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THE INCOME CERTIFICATE PLAN FOR AGRICULTURE
Summaryl/

‘The Elm .
The income certificate plan 1s a combination of pro-

ocessing taxes and benefit payments. It takes its name from
the certificates which would be employed to make benefit
payments to producers of certain agricultural commodities
and to collect taxes on the occasion of the first domestic
sale of these commodities in processed condition. Both
operations would be conducted by the Secretary of Agriculture
independently of the United States Treasury.

I/ The summary of the Income Certificate Plan for Agrioulture
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is based on "certificate plan" bille introduced during the
1939 regular session of Congress. Throughout the analysis
the principal differences between the provisions of these
bills and those of the plan currently sponsored by the De-
partment of Agriculture are noted. These differences are:

(1) In the wheat and cotton bills introduced at the
last session, the price of the certificate was to be
equal to the difference between average farm price and
parity price or cost of produotion, whichever is higher.
Under the Devartment of Agriculture's plan the price of
the certifiocate would be equal to the difference between
average farm price and parity price. The criterion "cost
of nroduction" 1g eliminated.

(2) The "certificate olan" bill for wheat introduced
at the last sesslion provided that farmers receive parity
prices on their oroductlion for domestic consumption as
well as for normal exporte. This would have required
domestic consumers of wheat products to pay 120 percent
of the parity price of wheat. Under the Department of
Agriculture's plan, parity prices would be pald only on
domestic consumption.

(3) Under the "certificate plan® bills benefits would
be naid and taxes would be collected by the Secretary of
Agriculture independently of the United States Treasury.
Under the Department of Agriculture's plan the existing
facilities of the Treasury Devartment would be utilized
in collecting certificatee from the processors.

org/

Federal Reserve Bank of St. Louis



- 1] -

2. Objeotive of plan.

The certificate plan 1s a device to enable producers
of selected agricultural commodities to obtain the equiv-
alent of parity vrices for part or all of their production,
without at the same time affecting their competitive posi-
tion in foreign markets. It is a method for providing one
type of agrioculture benefits - parity paymente - outside of
the Budget and without direct recourse to the general fund
of the Government.

3. Mechanics of plan.

The Secretary of Agriculture would issue certificates
to correspond in volume to the estimated domestic consump-
tion (and in some cases normal exports) of a given agriocul-
tural commodity. These certificates would be distributed
to producerse in accordance with their marketing quotas.

To receive the ocertificates producere would have to comoly
with the requirements of the agriocultural program. The
certificates would have a cash value generally equal to
the excess of the parity price of the commodity (or cost
of production, if it is higher) over its average farm price.
In effect, the producer would receive on that portion of
his production required for domestic consumption (and 1in
some cases for exports) a total amount equal to ite parity
price or coet of production whichever was greater. Part
of that amount would come from the sale of his produce

at prevalling farm prices; part of it from the sale of

his share of the certificates.

The oroducers would realize the value of their cer-
tiflicates by selling them through the facilities of a pool
operated by the Secretary of Agriculture, to those re-
quired to buy them. The certificates would have to be
purchased by those making the first domestic sale of all
artiocles processed or manufactured from the farm commodity
affected. Persons making such first sales would be re-
quired to make a monthly return to the Secretary of Agri-
culture showing the quantities of such manufactured articles
s801ld by them. They would have to attach to these monthly
returns, an amount of certificates corresponding to the
physical quantity of the partiocular agricultural commodity
used in the manufacture of the sold artiocle.

4. Legislative history.

The certificate plan is advanced by its sponesors in
an attempt to place part of the agricultural program on a
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permanent financial basis, without devendence unon annual
Congressional appropriations. At the 1939 regular session
of Congress slx bills were introduced, which provided for
the anplication of the plan to cotton, rice and wheat.

The Senate Committee on Agriculture and Forestry has held
hearings on the plans for wheat and rice; the House Com-
mittee on Agrioulture on the nlan for rice. The rice plan
has been approved by the Senate Committee and by the Secre-
tary of Agriculture. The Director of the Budget has re-
served judgment "as to the relationehip of thies legislative
proposal to the pro:ram of the President."

5. Relation to the agriocultural program.

The certificate plan 1e& proposed as an addition to
the present agricultural program. It not only leaves the
principal features of the present program unchanged but
is in fact conditional upon the retention of that program.
The certificate plan can be coordinated with the acreage
allotment, 801l oconservation, crop loan and marketing quota
features of the present agricultural program. In the case
of the commodities to which it avplies, it will revlace
the so-called varity payments now made from general revenues.
(Appropriation for parity paymente for the 1940 program,
$225,000,000).

6. Tax features.

(a) Commodities taxed. Adoption of the certifiocate
plan would be equivalent to the enactment of a processing
tax. The certificate tax, however, would differ in some
respects from the invalidated processing taxes. Certif-
icate taxes would be imposed on specific commodities pre-
sumably by the enactment of sevarste bills applying to
each individual commodity. The bills thue far introduced
would tax cotton, rice and wheat.

(b) Tax rates. The rate of the certificate tax on
rice 1s speocified at 1 cent per nound of clean rice.
Rates on ocotton and wheat would be set at the beginning
of each crop year. For cotton the rate would be equal
to the excess of the parity orice or cost of production,
whichever 1s higher, over the estimated aversge farm
price, including parity payments. For wheat the rate
would be 120 percent of this excess. A compeneating tax
is imposed on imports. No floor stock tax is provided.
Cn the basis of November 15, 1939 farm prices, it 1is cal-
culated that the tax rates indicated by the certificate
plans would impose a 7.1l cents tax per »ound of lint cotton
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and a 48.1 cente tax per bushel of wheat. If parity prices
on normal exporte were not provided, the tex rate for wheat
would be 40.1 cents. Under the processing taxes the rate

on cotton was 4.2 cente and the rate on wheat was 30 cents.

(¢) Base of tax. The tax would be levied with respect
to each commodity on a quantity basis - 80 many cents per
pound or bushel - without regard to variations in type,
grade, or orice. It would be collected on the occasion of
the first domestic sale of any article manufactured wholly
or partly from the given agricultural commodity.

(d) Exemptions. The sale of commodities for export
would be exempt. o prevent pyramiding, articles processed

or manufactured from another article which had previously
been taxed would be exempt.

(e) Tax loade On the basls of price conditions as of
November 15, 1939, and on the baeis of available estimates
of volume of consumption (both sete of data from Depar tment
of Agrioulture scurces), it is computed that the "certifiocate
lan" bills would impose an annual tax of approximately
11,000,000 on rice, $238,000,000 on cotton, and $240,000,000

on wheat.

(r) Date of termination. The certificate plans contain
no svecific provision regarding length of time for which the
taxes are to remain in effect. They would pvresumably continue
until revealed.

(g) Administration. Responsibility for the collection
of taxes, for the distribution of benefits, for the receipt
of monthly tax returms, and for all determinations is vested
with the Becretary of Agriculture.

7. Effects on agricultural producers.

(a) The certificate plan would afford large benefit
paymente to the oroducers of agricultural commodities affected.
These benefit payments would orobably be considerably higher
than are likely to be made available through appropriations
from the general fund of the Treasury. They would be in lieu
of parity paymente, but probably would be additional to most
of the other categories of Federal agricultural expenditures.
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(b) In the long run, the certificate plan would orob-
ably provide benefit payments with greater re:ularity than
would direct Congressional anpropriations.

(¢) The plan would not affect adversely the competi-
tive position of the American farmer in the foreign markets.
On the contrary, it could be so devised as tc vlace the
American farmer in an advantageous vosition with resvmect to
exports.

(d) The vlan would provide a kind of gratuitous croo
insurance. It would assure the growers a minimum annual
revenue without regard to the actual yield of their acreage.

(e) The plan would make the control of the volume of
egricultural production relatively more easy to enforce.

(f) The plan could not be applied with uniform effective-
nese to all commodities. It could not serve effectively to
raise the income of farmers producing commodit ies for which
the domestic demand is appreciably reduced as the orice in-
ereases.

(g) 8ince the certificates for any one agricultural
conmodity would heve a uniform price, the plan would afford
relatively larger benefit payments to producers of a low
priced variety than to producers of a high nriced variety
product.

(h) Land owners would stand to be the largest gainers.
Agricultural labor would probably be a substantisl loser.
S8harecroopers and tenant farmers would gain in some, but
lose in other respects.

8. Effect on agricultural trades.

Processorsg and ¢ istributors of agricultural commodities
and their nroducts would be adversely affected.

(a) Because the margins of profits of vrocessors and
distributors are small, any substantial vart of the tax burden
which they would have to absorb would cut their onrofits.

(b) Reduced consumption resulting from the imposition of
these hesvy taxee would reduce the volume of the nrocessors'
and 1istributors' trade.

(e¢) Periodic changes in tax rates would be likely to
dierupt orocessors' and distributors' business methods.
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(4A) Proceesors and distributors would bear the bulk of
the burden of tax complliance, through advancing the amount
of the taxee, filing monthly tax returns, and maintaining
prescribed records.

9. Fiscal effeots.

(a) Fiscal manegement.

(1) The plan would sanotion large nublic expendl tures
outside the budget, exempt from periodiec executive and legis-
lative review. In consequence, the effeotive use of fiscal
nolicy as an instrument of economic control would be imnaired
and a safeguard against unwise allocation of public funds
would be saorificed.

(2) The adoption of the plan would make it more diffi-
cult to determine the amount of actual public expenditures and
the actual tax burden of the various grouos of taxpayers.

(3) The plan would establish a dangerous precedent
which other economic groups would,K strive to emulate, thereby
seriously endangering fiscal planning.

(b) Tax administration.

(1) The tax features of the certifiocate plan are
(almost of necessity) insufficlently integrated and therefore
would be likely to create inequities.

(2) Because of the severity of the tax burden, tax
evasion would be stimulated, especially by f~rm and rural ocon-
sumers of taxed onroducts.

(3) The plan makes no orovision for compensatory taxes
on floor stocke and on competing commodities. 8Such compensa-
tory taxes are essentlal to safeguard processors and distributors
against loesses when rates are redueced and to prevent vrofiteer-
ing when rates are increased.

(c) Federal expenditures.

Adoption of the certificate pnlan would greatly increase
total public expenditures for the benefit of agriculture.
Whether on balance it would increase or decrease exnenditures
from the general revenues of the Government cannot be fore-
cast with assurance.
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(1) On the one hand, if the certificate plan 1is
adopted, that portion of narity payments now financed from
general revenues, which is expended in behalf of the commo-
dities covered by the plan, could be eliminated.

(2) The enactment of the vlan might weaken agricul-
ture's resistance to reductions in a»nprooriations.

(3) On the other hand, if the plan were adopted, it
might result in increased expenditures on behalf of the
producers of non-certificated commodities in order to give
them benefit payments on a par with those obtained by the
producers of commodities ocovered by the plan.

(4) If the plan resulted in reduced consumption and
increased surpluses, the net cost of surplus disposal programs
might be inoreased.

' (5) The increased cost of living, resulting from the
adoption of the certificate plan, might indirectly raise
Federal expenditures for relief purposes.

(d) Distribution of burdens and benefits.

(1) The certificate plan would impose what in effect
amounts to a processing tax on some necessities. The burden
'ould fall largely on consumers. It would be a regressive
tax, imposed not only without regard to taxpaying ability but
without regard to the orice of the consumed commodity.

(2) The imposition of a tax of this magnitude, super-
imposed on the oresent tax system, would severely affeot the
purchasing vower of the lower-income groups.

(3) Payments under the plan would be made to about
three million producers, some of which now receive substantial
incomes, at the expense of another group comprising four mil-
lion farm families, more than twenty-two million non-farm
families and several million single individuals, and including
the unemployed, the relief recipients and many others with
very low incomes. In the process, some vurchasing nower would
be transferred from low-income families to higher-income
families and some from high to lower income famllies.

(4) Aside from limitations on maximum payments to indi-
vidual producers, the benefits under the ocertificate plan
would be distributed among oroducers approximately in proportion
to the present distribution of inocomes, those produocing large

gnts reoeiving more money from the plan than those producing
ler amounts.
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This memorandum examines the proposed income certificate plan for
agriculture, with special reference to its tax aspects and fiscal impli-
cations. It is concerned only with the principal features of the nlan
and malkes no attempt to describe in detail all variations between the
several Congressional bills embodying the proposal, except insofar as
such variations are deemed to be of basic importance.

No attempt 1s here made to inquire into the Nation's agricultural
problem itself; what the nature of that problem is and whether the
present agricultural vrogram attacks it in s rational way. Only suf-
ficient description of the existing complex agricultural progranm is
provided (for the benefit of readers nof; conversant with its many
features) to reveal clearly the projected role of the provosed certifi-
cate vlan. The legal prodlems raised by the certificate plan are here
wholly ignored. '

Finally, it should be noted that this analysis is dbased on
“Certificate Plan® bills introduced during the 1939 regular session of
Congress. Such differences between the vrovisions of these bdills and
those of the nlan currently sponsored by the Department of Agriculture
as have thus far been indicated are moted.l/

y Statements regarding the nlan currently sponsored by the Department
of Agriculture are based on a tentative and confidential memorandum
entitled "Summary description of the Farmers' income certificate
program", December 20, 1939 (revised), submitted to the Fiscal and
Monetary Committee and hereafter referred to as the Department of
Agriculture memorandum,

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



-2 -

I. Introduction

The certificate plan is a combination of benefit rnayments and nro-
cessing taxes, It is a device to enable domestic nroducers of agricultural
comnodities to obtain parity nrices for that sezment of their rroduction
which ie consumed domestically (and in some cases exported), without at the
same time affecting their competitive nosition in foreign marlkets. l/

Viewed in another light, the certificate nlan is a method for »rovid-
ing one tyne of agricultural benefits, so-called narity nayments, outside
of the Budget and without recourse to the general fund of the Governnent.
It takes its name from the certificates emmloyed to vprovide benefit nay-
ments to producers of certain agricultural commodities and to collect taxes
on the occasion of the first domestic sale of these comnodities. Both
overations are conducted bv the Secretarr of Agriculture, indenendently of
the United States Treasury. g/

Certificates would be issued in volume to corresnond to the estimated
domestic consurmtion (and in some cnses, normal exmorts) l/ of a given
sgricultural commodity. These certificetes would be assisned to the nro-
ducers of that cormodity in accordance with their allotted share in the
Hntion's nroduction miots, »nrovided that they comnlied with the elizibility
remirenents of the arricultur-al nrozram, The certificates would have a

cash valie generallyr equal to the excess of the narity nrice of the conmodity

i7>The Weertificate nlan" bill for wheat introduced at the last session

= oprovided that farmers receive narity nrices on their nroduction for
domestic consumntion as well as for normel exmorts. This would have
reonired domestic consumerg of wheat nroducts to nay 120 vercent of
the narity nrice of wheat. Under the Denartment of Asriculture's
nlen, n~rity nrices would be nald only on domestic conswmtion,

2/ Under the Denartment of Agriculture's nlan the existing focilities
™ of the Treasur: Demartment would be utilized in collecting certifi-
cates from the nrocessors.
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(or cost of nroduction, if it is higher) over its averaze farm mrice. l/
Thus, on that vortion of his nroduction required for domestic conswm-
tion (and in some cases, for exports). each vroducer would receive a
total return equal to varity nrice or cost of nroduction, whichever is
higher. He would receive that return in two narts: one from the sale
of his nroduct in the usuel manner at nrevalling farm vrices: the re-
nmainder from the nroceeds of his share of the certificates,

Producers would obtain the value of their certificates by selling
them (indirectly) to those recuired to buy them. The nlan nrescribes
that certificates be nurchased at the fixed rrice in conmnection with
the first domestic sale of all articles nrocessed or manufactured from
the commodity. Persons making such first sale would be reonired to make
a monthly retarn showing the quantities of such mamifactured articles
g0ld. They would be recuired to =2ccomveny such returne with an amount
of certificates, corresmondins to the nhysical ouantity of the narticular
agricultural commodity used in the manufacture of the sold article. Com-
pensating vrovisions would anply in connection with imwortations of
certificated commodities. Exnorts would be exemnt.

The nriﬁcinle of the certificate nlan has been in use in foreimm
countries for severel years. In the asricultural countries of Central
Eurone it was adonted in the late twenties and in a modified form remains

in use today.

;/ In the wheat and cotton bhills introduced at the last session, the nrice
of the certificate was to be equal to the difference between averagze
fern rrice and narity nrice or cost of rroduction, whichever is hisher.
Under the Denartment of Agriculture's nlan the nrice of the certificate
would be eaunrl to the difference between avera~e farm nrice and rarity
nrice. The criterion "cost of nroduction" is eliminated,
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In the United States it anvears to have been nronosed originally
as a feature of the old domestic allotment nlan a dozen years ago. l/
The scheme received its recent imnetus as a result of the invalidation
of the nrocessing taxes by the Supreme Court in United Stateg v, Butler,

January 6, 1936 and in Rickert Rice Mille v. Fontenot, January 13, 1936,

The certificate nlan 1s advanced in an attemot to nlace narts of
the agricultural vrozram on a vermanent financial basis without derendence
uoon annunl Congressional arvronriations. Secretary Wallace's sneech

of December 5, 1939, leaves no doubt on this noint:

"The National Farm Progran which began in 1933....1s a
far-flung effort in which more than three-fourths of the
farmers of the United States are takin~ nart.....

"....How really permanent is that nrozram? The Agricul-
tural Adjustment Act of 1933 was hailed ss the 'liagna Charta'l
for American agriculture. It gave to our farmers the unifying
surort of government and nrovided a source of revenue to keep
their vrogram going. Then » Supreme Court decision in 1936
destroyed that 'Meena Charta.' Much of it has been regained,
and improved uoon. But the most vital part of all -- the
continmiing source of revenue -- has never been rnut baclk,

¥Un to the nresent, that loss has not been seriously felt
by farmers. Congress has directed that the farm programs be
financed from the general Treasury. Like the anoropriations
for nudblic worlts and unemmloyment rellef, for the rescue of
business and finance, and for bullding up the army and navy,
these funds have come in large vart fron borrowed money.

"Now a new situation has develoned., One country after
another in the 01d World has fallen vietim to aggression by
predatory vowers, and a war involving three of the strongest
nations in Eurove is now beins fought. We in the New World find
it imperative to make our own defense impregnable, lest the

1/ Henry A, Wallace, "How permanent is the form vrosramt® Address at
the twentieth annual meeting of the American Farm Bureau Federation
at Chicago, December 5, 1339, Devartment of Agriculture oress
release, nage 13,
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depredations that have become all too. common in the 01ld World

gpread to our shores, That means we must undertake the

biggest peacetime expvenditures in our history for the army

end the navy. That means our entire Federal dudget must de

£iven sharm scratiny and review,

"And so in the next few months, the farmers are bound

to come face to face with the nuestion, How really permanent

is the National Farn Program?® 1/

During the last session of Congress (First Session, 76th Concress)
8ix bills were introduced to epply the certificate plan to cotton, rice
and wheat., 2/ The plan for wheat (8. 2395) advanced to the hearing
stage in the Senste and that for rice in both the House (H. R. 6654)
and the Senate (8. 2573), The rice plan (with minor amendments) was
approved by the Senate Committee on Agriculture and Forestry }_/, but
failed to reach the discussion stage on the floor. The plan also has
the approval of the Secretary of Agriculture. In his renort on 8. 2573,

1

the Secretary stateds

1/ Ibid. page L,
2/ The six bills are: .
(1) s. 2592 (wheat) introduced by Senator Wheeler, May 10, 1939;
(2) 8. 2434 (cotton) introduced by Senator Lee, May 17, 1939;
(3) H. R, 6482 (cotton) introduced by Representative Nichols,
May 23, 1939;
(4) H, R, 6671 (cotton) introduced by Representative Cartwright,
June 5, 1939;
(5) H. R. 6654 (rice) introduced by Renresentative De Rouen,
June 5, 1939; and
(6) 8. 2573 (rice) introduced by Senator Ellender, June 7, 1939.
1/ Report from the Committee on Agriculture and Forestry to accompany
8. 2573. Report No. 763, 76th Congress, First Session.
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"It ig believed that the certificate prozram set forth
in the b1ll constitutes a sound and desirable means for
making further orogress in bringing about a fair and equitable
participation by rice zrowers in the national income. The
vrogram would be administratively practical and would avoid
burdens on the Federal Treasury. Under a certificate progran
the increased in~ome of farmers would be obtained in the form
of increased returns from the domestic market, Yor this reason,
a certificate program would not be sudbject to the difficulties,
limitations, and uncertainties involved in any program that
relies greatly on net arpropriations from the Geners) Fund

of the Treasury,"
", ...the Department favors enactment of the b1il1," y

The Secretary of Agriculture went on to inform the Committee that

‘the bill incornmorating the certificate plan for rice was referred to

the Bureau of the Budget and that the Director of the Budget advised the
Devartment of Agriculture that there would be no odbjection on the part
of his office to the submission of the Secretary's revort on 8. 2573 to
the Congress, "with the understanding that no commitment would theredby
be made as to the relationship of this legislative nronosal to the prozram
of the President."

The testimony on the wheat bil) indicates that the certificate plan
is sponsored by the Fational Farmers Union, whose representatives partici-
pated in the drafting of the wheat, cotton and rice bills. _2_/ They are

presumably engaged in drafting bills to cover other farm commodities, }_/

y Hearinzs on 8. 2573 before a Subcommittee of the Committee on Agricul-
ture and Forestry, U. S. Senate, 76th Congress, First Session,

pages 69-71,
_2/ Hearings on S. 2395 before a Subcommittee of the Committee on Agricul-

ture and Forestry, U. 5. Senate, 76th Congress, First Session, page 29.
3/ Ivid. pages 68-9.

.org/
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That it is contemplated to appoly the certificate plan to some of
the other agricultural commodities as soon as practicable is indicated
by the fact that each of the bills pertaining to cotton (and wheat)
provides that

"Whenever the Secretary (of Agriculture) has reason to
believe that a substantial majority of the producers of any
agricultural cormodity are in favor of establishing for that
commnodity an allotment-certificate plan similar to the cotton-
allotment-certificate plan set up under this section, he shall
conduct a referendum among the producers of such commodity.

The Secretary shall revort the results of such referendum to

the Congress, and if two-thirds of the producers of sach

comiodity woting in the referendum vote in favor of such a

plan the Secretary shall recommend to the Congress any pro-

visions which he deems appropriate to be included in an allot-

ment-certificate plan for such commodity." }/

The sponsors of the certificate plan, however, recognize that its
usefuulness from the azricultural point of view is limited to those
cormodities in connection with which the burden of a processing tax
tends to be borme by consumers, vrocessors and distributors and not by
producers. "It would anparently be especially well suited to such
export cormodities as cotton, wheat and rice., Put it would not work

the same wayr if apnlied to corn. Like the old corn and hog vrocessing

tores, it wonld tend to come out of the farmer's orice." g/

1/ H. R, 6482, Sec. 350A(1).
2/ Wallace, "How permanent is the farm program?" page 13,
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II. Relation of the Plan to the Azricultural Program

The several certificate nlans are vronosed as anendments and addi-
tions to the basie asricnltiaral progran ae nrovided by the Agricultural
Adgustment Act of 1733, araroved on February 16, 138, Their workebility
1s conditional wnon the retention of the present prozram in nost of its
nertinent features. To oniuraise the sisnificance of the certificate plans
it is, therefore, necessar;” to commrehend the broad scove znd operatinns
of te azricmltur=l program under the Agricultural Adjustment Aect of 193%,

the nrincival features of whick are here summarized,

1. Acrease allotments and corservation paiments.

The azricultursl pro~rom nrovides for production control of corn,
cotton, wheat, rice ond tobacco. lj Eeer vear, the Secretary‘g/ proclains
the n~tional ecrease allotments recuired to nroduce, on the basis of avera-e
vields, the quan-ities of these commodities for normel domestlic consumtior,
normal ex-orts, normal carryover, and for various reserves. The national
acregse allogments are tren arrortioned arong the States rroducings these
cormodities, The State allotments are in turn divided amnon~ counties
mitrin the Stotec and anon~ forms within the counties., The bases for
these ar ortionments varr wit). the comodities, bﬁt in senernl the basis
for tie Stote sn” county allotments 1s npast acreace while that for the
ir?tyicenl farne mast t-'ze into consicderation tillable acrea~c, crop

rot-tisn nrectices, tre of soil, toro~raphy and rrocuction eguipnent.

lj The rro~r. arnlies tn six different lzinds of tohbacco, enct divided
irto t-~es, and each randled larrely as o senarnte commocdity,
o/ "Secretcr:" merng Secrotary of Arrienlture,
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Cormpliance by farmers with the acreage allotments is voluntary,
Yarmers, however, are induced to conform to the allotmente b;- the fact
that thelir degree of comnliance is taken into account in determining
elizibility for conservation and other bernefit paymente, The anpropria-
tion for the agricultural conservetion program in fiscal year 1940

amounts to $500,000,000.

2. Grop loans.

The Comnodity Credit Corporation is authorized, upon recommendation
of the Secretary and with the approvel -of the President, to male loane
on all agricultural commodities. 1In the cage of wheat, cotton and corn,
loans are mandatory. For the first two of these commodities the Secretary
is free to set a loan rate between 52 percent and 75 percent of parity
vprices. The loan rate for corn also ranges between these limits dut
specific rates anplicable under specific conditions are prescribed by
statute, leaving no discretion to the Secretary. However, in the case
of the basic commoditieg. if the marketing quotas discussed in the next
gection are rejected, no further loans on that commodity can be made
until the beginning of the next marketing year,

The law specifies that "no producer shall be personally liable for
any deficiency arising from the gsale of the collateral securi?g any loan,"
Thus, in effect, if the market price is low, the farmer can forfeit his
collateral unlese the loan is extended for his future benefit; if the

price riges, he can repay the loan, and reclgim and sell his commodity,
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The availability of crop loans may have an important bearing on the scove of
the certificate nlan. Ipsofar as the loans tend to set what in effect
amounts to = bottom for agricultural vrices, the size of the differential
between narity prices or cost of production and average farm vnrices is

affected.

3. Marketing quotag.
The agricultural nrogram anthorizes limitations on the marketing of

the five basic commodities throush the establishment of marketing quotas.
These marzeting quotas become effective only when total sunplies exceed the
vroclaimed normal sunnlies by amounts specified for each commodity in the
Act. However, the cquotas become effective only after they are approved
in a producers' referendum, Sales in excess of marketing ouwotas are
sutject to a penalty ner nound or tushel,

After anproval of two-thirds of the voting farmers who will benefit
by them and who ballot in a referendum conducted by the Secretary, nariteting
aquotas for the basic commodities are allotted to the various States, counties
and individual farmers. 1/ On commodities withheld from markets and stored,
farmers receive commodity loans through the Commodity Credit Corporation. _2/
In this manner, some sunplies otherwise available for marketing are in
"surnlus® years withheld from the marketes by storing under seal any
cuantities above the marketing ocuwta. In years of low yleld and high prices
these sealed sunnlies will be released for marketing by farmers vaying off

the loans.

1/ For the coming marketing year marketing quotas have been approved by
referendum for cotton.

2/ Non-cooperating farmers receive only 60 percent of the amount of loans
available to coonerating farmers, on that part of their crop that
would be sudject to nenalty if marketed.
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4, ty .

As an additional benefit, the Act provides that when appropriati-ns
are made therefor the Secretary is authorized to distribute parity pary-
ments. Insofar as approrriations permit, these payments are intended to
increase the income of farmers who comply with the Act up to the amount
represented by their normal rroduction times the parity price. The
appropriation under this authorization was $212,000,000 for the 1939

progran and $225,000,000 for the 1940 program.

5. g:gg 1&”&502.
The Agricultural Adjuetment Act of 1938 established the Yederal

Crop Insurance Cornoration to provide crop insurance for wheat farmers
azainst loss throush crop failure, Such insurance covers not less than
50 percent and not more than 75 percent of the average wheat yield of
insured farms. The insurance premiums are payable in actual wheat or
in its cash equivalent, Insured farmers mey also be paid in actual

wheat 1f they ‘so elect.

6o ropriations to enco domest nsurpt 4 exports.

In add'tion t- the apnropriations for crop loans, parity payments
and the conservation nrogram, two others require special mention,

Under Section 32 of the Amended Agricultural Adjustment Act, 30 per-
cent of customs receints 1s permanently srpropriated for uge in encourar-

ins the donestic consurmtion and exrorts of a2l) agriculturzl commodities. l/

For the current fiscal vear an additional appropriation of $113,000,000

1/ Total custons collectione amounted to $359,000,000 and $319,000,000
in fiscal years 1938 and 1939,
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is avallable for encourasging the domestic consumntion and exnort of agri-
cultural commodities. These two anvronriations are used for export sub-
sidles and payments for the Food Stamn Plan, the nurchase of "surplus"
agricultural commodities for relief distribution, and for diversion of
"gurpluses" to such unusual channels of trade as votatoes for livestock
feed or starch and cotton for bagging bales of cotton.

Of the basic commodities, an export subsidy is now nrovided cotton.

A wheat subsidy wze inauzurated in Sevtember 1938 and later was extended to
the current croo year, but wes discontinued on December 29, 1939, Sales of
wheat and flour for exmort totaled anproximately 118 million bushels for

the fiscal year ending June 30, 1939, Of this total anproximately 94 million
bushels were subsidized at a cost of about $25,700,000, or about 27.4 cents

a bushel, 1/

A cotton export subsidy was initiated in July 1939, The rate of nay-
ment was 1% cents ver pound of lint cotton exnorted, with corresvonding
nayments on cotton goods. Effective December 6, 1939, the rate of the export
enbsidy was cut in half to 3/4 cents ner vound. On December 8 and 1l it was
further reduced to 4/10 cents and 2/10 cents, resvectively. Information on
the cost of the exnort subsidy during its four months of operation is
not savailable, However, ssles and deliveries for export during the
four-month neriod (July 27 - December 4) amounted to U,3h4,35h4 bales 2/

or 982,70 more than the entire exvort in the 1938-39 crop year. 1/

1/ U. S. Dent. of Agriculture, Press Release, July 18, 1939,

2/ This revresents 2,076,6M71,212 nounds, which at the rate of 1 cents
ner nound, amounts armroximately to $31,150,000,

3/ llaw York Times, December 6, 1937, page 39, It is not intended to
immly that a causal relationshiv neceesarily exists betwoen the
increase in exrorts and the availablility of an exmort subsidy.
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III. ZEsgsential Details of the Certificate Plan l/

The vrovisions of the various bills incorvoretinsy the certificate plan
are identical in general outline but differ with resvect to some important
detatls., The following descrintion of the principal detalls of the plan
is based on the proposal for rice, which is the simplest of the three com-
modity nrorosals., g/ Where the nrovisions for wheat and cotton differ in

imoortant resmecte from thet for rice, the differences are noted,

1. Certificate allotments.
Prior to the end of every celendar year the Secretary will estimate

the ouantity of milled rice recuired for domestic consumrtion during the
next marketing year. 1/ The estimated domestic consurmmtion will be based
on domestic consummtion during the preceding 5 marketing years, adjusted
for recent trends. 4/ This will constitute the rice certificate allotment
for that marketing year. In the case of wheat and cotton, the domestic
consurmtion 1es calculated on the basis of a 10=year average and adjustments,
Moreover, the certificate allotment for wheat includes, in addition, an

amount equal to a normsl yeer's exvorts. 5/ These certificate

1/ The nurpose of the bills rroviding for the certificate nlans is
stated in the nresmbles to be:

"To amend the Agricultural Adjustment Act of 19328, as amended,
for the nurmose of regulstirg interstate and foreign commerce in
wheat (cotton or rice) nrovidine for the orderly merketing of wheat
(cotton or rice) at fair rrices in interstate and foreign comnerce,
insuring to wheat (cotton) nroducers a narity income from vheat
(cotton) based uron varity nrice or cost of ~roduction, whichever is
higher and for other murnoses,®

2/ H. R, 6654 and S§. 25732,

1/ The marleting venrs for rice and cotton begin on August 1; for wheat .
on July 1.

L/ The b11l, however, rrovides thnt the Secretary may in the course of
the marketing year make such adjustments in the domestic consummtion
quota as he finds to he necessary "to rermit the orderly mnxketing
of rice at rrices fair to both nroducers and corsuners...."

5/ See page 2, footnote 1,
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allotments, it will be noted, are based on and are correlated with the
acreage allotment, marketing quota and loen provisions of the 1938

Agricultural Adjustment Act.

2. Certificates isgued.
At the beginning of the marketing year the Secretary will issue

rice certificates corresvonding to the number of pounds of the milled
rice allotment for that marketing year. Thereafter he will apportion
the total amount of the certificates issued amons the rice producers on
the basis of their respective shares in the total normal production
allotted for the marketing year. The acreage allotments estimated to
produce the normal production, it will be recalled, will have been made
br the Secretery under the conservetior »nrozram. The apportionment among
nroducers, it will be noted, will be mede on the basis of the normal
production of thelr allotted acreage (averaze adjusted yield of such
acreage times the allotted mumber of acres) without regard to ylelds

ectually realized.

2. ortionment fo .

The plan for wheat and cotton specifies that a farm's certificate
allotment is to be divided amonz the landlords, tenants and sharecroppers
in the same pronortion that ther are resrectively "entitled to share in
the nroceeds of the (vheat or cotton) crop with resnect to which the

allocati-n is made,"

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



-15 -

The rice certiﬁ;:ates will be apportioned among rice producers in
vroportion to the estimated normal vield of their share of the total
acreage allotment, In the case of wheat and cotton, however, a reduction
will be made in any person's share of these certificates (person meaning
landlord, tenant or sharecropper and not the farm) in accordance with the

following formilaes

Yor wheats
Percentage
That portion of the share which is included reduction
within the following intervals of such portion
10.000 to 12.000 bushelBececescoccssscsccccsnccccne 10
12,000 to 14,000 DushelBeccescoccccsccocoscasscscce 20
14,000 to 16,000 bughelBesececeecccccssccssccacsncs ﬁg
16,000 to 18,000 DUShelSeseececsccoccccsccsssocncce
All over 18,000 Dush@lSececccccccccscscoccsssccsccss 50
Tor cottons 1/
That vortion of the share which is included Percentage
within the following intervals (pounds of reduction
1int cotton) of such portion
More than O pounds but not more than 2,500 pounds.... 0
More than 2,500 pounds dbut not more than 3,000 pounds 15
¥ore than 3,000 pounds but not more than 3,500 pounds Ep
More than 3,500 pounds but not more than 4,000 pounds 5
Uore than 4,000 pounds but not more than 4,500 nounds 60
More than 14,500 pounds but not more than 5,000 pounds 75
All over 5,000 pOUNAB.scecccccscsscescsssscsascnscvane 90

l/’The plan for cotton appears to specify that the reduction factor shall
apply to lendlords in only exceptional cases, That it shall not apply
"in the case of that part of a landlord's share of the allocation to
any farm which calculated on the basis of the division of tre proceeds
of cotton produced under a tenancy or sharecropper relationship if ttre
division of such nroceeds between the landlord and the tenant or share-
cropper is determined by the local comnittee to be in accordance with
failr and customary standards of renting or sharecropping prevailing
in the locality." (H. R. 6671, page 4, lines 3-11,
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4. Distribution to producers.

At the beginning of the marketing year the Secretary will distridute
to each rice grower his vro rata share of the rice certificates on condi-
tion that "prior to the beginning of such marketing year (he) has esta-
blished to the satisfaction of the Secretary that he does not have, and
will not have, avallable for marketing during such marketing year rice
esss 1n excess of the normal nroduction or the actual production, which-
ever is the greater, of his acreage allotment for the current calendar
year." Producers who fall to meet this requirement for marketing will
not be eligidble for the time being to receive their share of the certifi-
cates, However, small producers who plant an acreage which normally
would produce not more than 100 barrels of rough rice qualify automatically. y

In the case of wheat and cotton the physical certificates themselves
would not be given the proglucers but would instead be sold to a pool oper-
ated by the Secretary. (See section 6 below,) Those entitled to certifi-

cate allotments would receive their cash equivalents,

5. Erice of certificates.

In the case of rice the price of the certificate is specified in the
proposed legislation at 1 cent for each pound of milled rice it represents,
No provision is made for changing the price of the rice certificate in
the event of changes in the market price of the commodity.

The price of wheat and cotton certificates, however, would ’not be

specified by statute. Their price is to be determined on the basis of

1/ A Vvarrel is the equivalent of 162 pounds of rough rice end will
yleld arproximately 100 pounds of milled or clean rice.
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statutory formulae, It is to be determined by calculating "the amount
by which the parity price or the cost of rroduction, whichever is the
higher, exceeds the estimated average farm price.....{(including narity
payments) for the next succeeding marketing year." 1/

The Secretary is instructed to aproint an advisory cormittee, con-
sisting of three representative wheat (or cotton) growers, one renresen-
tative consumer and one representative of the Federal Government, to
recommend to him the price to be fixed for wheat (or cotton) allotment
certificates for the coming mx/;keting year. The bill prescribes the
statiet‘cs to be employed in dd('atermining cost of nroduction and vrovides
that "after considering the recommendations of the advisory committee,
the Secretary, on the basis of the same statistics used by the committee,
shall determine the amount by which the narity nrice or the cost of
production, whichever is the higher, exceeds the estimated average farm
Orice......including parity payments.* This difference (after adjustment
for errors in the previous year's calculations) is the fixed nrice of

the certificates,

6. Sale of certificates.

Rice producers receiving certificates can obtain their cash value
by selling them. ¥Yor the purpose of facilitating transactions in certifi-
cates the Secretary is authorized to establish and operate a pool with
branch offices; he may anthorize local banks or other approved agencies

to buy and sell certificates at a fixed orice.

1/ Yor definitions of "parity price" and “cost of nroduction® see page 23
below. With reference to "cost of production” see also nage 3, footnote 1.
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To facilitate the operation of the nrogram the Secretaryr is
auvthorized to borrow from the Commodity Credit Corvoration free of
interest "the funds necessarv to initiate the plan.® l/ The amount of
any such loan "shzll be renald from funde collected from the sale of
certificates,? The Cormodity Credlt Corroration's anthority to issue
obligations, which the Secretarv of the Treasury is authorized to nur-

chagse, is increased by the amount loaned to the Secretarv of Agriculture,

7. Inelizible producers.

Rice producers, who were ineligidle to receive treir share of the
certificates at the beginninz of tle marketing year, nay qualify at thre
end of the marketings year to receive a distribution of money equal to the
value of the certificates allotted them at the bezinning of the marketing
year, (1) if they establish that they have not marketed rice durins the
marketing year in excess of the normal or actual production, vhichever
is the greater, of their acreare allotment, and (2) if, in addition,
they have qualified to receive certificates issued for the new marketings
year (meaninz that they reduced their =zllotted acreage by the amount of

~

the excess of their planted acrezge the year before).
'

8. zg;gggée of certificates.
Bvery person nakinc a first domestic sale of milled rice, or of any
erticle manufactured wholly or partly from milled rice, is required to

obtzin from the Secretary, prior to or at the time of such szale, rice

l]r The orizinel rice bille (and the wheat and cotton bills as well)
provided for bhorrowings from the Reconstruction Finance Cormoration.
The rice bill, as renorted out by the Senate Comnmittee, has been
emended to vrovide for borrowingz fron the Commodity Credit Corrore~
tion. Corresmondinz chanves are beinz made in the other dills.
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domestic-allotment certificates representing the mumber of pounds of
milled rice involved in the sale., The amount of certificates required
to be nurchased in connection with the sale of articles manufactured
from rice is equal to the milled rice equivalent of the article sold,
The Secretary will prescribe the conversion factors for all such mamufac-
tured articles.

A compensating nrovision requires importers of rice or rice products
to obtaln certificates in connection with each importation. The certifi-
cates are to be nurchased f‘rom the Secretary at their prescribed vrice
and are valid to cover only sales made during the marketing year for
which issued. Unused certificates will be redeemed by the Secretary.
Trafficking in certificates is nrohibited. No certificates are required
in connection with the sale of manufactured goods for export. In the
event of exportation of goods for which certificates have previously been
purchased, provision is made for refund by the Secretary. No certificates
are to be used in connection with the sale of rougzh rice by producers.
All transactions in tmproco:ued commodities, whether for exvort or for
the domestic market, would be carried out in the usual manner.

The vrovisions respecting the nurchase of wheat certificates differs
in one important resnect from those governing rice and cotton certificates.l/
While the rlans for rice and cotton provide that each first sale of the
mamufactured nroducts must be accomnanied by the purchase of certificates
in direct ratio to their rice or cotton content, the nlan for wheat vre-

scribes that the first domestic sale of every article representing one

1/ See, however, page 2, footnote 1.
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tushel of wheat shall require the vurchase of certificates representing
1-1/5 bushels of wheat. This 20 percent surcharge is necessitated by
the fact that the wheat certificates are distributed to the growers in
proportion to their total normal production, which includes allotments
for both normal domestic consumption and for normal exports, while the
vurchase of certificates is required only in connection with the domestic

sale of wheat products. Exnorts are exemt,

9. Monthly returns.

Every nerson making sales of milled rice or any article manufactured
from milled rice and every immorter of such products is required to file
a monthly return with the Secretary of Agriculture, showing the quantity
of’milled rice imorted or sold during the preceding month and attaching
thereto the certificates resuired to be purchased in connection with such
sales or importetions. The Secretary 1s aunthorized to issue such resula-
tiong and make such examinations as he deems necessary in connection with

the enforcement of this provision.

10. Miscellaneous provisions,

None of the funde collected from the sale of certificates "shall be
covered into the general fund of the Treasury." Any surplus or deficit
resultins from the operati-ns of the certificate nool in any year will
be adjusted in the following vear by increasing or decreasing the number
of certificates 1ssued. In case of a surnlus, additional certificates

vwill be isened to nroducers and when resurchased by the pool will be
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canceled. A deficit in the funds will be made up by issuing an equivalent
quantity of the certificates in the following year directly to the pool
to be s0ld by it, and deductinz the quantity from the certificates issued
to producers,

The Secretary 1is anthorize@ to use the funds collected from the sale
of certificates or borrowed fron the Commodity Credit Corporation to
cover necessary administrative exnenses incurred in connection with thre
operation of the plan in and out of the District of Columbia. He alone
is responsible for all accounting, disbursements and determinations under

tte Act., Penalties are orovided for non-compliance,
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IV. Tax Yeatures of the Certificate Plan Cormared with
Processing Taxes 1

In substance the adoption of the certificate plan, as proposed,
would be the equivalent of the enactment of a processing tax. Such a
tax, however, would differ in some respecte from the processins taxes

imposed under authority of the Agricultural Adjustment Act of 1933, as

amended,

1. Commodities taxed.

Bills introduced at the last session of Congress vrovide for the
imposition of certificate taxes on wheat, cotton and rice. g/ It 1s,
howevef. the inténtion of the sponsors of the certificate plan to prorose
its extension to some other farm commodities as soon as practicable.
Presumably, it is not intended to annly certificate taxation to those
commodities a processing tax on which would tend to fall on producers
and not on consumers, processors or distributors. (See page 7 above),

The Agricultural Adjustment Act of May 12, 1933 did not directly
impose any processing taxes. Instead, it provided that "When the

Secretary of Agriculture determines that rental or benefit payments are

!J The discussion of the invalidated processing taxes in this section is
adapted in larze part from a memorandum entitled “Processingz Taxes,"
submitted by Carl Shoup at the request of the Division of Tax Research
of the Treasury Department, December 24, 1938. (In files of Division
of Tax Research, Treasury Department.)

2/ As here used, the term "certificate tax" refers to the required pur-
chase of certificates by those responsible for the first domestic
sale of manufactured rice and its manufactured products, as prescribed
under the certificate plan. It is to be distinguished from the pro-
cessing taxes imposed under the Agricultural Adjustment Act of 1933,
as amended.
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to be made with resvect to any basic agricultural commodity (wheat,
cotton, field corn, hogs, rice, tobacco and milk and its vroducts, to
which by later acts were added rye, flax, barley, grain sorghums, cattle,
peanuts, sugar beets, sugar cane and votatoes) he shall proclaim such
determination, and a nrocessing tax shall be in effect with resmect to
such commodity from beginning of the marketing year therefor next
following the date of such vroclamation.”

The Sugar Act of 1937, approved Sevtember 1, 1937, immoses an excise
tax on mamufactured sugar mamifactured in the United States a2nd a compen~

sating tax on imports of manufactured sugar.

2. Rate of tax.

In the case of rice, the plan specifies the rate to be 1 cent ver
vound of clean (milled) rice. For cotton no rate is specified. Instead
a formla is prescribed. The rate is ecual to the excess of the varity
price or the cost of production nrice, whichever is higher, over the

estimated average farm orice, including narlty nayments. y For wheat

ﬂSQQ vage 3, footnote 1. The "parity nrice" for basiec agricultural cormodi-
ties is defined as that price "which will give to the commodity a purchasing
power with resnect to articles that farmers buy equivalent to the vurchasing
vower of such commodity in the base veriod; and, in the cace of all
commodities for which the base vneriod is the neriod Augast 1909 to
July 1914, which will also reflect current interest nayments ver acre
on farm indebtedness secured br real estate, tax nayments ner acre on farm
real estate, ond freight rates, as contrasted with such interest nayments,
tax nayments, and freight rates during the base veriod. The base period
in the case of 211 agricultural commodities except tobacco shall be the
period Ausust 1902 to July 1914, and, in the case of tobacco, shall be the
period Augnst 191C to July 1929."

"Parity income" is defined as "that ner canita net income of indi-
viduale on farms fron farming operations that bears to the ner canita net
income of individuales not on farms the same relation as nrevailed during
the n~riod from Aveuet 1909 to July 191h4." (Agricultural Adjustment Act,
as snended, Title III, Subtitle A, Saction 301(a)(1)(2).)
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the rate is 120 vercent of this excess. l/ In figuring cost of production
rent, labor costs and allowances for unpaid family labor are to be
included.

Under the processing taxes the rate was such as to equal "the
difference between the current aversge farm price for the commodity and
the fair exchange value of the commodity.® Ieter, the rate was this
amount plus a percentage of this difference, not to exceed QQ vercent,
sufficient to cover the refunds on deliveries to charitable organizations
and the tax that was not levied and collected owing to the fact that the
processing was done by a State or its instrumentality,

The formula for the rate of the certificate tax is nominally similar
to that for the rete of the vrocessing tax. "Fair exchange value" is but
a different term for vnarity orice. It was defined in the 1933 Act as the
price “that will give the comnodity the same purchasing vower, with resnect
to articles farmers buy, as such a commodity had during the base veriod."
During the intervening veriod, however, the definition of varity n»rice
has been droadened. It will be noted by reference to the definition
quoted on the vreceding nage, that at nresent narity price must also
Wreflect" "current interest vayments,® "tax payments® and "freigsht rates."
This change in definition, together with a rise in the prices of articles
farmers buy, has served to raise narity prices and thereby to widen the
differentinl between narity nrices and average farm prices,

The formula for the certificate tax introduces the element of "cost
of production" which did not anpear in the earlier tax. 2/ Although the

cost of nroduction data now ocvailabdle indicate that cost of nroduction

li¥See vaze 2, footnote 1.
2/ See nage %, footnote 1.
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is lest than varity nrice, there are no grounde for assuming that it
will remain so. However, the certificate nlan significantly nrescribes
that cost of nroduction be calculated on the “most recent United States
cost of nroduction" data rublished by the Bureau of Azricultural
Econonmics.

Finally, the two formulae differ in one other immortant resrect.
In the case of the certificate tax the differential between narity or
cost of production and averaze farm nrice is the mandatory tax rate. l/
Under the vrocessing taxes, on the other hand, the Secretary had con-
siderable discretionary authority. If he found that the differential
between "falr exchange value" and average farm nrice would 'cause such
reduction in the aquantity of the commodity or vroduct thereof domeetically
consumed as to result (a) in the accumulation of surplus stocks of the
commodity or products thereof, or (b) in the depression of the farm price
of the commodity" he was to set the tax rate at such a level as to
prevent such accumlation of stocks and such decression of prices.
Moreover, the Secretary could change vrocessing tax rates at such inter-
vals as he found necessary, whereas the rate of the certificate tax can

be changed only annually.

1/ It 1is understood that consideration is being given by the Devartment
of Agriculture to the desirability of providing minimum and maximum
value limits for the certificates,
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On the basis of current data, the tax rates indicated by the

certificate vlans are estimated to compare approximately as follows

with those imnosed under the nrocessing taxes. l/

Rice

Cotton

Yheat

Certificate
tax rate

1¢ per 1b. of milled
rice

7.1¢ ver 1b. of lint
cotton 2/

48.1¢ ner bushel of
60 1bs. (LO.1¢ if
varity prices on
exports are not
provided) 3/

Processing
tax rate

1¢ ver 1b. of rough
rice, equivalent to
1.62¢ ver 1b. of
milled rice.

4,2¢ per 1b. of lint
cotton

30¢ ver bushel of
o0 1lbs.

l]’The certificate plan svecifies the inclusion of "parity payments"

in determining average farm price.

Since, however, the nlan itself

is offered in lieu of parity payments, such payments are ignored in
the commutation of the above tax rates.

2/ Average farm price (11/15/1939) per 1b. of cotton 4/

Parity nrice (11/15/1939) per 1b. of cotton L/
Average cost of production (in 1937 on 10-year

averaze yleld basis)

Excess of narity price over average farm orice

3/ Average farm vrice (11
Parity nrice (11/15/39

Average cost of production (in 1937 on 10-year

everage yleld basis) 5/

Excess of varity nrice over average farm nrice

120 nercent of excess

4/ U. S. Department of Agriculture, tur
November 29, 1939, vages 3, 21,

5/ Hearings on S. 2395, pages 9, 80.
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3. e of tax,

The certificate tax is to be levied on the "first sale of any
" article manufactured wholly or partly® from the given agricultural

commodity. It is to be paid by the person makings such sale at the
time the sale is made and evidence of compliance must be submitted before
the end of the month followinz that in which the sale was made. The
processing taxes were "levied, assessed and collected unon the first
domestic processing of the commodity, whether of domestic nroduction
or imported™ and were naid by the nrocessor.

The certificate nlan tsxes, like the vnrocessing taxes, are to be
levied simply on a cquantity basis - so many cents per pound or bushel -
without regard to the tyne and quality of the commodity or nrice of the

agricultural nroduct,

4, Compensating tax.

Under the certificate vlan a tax corresmonding to the tax on the
domestic sale of the manufactured commodity is imposed on imvorts. This
has its countervart in the immort commensating tax nrovided under the
processing taxes, which immosed uron any artlicle processed or manufactured
wholly or nartly from the commodity in onestion and immorted into the
United States from any foreirm country a commeneating tax erual to the
smount of the nrocessing tax in effect with resvect to domestic nrocessing
at the time of immortation.

The nrocessing taxes nrovided for compensatins floor stock taxes on
eny article (excentinz the stocks of nersons engaged in retail trade)
that, on the date a nrocessins tax "first takes effect," was "held for

sale or other dlsnorition (including articlee in transit) by any person,"
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provided the article was "processed wholly or in chief va’ue" from the
commodlty in question. No corresrondin~ compensatory floor stock tax
is provided by the certificate nlan.

Under the processin~ tax the Secretary was instructed to ascertain
vhether "the vayment of the processinz tax upon any basic agricultural
comodity i1s causing or will cause to the processors thereof disadvantages
in competition from competing commodities by reason of excessive shifts in
consumntion between such commodities or nroducts thereof.® - If he so found,
he was to proclaim a tax, at a rate "necessary to prevent such disadvantages
in competition® on the first domestic processins of the cormeting commodity.
Yo corresvondineg comnensating tax on comreting vroducts is nrovided for
under the certificate plan.

5. Convergion factors.

Under tre nronosed bills, as well as under the processing taxes, the
Secretary is ziven the vower to establish conversion factors for any
comiodity and article manufactured fron agricultural commodities taxed.

6. Exermtiong and refunds.

Under the certificate nlan the sale of commoditlies for export is
exerrpt., In those instances in which a commodity exrorted had previously
been subjected to the tax, refunds are provided. To vrevent pyramiding,
the tax 1g to be imposed only once. Articles processed or mamufactured
from another article which had previously been taxed are to be exempt,
These constitute the only exemptions and refund provisions under the
certificate tax plan. Unlike in the case of the processing tax, no pro=-
vision is made for refund on or exemption to ¥®products used for charitable

distridbution or use.®
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7. ZIax load.

On the basis of the tax rates indicated above and on the basis of
the Department of Agriculture's estimates of consumption, the annual tax
liability under the proposed Eortifieato taxes for rice, cotton and wheat,
together with corresponding collections under the processing taxes, are
calculated below. 1/ No allowance is made for the effects of the tax on

the volume of consumption. 2/

Rice Cotton
(Milled) (Lint) Wheat
Estipated domestic consumption
(1n 1,000,000 units) 1,100 lbs. 3,350 lbs. 3/ 500 bu.
Tax rate (per unit of volume
or weight) 1¢ 7.1¢ 48.1¢

(40.1¢) Y4/
Calculated tax liability
(rounded) $11,000,000 $238,000,000 $240,000,000
($200,000,000) Y4/

Processing tax collections,

fiscal year 1934 5/ $144,767,233 &/ $117,621,175
Processing tax collections,
fiscal year 1935 $ 29,120 $ 95,926,302 $123,860,932

1/ Processing tax collections are shown in detail in Exhibit 1,

2/ Yor some commodities this, of course, is an important factor. It has
been estimated, for instance, that in the case of cotton (under condi-
tions existing in 1934 and 1935) a tax which is equivalent to 4 cents
per pound gross weight, if all passed on to consumers (raising prices
to 10-12 cents), would probably reduce domestic consumption about
400,000 to 500,000 bales anmually. (Bureau of Internal Revenme,

, page 36.) In the case of wheat, on the
other hand, the 30 cents per bushel processing tax was estimated to
decrease consumption not more than 3 percent. (Ibid. page 27.)

3/ Representing 7,000,000 bales of cotton; 1 bale (net) is equal to
478 pounds.

4/ Amounts in parenthesis spply if parity prices on normal exports are not
provided.

5/ Processing tax on rice 4id not become effective until April 1, 1935.

&/ Includes $58,000,000 floor stock tax.
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8. Date of termination.

The bills vproviding for certificate taxes on wheat, cotton and rice
contain no svecific nrovision regarding the length of time for which the
taxes are to remain in effect. In the absence of a statement to the
contrary, it is to be assumed that they will remnin in effect until
specifically repealed. Secretary Wallace's rublic statements tend to
indicate that the rrovosed certificate plan is intended as a nermanent
feature of the agricultural nrogram. The rates nronosed in the case of
wheat and cotton are such that by imnlication, the nlan would be dis-
continued, when the average farm nrice of these agricultural commodities
was not less than either the narity orice or the cost of nroduction.

The nrocessing taxes were to terminate at the end of the marketing
year current when the Secretary vroclaimed that rental or benefit vnayments
of the commodity were to be discontinued. In addition, the taxes might

have been terminated by either the President or the Secretary.

9. Tax administration.
Resnonsibility for the administration of the certificate nlan in ell

its aspects, including the receiving of monthly "tax" returns and the
collection of "taxes," is vested with the Secretary of Agriculture. l/

In the case of the processing taxes imvosed under the Agricultural
Adjustment Act of 1933, the Bureau of Internal Revenue, under the direction

of the Secretary of the Treasury, was charged with the collection of taxes,

i/ See vage 2, footnote 2.
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Collections from the excise tax on sugar are paid into the geperal
fund of the United States Treasury. Collections from processing taxes
were also pald into the general fund, but the Act stated further that
"the proceeds derived from all taxes imposed under this title are hereby
appropriated to be available to the Secrstary of Agriculture for expansion
of markets and removal of surplus agricultural products and the following
purposes under part 2 of this title (part 2 was entitled “Commodity Boneﬁ:te")z
Administrative expenses, rental and benefit payments, and refunds on taxes."
The proceeds of the import compensating tax upon articles coming from the
possessions of the United States to which this title 414 not apply were to
be "held as a separaste fund and pald into the Treasury of the sald poseessions,
respectively, to be used and expended by the Governments thereof for the

benefit of azriculture.®
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V. Incidence of Prorosed Certificate Taxes

The certificate plan pro-oses tn maze benefit rayments to the
nroducers of selected agriculturel cormodities from the rroceeds of
certificote taxes irmosed on the first domestic sale of thege zeoricul-
tural conmodities in vrocessed condition. The determ!nation of the
incidence of such taxes nresents cormler nroblemg, Concelvadbly, a tax
s1ch s this mizht ultimately be horne, in whole or in part, by the
nrocessors, the several dicstributors, the consumers and even the nro-
dncers thenselves, l/

The incidence of certificate taxes on narticular commodities may
be expected to aprnroximate in a general wey the incidence of the old
nrocessins taxes on these narticular commodities, However, two or three
consnicions differences in the conditions under which the two groups of
tares were and wold be imrosed ehonld be nnted,

Tre nrocessin~ taxes were immoesed for a relatively short nerlod;
in no instance for more than 30 months (wheat) and in one case for
only 9 monthe (rice). In coneenuence, the incidence of any of the
rrocessin~ tarxes nay differ from the incidence of corresponding

certificate taxes, wrich rresumably would be of more permanent duration,

l/' Althovsh, zs has becn noted above, there is no intention to propose
tiie apnlication of tre nlan to trose conmodities a certificate tax

on v lel wold tend to be shifted to rroducers,
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The two grouvs of taxes may be expected to exhidit differences,
particularly in their effect upon sunplies coming from vroducers. The
duration of the nrocessing taxes was probably too short to enable pro-
ducers to adjust their plantings to the changed marketing conditions - a
situation which wae intensified by the fact that the nrocessing taxes
were accompanied by rigid limitations on agficultural production. In a
general way the nroposed certificate plan contemplates similar limitations
upon nroduction.

A further difference in the incidence of the two grouns of taxes may
be exnected to result from differences between economic conditions nre-
vailing in 1934 and 1935 and those which may vrevail when the proposed
certificate taxes are in effect. Changes in the income and purchasing
power of consumers, for instance, are of great immortance in this
connection,

Finally, as must already have become apparent, the technical feaiures
of the processing taxes (however crude in the abstract) were more care-)
fully integrated - with réspect to exemptions, refunds and compensatory
levies, for instance - than is nracticable in the case of a tax admin-
istered as an incident in the agricultural program rather than as an
integral vart of the Government's tax system.

The distribution of the tax burden of the nrocessing taxes has been
subjected to detailed examination by several investigators. Notwithstanding
the limitations unon the apnlicability of the "incidence experience" under

the nrocessing taxes to the vroposed certificate taxes, it may be assumed
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that, in view of the cormplexity of incldence determination, more weight
can reasonably be attached to the careful findings respecting the
processing taxes than to such findings as might be made after an inde-
pendent but more limited (as to sta&istica} evidence, time and technical
sk111) investigation of the probable incidence of certificate taxes.
For that reason no attempt was‘made to estimate independently the prodadle
incidence of certificate taxes, |

The most authoritative analysis of the incidence of the processing
taxes appears to be one made by the staff of the Bureau of Agricultural
Economics and published by the Bureau of Internal Revenue as An Analysig
of the Effects of the Processing Taxes Levied upder the Agricultural

Adjustment Act (Washington, 1937, 111 pages). It was based largely on

an examination of prices and spreads before and after the particular .
taxes were immosed (or chanzed) and after they were abolished. The
general conclusions of the incidence analysis of the Bureau of Agricul-
tural Economics have heen previously summarized end their limitations
indicated in a memorandun prepared for the Division of Tax Research by
Carl Shoup and need not here be repeated. l/ Yor purroses of ready
reference, however, the conclusions of the Bureau of Agricultural
Economics study respectins the incidence Qf the processing taxes on the
three commodities for which certificate plan bills have already been

introduced are here emumerated,

1/ Carl Shoup, "Processing Taxes." Memorandum in the files of the
Division of Tax Regearch, Tyeasury Department.
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In connection with these conclusions, it should be kept in mind,
in addition to the reservations already made, that they are derived
with a technique which assumes that any changes in prices and spreads
during the imposition of the proceuing taxes were due exclusively to
the processing taxes themselves. In other words, it does not consider
the possibility (although it recognizes its existence) that other
changes may have occurred which on the one hand may have neutralized
the effacts of the taxes or which on the other hand may have been
neutralized by the taxes,

Pinally, the reader should he cautioned against accepting these
conclusions as definitive findings, particularly since they are here
presented ouf of context and shorn of all the reservations and quelifi-

cations which clothe them in the Bureau's publication,

1. Cotton (page 36) 1/

(a) "....from the standpoint of the cotton-textile industry as
a whole very little of the processing tax was borne by
namifacturers as a group in the form of lower mill marsins;

(v) "....distridutors of cotton goods were able to increase
their margin more than enough to take care of the pro-
cessing tax;

(c) "....the processing tax in large part was passed on to
consumers in the form of higher prices for cotton goods
or passed back to the producers in the form of lower
prices for their raw cotton;

(a) ",...the portion of the tax borne by domestic producers
was probably slightly less than one-half cent per pound.®

1/ Page references are to Bureau of Internal Revenue, An Analvsis of
ect Progegsing T r the Agricultur ustmen
Act.

.org/
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2. Rice 1/ (page 59)

(a) "....only a small portion, if any, of the processing tax
was absorbed by rice millers;

¥eseothere is no evidence that the tax was passed on to
consumers;

"it follows, that a large part of the tax represented in
effect a deduction from the price which otherwise would
have been received by producers,”

3, Wheat (page 27)

(a) "....the millers did not absorb an appreciable portion of
the tax, if any;

(b) Y....the price of wheat appeared substantially unaffected
by the tax;

(c) "it follows....that the tax must have been passed on to
consumers of the products of wheat milling."

1/ "he period in which the processing tax was in effect was very short,
and it is doubtful whether the long-run effects would have been the

sane as during the short period.”
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VI, Anslmis of Certificate Plan

In oconsidering the probable effects of the enactment of the certifi-
uti plan upon the various phases of the Nation's economy, it is essen-
tial to keep in view the basic philosophy of the agricultural program,
The certificate plan is but the current instrumentation of an economic
objective which runs through all of the agricultural adjustment legisla-
tion (proposed and enacted) of the last two decades, In its barest fora
that philosophy starts with the assumption that for 20 years the farmer
has not received a "fair share” of the national income; that agricultural
income must be increased sudbstantially and maintained permanently at the
higher level; that the improvement of the economic position of the
farmer is prerequisite to the stability and progress of the whole economie
system,

" Speaking of the 1933 farm legislation, Secretary Wallace said:

%Its basic purpose, first of all, is to increase the
purchasing power of the farmers, It is, by that token, fara
relief, ut it is also, by the same token, national relief,
for it is true that millions of urdban unemployed will have
a better chance of going back t0 work when farm purchasing
power rises enough to buy the products of city factories.' 1/

The philosophy has changed little during the past seven years, In
an address before an agricultural group within the past few days, the
Secretary's philosophy takes on even more concrete form:

*The 7 million farm families, constituting 25 percent of
the population of the United States, are educating 31 percent
of ths children of school age, but they receive only 1l percent

of the national income, This is substantially higher than the
7 percent which was their share in 1932 and is about equal to

1/ Henry A, Wallace, redio address, Tarch 18, 1933,
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the share they received in the five years before the Great
Depression.. But farmers are still at a severe handicap
in comparison with non-farm groups, Even with government
payments figured in, they are still more than a bdillion
dollars short of parity income as defined in the Agricul-
tural Adjustment Act of 1938,

"As a matter of fact, farmers never have received as
much income on the average as the rest of the people, ZEven
in the pre-World War period the farmers' net income per capita
was only 60 percent as much as ths net income per capita of
non-farm groups, In other words, the farmers have constantly
fed the nation at a 40 percent discount, BSteadily they have
contributed not only half of their children to the cities, but
a considerable part of their wealth in the form of interest
payments on mortgages, held as a result of inheritance by the
farm children who have moved to town, Also, the farmers have
always absorbed more than their fair share of the unemployment
shock, « ..

"For 20 years the organized farm groups of the Unlted
States.....have struggled to attain a fair share of the
national income for sgriculture, JFor 20 years they have
striven for equality of bargaining power with the other great
economic groups, For 20 years, no matter how desperate their
own circumstances, they lave faithfully fed the nation while
they fought this grim uphill fight, I don't think they'll run
up the white flag now," 1/ -

A, Effects on agricultural producers,

1, Amount of benefit payments. The adoption of the certificate

plan will afford large benefit payments to the producers of the agricul-
tural commodities affected, These benefit payments will probably bte
considerably higher than are likely to be made available through appro-
priations from the general fund of the Federal Treasury. They may in fact
be the maximum that agriculture could obtain if it were free to de-
termine the domestic market prices of agricultural commodities, The

possible upper limit on the prices of certificated commodities

1/ Vallace, WHow permanent is ths farm program!® pages 7-8.
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1s 80 high that whether agriculture can in fact derive the maximum income
from the domestic market will depend only on its ability to set that
price which, with the given domestic demand, will vield the maximum farm
income, y

The benefit payments to producers of basic agricultural commodities
under the certificate plan will be in addition to some of the "farm benefit®
expenditures now financed from genernl appropriations., 2/ ZExpenditures
undsy the soil conservation progran, for instance, would be continued.

This program for saving our soil, water, grass, and trees

is not in the interest of agriculture only. It is in the inter-

est of the entire nation., Conservation of the land and the

living products of the land must be done by the farmers if it

is zoing to be done, But paying for it 1is not the sole respon-

sibility of the farmers. It 1s a national resronsidility.

Money for the oconservation program, therefore, can logically

come from the genersl Treasury."

Trom the point of view of agriculture, adoption of the certificate
plan should also leave unaffected expenditures from the general fund to
stimulate consumption of egricultural products by direct distribution of
surplus farm products to needy families and throuzh such devices as the
Yood Stamp Plan and free school lunches,

*If the workers of the United States were fully employed at
good wages, there would be no need for these measures to expand
domestlc consumption. But when 20 million persons must look to

Yederal, State or local government, i1f they want to stay alive,
then food consumption is below normale.:...The added food

1/ Of course, the resulting artificlality of agricultural prices may be
considered a serious disadvantage.

2/ 8ee, however, page 52 below.

3/ Wallace, "How permenent is the farm program?® page 1l.
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consumption in the cities naturally means a great deal to
farmers, because it helps to use up their surnlus nroduction.
But it also means a great deal to the city business men and
city workers. And it means most of all to the needy families
themgelves. Since this government-subsidized consumption of
food has been made necessary by unermloyment, there is a
serious question whether it should be charged un to agricul-
ture at all." 1/
Instead of reducing, the adoption of the certificate nlan may
increase Federal expenditures for the stimulation of consumption. The
marked nrice increases may reduce consumers' vurchases, increase surnluses

and hence government expvenditures for the disnosition of surnluses.

2. BRegularity of benefit payments. In the long run, the certifi-
cate plan would nrobabdly provide benefit nayments with greater regularity

than is possidle by direct Consressional annronriation. Once enacted,
the pvlan would not be subject to annual Congressional review to which
the budget is regularly subjected. g/ In a sense the nlan would consti-
tute a vermanent anpronriation. Since the nlan itself incorporates no
termination date as such, it would vresumabdly remain in effect until
specifically repealed. 1/ The permanency of benefit vayments appears

to be greatly desired by agriculture. E/ It regrets the necessity of

1/ Ibid. pages 11-12.

g/ In a sense, this may be internreted as a disadvantage, even from
the noint of view of agriculture itself, for it would tend to most-
nvone such fundamental readjustments in asgriculture as may bde
urzently needed.

1/ Section 32 of the Agricultural Adjustment Act as amended already

earmerks 30 nercent of customs receints for the expansion of agri-

cultural markets.

", ...]1 feel it is essential that the farmers should - as quickly as

nossible ~ get behind some nlan that will assure them a permanent

source of revenue they need." (Statement of the Secretary of

Apriculture, Washington Star, December 1, 1939).

&
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anmially coming "back to Congress.....to ask for the necessary funds to
run the farm progrem." 1/

It might also be of advantage to agriculture that the benefit vay-
ments under the certificate vlan would be hidden from pudblic view in
the sense that they would not appear in the actual statistics of govern-
mental tax collections and expenditures. In the form of certificate
taxes they would be less likely to provoke putlic criticism and inquiry

than processing taxes. 2/

3. Yolume of exportg. The increased benefit payments resulting
from higher domestic.agricultural prices will have the added advantage
of retaining for the American farmer substantieslly the same commetitive
edvantage in the foreign markets as he would have without the operation

of the certificate nlan. This follows from the fact that the vlan leaves

1/ "Ever since the Hoosac Mills decision in 1936, the farmers, hat in
hand, have had to come back to Congress -- representing all the
peovle -« to ask for the necessary funds to run the farm vnrogram.
Bach year the peonle through Congress have granted the reocuest. But
each year the farmers are asked by spokesmen for industrial and
financial interests, How long is this going to go on, with agricul-
ture getting this amount of money?! The farmers naturally wonder
why they alone, of all the great economic grouns, have to come back
each year and meet a fresh challenge by other economic grouvs to
their method of attaining bargeining equality. Farmers have not
asked that labor come back and seek a renewal of the bvargeining
vpower laws which give working men an added income of billions of
dollars n year. They wonder why business should not have to come
back each year and have its tariff valideted. They would like to
ask, How long are we going to pay tribute of billions of dollars a
year in the form of tariff-nrotected nrices?! If agriculture has to
come back to Congress each year to met a nartial ecuality in bargaining
nower, farmers would like to know why labor, corrorations, and tariff-
protected industry should not be forced to rass a similarly-rigid
annual %nsnection." (Wallace, "How nermanent is the farm nrogramt®
nage 9.

g/ However, there is the nossibility that the existence of these snecinl
taxes falling on the masses of the population would present a constant
target for nolitical actlion which might lead to a reaction azainet both
the tax and the benefits.
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the "farm vrice" unchanged, but immoses the certificate tax after the
vrocessing of the fam proéuct.‘ It is interesting that when the .
certificate nlan was first evolved for use by Central Buropean agrarian
countries (depending entirely on agricultural exvorts for foreign
exchange) its sole nurpose wes to stimulate agricultural exports.

Far from hindering exports, it is clearly the intention of the
advocates of the certificate nlan to use it to stimulate exports. 1In
the plan for wheat, it will be reczlled, a tax is imposed on domestic
consumntion to yleld the wheat nroducer (at the exvense of the domestic
consumer) a varity nrice both on domestically consumed wheat and on

wheat exvorted (in ocuantities equal to 20 vercent of domestic consump-

tion.) 1/ 2/ The certificate plan is ideally suited for the subsidizing of

1/ See Hearings on S. 2395 before the Subcommittee of the Committee on

Agriculture and Forestry of the U. S. Senate. (nage 5).

Senator Ellender. Would vayments be made on that which is set

aside for exvort nurnoses?

My, Thatcher. The bill vrovides that in the 600,000,000 bushels of
wheat, which, over a neriod of time, has annually
disappeared, 500,000,000 in the United States and
100,000,000 abroad, the bill nrovides that the farmer
would be paid parity orice or cost of vroduction,
whichever is higher. And for this reason: We believe
that if it is desirable to maintain. foreign markets
for that much wheat, that the shock of nroducing that
wheat at foreign nrices, which are admittedly, usually
below, much below cost of production, the whole country
should share in the maintenance of that foreign market
and not leave the shock to the wheat nroducer alone,
who buys all of his sunnlies for his production and
his living at domestic prices which are orotected by
tariffs, and i{f he is going to have the money to vay
for those supplies he is zoing to have to have the
income from the things that he produces.

g/ However, see vage 2, footnote 1.
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exports, at domestic consumers' expense, of those agricultural commodities
for vhich the domestic demand is such that the quentity consumed will

not be curtailed directly as the price is increased,

4. Miscellaneous considerationg. The certificate plan would have

several oéher advantages from the point of view of agriculture. It
would, for instance, provide a kiﬁd of gratuitous crop insurance., The
crop allotment certificates would be distributed among the growers of the
particular commodities in proportion to the normal yield of their resvec-
tive allotments, These benefit payments would.thus constitute a kind of
fixed income received by growers without regard to the actual yield of
their acreage. Moreover, if eligible, they would receive these benefit
payments sometime at the beginning of the crop year and before harvest,
The certificate plan may be expected to make regunlation of the volune
of azricultural production nore effective, ‘The magnitude of benefit nay-
ment would bYe so lar=ze that only the exceptional producer could afford

to remain a "non-conformer,"

5. Degzree of anplicability. The certificate plan, however, has
several shortcomihgs. even from the point of view of agriculture. PFirst,
it cannot be used with uniform effectiveness for all commodities. It
cannot serve effectively to raigse the income of farmers producing
commodities, the ﬂomestic demand for which is relatively elastic (where

consumer purcheses are arpreciably reduced as the price increases). l/

l/ Except, of course, as a means of differentiating between cooverating
and non-cooperating farmers in the distribution of bYernefit rayments.
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Hoge are a case in point. The demand for vork and its products appears

to be such that, irrespective of price, total consumers' expenditures
remain the same: an increase in nrice tends to produce a corresponding
decrease in the volume of consumntion and vice versa. Under the nro-
cessing taxes, for instance, the total amount expended by consumers for
pork products apvarently was no greater with the tax than it would have
bo;n if the tax had not been in effect. The effect of the tax was to cause
vrices received by hog nroducers to be lower than they otherwise would have
been by agproxinateiy the amount of the tax. l/

Wheat, as has already been noted, presents a different cacz. The
demand for wheat and its products. apvear not to be affecte& to any appreciabdble
extent by changes in wheat ovrices. Wheat farmers would apparently derive
great benefits from the certificate vlan. However, there are a variety
of agricultural commodities with a variety of demand conditions, each with -
prosvects of deriving varying degrees of benefits from the certificate plan.

The advocates of the certificate plan recognize its weakness in this
respect and nropose to devise other means for the benefit of commodities
with relative elastic demands -- where an increase in nrice tends to

reduce consumers' vurchases appreciably, 2/

J&M_MWLWM_
Agricultural Adjustment Act, page 7.
2/ "If, 1n snite of all our ingenuity, no equivalent for the certificate

vlan can be found for corn, I am sure the Corn Belt will not stand
in the way of the good fortune of their brother farmers from the
other regions. I know how dbroad-visioned the Corn Belt leaders are,
and I am sure that their outstanding concern is to see the maximum
unity of agriculture in oresenting to the peonle and to Congress the
farm program that will best serve the General Welfare." (Wallace,
*How nermanent is the farm nrogram?® page 16).

-

-
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6. Different guality products. Another weakness of the certifi-

cate plan from the voint of view of azriculture stems from ite fallure
to recognize variations in tyve, quality and rezional differences as
reflected in the market prices of any one general agricultural commodity.
The plan contemplates the distribution of certificates on the basis of
pliysical units of normal vroduction., Since all certificates for any
one commodity would have uniform value, they would represent a relatively
larger benefit payment to nroducers of a low-priced variety and quality
of nroduct than to the producer of a high-priced variety and quality,
The extent of this inequity is indicated by the followins data. l/
Cotton Rice Wheat
(1v.) (bu.)  (vu.)

Average farn pricess

United States 8.80¢ - 73.1¢
State with lowest average 8.10¢ 674 59.0¢
State with highest average 10.Lo¢ 30  120.0¢
Parity rrices 15.87¢ - 113.24
Yalue of certificate 7.07¢ 27.8¢ 40.1¢
Value of certificate as nercent of
average farm nrice for producer ing
State with lowest averaze price 87% 41 68%
State with hishest average vrice 68% 35% 334

Por the three commodities here analyzed, the value of the certificate
as a percentage of average farm price would range between 68 percent and
%7 percent for cotton; between 35 percent and Ul percent for rice; and
between 33 percent and 68 percent for wheaf. These variations are on the
besie of State averazes. The range in relative denefit will, of course,

be consideradly wider between individual producers,

1/ Prices as of November 15, 1939, (Agricnltursl Marketins Service,

November 29, 1939).
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It should be recognized that these wide State-by State variations

in average farm prices for svecific commodities are in nart variations

- between commercial and non-conmercial areas. Within commercial areeas
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the variations are considerably smaller. Since a State which consti-
tutes a commercial area for one crov is generally a non-commercial area
for one or more others, it might be assumed that benefit vayments dis-
tributed on the dasis of production of individual commodities without
regard to orice or quality, would tend to ecualize, A relatively high
cash benefit on a low priced commercial cror might be offset by a2 relea-
tively low cash benefit on a high nriced non-commercial commodity. The
plan here under consideration, however, will be applied only to few
agricultural commodities and equelization of advantages will therefore

have little ovportunity to occur.

7. landlords and farm labor. Finally, the proposed certificate

rlen would bestow unequal benefits upon different elements in the agri-
cultural economy. landowners, as the equity holders in farm enterprise,
would of course be the largest gainers. Unless the nlan resulted in a
substantial increase in the wages of farm labor (not likely in view of
the relatively large sunnly of farm workers) it would nrobabdbly be of
little benefit to that group. In fact, it is culte likely thet agri-
cultural labor, insofar as it nurchases food and clothing, would be a

substantial loser as a2 result of increased consumers' food and clothing

.org/
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prices. The farm labor group would lose also if the adoption of the
certificate plan were followed by reduced consumers! demand, higher
surpluses, leading ultimately to lower agricultural nroduction and
lower farm emnloyment.

The certificate vlan in the case of wheat and cotton provides for
the distribution of these certificates between landlord and tenant or
sharecropper on the basis of the resvective shares of these groups in
the net farm nroduct. It will be noted that to the extent that the
present distribution between these varties is now in favor of the land-
lords (as it is frequently alleged to be) it will be verpetuated by the
adoption of the certificate vlan, This tendency, however, should be
offset to a considerable extent for wheat and to a lesser extent for
cotton by one feature of the certificate plan: The amount of certificates
ver unit of normal production decreases as the amount of a person's total
product increases above a given level. l/ This vrovision might reasonably

be exvected to encourage farm tenancy and increase farm employment,

1/ However, with regard to the nresent nrovisions of the certificate vlan
bille for cotton, see Section III (3) abvove.
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B. Effect on sgricultural trades.

The adontion of the certificate nlan may be exmected to affect
adversely nrocessors and distributors. These adverse effects would
flow from three general causes,

1. Margzin of nrofit. The marzins of nrofits of nrocessors and
esveclially distributore are so smell in relation to the amounts of the
pronosed taxes that the necessity of sbsorbing ~Any small nart of the
tax would seriously offect their nrofits. Such necessities doubtless
arise when the addition of the tnx to tre nrice would recuire n frac-
tional vrice adjustment. Under the nrocessins taxes rrocessors do not
apvear to have borne any anpreciable nronortion of the taxes, with the
vossible excention of certaln corn and tobacco nroducts, l/ However,
even though a nrocessor bore no annreclable pronortion, he might have
been severely burdened. His margin of nrofit mey be so small relative
to the tax that even if he shifte nine-tenthe of it, for instance, the

vart that he does bear mey take a very large vercentage of his nrofits. g/

1/ An Apalysis of the Effects of the Processing Taxes Levied under the
Agricultural Adjustment Act, rage 5. See also Nourse, Davis and
Black, Three Years of the Agricultural Adjustment Administration,
rages 313, 4lh4: ¥,..during the veriod of anvlication of nrocess-
ing taxes on tobacco, a substantial vart if not all of it was
absorbed by the manufacturers of tobacco nroducts. It is extremely
doubtful if this situation would have continued indefinitely....
and it certainly must not be regarded as tyrical of the comrocldities
covered."

2/ In this connection it 1s of interest to note that at the time of the
processing taxes it was argued that the burder would not be shifted
in its entirety to consumers but would 2o to reduce “excessive"
distributors' and nrocessors' margins. (For evidence on this voint

see Three Years of the ricultural Adjustment Administration,
vages §12 et seq.5

|
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2. Yolume of trade. Processors' and distributors' profits would
also be affected adversely by the decline in the volume of conswmption
which would follow the imposition of heavy taxes. The severity of this
facfor would vary with the demand conditions for the several commodities,
The more elastic the demand ihe more narked the reduction in processors’
and distributors! volumee.'l/ They may also be affected adversely b
shifts in demand, Thus, some of the Aemaﬁd for bakery vroducts may be
shifted to flour and home baking. |

3. iness methodg. A third general;source of burden as far as

concerns the agricultural trades would flow from the business disruntions

which would accompany the reriodic determination of the "tax levy" for

“the marketing season. Speculation on the probahle changes in the nrice

of certificates will probably produce “serious ups and downs™ in the
milling industry 1mmed;ate1y before and after the anmisl proclamation
of the certificate price. To this (generally in the case of processors)
would be added the burden of flling monthly returns and corplying in

other respects with Department of Agriculture regulations. 2/

1/ For a statement of the processors! grounds for opposition to the
certificate plan, see letter from the Vice President of the Millers!
National Federation to S8enator Wheeler, in Hearings on 8. 2395,
pages 22-23, Rice processors, on the other hand, appear not to
oprose the plan.

g/ Anticipating the opposition of the processors to the certificate
plan, Secretary Wallace said:. "I am hopeful the vrocessors wil?
coonerate with us. Among the processors are many able and Nro-
gressive men. If thev can be persuaded that we are right - and I
believe they can - they will go along with us. DBut dle hards mi-it
as well abandon the idea that American farmers are willing to con-
tinue to exploit themselves, their families and their land to ~row
cheap farm products.” (Washington Star, December 1, 1939,)
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C. TFiscal effects.

The broader viev of whether the agricultural program, including the
certificate plan now under consideration, would have dbeneficial or harm-
ful effects on the economy in general would require a lengthy and in-
volved analysis in a very controversial field. Although pertinent, the
subject is not considered in this memorandum. Some of the probable fiscal
offects of the cort;.ﬁ.cato plan, however, are so significant and predict-
able as to reguire discussion here. )

1. TFiscal management. The certificate plan would in effect sanction
large public expenditures financed from taxes and probably growing in
magnitude, without inclusion in the Budget. At the outset, it should be
noted that the elimination of such an important item as this from the
Budget would limit the effective use of fiscal policy as an instrument
of economic comntrol.

Turthermore, any plan for the payment of agricultural benefits would
be less subject to abuse and would be more likely to promote the public
interest over «tho long run if the tax collections and benefits were in-
cluded in the Buiget and handled in the same manner as other taxes and

appropriations.
There is need for a better general comprehension rather than a ocon-

cealment or confusion of the detailed receipts and expenditures of the
Yederal Oovoi'mnnt. The adoption of the income certificate plan would
make it more difficult to determine the amount of actual public expendi-

tures and the actual tax burden of the various groups of taxpayers. y

1/ Representative Andresen (Minn.): "Well, this is more or less a plan to
fool the people so they will not know they are ever paying the taxes....."

(Hearings on H. R. 665l, page 56.)
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Only by the inclusion of all public expenditures in the Budget and by the
submission of all public expenditures to periodic executive and legisla-
tive reviev can there be any assurance that the proper allocation of
public funds among the many public uses is approximated.

In the memorandum submitted by the Department of Agriculture éﬁe
view is expressed that "It is more appropriate to compare the Certificate
Program with tariff legislation or minimum wage and collective bargaining
legislation than with expenditures under the Budget. The issue is pri-
marily one of agricultural policy rather than fiscal policy, except as it
may affect other appropriations.®

Certain legiclation for the benefit of agriculture, such as the
Agricultural Adjustment Act of 1938 appropriately may be compared with
tariff legislation, minimum wage and collective bargaining legislation.
The certificate plan, however, may more properly be considered from the
point of view of fiscal policy. Under its provisions taxes would be col-
lected and revenuss would be distributed by an agency of the Government.
The operation of the plan would not differ materially from the processing
taxes and benefit payments provided under the Agricultural Adjustment Act
of 1933. The fact that in this instance some of the actual operations
would be conducted by a special revolving fund and not the general fund
does not alter the fact that the fiscal aspects of agricultural benefit
paymente are substantially similar to those of other governmental

services or expenditures.
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Furthermore, the parity payments provided the producers of the 3 or 4
commodities covered by the certificate plan would not differ significantly
(excepting perhaps in amounts) from the parity payments which are now
provided through the Bud;et and from the general fund to the growers of
agricultural commodities and would no doubt be continued for the commodi-
ties not covered by the plan.

In the Department of Agriculture's memorandum the view is expressed
that "under existing circumstances,” an increase in direct governmental
payments "is neither practical nor desirable.® It is urged that since
Congress is not likely to continue to make direct appropriations for the
benefit of a particular group, an indirect subsidy should be provided.

The democratic process assumes that Congressional determination
represents the nearest possible approach to the expression of the public
will. This is recognized in certain parts of the Department of Agri-
culture's memorandum. In respect to the parity payments, however, a con-
trary position appears to be taken, namely, that while the present Congress
represents the pudblic will, succeeding Congresses may not represent it.

utﬁough there is thus an apparent anomaly, those taking this position
hold that agricultural aids should be adopted as a permanent policy outside
the Budget, because other economic and industrial groups have protective
legislation of various kinds which need not be reconsidered at each
session of Congress. The tariff is the principal example mentioned.

Many agricultural commodities are protected by tariffs and, in recent

yoears, even the tariff on wheat has been effective in raising the farm
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price. Aside from this consideration, however, the observation may be
made that the tariff is either a policy or a disease. If it is a policy
intended to achieve a certain result the measures should not be taken
vhich would operate to nullify it. If instead the tariff is a disease,
the cure would seem to be its elimination rather than to spread the
disease by measures which in no respect reduce the economic loss caused
by the tariff in misdirecting the use of the nation's productive re-
sources. The tariff hits primarily consumers. This proposal would hit
then again.

Moreover, the type of tax pressure afforded by the tariff is very
different from the payment of governmental cash benefits financed from
taxes. The distribution of burdens is different, the distribution of
benefits is different, and the effect on internal competition and pro-
ductive efficiency is different.

A line must 'I;o drawn somewhere between the incidental effects of
governmental policy on the fortunes of people and the direct payments of
money forcidbly collected from the people. The latter is more susceptible
to the dangers of misuse, and accordingly requires more careful scrutiny
to achieve an allocation of governmental burdens and benefits in accord-
ance with the public interest. Although similar scrutiny should no doubt
be accorded to tariffs, the fact that it has not been given does not war-
rant extending the lack of scrutiny to direct governmental payments. In
addition to what has already been said on this point, it should be noted
that the pursuit of the proposed policy would logically involve the grant-

ing of indirect subsidies to numerous additional groups. The plan would
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establish a dangerous precedent, which other economic groups would strive
to emulate. If the plan is suitable for agriculture, why not for mining,
for instance? The plan is so ideally adaptable to various kinds of
income-redistribution schemes that its sponsorship for other groups seems
reasonably probable. The resulting multiplicity in tax-levying and col-
lecting bodies, operating independently within the Federal Government,

would raise havoc with fiscal planning.
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2. Tax admipistration. From the point of view of tax administra-
tion, several shortcomings of the Certificate Plan should be noted.

Sound tax policy endeavors to keep tax changes as infrequent as
possible to minimize dislocating effects on industry. Under the certi-
ficate plan rate changes of lubstagtial magnitude might be made from
year to year. The rate changes would probadbly occur more frequently
than they occurred under the invalidated processing taxes because the
Gertificate Plan, unlike the processing taxes, apparently allows the
Secretary of Agriculture no discretion in this respect. The tax rate
for each marketing year is automatically equal to the difference between
the average farm price and parity price. 1/

Farthermore, the crudeness of the Certificate Plan as a tax measure,
lacking in integration of technical details (with respect to definitions
of tax base, and exempd ons, deductions and refunding provisiors), can
be expected to create many inequities.

The effective application of processing taxee requires the imposi-
tion of compensatory taxes. Floor stock taxes are a case in point.
Under the invalidated processing taxes provision was made for compen-
satory floor stock taxes on any article that on the date the processing
tax became effective was held for sale or other disposition.

Such compensatory taxes are essential to prevent undue profiteering.
The need for such taxes is present especially when rate changes are likely

to occur from tire to time. Moreover, in those instances where, on

1/ See, however, page 25, fn. 1.
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occasions, reductions in tax rates are likely, provision should also

be made for refunds on floor stocks. In the absence of such provisions,
brocessora and distridbutors are exposed to heavy losses merely because
of a change in the tax rate.

Under the processing tax, the Secretary of Agriculture was in-
structed to ascertain whether "the payment of the processing tax upon
any basic agricultural commodity is causing or will cause to the nrocessors
thereof disadvantages in competition with competing commodities by reason
of excessive shifts in consumption between such commodities or products
thereof." If he so found, he was to proclaim a tax at a rate ®"necessary
to prevent such disadvantages in competition®” on the first domestic
nrocessing of the competing commodity. The need for this type of com~
pensatory levy is particularly important in a commodity, such as cotton,
for which important competitive substitutes are available, such as
paper, jute and rayon. This problem may be more serious in the case
of the industrial uses of cotton.

Gonésivably, a certificate plan of the type proposed could be sup-
Plemented by compensatory taxes within the internal revenue system,
Whether such compensatory taxes are in fact contemplated by the pro-
ponents of the plan has not yet been indicated. It would appear that
the imposition and administration of compensatory taxes as well as the
disposition of the revermues raised would be more cumbersome as adjuncts
of the Certificate Plan than was the case with the processing taxes

imposed from 1933 to 1936.
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3. ZYeoderal expenditures. The adoption of the certificate rlan would
clearly result in a large increase in total expenditures for agricultural
purposes. Part of the expenditures would be ineide the Federal budget and
part outsides the Federal budget. There appears to be some question whether
the amount of Federal expenditures within the budget would be reduced.

Some features of the plan would indicate the possibllity of reduction
in budget expenditures. With respect to certain commodities, the certi-
ficate plan is proposed as a substitute for "parity payments® now financed
from general revenues. These expenditures presumably could be discontimued
upon the enactment of the certificate plan. It is also possible that the
enactment of the certificate plan might maks agriculture's resistance to
reductions in appropriations less effective than it would otharwlise be.

On the other hand, if the vlan reduces domestic consumption and in-
creases farm surpluses, it will increase the demand for crop loans (so-
called) which constitute a drain on the Treasury. Moreover, the adoption
of the plan may serve merely as an entering wedge for larger farm benefits.
Pressure may be expected to develop to secure for the noncertificated
cormodities government benefit payments on a var with those obtained by
commodities covered by the certificate plan.

Federal expenditures also may ve increased in other directions because
of the plan. The increased cost of living due to the taxes may indirectly
raise expenditures for rellef purposes. Such expenditures would also be
increased 1f the tax soc reduced the volume of consumption ag to decrease

the volume of employment.
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4. Distribution of burdens and benefits. The certificate plan

would impose a tax on certain necessities. It would tax the consump-
tion of wheat, cotton and rice. Experience with the vrocessing taxes
under the Agricultural Adjustment Act of 1933, invalidated in 1936,
indicates that the burden of taxes on these comnmodities would fall,
in large part, on consumers. Inasmuch as the consumer expenditures
for the products of these agricultural commodities account for a much
greater proportion of the total expenditures of individuals and
families with small incomes than of the total expendi tures of those
with larger incomes, the burden of the tax would be regressive. It
would bear more heavily on those with small incomes than on those
with larger incomes.

The tax would be unmusually regressive for it would be imposed
on nhysical units of an agricultural commodity, without regard to the
price of the product consumed. Unlike a sales tax which is imposed on
the basis of price, .the certificate tax would be imposed on the basis
of weight or volune. Low income consumers vurchasing low-priced cotton
articles would pay a higher tax with each dollar spent than higher
income consumers purchasing high-priced cotton articles.

It may be that in some cases processors would find it necessary
and practical to transfer some of the tax burden from thelr low-priced
to their high-priced pvroducts. Under the invalidated processing taxes

cigarettes, for instvance, appear to have borme more than their share .

of the tobacco taxes., This type of adjustment, however, is very uncertain
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and cannot be predicted as a likely occurrence in the case of other
products.

The rate of taxation contemplated by the proposed certificate plan
would be far heavier than the rates which in the past usually have
been applied to necessities in the United States. The general sales
taxes imposed by states in no instance exceed 3 percent of the amount
of the transaction, and morenver, in many cases, exempt farm products
from taxation.

The rate of the tax under the proposed certificate plan would be
equal to the difference between estimated parity prices and the aver-
age farm prices of the particular agricultural commodities affected.

In some instances, the rates of these taxes would be even higher than
thnse imposed under the invalidated processing taxes. Even on the
basis of United States average farm prices prevailing on December 15,
1939, the difference between parity prices and farm prices amounts to
3.8 cents per bushel of wheat and 6.2 cents per pound of cotton. A
t-cen: tax on 10-cent cotton, for instance, would be equal to 60 percent
of the farmers' gselling price. The imposition of indirect taxes of this
magnitude, superimposed on an already regressive Federal-state-local

tax system, would severely affect the already limited purchasing power
of the lo;-income families.

The effects of the certificate plan would be especially burdensome
to those who, Jjust like wheat, cotton and rice farmers, are receiving
less than "parity" incomes. There are large mmbers of other persons

on farms and in the cities who have incomes and standards of living as
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low as the growers of wheat, cotton and rice. The whole body of the
unemployed and the under-employed laborers in all industries have

less than "parity® incomes and would be subjected to a heavy burden on
account of the tax. 1/

Underlying this method of financing parity payments is the assump-
tion that the existence of low agricultural prices bestows an unfair
advantage on consumers, and that such an advantage might properly be
recaptured for the benefit of agricultural producers. It presupposes
that the rewards accorded by the market place to the producers of certain
commodities are not just and require supplementation to raise them to
some svecified but variable levels.

Although it may be agreed that "the farmer is entitled to a fair
price,” that does not dispose of the question as to what is the falr
price. Even defining it as a price which will give the producer a fair
income leaves undetermined the essential question of what is falr.
Furthermore, a price that will give a fair income to the producer is not
necessarily a falr price to the consumer. The consumer ought not be
required to pay more than the price resulting under a sound organigation

of agriculture. A sound organization of agriculture glving fair returns

1/ In answer to this problem, Secretary Wallace replies: "The fact is
that many of the people who can't afford to pay for pork when the
farmers are getting 13 cents a pound for hogs probably can't buy
pork when hogs are down to 3 cents elther. Isn't it a wiser policy
to ask that all consumers who are able, pay a fair price for their
food, and then to ald the others if necessary through the methods
of making surplus foods avallable to those without jobs, such as
the Food Stamp Plan and the school lunch program?® (Wallace,

"How permanent is the farm program?® page 1l.)
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to those engaged in farming would almost certainly afford lower prices
to consumers than parity" as now computed. To impose on the consumers
through a processing tax the burden of giving the farmer a fair price
==whatever that may be found to be-=may thus result in serious unfeir-
ness to oconsumers.

In the Department of Agriculture it is recognized that the certifi-
cate plan would constitute, in effect, a tax on consumption. It has
beon maintained, however, that the regressive effects of the tax would
be offset by the "progressive' effects of the expenditures snd that
the net result would be "progressive.® Underlying this position is the
assumption that the plan would benefit a low-income farm group largely
at the expense of a higher-income non-farm groupe.

At the outset, it should be noted that this distinction between
farm and non-farm population is not wholly relevant to the issue. The
certificate plan has been designed for the benefit of wheat, cotton
and rice (and possidly some tobacco) growers only. It probably cannot
be employed successfully, and it is not proposed, for the benefit of
the growers of the many other farm commodities. In consequence, the
plan does not propose to benefit the entire farm population at the expense
of the entire non-farm population. It proposes, rather, to benefit
wheat, cotton and rice growers as distinet from all other farm groups
as well as all the non-farm groups.

There are at present in the United States approximately 7 million
farm families. About 3 million of these are engaged, to a small or

large extent, in the growing of wheat, cotton and rice. Thus, even 1if
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all wheat, cotton and rice growers cooperated in the AAA production
and soil conservation programs and were eligible for parity payments,
the certificate plan would benefit not more than 3 million fam
fanilies, at the expense of another group consisting of 4 million farm
families, more than 22 million non-farm families, and several million
single individuals.

Moreover, the plan, if adopted, may not be of much help to some
wheat and cotton growers. That likelihood is indicated by the fact
that a portion of the wheat and cotton growers produce these commodi-
ties in such small quantities that the benefits they would receive from
their share of the certificates, if they complied with the farm program,
would be offset largely by their share of the tax burden as purchasers
of wheat, cotton and rice products.

The certificate plan is said to have "progressive’ effects because
the average income of the farm population which would be benefited is
lower than the average income of the non-farm population which would de
taxed. However, a comparison between farm and non-farm population on
the basis of per capita incomes is mibject to misinterpretation. 7The
incomes of the two groups are not comparable. 4 dollar of income in a
rural area is something entirely different from a dollar of income in an
industrial area. Its purchasing power is different becms; the cost of
living generally is lower in rural than in urban areas. Yor those on
farms, food, housing and clothing, three important elements in the
budget of the low-income groups, require a smaller expenditure then

for those in the cities.
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In comparing the income of the farm and the non-farm population
it is emphasized that a larger proportion of the farm population fallsg
in the low-income group than is the case in the non-farm population.
It is pointed out, for instance, that a consideradbly larger percentage
of the families on cotton farms have low annual incomes than is the
case with an industrial population. Such use of percentages, however,
does not bring out some of the important aspects of the low-income
problem. ' The percentages relate to entirely different magnitudes. The
adoption of the certificate plan would result in the taxation of at
least 5 million non-relief families with incomes of less than $780, for
the benefit of wheat, cotton and rice growers, only part of whom have
such low incomes. In addition, there were )4,500,000 relief families,

of whom 600,000 were farr families. 1/ In other words, it is not evident

1/ In 1935-36, one-third of American families are estimated to have had
incomes of less than $780. No information is available on the
income distribution among wheat, cotton and rice farmers specifi-
cally. However, in that year, 37.6 percent of all non-relief farm
families were estimated to have had anmual incomes under $730.

Yor all non-relief families, the corresponding proportion was only
23.5 percent. However, in actual numbers, over 6 million non-relief
families had incomes less than $780. Non-relief farm families ac-
counted for a little over 2 million of the six. However, families
of wage earners also accounted for over 2 million. Even if the
percentage of wheat, cotton and rice growers falling in this low
income group were much larger than that reported for all farm
families, the adoption of tke certificate plan would result in the
taxation of at least 5 milliorn non-relief families with incomes

of less than $780, for the benefit of wheat, cotton and rice
growers, only part of whom have such low incomes. In addition,
there were 4,500,000 relief families, of whom 600,000 were farm
families.
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that the net effect of the plan would be a distribution of income from
higher to low income groups.

Moreover, we are here dealing with families whose incomes range from
minus quantities upward. Therefore, even if, on the average, the
families taxed had a higher income than those which received the benefits,
the families taxed would still include a number whose incomes would be
lower than the inoomes of many receiving the benefits. In other words,
despite the fact that on the average farm families have lower incomes than
urban f.miliel. the plan would tax some consumers with little or no income
for the benefit of some farmers with relatively larger incomes. To this
extent the effect of the plan would be the converse of "progressiveness.”

Pinally, it should be noted that, aside from limitations on maximum
payments to individual farmers, the benefits under the certificate plan
would be distributed among farmers epproximately in proportion to the
present distribution of incomes. Wheat, cotton and rice growers would
benefit in proportion to their normal moduction. Therefore, in general,
farmers with large farms, producing large amounts of wheat, cotton or rice
would receive more money from the plan than small farmers producing smaller
amounts.

These considerations indicate that (1) the cost of the plan would be
distributed inversely to taxpaying ability, (2) the benefits of the plan
for these commodities would be apportioned roughly according to the present
distribution of incomes among the growers, and (3) some purchasing power

would be transferred from low income families to higher income families.
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At all events, even if it could be agreed that the certificate
plan tax on consumers for the benefit of producers might have "progres-
sive' effects, it would still be true that the degree of such "progres-

siveness" would be lese than could be achieved under practically any

other method of taxation.
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Collections from Agricultural Adjustment Taxes

EXHIBIT 1

Source of receipts :

¥iscal year ending June 30

1% : 935 1956
'h..t 0000000000000 00¢00000 117.621 17"‘.82 ‘123 sm 932.23 ‘ 90“10516.’“‘
corn 0000000000000 0000cc00 u u96 19307“ 6 8“9 68 87 9*0‘23031
GOtton 9000000000000 0%0000 1““ 767 2320 95.9* 301.71 5 3‘7 539.30
To'b.ceo 0000600000000 0000e u “8. 26 32 725'w10 3. '127.31
308' ©00 000000000000 000000 77.0 611 601’@0)‘6 ‘0973'“3016
Paper and jute fabrics ... 9 .330.73 3.221 107.27 637,265.85
s““r 000 0ce000000000c000, 170 16 37 71 m} 970065 300357 599.“
Rice 000000 cs00sssssesovre - 29 119097 “5.721 m
Ry‘ 000 cesvsscsscccstocces - 1750“75.“
P‘mt' 0000000000000 00c0p - 3 5710936 01 138061.&
Cotton=ginning t&X ¢cccee. - 1,110,874, 86 451,223,0

Tobacco>sales taX cecesses - 3, 231.}7‘%77 1,214,880,
Potato-sales tax 0cccscene had uj gm Gh

Total, agricultural

adjustment taxes ..... 1,422,885, 64 24 1 0
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