net addi-
tion to their returns from wheat of 318 mil-
lion dollars in a single year, or even the
smaller addition we have predicated? The
payment of equalization fees would merely
mean that they would not reap the full
gain suggested by the higher price. Rather
than contract acreage, they would certainly
be impelled to expand it.

One observes a tendency to blow hot and
blow cold. When asked if the grower
might not object to the equalization fee and
regard it as a tax, advocates of the scheme
reply: “Why, no; see how much he makes
out of it.” But when asked if the enlarged
returns would not make for increased acre-
age, the advocates reply: “Why, no; see
how much the equalization fee costs him.”

There is still widespread belief not
merely in the inevitability of surplus pro-
duction but in the desirability of it. The
hearings and debates are replete with illus-
trations of this view. For example, Repre-
sentative Haugen stated in Congress on
May 4, 1926:* “No; rather than to curtail
production we should, as in the past, con-
tinue our appropriations to encourage and
protect production.” Representative Lozier
went further, on May 10, 1926, and as-
serted:* “In the last analysis the farmer’s
profit must be on his surplus produets. . . ..
The larger the surplus the greater his
profit, and the smaller the surplus the
smaller his profit.” While there is some
truth in both statements, they seem com-
pletely to ignore the fact that increasing
surpluses could be made remunerative to

! Hearings before the Committee on Agriculture,
House of Representatives, 69th Congress, Second Ses-
sion, on H.R. 15963, January 6 and 8, 1927, Serial U,
Part 3, p. 111.

? Congressional Record, p. 8625.

s Ibid., p. 9075.
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growers only at disproportionate costs to
consuimers.

Advocates of the proposed measure
sometimes argue that the effect of higher
prices on acreage is the same regardless of
the manner in which the high prices are
secured; that high prices due to short do-
mestic crop, to reduced domestic acreage,
or to crop failure abroad would exert the
same influence on domestic wheat acreage
as high prices secured through the scheme
under consideration. This view we believe
to be unfounded. There are indeed many
farmers who are influenced primarily by
current price, and who do not look behind
it at the causes responsible for high or low
prices. But to assume this to be character-
istic of farmers generally is to attribute to
them a much lower order of economic intel-
ligence than we can believe they possess.
Certainly farmers are accustomed, from
long experience, to variations in prices in-
verse to the size of the domestic crop, and
also, in the case of wheat at least, to favor-
able or unfavorable reactions upon domes-
tic prices from crop shortages or surpluses
abroad. Farmers generally expect varia-
tions in returns for their crop, from such
causes; they count upon a reasonable aver-
age of returns over a period of years; and
they are not, as a class, so foolish as to
assume that a high price in a particular
season will persist in the next except under
similar conditions. If, however, a higher
price is assured them by governmental ac-
tion, or even a substantial margin over
changing world prices, they will be relieved
of their own responsibility for maintaining
a moderate acreage as a condition of a
satisfactory price. A high-price policy es-
tablished by a wheat growers’ co-operative
association, operating with the assistance
of a Wheat Board and with capital derived
from an equalization fund, would presum-
ably have the same effect on acreage as if
conducted by the Wheat Board itself.

- To another view frequently urged, excep-
tion must be taken. It is argued that a price
advance is necessary merely to counteract
influences making for reduced acreage.
Ignoring the question whether such a re-
duction would be desirable, this argument
can hardly be urged at present. Already,
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after one year (1924-25) of distinctly im-
proved wheat prices as a result of a poor
world crop, and a year (1925-26) of even
higher American prices as a result of a
short crop of winter wheat in this country,
a tendency to expansion of acreage is no-
ticeable. Despite unfavorable conditions
for fall planting, which prevented farmers
from sowing the intended fall acreage, the
acreage planted for the crop of 1925 was
higher than for the crop of 1924; the inten-
tions to plant a still larger acreage for the
crop of 1926 were defeated by unfavorable
conditions for autumn sowing; and for the
crop of 1927, though again the full inten-
tions to increase winter-wheat acreage were
not realized, a considerable expansion
is reported. If the contraction has run its
course, and expansion is already under
way, assurance of a domestic price far out
of line with world prices can hardly fail
to promote further expansion.
Furthermore, in the settled parts of the
country, with more or less diversified agri-
culture and crop rotation, new capital is
not required to increase wheat acreage in
replacement of other cereals. According to
the census of 1920, in the thirteen principal
wheat-growing states east of the Rocky
Mountains (Michigan, Ohio, Indiana, Iili-
nois, Missouri, Minnesota, North and South
Dakota, Montana, Nebraska, Colorado,
Kansas, and Oklahoma), only 44 per cent of
farmers in possession of full ownership of
their farms reported mortgage debt on
them. According to the agricultural census
of 1925, only 40 per cent of the correspond-
ing class of farmers, reporting on the same
basis, reported mortgage debt. Obviously,
large borrowings by farmers in these states
could be undertaken if they desired. In
Texas and Oklahoma, wheat could replace
cotton to a considerable extent with little
need for fresh capital. The anticipated in-
crease of acreage on the plains east of the
Rocky Mountains would indeed require
fresh capital; but this for the most part
would be a question of large-scale opera-
tions, at costs of production known to be
relatively low, and experienced operators
would have no difficulty in securing capital
for such wheat growing. The whole bank-
ing and credit system of the country is now
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designed to make borrowing easy for farm-
ers. Country banks and town merchants
have always been willing to loan on land
settlement and expansion, and would pre-
sumably do so again in the event of the op-
erations of a Wheat Board, regardless of
the bank failures of recent years. A gov-
ernmental policy of higher prices, and the
higher price itself, would tend to supple-
ment operative returns with speculative
returns; faith in rising land values would
be revived, and fresh capital would flow
wherever needed into expansion of wheat
acreage.

We do not wish to exaggerate the possi-
bilities or overstate the probabilities of ex-
pansion. Indeed, our analysis predicated
much more modest advances in price and
in total returns to growers than leading
advocates of the new measures employ in
their illustrations. But we find it impos-
sible, in the light of war experience and the
present position of American agriculture, to
avoid the conclusion that a notable expan-
sion of wheat acreage could and would be
the response to a national policy designed
and administered to enhance the returns to
wheat growers in the substantial degree in
contemplation.

ErrecT OF INCREASED ACREAGE ON WORLD
PRICE

Suppose now, the planted wheat acreage
were to increase to 77 million acres: what
would this mean for the crop? It is impos-
sible to say precisely, first because the crop
depends more upon yield than upon acre-
age, and second because the additional
acres might yield more or less per acre than
the present acreage. The three smallest
crops of recent years (1916, 1917, 1925)
were produced from a planted area averag-
ing a yield of only 11.2 bushels per acre
planted. The three largest crops of recent
years (1915, 1918, 1919) were produced
from an area averaging a yield of 14.3
bushels per acre planted. If abandonment
were heavy and the yield poor per harvested
acre, the crop might easily fall below 800
million bushels; under favorable conditions
1t might easily exceed 1,100 million bushels.
On the average, the increase of merchan-
dised crop, over the average of the past
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three years, might be conservatively esti-
mated at 150 million bushels. It involves
no exaggeration to suggest that the early
effect of the proposed measures would be
to expand the production of wheat in this
country by something like 100-200 million
bushels beyond what would be produced
in the absence of these measures.

‘What would be the price reaction of such
an increase of American crops? Granting
that the initial effect of the measures would
be to enhance the domestic price substanti-
ally above the level that would otherwise
have prevailed, we must not overlook the
secondary and sequential effects. Such an
addition to world supplies of wheat would
depress prices in world markets. American
domestic prices might be kept 50 cents
above the Winnipeg prices, but the Winni-
peg prices might easily be so much reduced
that domestic prices would be little or no
higher than if no such measures were
adopted.

The normal world crop of wheat at pres-
ent, including Russia but exclusive of
China, is close to 4,000 million bushels. An
addition of 100-200 million bushels to 4,000
million seems so small as to be insignificant.
But experience shows that it is not the size
of the world crop, but the relation of export
surpluses to importers’ demands that is pri-
marily responsible for the level of world
prices. The volume of international trade
rarely exceeds 800 million bushels, and av-
erages considerably less. The addition of 150
million bushels to existing exportable sur-
pluses would be a price-depressing factor
of major importance.

The so-called world price of wheat is a
relatively wide range of prices for wheat of
different varieties and grades that find their
most prominent registration point at Liver-
pool. Quite as a block, the range of prices
moves up or down or remains stationary in
the course of a season and from season to
season; within the block, however, there
are continuous changes in prices of differ-
ent varieties and qualities of wheat. Behind
the registration of the world price at Liver-
pool, so to speak, stands the demand of
European and ex-European countries for
import wheats; in front of it, so to speak,
stand the exportable surpluses of India, the
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United States, Canada, Argentina, Aus-
fralia, Russia, and the Danube basin. The
export surpluses, not the total world crop,
constitute the supply factor in the equation
determining world prices. The demand fac-
tor is the requirements of importing coun-
tries, as determined in part by the size of
their crops—of wheat primarily, but sec-
ondarily of rye, maize, and potatoes—and
in part by trade balances, currency condi-
tions, and other factors affecting purchas-
ing power. Efferent influences proceed to
the exporting countries from Liverpool; af-
ferent influences proceed to Liverpool from
the exporting countries. Within the range,
market influences in different exporting
countries may operate in unison or in op-
position.

The Canadian price is reflected more or
less directly from Europe, but the size of
the Canadian export surplus is perhaps the
most important single factor on the Liver-
pool market, and the rate of marketing of
Canadian wheat exerts a large influence
upon short-time price movements. The
world price, as defined above, affects prices
in the United States largely in three ways:
(1) in the competition at incoming markets
between c.i.f. duty-paid imported Canadian
wheat and American wheat, (2) through di-
rect competition, in markets of the world,
between export wheat of the United States
and those of the other exporting countries,
reflected back to cash markets in the United
States, and (3) through the relations be-
tween futures prices in the different con-
tract markets of the world, that are open
to traders everywhere.

Now an increase of 150 million bushels in
the exportable surplus of the United States
not only seems large in a world trade of
700-750 million bushels; it is large. Let one
go over the development of the wheat price
in any crop year. The first crop in a promi-
nent exporting country is that of the United
States and whether it has for export 50 mil-
lion bushels more, or as much less, is the
first fact of importance in the determina-
tion of world price. Then comes the Cana-
dian crop; whether this crop has for export
50 million bushels more or that much less is
the second important factor in the wheat
price of Europe during the autumn. Late

THE McNARY-HAUGEN PLAN AS APPLIED TO WHEAT

in the year appear the Argentine and Aus-
tralian crops; whether these countries will
offer for export 150 million bushels, or 200,
or 250 million, is the third crucial factor in
the determination of the wheat price in
Europe. These factors—the sizes of the ex-
portable surpluses of the United States,
Canada, Russia, Argentina, and Australia
upon the background of the European do-
mestic crop—are the dominant factors in
the determination of world price. Russia
has been less important in recent years,
but may be expected to become increas-
ingly important with each year. Everyone
conversant with the world price of wheat
knows that a variation of 100 million bush-
els up or down in the easily available ex-
portable surplus is a price factor of first
order in the opposite direction.

In the crop year 1925-26 we have a strik-
ing instance of the effect of a change in
apparent exportable surpluses. European
crops were large. Short crops were har-
vested in India and the United States. But
the Canadian and Russian crops were
large, and the Argentine and Australian
crops promised well. Large exports were
expected from Canada, Russia, and the
Southern Hemisphere. Within two months,
early in the crop year, prices in world mar-
kets declined by 20 to 30 cents a bushel.
Then it became apparent that Russian ex-
ports would be very moderate, and that the
Argentine crop had suffered serious dam-
age. Despite enlarged estimates of the
Canadian crop, the calculable export sur-
pluses were reduced by around 100-150
million bushels. Within a few weeks prices
in world markets rose by some 40 cents a
bushel, and the level throughout the rest
of the season remained probably 30 cents a
bushel higher than it would have been ex-
cept for these changes in export surpluses.
Though one cannot speak with precision,
it is not an exaggeration to suggest that a
net increase in the export surplus of the
United States, of the dimensions suggested,
would probably cause world prices to be
some 30 cents a bushel lower than they
would otherwise be.!

1 The degree of depressing influence exerted by this
increase would naturally be greater if the world price
were high than if it were low.
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Because of variations in yield, here and
abroad, and by reason of the multitude of
other factors affecting the price of wheat,
the effect of increases in acreage here would
be obscured. In some years, the influence
would be much greater, in others less. But
it is fallacious to assume that a procedure
of maintaining a 50-cent margin between
domestic prices and Canadian prices would
raise domestic prices 50 cents ahove what
they would otherwise be. In large part—in
some years entirely—the decline in world
prices in consequence of enlarged acreage,
production, and export surplus here, would
nullify the advantage derived by maintain-
ing the margin. This reaction would not
occur immediately, but it would be felt as
the domestic acreage was increased; to-
gether with the advance of the equalization
fee it would tend to check expansion of
wheat acreage. But the check would not
operate heavily until acreage had been
substantially enlarged.

It may of course be argued that world
wheat consumption is increasing, and that
increasing world demand will readily ab-
sorb our increased exports. There is indeed
evidence of increasing per capita consump-
tion of wheat in the Orient, and of recovery
of per capita consumption of wheat in cer-
tain countries of Europe, including Russia;
and the natural increase of population
tends to expand wheat requirements. On
the other hand, a number of important
wheat-consuming countries show a de-
clining trend of wheat consumption per
capita. More important, however, is the
rising trend of wheat production in Europe,
in Russia, in Canada, Argentina, and Aus-
tralia. Apart from any measures taken by
the United States, the danger of overpro-
duction of wheat, at least for the interna-
tional market, appears greater than the
chance of underproduction.

If then, after the expansion of wheat
acreage in the United States had been stim-
ulated by the new policy, world prices were
depressed by the size of our exportable
surplus, the American wheat grower would
lose not merely by the advance in the
equalization fee, but by the depression of
the Winnipeg price. Gradually, perhaps,
but none the less surely, the net price ad-
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vantage to growers would be largely or
wholly wiped out. As this occurred, flour
and bread prices would tend to decline
from the high levels to which the operation
of the scheme had advanced them, but to
remain considerably higher than if no such
measures had been adopted, and without
corresponding net benefit to the producers.
The total value of the wheat crop might be
larger than that of a smaller crop without
the new policy, though this would be par-
tially offset by reductions in other crops.
The business of elevators, banks, insurance
companies, railways, steamship lines, flour
mills, and exporters, would be increased,
but this would not benefit the grower.

What, then, would be the position of
wheat growers? Acreage would be ex-
panded; wheat would be grown at higher
marginal costs; returns would again be
depressingly low; contraction in acreage
would again be in order. Again, as in post-
war years, the process of contraction would
be painful; a recurrence of agricultural de-
pression could be expected. Again it would
appear that the producers on the new lands
brought under cultivation would contract
little, so that the major burden of contrac-
tion would fall on the older wheat-pro-
ducing regions. The experiment would
have been tried and found wanting. But it
would leave a fresh maladjustment of agri-
cultural values and production, a fresh
problem of restoring the equilibrium of
agriculture. The greater the success of the
scheme in the initial operations, the greater
would be the resulting maladjustment.

In short, the course of events to be antici-
pated from the successful operation of the
proposed measures, over a period of a few
years, would be somewhat as follows: an
initial and substantial price advantage to
American wheat growers, largely at the
expense of consumers; a stimulus to ex-
pansion of wheat acreage, at higher costs;
a gradual increase in our exportable sur-
plus; a depression of world prices and a
rise in the equalization fee; the substantial
nullification of the price advantage to grow-
ers, with only partial relief to consumers;
and a fresh necessity for contraction of
wheat acreage and painful readjustment of
agriculture.
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VII. SUMMARY AND GENERAL CONCLUSIONS

We are now in a position to summarize
the principal results of our analysis, and to
indicate, along broad lines and on certain
stated assumptions and predications, our
inferences and conclusions as to how a
Board, operating in wheat on the principle
of segregated marketing with an equaliza-
tion fee, could be expected to work.

We interpret the proposed measures as
designed primarily to raise the domestic
price, and only secondarily to stabilize
prices. We assume that only a substantial
increase of price would be deemed worthy
of attempting. To make the discussion con-
crete, we have assumed in the present study
that the Board would undertake to maintain
an American level of wheat prices 50 cents
above the moving Winnipeg price. This
would mean a substantial enhancement of
American prices, but not by as much as 50
cents per bushel, since American wheat
prices, under the present tariff and apart
from the new measures, range higher
than Canadian prices. We predicate a tariff
duty high enough to permit the Board to
drive up domestic prices to this level be-
hind the tariff wall.

The proposed measures would involve a
huge experiment, in some respects analo-
gous to the war-time control of the wheat
trade and milling industry. No one can
predict just how they would work. There
is no certainty that a Board, chosen as the
various bills have suggested, would be ade-
quate to the task. At best, the magnitude
and complexity of the problem would be
such that a breakdown of the machinery,
under various kinds of strain, is quite con-
ceivable.

Nevertheless, we are inclined to believe
that, under certain conditions, the measure
would be found workable from the stand-
point of administration. These conditions
would include: (1) the appointment of a
Board composed of men who would com-
mand respect for experience, judgment,
vision, and courage, and who would evince
ability to work together, to draw upon
needed technical skill in various lines, and
to enlist and retain the support of the
growers and the business interests involved;

(2) reasonable assurance that the policy of
Congress and the policies of the Board
would not be subject to arbitrary reversal
or to vacillating execution; (3) the avail-
ability of working capital adequate for all
emergencies; (4) the conduct of operations
with a minimum of disturbance to current
relationships and practices in the grain
trade and milling industry, including oper-
ations on the grain exchanges; (5) the
conclusion of effective working agreements
with elevators, mills, and exporters, as well
as with co-operative marketing associa-
tions; (6) a general disposition on the part
of the Board to limit, rather than to mag-
nify, its inescapable responsibilities.

The working capital actually required by
the Board would vary greatly from year to
year, as well as within the season, and ac-
cording to the policy of the Board in limit-
ing or magnifying its problems. Other
things being equal, the requirements would
be larger in the earlier years than after
experience had accumulated. They would
be smaller if growers would follow the ad-
vice of the Board in respect to rate of mar-
keting, larger if growers tended to ship
their wheat immediately after harvest, and
larger still if the entire crop were pooled.
In any case, sufficient grain would have to
be purchased, by the Board or at its direc-
tion, to maintain the standard margins of
domestic prices over the Canadian price.
Assuming a conservative policy in respect
to purchases, exports, and carryover, oper-
ating requirements might easily run into
hundreds of millions of dollars. They would
commonly be heaviest in the early months
of the crop year, when the carryover was
supplemented by heavy purchases of win-
ter wheat, and when only a small part of
the equalization fees had been collected.
Provided advances from government funds
could be secured and arrangements for
bank loans on the security of wheat could
be satisfactorily made, we assume that the
Board could carry through its operations
without embarrassment for lack of work-
ing capital.

We believe the Board would find it im-
possible rigidly to segregate operations by
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crop years. Smoothness of operation would
he promoted by continuous rather than in-
termittent operations, although the transi-
tion from one crop year to another would
inevitably present difficulties. The fairest
distribution of costs of operation among
growers would be accomplished by fixing
the equalization fee at such a point, for
each crop year, as to yield funds just suf-
ficient to cover costs and losses involved in
that year’s operations. Exact calculations,
however, would be impossible. If opera-
tions were continuous, procedures would be
simplified by the accumulation of operating
reserves out of equalization fees, especially
by assessing liberal fees in years when con-
ditions promised unusually favorable prices
to growers. The further accumulation, out
of equalization fees, of a working fund suf-
ficient to make the Board independent of
government funds, would be a conservative
policy and would facilitate eventual opera-
tion by a national growers’ co-operative;
but it would not promote fairness in dis-
tribution of the burden and would involve
the Board in heavier responsibilities. Col-
lection of equalization fees at the mills
would be administratively easiest, but col-
lection at country elevators and local mills
would have important advantages in bring-
ing the equalization fee effectively to the
attention of growers.

The disposition of the surplus over do-
mestic requirements would involve the sale
of much low-grade wheat on the domestic
feed market, a high degree of skill in dis-
posing of the export fraction, and the ef-
fective utilization of exporting experience
on the part of millers and exporters. The
Board would do wisely to hold down the
carryover to modest dimensions, rather
than incur the costs and risks involved in
accumulating huge carryovers in years of
large world crops to be disposed of in
years of small world crops. The tendency
to expansion of wheat growing in other
countries, and in the United States under
the stimulus of enhanced prices, would in-
crease the dangers of a policy of maintain-
Ing heavy carryovers.

In the early years at least, the real bur-
den of the proposed operations, despite the
distribution of direct costs and losses to
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growers through the equalization fee,
would fall upon consumers, predominantly
through increased prices of flour. There is
small prospect that any material part of
the increased cost of wheat would be ab-
sorbed by millers, bakers, or dealers.
Rather it is to be anticipated that, on the
whole, the usual percentage margins would
be maintained if they were not increased.
A positive addition to the cost of living is
to be anticipated, though in various ways it
would be obscured. The increase would
fall most heavily upon farmers and indus-
trial classes receiving low incomes. Never-
theless, the probable increase would be
relatively small. Under conditions of pros-
perity it would not be seriously felt. Even
at the increased price, flour and bread
would remain relatively cheap foods. Per
capita consumption of these products is
already low, and no appreciable contrac-
tion of consumption is to be apprehended
under the proposed scheme. Indeed, under
less prosperous conditions, consumption of
these as well as cheaper foods might be ex-
panded rather than curtailed.

We envisage four principal sources of
danger of a direct breakdown of the
scheme. First, there is the possibility that
the Board could not secure the competent
technical organization and managerial
super-ability, corresponding to the magni-
tude of the operations which, on account
of regional differences in wheat growing,
would present peculiar difficulties. Second,
there is the possibility that the Board would
be swamped with a large and relatively un-
salable surplus in a year of coincidence of
large domestic crop with large world crop
and low wheat prices. Third, there is a
possibility that several years of successive
large crops and low prices might so mag-
nify the carryover and losses on exports,
and so increase the difficulty of coliecting
adequate equalization fees, as to break the
Board under the burden of carrying charges
and frozen purchases. Finally, there are
the dangers from vacillation in the Board’s
policy, withdrawal of political support
from Congress, and the collapse of growers’
confidence in the undertaking.

The effect upon wheat acreage we regard
as the crucial point of the entire proposi-
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tion. The merc adoption of the policy would
afford a profound stimulus to expansion of
acreage. The greater the initial success in
administration, the less the opposition from
consumers, the higher the satisfaction of
the grower with the enhanced price, the
greater would be the influence upon wheat
acreage. In view of the rapid expansion of
wheat acreage during the war, from some
55 million acres to 77 millions in 1919, and
the tendency to expansion already in evi-
dence, we cannot escape the conclusion
that an early increase of planted wheat
acreage from 60 to 77 million acres would
take place, even if the measures were ap-
plied to corn, hogs, rice, and cotton as well
as to wheat; and that a much larger expan-
sion would occur if the measure were ef-
fectively applied to wheat alone. This ex-
pansion would be the direct result of the
adoption of a price-raising policy, and of
the prospective net price advantage to
wheat growers. The same factors would
lead to rise in land prices. The rise of the
equalization fee, together with appeals of
the Wheat Board to restrain acreage, would
in our opinion oppose quite inadequate ob-
stacles to the tendency to expansion. As
during the war, expansion would occur
partly by diversion from other crops, partly
by utilization of untilled land now in
farms, partly by breaking up new lands for
wheat. These increases might be expected

to add to our surplus within a few years,

on the average, at least 150 million bushels
of wheat, some of it produced at higher
costs per bushel, and much of it of types
and qualities for which there is no advan-
tageous domestic market.

Such an addition to our exportable sur-
plus would be large in proportion to the
volume of international trade in wheat,
which seldom reaches 800 million bushels.
In view of the tendency to expansion of
exports from Canada, Argentina, Australia,
and Russia, and the recovery of agriculture
and wheat production in Europe, we can-
not escape the conclusion that such an in-
crease in America’s average exports would
notably depress world wheat prices. Se-
quentially, the Canadian price of wheat
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would be depressed, and the equalization
fee to cover losses on exports would be
increased. The result might easily be that,
within a few years, the net price received
by American wheat growers would be lit-
tle or no higher, and might even be lower,

,under the operation of the scheme than if

no such measures were adopted.

Such an outcome would be highly preju-
dicial to the interests of wheat growers,
Despite some advantages enjoyed in the
intervening years, both in current returns
for wheat crops and in improved land
prices, they would face anew a condition
of increased costs and. unremunerative re-
turns, the necessity of painful contracting
of wheat acreage, and a decline in land
prices. The burden would fall most heavily
upon the great body of wheat growers all
over the country, not upon the growers who
had broken up new land; and it would be
heavier because of irretraceable expansion
in certain areas.

‘We have endeavored to state and analyze
the proposals fairly, to assume intelligent,
able, and earnest efforts to carry them into
effect, and to consider how the inherent
difficulties might be met. We conclude that,
although successful operation cannot be
prophesied, the scheme could be made to
work; but that its net outcome, within a few
years, would be to the serious disadvantage
of wheat growers and would create fresh
maladjustments in American agriculture.
The greater the early success of the meas-
ure, the greater would be the prospect for
its ultimate failure to achieve the results
desired by growers, and the necessity for
painful readjustment after the disappoint-
ment was recognized and admitted.

In the foregoing discussion we have pro-
ceeded on the assumption that the Board
would undertake to raise domestic prices
to a level 50 cents ahove the Winnipeg
price, and that the tariff barriers would be
such as to permit this objective to be at-
tained. In the following study we shall
consider the much more limited results that
might be accomplished if the scheme werc
put in operation with the present tariff of
42 cents,

This study is the work of Alonzo E. Taylor and
Joseph S. Davis, assisted by Elizabeth M. Brand
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