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^ r e* u r n herewith the two memoranda on the
\ agricultural program which you lent me, together with

a memorandum on the subject by Frank Garfield, It
seems to me that a very close case has been made out
in favor of meeting such farm benefits as are desirable
and equitable out of general taxation, which is at least
intended to be in proportion to ability to pay, rather
than out of a regressive levy on the poor elements among
consumers*

It is clear, however, both from a general econ-
omic and Dolitical point of view, that it would not be
desirable or feasible to cut down on farm benefits* Con-
sequently, if it is decided that benefits out of the budget
are to be discontinued, then it would be better to adopt
the certificate plan, rather than to reduce farm benefits*
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From Frank R. Gar field

The certificate plan is sought by leading farm organi-
zations and the Department of Agriculture to secure larger
benefits for certain classes of farmers from permanent and
hidden sources, without losing foreign markets and without
greatly increasing administrative costs. It is essentially
a plan for processing taxes on cotton, wheat, rice, and possibly
a few other commodities. The taxes on cotton and rice would
assure the farm parity prices or cost of production, whichever
is higher, on the portion of the crop consumed domestically;
in the case of wheat the tax would be somewhat larger than this*
On the basis of November 15 condition the wheat tax would be 48
cents per bushel and the cotton tax 7 cents per pound. The
special parity appropriation of around ^200,000,000 in recent
years would be reduced somewhat. The whole program including
collection of taxes would be administered by the Department of
Agriculture .

In the memorandum of December 16 proponents of the plan
dismiss a number of objections, but not very effectively it seems
to me. They say that while the taxes are primarily on necessities
they will fall on groups whose incomes are higher than those of
farmers and that most other taxes are regressive. But it is clear
that at best the advantages in income distribution to be gained
by the transfer of around $500,000,000 annually from consumers
of flour and cotton goods to farmers would be small and they
might be less than nothing. Also there is no evidence that the
transfer would put any idle funds to work. Again, it is argued
that objection should not be offered to hiding the taxes because
other devices to help other people are also concealed. But it
seems * probable that relating wheat benefits directly to a heavy
tax which would unquestionably raise flour and bread prices,
would spotlight rather than hide the benefit payments and might
lead to a strong reaction against payments to farmers.

The Treasury report covers many aspects of these two
problems and also of others not mentioned in the December 16
memorandum of the proponents.

Some important points, however, are not raised in either
of the documents.
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(1) The program does not take into account a very basic
problem arising out of the war -- that of keeping prices from
advancing unduly. Now the Government is having some influence —
through the TMEG and other agencies — in discouraging price
advances; for the Government itself to raise prices of even a
few important commodities would certainly have unfavorable re-
percussions, both directly through higher prices of these com-
modities and indirectly through the weakening of the campaign
to hold prices near current levels*

(2) Prices of wheat and cotton to domestic processors
would be roughly constant for long periods, except for small
fluctuations corresponding to those in the index of prices paid
by farmers, including interest rates, tax rates, and the like.
To what extent would this be desirable? Similarly, is it
desirable that prices received by farmers on the domestic por-
tion of their quotas be fixed without regard to changes in
production techniques, labor costs, market, and the like? There
is a whole set of problems here, particularly in view of the
sharply advanced levels to be fixed — 16 cents for cotton and
1.36 for wheat — that warrant further consideration.

(3) The Treasury report includes comment on the effects
of processing taxes on consumption of materials in 1934 and 1935
but does not include estimates of the effects the proposed larger
taxes might have on consumption under 1940 conditions.

(4) The limited coverage of this program as respects
agricultural commodities is commented on in the Treasury report.
It might be added that war developments have contributed to
advances in wheat and cotton while at the same time cutting off
export markets of some groups, such as apple-growers.

(5) It is not clear from either report just how much
the total amount of Government payments will be changed by this
program.

Coming back to the problem faced by the Department of
Agriculture in a year when plans are being made to increase
armament appropriations sharply and to avoid increasing the size
of the deficit, it seems proper to ask whether agriculture should
be expected to suffer for the sake of armaments. If the people
want increased outlays on armaments why not have a special tax
to meet these outlays — and not sharply regressive taxes like
those proposed on wheat and cotton?
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