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UNITED STATES DEPARTMENT OF AGRICULTURE © S 

Bureau of Avricultural Economics 

AGRICULTURE AND THE PARITY YARDSTICK 

By Howard Rs Tolley 
as _ Chief of the Bureau of agricultural Economics 

Address before the National Cooperative Milk Producers 
J . Federation, Chicago, Illinois, November li, i941 

I am very glad of this chance to discuss the parity principle 
and its relation to our agricultural program, For i think the parity 
device as applied to farm prices and agricultural incone stands for 

something that farm people should never surrender. 

_ Farmers and farm organizations have fought for’ eccnonic 

equality in terms of parity prices and incomes for, two decades. To- 
day, when both the general principle and our current ways of calculating 
parities are generally accepted, is no time to desert what we have 

struggled for over. all these years. For this reason the current dis- 

cussions of the parity principle and methods of calculating and 

measuring parity are especially significant. 

Farmers have long felt that their incomes or standards’ of 
living are not comparable to the advantages and standards of living 
enjoyed by the nonagricultural BF OUps And since the Civil War, certainly, 
farmers have - made many efforts to obtain legislation that would give 
them a more even break. But the roots of our present parity concept 
lie chiefly in the events of the last World War and in the depression 

;. that immediately followed it. 

As many of you remember, there was a great deal of interest in 

the administration of prices during the last World War. Efforts were 
made to fix the prices received for milk by producers in several milk- 
sheds on the basis of a sliding formula tied to some of the more direct 

costs of production. The price of wheat was actualiy fixed, and the. 

question of fixing or guaranteeing the price of hogs was freely discussed. 

As all of you remember, ferm prices rose somewhat faster than 
other prices during the first few years of the war period, but they also 
dropped faster and farther than other prices in 1920 and 19el. As a 
result of this drop in prices there was a great deal of agitation for 
some form of agricultural relief during 1921 and 1922. Almost without 
exception, the ideas and devices that were eventually written into 
‘the Agricultural Marketing Act of 1929, the Agricultural Adjustment 



Act of 1935, the sertauls tural markakine Agreement Act of 1937 and the 

Lariout tural Adjustment act of 1938 can all be traced dack to this 

general agitation for farm relief that was first started on a Naticn— 

wide scale during 1921 and 192k. _—s 

Some of the agricultural organizations and farm journals in the 
Mid-West were then asking for corn acreage control; groups throughout 
the country were considering the cooperative approach to controling 
agricultural supplies and raising farm prices; and a great many of the 

farmers and their representatives were in favor of some kind of arrange-— 
ment that would beat the export movement of our comnodities and so 

shorten supplies in -the domestic market. 

In 1921 George Peek and Hugh Johnson prepared their brief on 
"equality for agriculture" that was to serve as a basis of the McNary— 
Haugen fight from 1924. to 1928. In this brief the need for raising 

farm income was set forth, and the suggestion was made that sufficient 
surpluses be diverted from the domestic market to maintain a "fair 
exchange value" or raise farm prices to the same relative level as 

existed in the ten years 1906. to 1915. 

About this same time Rich i Warren, who was in charge of egri- 

cultural cconomics at Cornell University for so long, came to Washington 
and worked out the index for farm prices that was presented in U. S.° 
Department: of Agriculture Bulletin 999. In developing this first index 

of prices’ paid to farmers —— or, as the term is now used, of prices ~ 
received by producers —- the.prices for the several commodities were 
indexed on the basis of the sixty months, August 1909 through July 1914. 

‘The reasons a selecting these five years as a base, as.I 
‘understand “it, were Pp oA My | 

(1) °It was’ felt that a'‘pase prior to the .cutbreak of the war in 
1914 wes desirable since it.was’ believed that a reasonably normel re- 
lationship existed between the prices of the several commodities and 
between the returns to the several groups of producers in the period 

preceding thé World War; and . 

(2) Although prices of the chief agricultural: commodities had 
been coliected for December 1. of cach ysar since the Civil War, the 
collection of prices on a monthly: basis was started during 1309, so 
that monthly estimates of prices received by fermers were not available 
prior to 1909, 

These two reasons, then, very largely determined the base period 
that is now used in celculating parity prices and parity income — that 
is, the five years 1910 to 1914. - . Re A N 

Warren also compared farm prices with all. wnolesale prices in 
order to obtain a rough measure of the purchasing power of farm products. 
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This comparison led to several conclusions that have since become quite 
familiar, and there are several sentences in the summary that I should 
like to read. Specifically: 

"Practically nothing that the farmer sells can be exchanged for 
the usual quentity of other things. It is physically impossible for: 
farmers. to absorb the products of factories. Farm prices have dropped 
much more than wholesale or retail prices of farm products. The low 
purchasing power of farm products has made it impossible for farmers to 
buy the normal amount of other things, and has been a contributing 

cause of unemployment." 

The comparison between prices received by farmers and all prices 

at wholesale was not, of course, an entirely satisfactory comparison. 
As a result, Dr. 0. C. Stine, with the help of others in the Bureau of 
Agricultural Economics, worked out an index of prices paid by farmers in 
local markets for goods used in family living and production. This 
index -was first published in 1928. Since that time, the comparison be- 
tween prices received for the main agricultural commodities and this 
index of prices paid by farmers has been the generally accepted measure 
of ‘the parity relationship. 

Of course, a great many other ideas and devices for measuring 
economic equality as between farmers and non-farmers were advanced 
during this period. But the parity yardstick was finally accepted in 
1933 because it measured off what seemed to be a fairly reasonable goal 
and could itself be definitely measured. 

So we have arrived today at a place where the parity principle 
is an integral part of our agricultural legislation. The original 
definition is in the Agricultural Adjustment Act of 1933 which declares 
that it is the policy of Congress, among other things, to "reestablish 
prices to farmers at a level that will give agricultural commodities a 

purchasing power with respect to articles that farmers buy, equivalent 
to the purchasing power of agricultural conmodities in the base period. 
The base period in the case of all agricultural commodites except 
tobacco shall be the prewar period, sugust 1909-July 1914. In the case 
of tobacco, the base period shall be the postwar period, August 1919-— 

duly 1929." 

While this formula has been amended and re-enacted several times 
Since 1933, it has not been essentially changed except that sllowances 

for interest payments per acre on farm indebtedness secured by real 

estate, and tax payments per acre on farm real estate have been added 
to the purchasing power calculations for all commodities for which the 
base period is 1909-1914, and the base period for Burkey and flue-cured 
tobacco has been shifted to August 1934-—July 1939. 

Other emendments also are of interest but they supplement rather 
than change the original formula. Under the Agricultural Marketing 
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Agreement. Act of 1937 the Secretary is directed to consider "the price 

of feeds, the available supplies of feeds, and other economic conditions 

which affect market supply and-demand" in determining prices -for milk 

and its products in areas where marketing agreements are in eficct. 
Where satisfactory statistics are not available for the earlier 1910-14 
ase period the Secretary aiso is allowed to use "the postwar period, 

August 1919-July 1929, or all that portion thereof for-which. . » . tne 
purchasing power of such commodities can be satisfactoriiy determined | 

from available statistics" for the purposes of marketing agreuments 

and orders under the Act. 

And the so-called "Steagail amendment" of 1941 provides that 
whenever.the Secretary finds it necessary to give A DSAa RS encouragement 

to the production of any commodity, such funds as are available shall 
be so used as to support prices ee such winanoted «9 es at. "not»less, than 

85 per-centum of the parity or comparable pages 8 refor" anda that 

"comparable prices. . . shall be determined and used (whenever) the 
roduction or consumption of such commoci ty has, so changed 9% 2228S) %@ 

result in a price out of line with parity prices for basic commodities." 

That is, comparable prices are to be used where parity prices 4re not 
now available, as in the case of soybeans, or wheres adores as calculated 

according to the general formula is clearly out of line with prices of 
the, five basic commodities — corn, cotton, wheat, rice, wand eae 3 —— 

specified in the Agricultural Adjustment ict of 1938. 

With this discussion of the general parity formula in mind we 
may now consider the method by which parity prices are actually 

calculated. ror the major agricultural commodities (and the sane 
general procedure is followed for ali commodities) the steps involved are: 

(1) & base price for the period 1909-14 is determined. -This 

is done by averaging the prices reported by farmers to the Department 

of Agriculture for the sixty months beginning Lugust 1909 and ending 

July 1914. The average price of cotton during this pariats for example, 
was 12.4 cents a pound, while wheat averaged 88.4 cents a bushel. 

There are now about 10,000 dealers in agricultural products 

reporting to the Department the current prices paid to producers. 

Similarly, approximately 14,000 local merchants servicing the farm 
population report retail prices in rural arvas which are the chief 

basis of the "prices—paid" series, although some other sources are also 
used. 

(2) an index of prices paid, including taxes on real estate and 
terest paid, is ‘calculated. his 1s a laborious but relatively simple 

task. To begin with, the prices of 86 items used in family living and 
88 items used in farm production are collected, . These itexis include. 
clothing; household supplies; food; furniture and eins S3; building 
mate wiale 5 automobiles, trucks, tractors, gas, oil, and tires; feed; 
farm machinery; fertilizer; general equipient and eumehicia a seeds 



ate taxes and interest on indebtedness The necessary datz on real esta 

e also collected. 
S 

securcd by farm real estate ar 

in computing the indexes cf prices paid for commodities used in 
living or family maintenance and commodities used in production, the 
estimated quantity of each comuiodity used by farmers is used to weight 
both the prices paid in 1910-1914 and current prices in order to obtain 

the, necessary ratios or incdexcs of prices paid. ‘The tax and interes 
data are caiculeted as rates per acre and converted intc index forn. 

To obtain the final “index of prices ane intere est end taxes," 
the nde of prices paid for commodities used in living 15 given a 
weight of 48.6 percent, while the indexes of; commodities used in pro- 

ducticn and interest and texes por fers are given a weight.of 51.4. per- 

eent. This procedure gives an overull index cf 138 for October 15, 1941, 

which means that fern commodity prices would need to be 158 percent of 
the base prices in order to have the sane purchasing power as in .1909- 

1914. 

iS) The third step in oa leulating parity prices is to adjust 
the base period prices by the index of prices paid, interest; and taxes. 

That is, the bese period prices are muitiplied by 1.33 to calculate the 
Parity prices Tor OCctuber 15, 1941. The parity price for cotton, for 
example, is 1.38 times 1¢.4 cents or 17.11 cents 2 pound, ‘and the parity 
price’ for wheat is 1.58 times 88.¢ cents or 1é¢é.0 cents a bushel. 
These parities compare with actual prices received of 1€.55 cents a 

pound for cotton and 91.0 cents a bushel for wheat as of October 15. 

Parity prices, of course, change as the index cf prices paid, 
interest, and taxes change —- that is, parity is a relative rather than 

a fixed price concept. 

For several ccemmedities, chiefly fruits and vere 
ove only récently come’ intc general usc or for orth abe See data are 

not av at tab le, the dbase period is gugust 1919-—JuLy i pes whiie for 
Burley and fluc—-cured iglegpshcat as I mentioned 2 inc ae go, the base 

perioc is August 1934—July 1939. Psrity hn 3 these Hee ee ae is cal- 
culated in exactly the seme saanner as fc her spines tles, except 

that ellowances for intersst and taxes cre not included. 

Parity price S coleuiated accurding to this fcrmula are 
published every mcnth by the Department in its Price Report, which also 
carricS prices received by farmers on the fifteenth cf the month. The 

index cf prices paid, interest, and taxes, it will be ncted, does not 
include any alicwance for sums spent for ferm labor. Farm wages on 
Octover 15 were 165 pereent of the pre-war average, and the current 

parity index would be raised about 3 points if an allowance for wage 
rates were included. Wages cannot be included without 2 legislative 

amendment. 
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All of us know, of course, tnat what fermers are really inter- 

ested in is income rather than prices as such. As a@ result, the concept 

of parity income has developed along with the parity price principle. 

The best current definition of parity income is in the sgricuitural 

Adjustment Act cf 1938 which provides that parity income "shall be 

that per capita net income of individuais on farms from farming 

operations that bears to the per capita net income of individvais not 

on farms the same relation as prevailed curing the pericd from August 

1909 to Jwly 1914." This definition applies to the uet income avaiiable 
4 

to farm femilies after cash operating costs are paid. 

There is also an implied definition of the gross parity income 
in Section 303 of the same Act which provides that such funds as are 

aveilable for price adjustment payments shail Le civided among the 
several basic commodities in proportion to the amount by which each 

fails to reach the parity income level. For this purpose, parity in- 
come has been considered as equivalent to a normal year's domestic 
consumption and exports of each of the basic commodities times the 

parity price for the, particular season concerned. 

there ic, I’ think, general agreement that the parity income is a 
more reticnal and cquitable epproach aie. is the parity price approach. 
But the difficulties of determining net incomes available to farm fam— 
ilies are considerable; and <cfter this, net incceme.is determined there 
is still the problem of how to apportion it among the severel commodi- 
ties or groups of farmers; and, after this is done, there remains the — 
furtner problem of spb neuen volume of production to use in translating this 
income into prices that would correspond to parity prices as currentl iy 

calculated, 

Because or these difficulties, we are still using the much 
Simpler parity price epproach, although we all hope, I think, even— 

tually to make better use of the parity income approach. Over the long 
run, it seems only reasonable to appraise our efforts to obtain parity 

prices in,terms of whether or not farmers are ectually ge voting & 

reasonable cr equiteble income. 

So much for background and method. I want to turn now to the 
ad 

current discussicn of the parity yardstick. There are two facts 

chiefly responsible for most or, this. interests » Firsts it se. happens 
that the current draft of the sco-celled "Price Contrel Billi" provides, 

_ameng other things, that no ccilings shall be fixed on the price of p 
farm products at less than 110 percent of the parity price, or the market 
equivalent of the parity price of agricultural commodities as determined 
and published by the Secretery of Agriculture; and second, it so happens 
that the average of all agricultural prices reached the parity level in 
Sentieier of this year for the first, time since 1920. 

Quite naturally, these facts have stimulcted a great de2l of 
interest and discussion, especially within tne agricultural field. 
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Some statisticians would lixe to see our current methods rewised in 
order to give. a somewhat more modern listing and weighting to ths 
commodities involved. Such « revision, however, wouid certainly 
change the current indexes by only a very few points and would not 

mean a grcat deal to cither the farmers or consumers concerned. At 
the other extreme, there are some individuals and groups who would like 
to see the method of calculating parity prices so altered as to result 
in much higher prices than those that are currently being calculated 
end published. And finally, there are many people who believe that the 
eurrent metheds of determining parity prices and-incomes could be 
measurably improved, or who have formulas of their own. that they be- 

sae would be better than the current formula, and who would like te 
see these changes adopted in view of the increasing importence of the 

parity concept. * 

Before I discuss. some of the suzgestions that are now being ad- 
~wancesd it might be well to say just a word as to what ; ei-by xrices do y 
and do not stana for. The parity principle is simply an exchenge ratio 
between prices paid-by farmers and prices receivec. It applies only 

to those items for whicn the farmer pays cash and for which vrices and 
rates.can be rather.ecsily determined, and to those items that the 
nee Sells for which priccs can be easily determined. 

The currentuparity formula does not att Sate to measure cost of 
producticn in eny cf the usually accepted senscs in which that term is 
used. Nor does. the current parity formula pay to give farm end non~ 

farm families ar equal standard of living. Instead, so far as it 
applies to standards cf living, it is devised to give farm families an 
income that has the same relative purchasing power when corpared with 

the incomes of non-farm fanilies as existed in the base period 1910- 
BS 6 Se 

There are, it might be noted, several distinct advantages that 
attach to the current method. Te beyzin with, it is genercily accepted 
anong a surprising number of people -- among farmers, constmers, ad- 

ministrative officials of the Government and legislators. Tnis is an 
advantage that cannot be brusned eside or easily overlosked. After 
all, a method that has aeupLoped through almost two decades of controversy 
has proved its merit. There should te a-strong ease against it, \befcre 

& Suggestion that it be materially changed is really in order. 

seconde, agricultural prices, 1s 1 whule were at a relatively higher 

level as compared with nonagriculturai prices during the five yecrs 

preceding World War I tiicn at any cther time since the short war period, 
1916 through 1918. This meens tnet effcrts to raise psrity prices 
must either lead toward ci iffer ent base periods for different commcdi- 
ties or to e shift toward a substantially different method. And 
third, statistics for determining parity prices as they arc new calcu- 
lated arc fairly easily aveilable and, for the most part, are reasonably 

adequate. Some of the proposals now béing discussed-would.either 
require stolisties, thet are not now availabla, cr would involve the. use 



of statistics and methods that are none too logical. I am not het 
this in an effort to prove that agricultural prices and farm returns 
were satisfactcry in 1910-1914, but only to indicate some cf the 
factors that must be considered if a snift is seriously propcsed. 

There aré, of course; any number of proposals for shifting the 
whole concept end method of calculatién. .Perhps the best way to consider 
these proposals is to outline certain classes of approaches rether 

than to try to consider. any specific proposal as such. There is élways 

a tendency for the suggestions developed by different individuals and 
different groups te fall within a relatively smail nunber of classes 
even though each suggestion does have its cwn identi v ing differences .. 

and does becone associated with scone different group or backgrcund. © 

ries of current suggesticns propeses that the present 

be replaced by a cost cf production appreachy, As I have 
ated, tha is one of the oldest suggested ways Jor S is 

casu rine shila: se r fair raturns fcr agriculture ou far, the cost" orf 

pre oduection Foaeatis De alweys led to ai ffonerices wien thse particu- 
ar methods of calculating costs are discussed. That is, as an as 

abetaag proposal, the cost—of-prcoduction concept seuns logical and 
nO 

= 

is easily argued... But as a concrete proposal, it raises neny 
questions cf judgment with respect to values to be placed on tne labor 

f the farmer and his family and on farm land and equipment, anda a ie 

ts: to be allowed, that it uas generally been passed cover whenever 

the effort was to work cut a practical or administrable appreach. 

A, second series of suggestions propuses that the compariscns 

en farm and non-ferm prices be shifted to suse other basis, or 
that some cther index be substituted fcr the eminetth index.of prices 

paid. For the most part, these sugcesticns would take specially com 

puted indexes es a commodity or type cf farming, cr Some other econo=— 

mic index that would give a higher parity level than is provided by 

the index now being used. Propesals that snecial indexes be used for 
each of the important egricuitural commodities, or for each cf cae ; 

important agricultural regicus cr types of fereing, have considerable: 
merit. AS you all realize, it can very well be arrue® that a iaenae 
index of prices paid, interest, and taxes is not the best index to use 
in comparing prices for milk with the cash costs of dairy féraers in 

Northeast or the Mid-West, or in the miilkshed of scne particular 

by like. San. Frencisec or Detroit. But the.statistical task of 
determining 2 whcle series oi regiunal or cummodity indexes, andthe ~~ 
erguments that would be raised along the reute, make this apprvuach 

difficult. And proposal iy to shift the basis fer comparison 
away from the index of: prices paid to sume more favorable sensrai * 
index are, of course, always opcn tc question, unless the new indéx 
better measures prices paid by farmers than does the current index. 

Ancther Series of suggestions woyld require that the curre “ent 
parity prices fcr all ccurodities be redetermined in such a wenner as 
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to medernize the relations between prices received for each cf the 
several corimocdities and yet leave the average level of parity prices 
unchanged. This proposal, ycu understand, would say tc ccnsuners that 

the average parity price level for all commodities would remain un- 
changed, but in order te d¥stribute more equitably the ccsts and 
benefits of the farm proyvram, the parity prices for each of the 

individual cormodities will be recalculated in such a way that ali 
of them will be equelly close tc or equally far below the parity level. 

It is usually suggested that the price relations preveiling during 
1934-1939 be used. Considered as an abstract suggestion, this pro- 

posal has merit. But you all will recognize that, practicaily, it 

‘would mean that parity prices of about one-half of the ccmmcdities 

would be raised above the present parity level and the parity prices 
for the cther half would be lowered. The one-half of the farners 
whose parity prices were raised would, of cvurse, not seriously object, 

but the other half cf the farmers would be almost certain to raise 

big questicn, if not a big hewl. 

Anc. finally, therc is a series of suggestions that assumes 
that farmers shonld obtain the samc absolute income in dollar 
Capita or pez Tamily as non-farmers, ur at ieast a4 conside 
eres ter relat per capiLs. tian Pe provided by + 
of EGP CU UIs. prices and income cagried in current farn. legislation. 

} } 
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aoliar inetric equel te. one—hal? or two-thirds or tne sanc tetal dollar 
income 25.i1S received per.capita by the nonagricw, tural, group. The 

proposal tc use 2 wees. index aicng with the prices paid incex has 
Ger tean orogoecks. As far.as Drices paid ory inners are concerned, 
Migemeoeea OL Inoustri at. Lepor are lecussariily onczuccd) in the prices 

paid fer processed food or farm michinery or cuttun clothing. or 

whatever cilscé 2s bougent. As a result, tnis sspect or the We ES sit—- 

uation is already tieasured in the prices paid-index. On the other 

fit is argued that the waze indexes ere Used ito measure the 
income that fermers sncuid heve aveilable for fomily living and’ for 

iZs5 2 Woulc Scen more Syporopr ‘late to use average income per 

of the entire nenagricultural group than to use industrial 
ates, vr sven wavkly or monthly earrings cf industrial workers, 

Since the parity concept cr principle should meesure the dirferences 
between farmers end non—-farncrs, rataer than differences between 

farmers and Scme special classes or groups in the nenagricultureal 

field. As for the proposels to pive farmers some specified cr relative 
income, they often fall in much the same class es the cost of pro 
proposals, as well as bring up the oquesticn of whether doller incomes 

of farmers and non—-farmers can be directly compared. 

Vv 

But all cf this discussion is good, whatever we mey think cf 
any specific proposal. We want the best agricultural program that can be 

worked txt, and we all want our program anc the standards upon which it 



is besed generally understood. This is necessary if the Tariarey 

their representatives, and the general public cre to have the cecnfi-+- 

dénce that is indispensable: te the success and continusiion of the 

procram itself. And sinee@”it is the farmers and "the geueral public, 

working through thé Ccneress, who make thé: final decisions; I am glad 
hat sc many peuple’ are aware uf the importance of the varity principle 

and ere trying tc Learn wore abeut it. 

Sc fer as the Devartwent of Agriculture is concerned, we ere 
raking every effort to explain our statistics and cur methods to 
congressicnal comittces, to farmers and farm organizations, tc 
administrators in other agencies, end to representatives of the general 

public itself. Certainly we feel that the farmers and farm organi- 
gations tarhot afford te put themselves in the positicn-of asking for 

changes in méthods of cetermining parity that would appeer to have as 

their chief justification an attempt to cbtein extraordinary profits 
out of the present defense situation. en if successful in the short. 

st: such proposals would certainly tiie public confidence in the 
entirs farm program, and would only add to the already tco plentiful 
bee ante Li Toe encouraging inflation. 

Fer the gocd vf the farm progran itself we umst see to it that 
3 lepted are reasonable and luriccl., 

In conclusion, I should like to point out that the weifare of 
sie people is cependent upen many other things besides parity prices 
na the netheds by which thcy are calculated. Parits*ineome and parity 

emeiins are important, of course, but they serve only as stendards 3 

ageinst which to measure prices and incomes received ae commercial 
Sales. by all farmers. ‘There are many other ways by which farm standards 
of living can be impreved. The tiolr. parity price and ‘h recmS* CONS p Ts, 
for example, has Little bearing on the incumes and stancards of living 
of that.6@ pereent of the farm populativn who cpérate very sinell’ farms 
r wlio work @s farr. laborers ond who acccunt fcr nét- more than 15 or 

20 percent, of: cur tctal. famm productions .. There are lente ef otter" 
preblems im the farn field; and althcugh we want tu work Sut the best 
parity price and incume measures that can be devised, we ust never 
forget thet these are, after-all, only « part*of cur whele Farm pro- 
gram. Hara standards of living must bs raised, and all’ elesses of 
farmers must benefit in this process, heanwhils, we cannot ferget 
that we are now in the midst of 4. worhicwigdes: Srugge for sebi-preserva— 
tion, and that agriculture's first emphesis should’be on what it ean 
contribute to wur defense effort rather thah on how much self-advah— 

tage can be derived from it. 


