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AGRICULTURAL PURCHASING P'OWER AS A FACTGR
IN GFNERAL PROSPERITY

The title assigned to me is a long one, and you have heard the
Subjoct disecussed msny himes - "Agricultural Purchasing Power as a
Factor in General Progperity".

There have been occasions in the not-distan® past when we would
have changed the words o little, to say the sume thing in a aifferent

for exsmole, "Lack of Agricultural Purchacing Power as a Drag on

G: al . " . . -
;Meral pProsperity", cr cven "As ¢ Factor in General Lepression". e

not be honest with curselves if we pretended that those times
Wil never recur.

Ky remarks will emphasize how sustrined farm buying power keens
the wheely of jndustry turning, and the men of the cities employed.
Wir, Andargon will emphasize how custained consumer buying power nakee
& market for the products of the fmerican form. Our views do not neces-
Sarily clashs we eilmply deseribe the two sides of the same shield.

In considering agricuitural purchasing power os & facior in gen-

brosperity, one is frequentiy reminded that csuse ¢nd effect are

always distinguisheble. Teke tae well-known correlation between
factory payrolis and farm income. In the years immediately preceding
gross income from farm production and the totzl snnual factory
payrolls each smounted to 1L-12 billion dollars. In 1922, each had
fnllen to about 5 billion, ond each had rigen to about 10 biliions by

And go it is year after year. Clearly agriculture and industry

o oench other.
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I'm not going to iry to figure out which comes first, the hen or

the egg. The point is they do travel together. There are fields in

"hich consumer buying power practically controls the size of farm in-
ome,  Ang there are clear cases in which farm buying power leads di-
Teetly to increased industrial activity.

Take, for cxample, the case of mail order and small-town depart-
ent store sales. From 1929 to 1932, farm cash income fell from 10.5
billiOﬂS to 4.3 billions, a decline of 58 percent. Over the same
Period, mail order and small-town department store sales declined 50
Bercent, By 1937, farm income had climbed back up to 8.5 billions, an
ihcrease of 98 percent, while mail order and small-town department
Store Sales increased during the same period by 93 percent.

Look at the agricultural implement business. While farm income
" deClining 58 percent from 1929 to 193%, employment and payrolls in
“MPlement, menufacturing fell 75 and 83 percent, respectively. And as

income doubled from 1932 to 1937, employment and payrolls in farm
imploment industries more than doubled.

These figures are pretty dry stuff, but they at least bear out the
contQntion that some of us have been making year after year, namely,

if we can gtabilize farmer income through a well-balanced farm pro-
ductiOH program, we will have moved a long way toward eliminating the

fluctuations in industrial production and industrial employment.

I believe that wide swings in farm and food prices relative to all

Ot
her Prices to a large extent dominate the general price level, not



oly in periods of falling prices but in periods of rising prices as

viell,

Consider the long dovmward spiral from the middle of 1829 to March
193, On & 1926 base, while the index of wholesale prices for other
Products re11 26 points, food prices fell 48 points, and farm prices
fol 65 pointg

the recovery upswing in wholesale prices from the low point in
1933 to the turning point last spring, thc index for other prices ad-
"anced 20 points, the index for foods advanced 33 points, and the in-
for tarm products, 51 points.

And it is of interest to note that during the current phase of the
depresSion these components of the general price level are running true
to form, During the past year farm prices have fallen 24 points; foods,
1 foints; and all others, only 5 peints.

Now, it seems to me that the sheer momentum of the wide swings in
“&rieul tura] prices creates a disturbance of the first magnitude - a
disturbance that affects industry scarcely less than it affects the
farne, himgelf. Business men, to be sure, are able to absorb much of
he Shock through adjustments in production, inventories and payrolls,

d ag individuals that is all they can do. But wholesale reduction in
output, inventories and payrolls becomes one of the causes of wide fluctu-

at .
Long in farm and food prices. That is bound to be true. On the one

ands You do all that you can to keep your prices from sagging, and on
th 3 . 3
° Other, by reducing costs, you reduce the flow of income 1nto the

of those who buy the farmers' produce.
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Traditionally the farmer has had no escape - indeed, no conceded
Yight to escape from the wide swings in the prices of farm products.
Both the deadening lethargy of a recession and the abnormal stimulation
°f a boom have fallen squarely upon his prices. In recent years, how-
ever, considerable progress has been made in setting up democratic
maChinery to shift a portion of the adjustment process from price to
Supply, I suggest that the successful operation of this machinery is

the general interest as well as the farmer's. Both business man and
farmey depend on the same price network, and wide swings in the price
(Wclez with gaping disparitics among the groups of prices, greatly
hinder the effective application of other and more generalized economic
Sorrectives.,

If we look at the picture from another angle, we see that malad-
JUStments in the farm belt, and between the farmer's costs and prices,

mightily to the banking collapse that culminated in 1933.

During the 12 years from 1921 tc 1932 there were 10,808 bank fail-

in the United States, with combined deposits of nearly five billion
dOllarS. Depositors lost about two billion dollars in these failures.
T 8¢ are appalling figures, and the wonder is that our laissez-faire
cﬂpitalism ever survived such a blow. The fact that we did survive,

g have new regained much of the lost ground, speaks well for the depth
American resources and the cnaracter of the American people. And it
SPeakg particularly well for the enduring hardihcod of the American farm-
* For yser after year he fought in the front-line trenches. He had

®» £or the trenches came right up to his own doorsteps.

tc the great farming states on the banks of the Missouri River,

for ,
eXample. These seven states normally produce one-half of the nation's



one-third of its corn and one-third of its pork. And from

1921 o 1932, they produced about 4,000 bank failures - more than one-
thirg of the number and one-fifth of the deposits of all the bank fail-
Ures of the whole country. Add to these the rest of the north central
States and the states in the cotton south, and we account for more than
four-fifthe of all bank failures and three-fifths of the deposits in-
Volved in such failures during the 12 years after 1920.

Those of us who have been at close grips with the farm problem

it hard not to become discouraged at what sometimes appears to be
“omplete lack of understanding on th2 part of business groups. Even
those business leaders who sympathize with the objective, a fair and
Stable income from agricultural production, are often found opposing
®Very plan addressed to its achievement.

I wondor if it would help to make at least one side of the farm
Pleture a 1little clearer if it is considercd as an inventory problem.

of you have had a hcadachc over that one, in your own business.

Most of you men have had some pretty tough experiences during this
Past year. You had on hand large stocks of goods bought during a period
of rising prices. You accumulated your inventories when it appeared
that You would need them to handle an increased volume of business and
to Provide against the possibilities of strikes, delayed deliveries,

Still higher prices. This seemed a prudent course to take, in each
indiVidual casc, but since then the demand for your products has dwin-

Many stocks such as textiles, steel, and automobiles, began to

“Ppear oxecssive and many manufacturcrs and merchants reduced their

b“ying- This has contributed materially to the decline in activity
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Ough impaired markets for nroducers of materials and declines in
Purchages of finished goods. Now all of us have a first class problem
°1 our hands. The inventory situation is not the whole story, it is

U, but it is ono important factor.
Farmors often find “hemselves in similar positions, though for

dipp .
erent reagons. By and large the demend for farm products is pretty

ST\;‘H At
4Ye  The amount of cotton consumed does fluctuate considerably from

0nd; .
h to month and by & subgtantial amount from yecar to year, but not in
a'n_’y‘ o 43 -
SQch fashion as demand for capital cquipment or {or automobiles. The
Omegt .

Stic consumption »f wheat runs along at about 650,000,000 bushels a

With 1ittle variation, and increasced demand in any particular year

mostly on larger experts. Consumption of dairy products and

S

18 also fairly stecady by comparison with demand for most industrial
Dl‘gduc_ts .
In agriculturc the inventory problem arises primarily out of changes
N . : .
Uply. good meny < f thoze changes are matters of chance and quite
the immedizte control of the farmcr. Last year, while planting

Acres of cobtun thon in most years, we had a rccord cotton crop

of
b
v 18,000,000 bales because the yicld per acre was cxceedingly large.

Q + o :

Urse I would not blame 2ll the farmcrs' inventory problems on the
Last year's wheat crop was a big once becausc a spotted yield
large acreage followed several years of drought conditions.

WG . 1o . .
“ather is enc special fuactor for the farmer to contend with and,

b
c{:n o
consumption does not vary much, the weather can moke a lot of

Clonee v . . .
Tonce with the inventory situatione
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What can be done with a first-class problem of excessive inventory,
¥ith more to come? Industry generally cuts production, and sometimes
CWte prices to help move the goods. Sometimes it does not cut prices.
Some Indugtries, like automobiles and steel, have cut production to an
extrEmely low level while meintaining prices at advanced levels; others,
Like textiles, have reduced prices in an effort to sell the goods and

Maintein produetion.

Now what do you think the farmer ought to do when his stocks get
1arge ~ when the inventory is excessive? Unless signs fail, that is
Ukely o become an important question for you - important, that is,
1 you believe the income, the prosperity, the purchasing power of the

agricultural population mean anything to you, and the volume and
Character of your buginess.

When we examine the swift break in industrial activity that has
taken place Guring the past nine months, we cunnot help wondering how
Mich Wiorse the decline might have been if agricultural income had not
helq up fairly well last yesr. In spite of the usual gyrations in farm

foog prices, thls relatively high furm income has provided a resl
cushiOH against an even more precipitous decline in business. Farmers
& whole enjoyed an income of eight and one-half billions in 1937,
and farm products on the average had a unit purchasing power, in terms
°f what, farmers buy, more favorable than at any year since 1929.
Farm income for 1938 will be considerably below 1937. The

farmapt g index of exchange value, that is, the ratio of the price

the farmer gets for a unit of what he sells to the price he pays for



3 unit of what he buys, has already dropped from 97 to 75 during the

Past Year. It really is a shocking commentary on our economic system

that, thig decline in farmer purchasing power is cauced, in part,
OVer-generous production.

The wheat crop this year may be one of the largest on record, and
" have fairly lurge stocks to begin the season. The cotton crop last

Was so large thet even with a smaller crop in 1938 and sn advance
W cotton consumption from current levels inventories will continue to

heavy,

The men in nosltions of respongibility who are striving, with the
00peration of the vast majority of the farmers, to hold the ground agri-
“lture has gained in the face of almost insurmountable difficulties,

fighting wour fight as well as their own. They are entitled to in-
telligent cooperation.

I vepent - curing the last four years, zn advancing farm purchasing
Powerp has been a powerful force in motivating general economic recovery.
This Nation should fight to keep it so - to prevent falling farm inccme
Tron adding to the depth of the business dovin-swing.

Ag human affairs have bocome more closely knit, more interdependent,
the Swings of the business cycle have gathered more destructive momentum.
! SoMetimes think that it would be a great comfort to know that these
&berrations in men's affairs - these everlasting gyrations we call the
bu31ness cycle - are caused by sun spots, the weather, or even by old

Jove 1.«
© himgelf, Then, at least, we could lie down at night and sleep in
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Peace, and know that it is no fault of ours that some eleven million

People are unemployed. But I am afraid that most of our troubles are

°f our own making, the product of mass confusion and man's ineptitude
guiding and controlling the machine he has created.

I am well aware, of course, that there are those who place re-
Sponsibility for our present woes squarely on the governmental agen-
°les that control the country's money supply. One only has to read

daily press and listen to the radio occasionally to learn that
Some People see no baffling, deep-scated obstacles to be overcome
tn achieving economic stability. For them it is as easy as rolling

& log; devalue the dollar, or issue more currency, or buy more
Bllver, or abolish the Tederal Reserve System, or go back to the simple
Self*Sufficing econony of a generation or so ago.

Now, there may be some merit in various of these suggestions.

L for one, wish the problem werec as simple as that. Then we could
belieVe those who insist that if the,volumc of money is expanded,

the Price level will rise, and that if the price level is raised bus-—
Hesg will boom. But in the main I suspect that the ailments of our
“Con0my aro far too complex to yicld to such simple, symptomatic
trcatment.

No matter what volume of money exists, the only money that

oes any work is that which is used; and that quantity is determined
& the nceds of business. The remainder lies idle in the banks. And

ey )
®lth ihe volume of money nor of banking reserves means much
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u . . .
alesg people put it to work. 1In other words, you can make a string as

lOng as you like, but you still cannot push it where you want it to go.
at the other end c¢f the line has to pull.

Nor is the price level as simple a thing as meny pecple believe.
anges in the so-called general price level do not reveal the nature of
the Changes of the component groups. If we ssparate a gencral orice index
o Several constituent groups of commodity prices we discover that there

is no such thing as one price level, but meny price levels. Some
Primarily determined at the moment by temporary shifts in supply out-
ook, Cthers by shifts in domaud; scae may be particularly influenced at
ineg by the international volue of the dollar, while others are not; and
Very important set of prices may be isoving up ené another equally im-
Portant, set moving dorm. On top of all this the securities and capital
may present still another set of problems peculiarly their own.

Proper cregit rsolicy is, of course, indisgensible to the smooth func-
Qning of a price =nd credit economy. But thet alone is not enough. For
v their very nature monetary devices are general in character, and for

at Teason they cunnot be employed to give specialized aid to particular
egments of prices that from time to time tend to obstruct the smooth func-
Ming of the price machinery as a whole.
Too often in recent yenrs, this machinery has been clogged by the
Prices the farmer gets for the things he selis, and the relatively
Sher Prices he must pny for 211 thinge he buys. This disparity between

Prices gnd other prices hss frequently been the dominant force in

down business activity. I suggest, therefore, that the mercantile



M4 other commercial groups represented hy the United States Chamber of

COmmerce have a direct and vital concern in the wide swings in the far-

Ters! fortuncs. Stabilized farm orices snd farm income will go far toward
ilizing general buciness.

Most of all, we nced bnlance between the major producer groups whose
Produetg are poured into, milled around in, and finally distributed through
n &normously complex price mechanism. Achieving this balance is a job

" ﬁn‘all of ue. We are confronted now with the prospects of a 13-million
e werla carry-over of American cotton - a carry-over equal to the 1932
figure, ~na two znd one-half times the average carry-over from 1925 to

And it is estimated thut the world carry-over of world cotton will
% 5 million beies sbove the 1022 lovel.

In wheat, on the basis of present prospects, we will have a carry-
“Ver this vear of arcund 200 million bushels, compared with a 1925-29 aver-
of 182 miliion bushels. And so it is with other importent crops. On
mw)of this, our foreign ocutlets for many farm staples are chrinking, and
Drobably will centinue to shrink in spite of all we can do.

Ou the business side of the ledger, the Reserve Board's index of
1ndustrinl prcduction has fallen from 118 to 79 since last spring --and

Qvepn -
N last spring, with the index at 118, we had a cerious unemployment

All of ug - business men, the farmers, and the Government - are up
4\0‘
Sulnst, responcibilities and problems of the first magnitude. We cannot

w !
Lve them by calling each cther names, by muking faces and pulling hair.
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&“1these problems must be recognized and solved. They can be solved if

8¢ willing, individually, to foster ccoperation rather than animosity;
for the i{ndividual selfishnass that aads up to mase cenfusion, we, all

| T . »
Us, are willing to substitute a perscnal ceoncern in the general welfare.



