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CAN WE CONTROL A WAR BOOM IN AGRICULTURE?

This subject is ideal for the "if and when, but on the other
treatment. The unknawns outnumber the knowns in the
Wation, If a man speaks positively, events a year or two from now
Contradict everything he says; yet if he doesn't speak with convic-
the audience may walk out on him.
Tonight's speekers, therefore, are caught between the rock
hard place. There is nothing to do but to state our opinions
ir they are facts, and hope that time will be good to us.

Before we can talk about power to control a boom or to offset
erimit its consequences, it is important to foxm a judgment on the
pmmable effects of the war on American agriculture and American indus-

My answer to the basic question "Are we going to have a war boom
%ri cul gyresn is "no". Perhaps hope is the father of my opinion, be-
With all my heart I sincerely hope there will be none.
I realize that I may be wrong. Some well-known authorities
Otnerwise. Former President Hoover, for example, is quoted by the
Ociateq Press as advising the nation to get set for a boom in agri-
bproduction as a result of the war in Europe. "After the last
' MI', Hoover is quoted as saying, "we exported more food in ten
® than we have during the last five or six years. The same proc-
%Ses in action now, and the same situation will some day arise."
If he was quoted correctly, I think that he is mistaken. But

Whet
h he is right or wrong, it is of highest importance that American
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meers g0 on about their business as nearly as possible as if they had
Tever €ven heard of the Furopean war.
American farmers haven't yet completed the adjustments made
necesSary by the effects of the last war; if they expand their plant-
in anticipation that higher prices and enlarged demand will result
I‘omthiﬁ one, they will be headed for more trouble than this genera-
“on is going to be able to mop up. For unless they hold their lines
in"against war influences, every dollar of war business they get will
viem a good deal more than a dollar in the long run.
It is conceivable that a war boom for agriculture might be
A motion if during the next two or three years export orders for
lhwe Yuantitities of wheat and cotton, meat ana lard, were concentrated
%Pei the same spirit of "get the goods and hang the expense" that
Wureq the old war. It is conceivable also that certain branches of
ic“lture will be indircetly stimulated iff huge war orders for manu-
goods help to maintain pay rolls and purchasing power of factory
8 at a high level during the next year or two.
I do not believe either is likely to happen in boom proportions
Tesult of this war. It would be a tragic mistake for farmers to ex-
1%t and to zet accordingly.

Those who predict a powerful war export demand for our farm
hm“cts reason from the exneriences of the last World War. It happened
' therefore it will happen now. But there is a vast difference be-

tonditions then and now. I think the differences arc more signif-

ieah.:.,
than the similarities.
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On the supply side, world stocks of essential farm raw mate-
Mals are nuch greater than they were at the outbreak of World War No. 1.

Wheat stocks on July 1, 1914, were estimated at 3,459,000,000
thels; they were 5,330,000,000 on July 1, 1939, an increase of nearly
" billion bushels. Total annuel international movement of wheat has
h“pPEG from between 800 snd 900 million bushels to around 500 million
bushels. indicating the extent to which wheat importing countries have
Tovoq toward self-sufficiency. But on the other hand, world wheat stock
‘8Uures do not tell a fair story. Since July 1, the wheat prospect in

Country has been lowored radically by bed weather in the winter

L \
bent pelt,  Apparently o short wheat crop is being harvested in Argen-

Totul world stocks of American cotton were 3,300,000 bales on
Nmmst 1, 1914. They were 14,000,000 bales on August 1, 1939. Meanwhile,
ay'nthetlc fibers have vastly decreased dependence on fermers for clothing
g Cellulcse. 1In general, the outbrock of the present war found sup-

Of farm products abundant in the United Statoes.

On the demand side, all belligerents start this war with strict
Qt"i(’ning of dcmestic consumption and, foer the most part, with machinery
to and contrel prices. The Allies stort with centralized monopoly

They all heve rigid exchange control, and absclute government

I\e"tion of imports and exports. At the outsct their trade centrols are

p°rienced, and organized with far greater efficiency than they hLad at-

at the close of the old war.
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While military developments are unpredictable, it is ot least
Open question whether the present war ever develops into the mass
Shuggle of millions of men on the battle fields such as marked the pre-
Tous one. On the west front the fortified lines are so extensive and
“rong that little room is left for maneuvers in numbers. Whether an-
Other Tront will develop on which millions of men csu come to death
8rip, ig a question. I doubt whether any govermment involved, England
Germany or France or Russic, could long survive if this war starts
astine lives at the rate the last war sloughtered its soldiers.
These are sone of the points of difference between 1914 and
A1l wars are similar in some respects. Hach side will go to
y length to win. IT food =nd raw materials from the United States
Necessary to earry on ¢ netion at war, prices will not stop pur-
a5 long as means of payment exist.
But even this prospect is qualified. This time the Allies
R buy American food and farm raw materials if there is any way to
it. ‘Phey want the dollar exchange which they have or can buy
Mth 80ld or investuents to pay tor airplanes, motor cquipment and
Iunitions of war which they can get here and nowhere elso. They will

uy

Wheat and meat where they can pzy for it with sterling exchange or
pr°rts.

We are not zoing %o be able to sell our crops to blockaded
‘“ny and ner assoclates. England and France won't buy from us a

pound that they can get somewhcre else. I can only see one
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Possip]e development that might send Allied orders our way in large

v .

ﬂMme, and that would be a U-boat blockade so successful as to make
§

hipments from the Southern Hemisphere too risky and costly to under-

take

It isn't necessary to speculate about the effect of Allied
oz policy on Amorican agriculture; we've already had enough example
Tt 4o recslize that the war will seriously hurt the forcign market

Many of our cropc. England stopped outright all purcheses of Amer-
tobacco, partly because her stocks were large and she wanted to
%nserVe dollar exchange, and partly bocause her government wants to
all the trade it can to Turkey. If our government hadn't stepped
b 3 in effect bought what Fngland normmally takes, the effect on the
%bQ°CO farmers would nhave been disastrous. The same thing happened
California raisins. Great Britain and France admit Cansdian and
T Americen apples. Fnglend by one move took over the Australian,
Zealand and Indian wool crops at a set price for what she requires
according to reports, expects to sell the remainder to the United
&at“ at a not inconsiderable profit.

This could be extended indefinitely, not in criticism of
but as 2 matter-of-fact recital of how & nation behaves in a
totalitarian war. 1f there is anything in the victure to jus-

¥ the expectation that we arc facing an export demand for farm
D]‘Qducts in volume sufficient to start a boom, I confess I cannot see

The Allied powers are now buying and will continue to buy more
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favily from their own Impire than they did before. The productive
Dowey. of the Dominions is vastly greater than it was 25 vears ago.
Balkan states and Turkey will get all the business the Allies can
thl‘ow theoir way if for no other reason than to prevent their agricul-
surpluses from getting to Germany.
Now let's take a look at the means of payment available to
belligerents who are able to buy our goods and haul them sway.
Our expanded egricultural exports during and after the last
tax Were financed by the credit we extended to the buyers. The con-
tinuution of our shipments abroad during the 'twenties also was made
possible by the credit we gave. In recent years, the excess in dollar
e of our exports over our imports hes been settled by vur purchase
T gorq from abroad. Since 1934, about ten biilicn dollars worth of
' flowed into this country. Most of this represented capital
safety or opportunity for investment here. Part of it, - about

“200,000,000 - came in to pay for our exports in excess of our im-

The Allies have quite a fund available for expenditure in
Country and elsewhere for materiuls necessary to their conduct of
Counting dollar balances, and short-torm liquid investments
1nthis country, and including $5,755,000,000 of central gold reserves,
funds available to England and Frunce probably amounted to about
’500,000,000 at the outbresk of war on Septembor L.
Not all of this will be spent in the United States. Probably

little of it as possible will be spent for American farm products.
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Will this expenditure in the United States during 1940, 1941
M4 1942 create a general war boom here, in which agriculture will
Share?

There seems to be agreement that if the war lasts a long
tine end is highly destructive, the demands on the industrial plant
°f this country by belligerents having access to our markets may be
Very great on the basis of resources available here without borrowing.
The United Kingdom, France, Canada, and other British and French coun-
tries can keep on selling us goods and new gold currently produced in

amount of about $750,000,000 a year and in addition can use their
large holdings of gold ($5,750,000,000), their balances at banks in
thig country ($1,250,000,000), and their holdings of American securi-
ties ($1,400,000,000) to pay for whatever they must have. Should all
°f these resources be expended in a period of a year or two under con-
dit10ns demanding promptness of delivery, the effect on volune of in-
dustrial output and on prices of industrial products in this country
Youlq undoubtedly be important.

But many observers do not expect in the near future war de-
velopments of a type that would force Great Britain and her allies to
Makce any such large purchases here. They point out that these countries

restricting civilian consumption, that they have stores of military
Supplies of many typcs, snd that the war may continue to be of a block-
type. In that case war dcmands during 1940 at least will be only

an extension of the rearmament program that has been going on for
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Several years already. These observers, then, hold the view that there
be an increase in shipments abroad but that it will not become s
Controlling factor in the domestic business situation. They attribute
the rigse last fall in part to inventory buying. They are convinced
that, export volume in the near future will not be sufficicnt to stim-

& business boom, particularly as industrial output is now de-
elining and, as in most industries, there is considerable unused
“pacity available.

There you have the two views. Any estimate and forecast
seems reasonable now may be altered quickly by events no man can
&nticipate. Most of the men I have talked with do not expect an in-
dustrial boom to result from war orders placed with ocur factories.
They expect exports of industrisl products, while the war
4 the resources last, will continue well above pre-1940 levels. They
®Xpect, the displacement of our agricultural exports by industrial ex-
Popgg to continue 2t an accelerated trend. They recognize that events
Snce last September indicate clearly how developments abroad may af-
domestic markets and business volume even though actuclly export
Orders contribute only a small part of the total of national activity.
In short, they expect the war business to be a support to
husiness activity and employment while it lasts, but they do not expect
t Yo create another 1918 or 1919.
On the basis of the whole analysis it looks to me as though

¥y
T orders will stimulate certain lines of factory production directly



-9- Z-R71

decisively; that the stimulation to agriculture will be more in-
direey, and sympathetic than direct; and that nothing like the effects
the 01d war hod on farming in this country is in the curds.
It isn't nccegsary to tell this audience what the lest war
Ud 4o Americen agriculture. We planted 27 million additional acres
our ten major crops, principally in wheat with 21,300,000 new acres.
Method of financing the war here and elsewhere wns highly infla-
tionary. In the one fiscal year 1918-1019 national expenditures ex-
Ceedeq national receipts by 13 billions of dollars in the United States,
8billions in England and 6 billions in France. Prices went to levels
that, could not be sustained. Farm land prices sky-rocketed to the great
disﬂdVantage of the fermers. Everybody ¢nd hie brother speculated in
8nd, Here in Iowa, according to Department of Agriculture figures,
land prices rose from cn average of §96 per acre in 1910 to ¢$227
M acre in 1920. They had dropped back to €124 in 1030, Furm mortgage
teb rose accordingly ond did not drop.
I've vused up most of my time telling way I think we are not
to have that kind of & war boom in agriculture this time, and yet
R Qestion is, can we control one if it starts?
We certainly cen if we have the courage and the good sense
e Ought to have. The trouble is thet when a boom gets under way no-
likes to do the things that sre necessury to kecp it from getting
hand. Before listing some of the unpleasant medicines for boom
let me state two general courscs of acticm which 1 am assuming

the o .
he United States will follow:
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1. We will not commit the incredible folly of engaging in
this war either on the Atlantic or the Pacific scenes
of action.

2. We will not finance their war for them by grants of
credit. When the time comes we ought to be willing to
lend or even give for peace, but not for war.

If the United States will hold the line against war credit,
the expenditures in this country that will be paid for out of the liquid
88ets of the belligerents will probably not be sufficient to cause any
runaW&y expansion.

War orders that are placed here will have some cffect on our
eGonOmy. If they provide enough stimulus to reduce factory unemployment
substantially, then Federal relief expenditures and deficit financing
*houlq pe correspondingly reduced.

If the patient's temperature begins to rise with symptoms
resembling those of the business fever that accompanied the old war,
Stiee and courageous taxation would be an effective antidote and would

the same time offer the opportunity to balance the budget and re-

the Federal debt.
In the course of the war, much more of the world's monetary
will probably come into the possession of the United States. If
"o follow present policies, that gold will add dollar for dollar to our
reserves and to our money supply, J.e., bank deposits and currency
incirculation. If we wish to prevent its infusion into the money

8
uDPlY, it is only necessary to borrow the money that pays for the
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81d -~ gterilize the gold purchases is the short term for it. Since
that involves adding $35 to the public debt for every ounce of gold that
1s bought, the practice lacks political sex appeal.

Without getting too far afield in technical discussion, it
Shoulg be mentioned that the banking system already has over five bil-
110ns of dollars in excess reserves, and if the United States buys
"other five billions of monetary gold during the course of this war,
M4 other factors remain about the same, we will find ourselves with
®Xcess reserves of close to ten billions of dollurs. These reserves
ire high-powered. That is, if they are fully used by the banking system
8 a whole, a multiple expansion of credit many times the volume of the
®Xcess reserves would result. A dangerous credit expansion from that
arter could be headed off if Congress would grant the Federal Reserve
muhOrities power to fix bank rescrve requirements at whatever point

necessary for monetary safety.

None of these boom antidotes would be popular when the time
‘e o apply them. When business booms and tax revenues are rising,
Umre is always a clamor for rcducing tax rates, not raising them --
witneSS the 'twenties. Banks and investors want higher interest rates,

they 1like the present swollen condition of reserves, too, ana the

hought of increased reserve rcouirements is very distasteful to them.

These considerations have strayed away from the strictly agri-
Qultural problem assigned to me. If war orders in volume strike the

Anens
e . . . . ,
Tican farmer -- which I consider unlikely -- the danger to be guarded
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8ainst is that farmers will again expand and rearrange their plant on
the war-time basis. This, I think, would be a terribly stupid thing for
Us to do, but it has been done before and might happen again.
Fortunately the machinery exists now that did not exist in the
war which the farmers can use if they will to keep their course
Straight in spite of the war winds. They now have a functioning machine
"hich extends not only into each county but into each agricultural town-
Ship by means of which cconomic information csn be brought home to every
farmel‘- They do not have to depend on emotionalism or speculative
for their outlook on agricultural prospects.
I believe the farmers of the United States should resist every
Wee to 2lter their course to accommodate a doubtful European war demand.
L believe the machinery of the Agricultural Adjustment Administration
Shoulg be improved and strengthened and used to hold the line where it
s, Certainly there is no present need to plant or breed for another
Poung of grain or fiber or meat because of any war orders in sight.
There will be plenty of time for expansion later if it appears necessary
Step up production to prevent prices from reaching levels that are
Wfair 14 the American consumers.
I doubt if the present law and mechanism could put the brakes
m‘wﬂr~time expansion if the unexpected happened and a flood of war
hit us. The power of an adjustment program to induce cooperation
b Making it economically worth while to cooperate grows less as prices
S¢ and the temptation to expand acreage pulls harder at the individual

iy
Tner, This presents a problem that should have the immediate study
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of the agricultural leaders inside and outside of government.

I have puzzled quite a bit over how to close my talk here to-
ight. I have the queer feeling that the things we've been speaking
about are not really the things we are thinking about at 21l in our
Imernost, leyers of consciousness. We are all of us in reality caught
In the grip of a great amagement £t & world gone utterly mad. We usgk
PUrselves what is in store for the world, and for us in it, and we
Cannot answer. But there are one or two things on which we can fix

minds,

First and forcmost, the counscl of sanity teaches us that
Y& cannot, help the world or ourselves by getting into this war, but
that we may be able to help the world greatly and ourselves with it in
conStructing a feir and enduring peace when the collapse of one side or
the Sheer exhsustion of both forces a truce. In the mesntime plenty of

Sized problems here at home ave challenging us. Let me close by
mentiOning one to which we must find the cnswer in spite of the feact
that it hasn't been cnswered yet. It would be a healthy demonstration

the United States could show the world that here is one mature
fation thut doesn't have to go to war to lick its unemployment problem.

We fecl we've got to fight, let's get together and fight that one.




