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COMPARATIVE EFFECT OF PRICE AND SUBSIDIES ON FOOD PRODUCTION 

REMARKS BY SAri H. GREENE, SECY-MGR. 
CALIFORNIA DAIRY COUNCIL 

I really am not aualified to appear on this program. I am not an economist and 

never went to college. About all I can do is to offer some observations on the 
operation of the laws of supply and demand and the play and interweplay of human 
desires and satisfactions, accumulated over a moderately long period of adult 

life. 

Let me say, to begin with, that I do not consider high prices and inflation to 
be synonymous terms. I douot if high prices cause real inflation. I suspect 
that installment buying involving lengthy payment periods and easy, plentiful 
credit do contribute to inflation. My understanding of the word credit is that 
it is a fancy name for debt. I am confident that large purchase of governnent 
bonds by vanks also materially contribute to inflation. It has not been ny ex- — 

perience that price operates in a similar way. 

. As I understand it, price operates in much the same way as the old fashioned 

steelyard. Demand and supply get out of valance when either one exceeds the 
other. Price is the force which restores that balance. If supply exceeds 
demand, less price is required to maintain the balance, and vice versa. Frice, 
to my wind, implies quid pro quo. I am wnaodle to see any inflation in that. 

The inflation and deflation which unhappily followed the other war. did not re-" 
sult from the exchange of goods and services at high prices wnere the payments 
were made imnediately or within the limits of short term credit, To be sure, 
farmers going into long term deodt to buy land at high prices certainly contribv- 
uted to inflation. As long as people use money as a imediuma of exchange to © 
equalize desires and satisfactions, price will be the most effective stimulant 
to sucn equalization. 

Things were fairly well in valance after this country recovered from the de- 
pression and until we vegan to feel the pressure of the present war, There 
were inequalities to be sure, but vy and large, the country's economy was on a 
pretty even keel Then, the onset of the war brought avout a tremendous in- 
crease in demand for war materiel, goods, and services, labor and food. The 

federal government recognized the soundness of price as a production stimulant 
in obtaining ships, planes, trucks, tanks and other war materiel. Additional 

labor was obtained in the same way. Surprisingly, thougn, when the prodlem of. 
increasing the production of food approached, government attempted to solve it: 
by the exact opposite method. Farmers were asked to produce wore but the 
processors and distributors of their produce were prohibited from assisting > 

faruers by paying higher prices. 

It sees to me that there is too little recognition on the part of government 
of the fact that production, processing and distribution are a three-horse team 
and that any change which is brought about in any one of these functions prompt- 

ly produces effects good or bad upon the otherss 

Farmers were expected to meet the competition of war industry plants in the 
labor market, to get along with what machinery and equipment they had, and in 
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the case of livestock growers, to nay increasingly high prices for feed, and 
at the sae time to be satisfied with the prices they were receiving before 
things got out of balance. It is true that uany iteas of food went up in 
price but that was because government imposed ceilings on only a few. Yet, 
with a very, very few exceptions prices of itesus which constitute the so- 
called cost of living did not advance at the sane rate nor to as high a 
level as did waves. 

My interest is in dairying and I feel sure that these resiarks accurately re- 
flect the attitude of the dairy industry and I feel rather confident they 
represent tne attitude of all agriculture. The United States has not pro- 
duced for many, many years any wore ilk and dairy products then vould sup- 
ply the domestic demand. In fact, in recent years, we have veen slightly on 

the import side. This is also true as to the over-all food supply. The 
United States nas had to supvlewent its own production with i:nportations of 
certain ite.is fro.: other countries. The surpluses which accuazulated in this 

country during the depression were not the result of over-production but of : 
the lack of the wherewithal for maintaining consunption. ! 

The requiresents of our armed forces, call for such greater quantities of 
dairy products per capita tnan the zen customarily consume in peacetime. In 

addition, we have been supplying the allies with quantities of certain dairy 
products and will have to supply store. 

To weet this situation, the civilian population has had to curtail its con- 
suuption of butter, cheese and powdered milk. Tne Secretary of Agriculture 
@ year ago steted that if all reguirewents were to de met, wilk production 
would have to reach 140 billion pounds. But in tne sae breath, he said he > 
could not count wpoor a greater production than 122 billion pounds. So then 
the OPA said that the price of butter to the consumer snould ve reduced 54 
per pound in order to check the rising cost of living. Since the civilian 
population cannot hope to odtain wore than 12 pounds of butter per capita 
per year, this means a grand savinz of 60¢ per year. This, of course, is 
not a saving anyway because the government is paying out through the crea.ser- 
Les to the dairy farmer this 5¢ per pound frou the tax payer's soney. And 
this is not all, the aduinistration of this operation is costly and so sone- 

vody is zoing to have to pay the 5¢ per pound plus tne cost of adwinistering 
the prograa, The governient tries to wake it apdesr that tais is a suosidy 
to the farmer but since the far.aer does not zet a penny wore for his butter- 

fat than he sot before the prozraia was put into o eration, I fail to see 

where he, the farmer, has been svuosidized, 

Suosidies are a tool of politics, a metnod euployed dy governments for sany 
hundreds of years. It may ve that financial contributions by government to 
an industry or the like in the public interest must be employed, but if and 
when that is done, it shouldbe handled with sore intelligence than is being 
displayed in the subsidy on butter. Faraers would not need to receive high 

prices if government would come to their aid in the field of wages and a 
very few other iteus. Additional price is required only when nothing is 
done in these other ways to assist the producere 
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lL consider suvsidies to be unfair and deceptive. I feel they contribute to 

avasiun and lav breaxing, Frice adjustments Nay not de always fair but at 

least they are open and above-board. I realize that in tices like these; 

there mist pe some control of price nut it seems to ne it would be far inore 

Simple to exernise that control at the consumer level and set tae Llinit high 

enough to enaole the three-horse veau to put gorth its maximum effort to pro= 

duce, process and distribute the increased quantities of food which the 

government progra: roquires. If the consuicr's money is not divides fairly 

enough awong the three, tne one who gets too much can't retain it anyhowe 

It will show on the income tax blank and ir. Morgenthau can take it awaye I 

doubt if there would be anv greater amount of deception and law evasion than 

is going on right now and I feel sure the wiethod could be policed with much 

groator success and less expense. 

All these ideas are matters for you experts and if what I have said is of any 

value, it is tnet you have been given an insight into the way in which an 

ordinary dairy.ian looks upon the provlenu. 

Berkeley, California June o4, 1943 
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PRICES VS. SUBSIDIES AS INCENTIVES TO PRODUCTION OF SSSHIUETAL 
PRODUCTS IN THE WAR EFFORT UNDER AN ANTI-INFLATION POLICY 

A discussion of papers by Drs. G.W.eBarr and R.B.Hoflcbtowor «= 
by 

Cruz Vonstrom 

. Dr. Hoflebower's thosis in favor of subsidics as a major moans of redirecting production curing war, appcars to stem in large part from his » fooling that direct price decisions by government will always be upward and the result of such ono-way..prico. movements must contribute to upward 
price spiraling. At tho momont I am not fully in accord with the basis for this.conclusion -- that. -govornmont: cannot say "nol, . 

. oe Ts rood . . 74 
| To cffectively wage a long war and. make somo plans for transi to peace, statesmanship must omorge that can on occasion say both’ "yo and "no" which can lowor prices as woll as raisc thon. 

The present agricultural price structure, which is not giving the best allocation of agricultural production, is out of line, in part. by reason of govornment decision. for oxample; the several. fecd-livestotke dairy rolationships. Willa go0vernnacnt which docs not make consistent decisions in tho use of the price mechanism, do-so with. subsidics? Possibly -- but I focl that the dynamics of War, evon with a Gonstant 
price level, will bring tensions beyond -the: facilitics of subsidy admin~- .., istration. If so, then: dircct price adjustments should not be reltgated to a minor role. . ~, , ot ) : 

a. Now regarding subsidics, .oxpenditure : by government to attain given _ Objectives is an old dovicac.. . There appears no reason why subsidics should not be used in tho presont situation, presumably with advancos in .objcoc~ tives and techniques drawn from past experiences Particularly in. gotting more rapid production inercasos in some of the more-staple food crops, a subsidy for the acreago increases, would give largo savings to the consunmcr, 

The California and Arizona pcople present will appreciate that no _. Subsidy was necded to stimulate carrot production. Onion production, .- though exposed to tho sane general conditions, wont downs. Certainly there is a price which would stimulate onion production, but I susnect that a well directod subsidy would be doth satisfactory to the farnors and be of a saving to consumers. Undoubtedly the agricultural price structure has a number of places where well directcod subsidics can be Casily administercd to achicve: the desired production shift. 

Turning now to Dr. Barr's paper, I would agree with him to this extent, that much more direction should be given to production by price. Dr, Barr suggosts maxinun and minimum regulation of pricos but the issucs become specific only when we know the agricultural price level which is favored and its rolation to the presont cost of living indexcs. Dr. Hofic~ bower would hold the line on tho agricultural price level and Dr. Barr, 

P~564, 
mn 
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I suspect; would: give: the: current agricultural “orice: Level some more leeway. . 
Both speakers apparently feel- thet additional income is necessary to agri- 
culture. But, neither one , objectively analyyes the current agricultural 
income situation. 7" . ‘ oe : i 

  

Dr. Heflebower mentions land value increases. A recent Department 
release tells of rapid land value increases which will bear watching in ro- 

lation to acricultural prices. In the interval betweer, World Wor I and II, 
this group ‘spent 2 good share of its time on problems which arose > in large 

part from too rapid a rise in the agricultural orice Level. Wa should bring 

all that experience to bear on current policy. 
\ “ 
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Farmers generally have very vexatious vroduction problems along 'the oe 
line of machinery, repairs, supplies and labor, Higher vrices would not Oo 
solve some of these natters and in som ways would ageravate the Labor 

situation. | mo 
a 

‘ . 
4 

If we could aoply objective income measures, I su spect we would find 
a pretty general * “satisfaction with the total agricultural income in the last 
year. On some ‘commodities the ‘prices of last'year ere’ now too Low =~ on 
others, the prices are still at very favorable ‘levels we os : 

: ‘ 5 

. ° 

I suspect that: “a ‘total agricultural income continuing at essentially 
the same level would turn ‘out quite satisfactory provided the inequities 
between commodities | ‘were adjusted and considerable improvement comes in’ the 
external relationshivs to which farmers must adjust. “This assumes, of course, 

that the "price line" will hold on the other segments of the Sconokiy. 

  
Dr. Sarr vresumably feels that if agricultural prides were given 

some more Teeway ,~ a sricultural production woutd soon catch wo with démend. 
With carrots, yes. | But the present fruit price structure illustrates the 
extreme example where production cannot react to prices within the possible 
time limits necessary for inflation con ntrol. 7 

- J 

Both papers suggest social-political aspects in connection with tne 
signifiéance’ of © holding the oresent food orice: level, We are - and right- 
fully so- + dealing ‘with policy in the process of formation, and economists 

must récognize titese other aspects and be Prepared to: advise on compromise 

positions: : oe ne 
e ,* 

ee Aa 6 . 

‘In summary they the issues are not bleck vs. white --orices vs. 
subsidies but rather, in: whet specific insten¢es ‘are direct price changes 

best - in what ‘specific: “instances are subsidies best. oS . - 

  
 


