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COMPARATIVE EFFECT OF PRICE AND SUBSIDIES ON FOOD PRODUCTION

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

I really am not qualified 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 intereplay of human
desires and satisfactions, accunulated over a woderately 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 doubt 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 devt. I am confident that large purchase of government
bonds by vanks also materially contribute to inflation. It has not been umy ex-
perience that price operates in a siailar way.

. As I understand it, price operates in much the same way as the old fashioned
steelyard. Demand and supply get out of balance 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. Price,
to my wind, implies quid pro quos I am unable 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 where the payments
were made imnediately or within the limits of short term credit, To be sure,
farmers going into long term debt to buy land at high prices certainly contrib-
uted to inflation. As long as people use money as a medium of exchange to
equalize desires and satisfactions, price will be the most effective stimulant
to such equalization.

Things were fairly well in balance after this country recovered from the de~
pression and until we began to feel the pressure of the present war, There
were inequelities to be sure, but by and large, the country's seconomy was on &
pretty even keel Then, the onset of the war brought about 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, though, 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 aore dbut the
processors and distributors of their produce were prohibited from assisting
fariers by paying higher prices.

It seeus 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 others.

Farimers were expected to meet the competition of war industry plants in the
labor market, to get along with what machinery and equipnent they had, and in
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the case of livestock growers, to pay increasingly high prices for fced, and
at the saume 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 becausec governaent iuposed ceilings on only a few. Yet,
with a very, very few exceptions prices of itess which constitute the so-
called cost of living did not advance at the saae rate nor to as high a
level as did wages.

My interest is in dairying and I feel sure that these reuarks accurately re-
flect the attitude of the dairy industry and I feel ratiher confident they
represent the attitude of all agriculture. The United States has not pro-
duced for many, wany years any uore .ilk and dairy products then would sup-
ply the doaestic demand., In fact, in recent years, we have becn slightly on
the import side. This is slso true as to the over-all food supplys The
United States has had to suppleuent its own production with iaportations of
certain itews fro. other countries. The surpluses which accuaulated in this
country during the depression were not the rcsult of over-production dbut of
the lack of the wherewithal for iaintaining consuwsption.

The requiresents of our arwed forces, call for nmuch greater quantities of
dairy products per capita than the men custoumarily consume in peacetime., In
addition, we have been supplying the allies with guantities of certain dairy
products and will have to supply :ore.

To weet this situation, the civilian population has had to curtail its con-
suiaption of butier, cheese and powdered nilk, The Secretary of Agriculture
a year ago stated that if all reguireuents were to ve met, uilk production
would have to reach 140 billion poundse. 3But in the saue bdbreath, he said he
could not count upor a greater production than 122 billion pounds, So then
the OPA scid that the price of butter to the consuner should oe reduced 5¢
per pound in order to check the rising cost of livinge. Since the civilian
population cannot hope to obtain uore than 12 pounds of dbutter per capita
per ysar, this means a grend savinz of 60¢ per year. This, of course, is
not a saving anyway becanse the goveraaent is paying out through the creauer-
ies to the dairy faruer this 54 per pound froa the tax payer'!s uoney. And
this is not 211, the adainistration of this operation is costly and so soie-
vody is zoing to have to pay the 5¢ per pound plus the cost of adiinistering
the prograa., The governaent tries to wake it appear that tais is a subsidy
to the fariier dut since the faraer docs not get a penny wore for his butter-
fat than he zot vefore the prozrea was put intc oseration, I faill to see
where he, the farmer, has been subsidized,

Subsidies are a tool of politics, & method euployed by governuents for many
hundreds of years. It may be that financial contributions by government to
an industry or the like in the public interest wust be employed, but if and
when that is done, it shouldbe handled with sore intelligence than is being
displayed in the subsidy on butter. Fariaers would not need to receive high
prices if government would coxe to their aid in the field of wages and a
very few other items. Additional price is required orly when nothing is
done in these other ways to assist the producers
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I consider subsidies to be unfair and deceptive. I feel they contribute to
evasion and law breaxing, Frice adjustaeats oy not pe always fair but at
least they are open and above-board. I realize that in tizes like these,
there st be soae control of price hut it secms to we it would be far wore
simple to excrcise thet control ab the consumcr level and seb the limit high
enough to enable tue three-horse weaa to put forth its maximun offort to pro-
duce, process and distribubte the increased quantities of food which the
governmeut progra.s roquires. If the conswacc's money is not divided fairly
enough auong the three, the oae who pets too much can't retain it anyhow.

It will show on thc ircome tax blank and ir. Horgénthau can take it awaye. I
doubt if there would be any grcater anount of deception and law evasion than
is going on right now and I feel surc the sethod could be policed with much
greater cuccess and less expenseés

All those ideas are natters for you experts and if what I have said is of any
value, it is tnat you have been given an insight into the way in which an
ordinary dairy.an looks upon the provleu.

Berkeley, California June 24, 1943
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. PRICES VS. SUBSIDIES AS INCENTIVES TO PRODUCTION OF ZSSOITIALS
PRODUCTS IN THE WAR EFFORT UNDER AN ANTI-INFLATION POLICY

A discussion of papers by Drse. G.W.Barr and R.B.Hoflcbower
by
Cruz Venstrom

. Dr. Heflebower's thosis in favor of subsidics as a major moans cof

. rédirceting production during war, appcars to stem in large part from his
. focling that direct price decisions by government will always e upward

and the result of such onc-way .prico movements must contridbute to upward
pricc spiraling. At the momont I am not fully in accord with tlic basis
for this conclusion -- that. .governmont: cannot say "no',. .
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To cffectively wage a long war and. malke somc plans for transition
to pecaco, statcsmanship must omorge that can on occasion say both' "yog!
and "no" which can lower prices as woll as raisc them.

The'prcsont agricultural pricc strﬁctufc, which is not giving tho

~.best allocation of agricultural production, is out of linc, in part.by
reason of government decisione For oexample; "the several. feed-liveostotli-

dairy rclationships. Will a government which docs not make consistent
decisions in the usc of the price mechanism, do-so with. subsidics?

Possibly —- but I feel that the dynamies of war,-even with a doastant

. price level, will bring tcnsions boyond -the  facilitics of subsidy admin-
. istration. If so, then direcct price adjustments should not be reltgated
'to a minor rolec. . N : veon '

Now regarding subsidics, -cxpenditurc by government to attain given

,‘ijoctivcs is an old decvice.. . Therc appcars no recason why subsidics should
. not he used in tho present .situation, prosumably with advances in .objece~

tives dndlﬁéchniques drawn from past oxperiences Particularly in gotting
more rapid production incrcascs in somo of the ‘more-staple food crops, a
subsidy for the acreage increases, would give large savings to the consumer,

The Galiforqia and Arizona pooplc presont will appreciatce that no

:{Eubsidy was necded to stimulatc carrot production., Onion production,
..- though exposcd to the samo general conditions, went down. Certainly

there is a price which would stimulate onion production, but I susncct
that a well directoed subsidy would be both satisfactory to the farmors
and be of a saving to consumers. Undoubtodly the agricultural nrice
structure has a number of places where well dirccted subsidics can be
casily administered to achieve. the desired production shift,

Turning now to Dr. Bar:r's paper, I would agree with him to this
extent, that much more direction should bc given to production by pricc.
Dr, Barr suggests maxinunm and minimum regulation of pricos but the issues
become specific only when we know the agricultural price level which is
favored and its rolation to the presont cost of living indexese Dr. Hoflee
bower would hold the line on tho agricultural price level and Dr. Barr,
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I suspect; would glve the- current agrlcultural arlce level some more lesway.
Both speakers apparently feel- that additional incoms is necéssary to agri-
culture. 3But neither one obJectlvelv analees the current agricultural
income situation. - - . e ’ S -

Dr. Heflebower mentions land value incrsases. A racant Department
release tells of rapid land value incrsases which will bszar watching in re-
lation to agrlcultural prices. In the interval between World Wer I arnd II,
thls group ep ent 2 good share of its time' on nrobleme which arose in large
part from too rapid a rise in ‘the agriculturdl price .evel. Wa should bring
all thet experlence to bear on current pélicy. S R ’

Farmers genefdlly have very vexatious production problems along 'the
line of machinery, repairs, supplies and labor. Higher orices would not
solve some of these matters and in some wavs woqu aggravate the labor
situation. ’

If we could avply objective income measures, I suspect we would find
a pretty general: satlsfaction with the total agricuitural income in the last
year. On some’commodltles the prices of last'year &re now too low-~— on.
others, the Drices are still at very fevorable 1->v=’Lf*" : o '

I susuect thet a total agricultural income contlnuing at scentiélly
the same level would turn'out quite satisfactory provided the iftequities
between commodities ‘were adjusted and considerable 'mn“ovement comes in’ the
external relat10n=hlns to which farmers must adjust. This aseunes, “of course,
that the "price line" will hold on the other sezments of the économy.

Dr. Barr nresqubly feels that if agricultural nrlces vere glven
gome more leeway,vﬂ~r1cultural production woutd soon catch up with deéemend.
With carrots, yes. | But the present fruit price structure illustrates thé
extreme example where production cannot react to prlces w1+h1n ‘the noselole
tlne 11m1ts necessary for inflation con trol '

h

Both bapers suggest social-political aspects in connection with tne
31gn1flcaPCe of” holdlnD the nresent food 0“1CP level, We are - and right-
fully so: ~'ae911ng“w1th'pollcv in the process of formation, ~nd economists
must recognlze titese othcr asoects “nd be prebared to adv1sa on compromis
p051t10ns. ' ';' : o ; :

‘In summary the the issuss are not b1°ck vs. whits ~ orices vs.
subsidies but rather, 1n ‘Whet specific instencdes ‘are direct DriC“'changes
best - in what spec1fic instances are subsidias bHest. '

Y Y




