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DIRECTOR’S PREFACE

This is the fourth volume growing out of our “con-
current study of the Agricultural Adjustment Act.” It
deals briefly with the emergency pig and sow slaughter
of 1933 (since this activity was covered in detail in our
preliminary report of April 1934) and more fully with
the corn-hog contracts of 1934 and 1935. It also covers
such adjustment operations as were undertaken with
reference to cattle and supplémentary phases of the live-
stock program of the AAA—notably with reference to
feed grains.

While the livestock program of the AAA has followed
the same general pattern as those for wheat, tobacco,
and cotton, the length of the production period and the
intricate interrelationships among the several parts of
the livestock industry raised for the AAA a host of dis-
tinctive and difficult problems. At the same time the
economics of meat consumption curtailed the methods
which the AAA felt could be employed to improve the
economic status of livestock producers. A study of the
livestock program of the Agricultural Adjustment Ad-
ministration well illustrates the difficulties and repercus-
sions, in agriculture alone, of attempts at economic plan-
ning. The broader social and economic effects will be
discussed in a final volume in this series to be published
in 1936.

During the second year of the adjustment effort a
drought of exceptional severity injected a major disrup-
tive force into the adjustment efforts of the AAA and
radically altered the course of events in the livestock
industry. This factor has been taken into account by the

vil
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author in appraising the early results of the AAA’s live-
stock program and in evaluating its future worth. Like-
wise, he has made his evaluation in terms both of the ob-
jectives and procedures of the original act and of those
modifications introduced by the extensive amendments
of August 24, 1935.

This manuscript has been read and accepted by 2 com-
mittee consisting of Charles O. Hardy on behalf of the
Institute of Economics and John D. Black and Joseph S.
Davis, who have been assodated with me in the general
direction of the AAA study.

Epwin G. Nourse
Director
Institute of Economics

August 1935
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CHAPTER 1

THE BACKGROUND OF LIVESTOCK
ADJUSTMENT

In discussions of agricultural relief legislation from
their beginnings in 1920, the Wheat Belt almost invari-
ably headed the list of distressed agricultural areas, with
the Cotton Belt crowding close behind., The problems
of the Corn Belt were apparently less pressing. Never-
theless, practically every proposal brought forward for
ameliorating the condition of American agriculture has
included hogs, and many have also included corn and
cattle. The problem of corn, unlike that of wheat and
cotton, cannot be dealt with merely in terms of a single
commodity which moves directly from the producer to
the manufacturer and consumer. Corn is primarily a raw
material used by the farmer himself in produdng live-
stock—chiefly hogs and cattle—and it is largely in this
form that the corn crop goes to market. It is impossible,
therefore, to speak of corn farming as of wheat farming
or cotton farming. Corn Belt agriculture must be dis-
cussed as a joint industry in which hogs, cattle, and corn
are combined.

In order to give 2 proper understanding and perspec-
tive of the place which this industry has occupied in the
agricultural adjustment effort, the present chapter re-
views the post-war period, noting on the one hand the
economic conditions which have obtained in Corn Belt
agriculture, and on the other the various proposals which
have been made for the inclusion of corn, hogs, or cattle
in the various farm relief measures brought forward

prior to 1933.
I
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POST-WAR CONDITIONS IN THE LIVESTOCK INDUSTRY

The livestock industry of the United States, and par-
ticularly the hog industry, is based on the concentrates
supplied by an annual corn crop averaging 2.5 billion
bushels. More than two-fifths of this premier American
feed arop is now fed to hogs and almost one-fifth to
cattle. About 10 per cent of it is sold for non-feed uses.

Gross Farm IncoMe rrom Hoos, BRer CATTLE, AND Corn, 1924320
(Dollar items are in millions)

Total
Beef Corn fer As Pereent- All
Year Hogs et | Non-Feed ageof Al Agricul.
Cattle' Uses® .Il_l Agricul- tural
Miliions tural Income
Income
1924 .. .! $1,298 | $695 $243 $2,236 9.7 $11,337
1925....| 1,652 763 141 2,556 21.4 11,968
1926....{ 1,712 766 158 2,636 23.0 11,480
1927..,.| 1,485 751 170 2,406 20.7 11,616
1928. ... 1,439 823 181 2,443 20.8 11,741 ¢
1929 ... 1,531 833 177 2,541 21.3 11,941
1930....] 1,361 714 101 2,176 23.0 9,454
1931.... 930 510 52 | 1,492 2i.4 6,968
1932. ... 548 374 46 968 18.2 5,331
Average.| 1,328 | 692 141 2,161 | 21z | 10,204 °

* Based on estimates of the Bureau of Agricultural Economics, .
b Estimated income from the slaughter of all cattle and calves reduced by

25 percent. See p. 9. ‘
¢ Estimates furnished by the Bureau of Agricultural Economics. Corn re-

sold for feed is not included. This latter represents part of the gross income of
& certain group of farmers, but not of agriculture as a whole. No allowance has
been made for the 50 or 60 million bushels fed to livestock not on farms. This
item represents part of the gross income of agriculture.

Perhaps 21 per cent of the gross income of American
farmers is obtained from hogs, beef cattle, and corn,
Hogs contribute about 13 per cent, beef cattle perhaps 7
per cent, and corn as grain at least 1 per cent. The esti-
mated income from sales of corn for non-feed uses, hogs,
and beef cattle from 1924 to 1932 inclusive is shown in

the accompanying table.



THE BACKGROUND 3

Between two-thirds and three-fourths of the average
corn crop is grown in the ten states that comprise the
Corn Belt—Ohio, Indiana, Wisconsin, Illinois, Minne-
sota, Jowa, Missouri, South Dakota, Nebraska, and
Kansas.” Because of its intimate relation to corn produc-
tion, the hog enterprise is likewise most important in
this region. Three-quarters of the gross income from
hogs and over five-sixths of the cash income go to pro-
ducers in these states. The Corn Belt, obviously, pro-
duces an overwhelming proportion of the commercial
hog supply.? It also supplies most of the corn for non-
feed uses and sells corn for feeding purposes to the corn
deficit states to the east and south.

The beef cattle enterprise, while more important in
the Corn Belt than in any other region, is of a somewhat
different character. Many of the beef cattle sold by Corn
Belt farmers are not raised by them, but are brought in
from the Western range states as “stockers” and “feed-
ers” to be fattened. The value of these in-shipments has
to be deducted from the gross value of cattle sold from,
and consumed on, Corn Belt farms in order to obtain the
increment of gross income creditable to the Corn Belt.?
Perhaps 42 per cent of the gross income of Corn Belt

! The geographical limits of the Corn Belt do not, of course, coincide
with the political boundaries of these ten states, Wisconsin, for example,
includes very little of the real corn-hog-beef-cattle area.

* According to the 1930 Census of Agriculture, three-quarters of the
6,288,648 farms enumerated grew corn in 1929, but only one-quarter
farrowed hogs in the spring of 1930, In the North Central division three-
quarters of 2,169,257 farms grew corn in 1924 and one-half farrowed
hogs in the spring of 1930. But on the average each Corn Belt (that is,
North Central) farm growing corn in 1929 produced 37 acres compared
to 12 acres outside the Corn Belt, and each Corn Belt farm farrowing
sows in the spring of 1930 farrowed 6§ compared to 2 outside the Corn
Belt.

* Many Corn Belt farmers, of course, mise cattle; and in recent years
an increasing number of the beef cattde sold off Corn Belt farms have
been raised on them.
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farmers is obtained from hogs, beef cattle, and corn sold
for non-feed uses.

From 1909 to 1932 corn production ranged from 2 to
3 billion bushels annually. Most of this range in produc-
tion was due to year to year variations in yields for, with
few exceptions, just over 100 million acres of corn were
harvested annually, While corn acreage showed no ap-
preciable expansion or curtailment after 1909 (see the
accompanying chart), there was some shift to the North-
west in its geographical location, the West North Cen-
tral states having increased their corn acreage by nearly
10 million acres and the East North Central, the South
Central, and the South Atlantic states having decreased
theirs by a corresponding amount. On the other hand,
yields tended to decline after 1920, and consequently
production, Some of the especially low yields in recent
years were due to very unfavorable weather; but there
were some net declines due to the gradual depletion
of soil fertility and to erosion which were not offset by
better seed and cultural practices and the use of fer-
tilizer.

In contrast to the relative stability of corn production
during the last two decades, hog production increased
nearly 45 per cent.* This increase took place irregularly,
as shown by the chart on page 8, each high point be-
ing followed by a decrease in slaughter for two or three
years, This more or less rhythmic movement of hog
supplies is commonly called the “hog production cycle,”
and 1s intimately associated with the relative prices of
corn and hogs. Because at least from 12 to 16 months
must elapse between the time the producer plans the

* Based on pork and lard production estimates of the Bureau of Agricul-
tural Economics for the years 1910-14 and 1928-12. (Yearbook of
Agriculture, U, 8. Department of Agriculture, 1934, p. 623.) Slaughter
under federal inspection, which represents about two-thirds of the total,
increased just over 45 per cemt between the same two periods.
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CornN PropucTioN, ACREAGE AND YIELD, aND OTHER FEED
GRAIN ACREAGE, ANNUALLY, 1900-32"

MILLIONS OF ACRES BUSHELS PER Atﬁs
4200 o
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* Corn production, acreage, and yield from Revised Estimates of Corn
Acreage Yield and Production, May 1914, a mimeographed release of
the Bureau of Agricultural Economics. ‘The four states for which corn
acreage is given scparately are Iowa, Minnesota, South Dakota, and
Nebraska, “Other feed grain™ (oats, barley, and grain sorghums) from
Yearbook of Agriculture, U. 8. Department of Agriculture, 1934, pp.
426, 435, 457. Acreage of grain sorghums prior to 1919 estimated by
interpolating from a straight line trend between census reports of acreage
planted to sorghums in 1899 and 1919.

size of his hog enterprise and the time the finished hogs
are ready for slaughter, there is a lag in the market sup-
ply response to a favorable or unfavorable relation of
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hog prices to corn prices. In the past, farmers have
tended to adjust the size of their hog enterprise on the
basis of the relation between hog and corn prices (the
corn-hog ratio) at breeding time rather than on probable
prices at the time these hogs are ready for market. Con-
sequently, when an unfavorable corn-hog ratio discour-
ages hog production, market supplies do not decline
until 12 to 16 months later. In fact, during the interim
they will tend to be increased by the liquidation of breed-
ing stock. But when market supplies are finally reduced
and hog prices rise, the hog enterprise again becomes at-
tractive and farmers hasten to get back in again—by
increasing breedings. Because hog production can be ex-
panded and curtailed relatively quickly the hog cycle is
short—{from three to five years from peak to peak.

Though hog production tended to expand almost con-
tinually up to 1932, the rate of expansion appears to
have been appreciably less after 1924 than from 1900
to 1920.° During the decade embracing the World War
the rapid increase in hog production was facilitated by
an increase in corn production due to high yields, and
by an increase in both the acreages and yields of other
feed crops—notably oats, barley, and grain sorghums.
From 1920 to 1932 the increase in hog production,
though less rapid, was facilitated by a sharp decline in
horses and mules on farms and in all livestock not on
farms. This decline, together with a further slight in-
crease in the production of feed grains other than corn
(principally barley), somewhat more than offset the
decline in corn production to 1910-14 levels.

® Federally inspected slaughter of hogs reached its all-time high (up
to 1935) in 1923 and 1924. But these years, representing as they do the
peak of a production cyele and the climax of the World War stimulus
te hog production, should be largely ignored in evaluating the more last-
ing changes in hog supplies,
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Moreover, both during and following the war sig-
nificant changes occurred in hog production methods
and feeding practices. The fine-boned, short, heavy-set
“lard” type hog gradually gave way to a heavier boned,
rangier type. The corn in the ration fed these hogs was
materially reduced. Instead they were fed hulled oats,
barley, and skim milk supplemented by clover and al-
falfa pasture. Between 1910-14 and 1924-29, hog pro-
duction increased 40 per cent but the amount of corn fed
to hogs increased only 13 per cent.’ There was probably
some increase in the efficiency of hog feeding, but its
influence was largely obscured by the change in the type
of hog raised, and by the higher feed cost of getting gains
on fall-farrowed pigs, which have formed an increasing
proportion of total farrowings in recent years.

The production of beef in 1928-32 was almost exactly
the same as in 1910-14, though less than in any five-year
period in the interim.” (See the chart on page 8.) But
between 1914 and 1932 production fluctuated widely
from year to year, reaching an all-time high (up to
1933) in 1926. Some authorities believe that these
changes were of a self-perpetuating “cyclical” kind,
similar to the hog cycle but longer in duration because
of the lower birth rate and longer growth period for cat-
tle; others believe that, at least in the past, each appar-
ent cyclical movement was in fact due to some specific
cause. In any case, cattle numbers on farms reached high

* Based on estimates of the U, S. Department of Agriculture that 41.6
per cent of the 1924-29 corn crops, as opposed to 316.8 per cent of the
1910-14 crops, was fed to hogs, Corn and Hog Statistics (C-H 11),
AAA, p. 46,

' Federally inspected slaughter of beef was 2p per cent larger, but this
was due to a material increase in the proportion slaughtered under federal
inspection, Total production has been estimated by the Bureau of Agri-

cuftural Economics as 6.66 billion pounds (dressed weight) annually
from 1910 to 1914 and 6.88 billion pounds from 1928 to 1972.
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ANNUAL PrODUCTION OF PoRK AND LaRrD, BEEF aAnD VEAL,
1900-32"
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* Yearbook of Agriculture, 1934, p. 623. Dotted lines are three-year
moving averages,

points in 1904 and 1916, and cattle marketings reached
high points in 1909, 1918, and 1926.°
The slaughter supply of cattle comes from two

® A characteristic of past cattle production cycles has been that the
very slowness with which cattle numbers can be increased has operated
to accentuate the swings. At the top of the production cycle large market-
ings of “fat” cattle have been supplemented by unuseally large marketings
of cows and heifers as breeding herds were liquidated. This further de-
pressed prices and made producers still more anxious to get out of the
cattle business. In fact, they may have been closed out by creditors. At
the bottom of the cycle high cattle prices made the enterprise appear so
attractive that producers started withholding she-stock from the market
to build up breeding herds, thus further reducing current market sup-
plies, causing cattle prices to advance, and making beef production lock
still more profitable.
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sources:-(1) “beef” cattle proper and {2) “dairy” cattle
slaughtered for beef. Existing statistics do not permit
an allocation of the total production of beef to these two
sources; but in view of the steady increase in the number
of “dairy” cattle and calves on farms, it is apparent
that an increasing proportion of the total beef supply
must have come from dairy animals—especially during
the six years from 1926 to 1932, when the total supply
of beef was declining 20 per cent.” Between 1910-14 and
1928-32 the proportion of the total supply of beef ob-
tained from “dairy” cattle may have increased from 2§
to 33 per cent.”

It is also obvious, regardless of the inadequacies of the
data, that the cattle production cycle is almost entirely
confined to beef cattle. The decline in the number of
cattle other than dairy cattle on farms has tended, how-
ever, to exaggerate the decline in beef production from
beef cattle. Improved breeding and feeding have re-
sulted in 2 stockier, more quickly maturing animal
ready for market in two years rather than in three or
four. This change has taken place without a correspond-
ing decline in average market weights. Fewer extremely

* Dairy cattle on farms (including heifers and calves kept for milk,
these latter estimated for the years prior to 1920 on the basis of the num-
ber of milk cows reported) increased about 25 per cent from 1910-14 to
1928-32. Part of this increase may have been due to the tendency of
producers to shift the same cows from one classification to another when
reporting, depending on whether they were being milked at the time or
being used only for raising beef calves.

® Nearly all the income from sales of calves has to be credited to the
dairy industry. Between 1924 and 1932 this represented from 12 to 1§
per cent of the total income from cattle sales. If one-sixth of the cattle
on farms reported as dairy cattle are sold for slaughter each year, per-
haps one-third of the gross income from cattle staughter between 1924
and 193z should be credited to the *dairy” industry. The g per cent
deduction made in the table on page 2 is therefore 2 minimum.

" Because beef from dairy cattle competes with beef from beef cattle
there is a dairy cattle price cycle which is highly correlated with beef
cattle prices.
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heavy cattle now come to market, but the number of
light cattle has also declined. Thus marketings relative
to the number of beef cattle on farms have tended to
increase,™

The total production of beef and pork (including
lard) was 25 per cent larger from 1928 to 1932 than
from 1909 to 1914. But whereas beef constituted nearly
one-half of the total during the pre-war period, it
formed only slightly more than one-third of the total
from 1928 to 1932." Both the total meat supply and the
proportion of beef to pork in it have fluctuated ma-
terially from year to year.

LIVESTOCK PRICES SINCE THE WAR

Livestock prices, especially in relation to the prices
of goods and services which farmers buy, determine in
major part the economic status of livestock producers.
Both the prices and the purchasing power of livestock
have declined sharply during the post-war period—a
situation which the Agricultural Adjustment Act pro-
posed to remedy. In order to understand these changes
it is necessary to consider briefly the post-war develop-
ments in the domestic consumption and export of beef,
pork, and lard.

Since meat is perishable, annual consumption (plus
exports) fluctuates closely with production. Cold storage
holdings of pork and lard amount at their peak in the
spring to 10 per cent or more of thé year’s production;
but year-end holdings of pork and lard rarely vary ma-

™ This fs likewise true of hogs. From 1900 to tgzo0, hogs on farms on
January 1 and annual slaughter showed a close correspondence. After
1920, hogs on farms tended sharply downward, while hog slaughter con-
tinved to expand,

“ Supplies of lamb and mutton were 13 per cent larger in 1928-32

than in 1910-14, but at no time constituted more than § per cent of the
total meat production.
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terially (relative to production) from year to year, and
the storage operation is mainly a means used by the in-
dustry to iron out seasonal variations in supply.* Storage
operations in beef are of even less importance; storage
stocks rarely if ever exceed 2 per cent of annual pro-
duction.

Domestic meat consumption increased as rapidly from
1910 to 1932 as meat production. It was 27 per cent
larger in 1928-32 than in 1910-14. But the increase was
due entirely to a 50 per cent increase in the consumption
of pork and lard, beef consumption actually declining
about 10 per cent. This increase in pork and lard con-
sumption was due to the increase in production since
exports of pork and lard were slightly larger in 1928-
32 than they were in 1910-14. (See the chart on page
12.) Since hog production had increased, however,
exports constituted only 7 per cent ‘of production in
1928-32 as against 10 per cent in the immediate pre-war
years.”

Under the stimulus of war-time demand, pork meat
exports jumped sharply, reaching an all-time high of
1.9 billion pounds or 24 per cent of production in 1919.
By 1926 the proportion exported was down to immediate
pre-war levels, about 6 per cent of production, and by
1932 was down to I.7 per cent (see chart). The propor-
tion of the annual lard production exported, though un-
usually high from 1919 to 1923, was maintained at or

* Total reported cold storage holdings never indicate the immediately
available supply of pork since frequently half of the reported holdings
are in process of cure, though the time in cure can be speeded up or
slowed down to some extent if the situation seems to warrant it. Nor can
stocks be held indefinitely without deterioration in quality. It is usually
undesirable to hold dry salt pork for more than six months after it is put
in cure, and undesirable to hold pickled pork in the freezer for more
than seven or cight montha.

 Lard constituted s per cent of all pork and lard exports in 1910-14
and 72 per cent in 1928-31.
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Annvar ConsuMPTION AND ExporTs oF MEAT AND LaRDp,
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* Meat and lard consumption as estimated annually by the Burean of
Agricultural Economics. Pork and lard exports from Corn and Hog
Statistice (C-H 11), AAA, p. 32. Beef and veal exports compiled from
reports of the Burean of Foreign and Demestic Commerce.

above the 1910-14 level until 1930, and the absolute
volume of lard exports tended to increase.” From 1929
to 1932 the proportion of lard exported declined from
33 per cent to 23 per cent and the amount by 300
million pounds.”” The temporary stimulus to pork (and
to a lesser extent lard) exports immediately following

® During the five years 1919-23, 36.8 per cent of lard production
was exported compared to 32 per cent in 1g910-14; but because hog pro-
duction was large, the amount exported in 1919-23 was 6o per cemt,
or 300 million pounds Iarger than in 1910-14.
The absolute volume of lard exports in 1929 was exceeded only in
1920, 1923, and 1924.
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the war was due to the almost complete liquidation of
the hog enterprise in Germany. By 1927 hog produc-
tion in Germany and Denmark had reached the pre-war
level and by 1932 was exceeding it by 30 per cent. As
a result of this rehabilitation and of the post-war trend
toward national self-sufficiency, foreign trade in hog
products declined materially from the high levels exist-
ing about 1920. Germany, a particularly important mar-
ket for United States lard, rapidly increased its lard
tariff. By July 1933 this tariff was almost twice the ex-
port value of the commodity at current exchange rates.
In March 1934 Germany initiated a system of lard
import quotas which still further restricted exports of
United States lard to that country. In 1932, Great Bri-
tain, the United States’ most important market for pork
products, initiated a system of import quotas as one step
in an effort to increase domestic pork production and
prices and to stimulate Empire trade.

Almost all the annual production of beef in the United
States from 1900 to 1932 was domestically consumed
except during the five war years 1915-19, when net ex-
ports accounted for from § to 8 per cent of domestic pro-
duction. Immediately prior to the World War, imports
fractionally exceeded exports. After 1920, net exports
were never more than 3 per cent of United States pro-
duction,

Between 1910-14 and 1928-32 meat production, it
will be remembered, increased 25 per cent, and meat
consumption 27 per cent. During the same period the
population of the United States increased 31 per cent.
Per capita consumption consequently declined slightly—
less than 1 per cent. But between the same two five-year
periods per capita consumption of beef declined 20 per
cent and that of pork and lard increased 20 per cent. (See
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the accompanying chart.) Per capita consumption of beef
declined because beef production (and exports, with the
exception of the years 1915-19) remained relatively
constant. Per capita consumption of pork and lard de-
clined during and immediately following the war when
increases in exports more than offset the increase in pro-

ANNUAL Per Carrra ConsuMmpTiON OF MEAT
aNp Larp, 1900-32°
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* Yearbook of Agriculture, 1934, p. 623.

duction; jumped sharply from 1921 to 1923 when pro-
duction increased more than 30 per cent; and remained
above pre-war levels thereafter because production was
tending upward and exports {particularly of pork meats)
were dropping steadily. The increase in per capita con-
sumption of pork and lard from 1930 to 1932 reflected
the continued decline in pork exports, 2 major recession
in lard exports, and the upward phase of the hog pro-
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duction cycle. Total consumption of pork.and lard
reached an all-time high (up to that time) in 1932, and
per capita consumption was also high.*

These changes in production, consumption, and ex-
ports were reflected (1) in the relative prices of hogs
and cattle. In fact, between 1910 and 1932 the increase
in the per capita supply of pork and lard and the decline
in the per capita supply of beef appear to have been the
most important causes of the increase in cattle prices
relative to hog prices. The average farm price of hogs in
1928-32 was almost exactly the same as in 1910-14; that
of cattle was 35 per cent higher.” In 1928-32 the average
farm prices per hundredweight of cattle and hogs were
almost identical; in 1910-14 cattle prices at the farm
were 28 per cent lower than hog prices.™ The changes in
production, consumption, and exports were reflected
(2) in the general level of hog and cattle prices.™ These
changes were, however, but one of four sets of factors
of major, if not equal, importance in this connection.

The level of hog and cattle prices was influenced, first,
by a miscellaneous group of factors that similarly af-

* The published estimates of per capita consumption are slightly higher
for 1923, 1924, and 1928, but revisions being made (1935} by the
Bureau of Agricultural Economics indicate that, for 1923 and r1gz4 at
least, these estimates are four or five pounds per capita too high.

*The years 1928-32 comprised the five-year period immediately pre-
ceding the passage of the Agricultural Adjustment Act. Livestock prices
were high for almost three of these years and very low for two. The
average for these years has been used for comparative purposes because
it was more nearly representative of conditions in the livestock industry
than that for the pre-depression years 1928-29 or the two depression years
1931-32. .

3 Most of the decline in the per capita supply of beef between 1910
and 1932 cccurred after 1926, Most of the increase in cattle relative to
hog prices likewise occurred after that date.

The price of corn (and feed grains) between 1910 and 1932 largely
reflected feeding demand. In all but two years during the whole period,
net exports of corn constituted less than =2.5 per cent and frequently
less than ¢ per cent of production, Less than 10 per cent was consurned in
industrial and commercial yses,
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tural Economics, Sept, 1934, Pp. 27, 28, 64.

fected the level of prices for all goods and services. The
influence of these factors is particularly apparent in the
rapid rise in prices during the war, in the decline follow-
ing it, and in the decline from 1929 to 1932. {See the
accompanying chart.)™

™ Corn prices during the World War, along with other grain prices,
rose higher relative to 1910-14 levels than livestock prices. After the
war they fell more precipitously and after 1921 tended to remain some-
what lower relative to livestock prices than they were in the immedi-
ate pre-war period. This tendency was even more marked with respect
to the relation of oat and barley prices to livestock prices, and was a

reflection of the increase in the production of “other feed grain™ supplies
relative to corn production,
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A second major factor that affected both hog and cattle
prices was the income of consumers. Between 1910 and
1932 consumers spent at retail a relatively constant pro-
portion of their total income for hog products, regard-
less of whether the supply was large or small, Changes
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in the aggregate retail value of hog products consumed
in the United States were closely associated with changes
in the total income of consumers.” (See the chart on
page 17.) This held true even when the obvious rela-
tion of the “general price level” to consumers’ income as
well as to hog ptices is allowed for. Between 1922 and
1930, when the general price level was changing but
slowly, changes in the aggregate retail value of hog
products and changes in consumers’ income were highly
correlated. Thus the unit price at retail of a constant an-
nual supply of hog products tended to vary directly with,
and in proportion to, the income of consumers.*

The third major factor affecting hog and cattle prices
from 1910 to 1932 was the cost of processing and dis-
tribution. This unit cost did not vary greatly from one
year to another except from 1917 to 1921. It did in-
crease, however, from $1.81 in 1918 to $6.07 in 1921,
or 22§ per cent in the case of hogs; and from $3.50 in
1917 to $7.72 in 1921, or 120 per cent in the case of
cattle.” In 1910-14 the average spread between the farm
price of hogs and the retail price of the product of 100
pounds of live hogs was $1.71; in 1928-32 it was $5.21,
an increase of 200 per cent, Between the two perxods the
spread between cattle prices and retail beef prices in-
creased from $3.10 to $7.91, or 150 per cent.

The increase in the spread between retail and farm
prices reflected particularly the increased labor costs of

® In general the same relationship held for beef, but the correspondence
was not so close.

* «The Direct Marketing of Hogs,” Miscellanzous Publication No,
222, U. §. Department of Agriculture, 1935, Pp. 122-24.

® As measured by the spread between 5z.64 pounds of hog products

and the farm price per hundredweight of live hogs and the spread between
46.25 pounds of beef and the farm price of cattle. The g2.64 pounds of
hog products and the 46.25 pounds of beef represent the weights at re-
tail of the major products obtained from roo pounds of live hogs and
live cattle respectively. The same, Chap. VII.
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retailers, wholesalers, and processors. Wage rates
doubled between 1914 and 1919, and remained at or
above the 1919 level through 1931. The increase in the
spread likewise reflected increases in freight rates and
rents. It reflected, moreover, an increase in the number
of processing and distributing services, in sales in smaller
units, in packaging, in advertising, and in the cost of new
methods of curing. These spread-widening influences
were not offset by the economies in processing and dis-
tribution effected during the same period.

Because of this increase in spread, prices to producers
for hogs would have been one-third less in 1928-32 than
in 1910-14, if consumers’ income and pork supplies had
been the same. But the income of consumers in 1928-
32 was more than double their income in 1910-14, pork
supplies domestically consumed were more than 5o per
cent greater, and the farm price of hogs was consequently
about the same. : .

The fourth factor affecting prices was, of course, the
supply of hogs and cattle. Since consumers paid at re-
tail, at any given level of income, the same total amount
for a small supply of hog products as for a large supply,
and since the total cost of processing and distributing a
small supply (after the unit cost settled down follow-
ing its rapid rise from 1917 to 1921) was less than for
processing and distributing a large supply, producers got
a larger total income from hogs when production was
small than they did when it was large. A larger total in-
come divided among a smaller number of units meant
an even greater increase in hog prices than in the gross
income from hogs.™

®To the gros income producers recsived I'from domestic consumers
must be added the amounts producers received from sales for export. When

exports of hog products increased for stveral years after 1914, hog pro-
ducers profited in two ways. (1)} Their total gross income from hogs was
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It was not, therefore, the post-war level of livestock
prices itself that caused most of the difficulties of live-
stock producers, but rather the disparity between hog
and cattle prices and producers’ “costs.” These latter,
while they increased during the war, failed to decline as
much as livestock prices after it. Although throughout
the period 1921-30 producers were being paid more
for their livestock than in the pre-war period, the income
they received did not go nearly so far in meeting ex-
penses. The costs of things farmers bought and the prices
received for livestock sold remained out of line with
each other, as compared to the relationship between them
in the immediate pre-war period. (See the chart on page
16.) In terms of the goods farmers buy, during 1928-
32 a hundred pounds of hogs bought only 71 per cent
of what they bought during 1910-14, and a hundred
pounds of beef, 97 per cent.”

increased because domestic consumers paid as much for the amount sup-
plied them as they would have paid for a larger supply and an increased
revenue was obtained from sales for export, (2) Since the unit cost of
domestic processing and distribution would have increased about as it
did regardless of the volume of exports, producers actually received more
of the total amount paid by domestic consumers because the aggregate
cost of processing and distributing the smaller domestic supply was less
than it would have been for the larger supply. When exports declined
after 1923, the situation was reversed and producers’ gross incomes were
reduced thereby.

¥ The prices of most agricultural commodities declined more than
those of non-agricultural commodities in 1920 and 19z1. There were,
of course, improvements in the efficiency of agricultural production which
offset in small part the failure of farmers’ “costs” to decline as much as
the decline in agricultural prices. There was less increase in the efficiency
of livestock production than in grain production,

* It mus; be remembered, though, that the 1909-14 relationship be-
tween the prices paid by farmers and those received from agricultural
products in general was the most favorable in the history of the country.
See, for example, J. S. Davis, “An Evaluation of the Present Economic
Position of Agriculture,”® Journal of Farm Econmomics, 1931, Vol. 15,
P. 247. Compare note 21, p, 296 below.
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Taxes and interest payments, two items not included
in the usual index of “prices paid by farmers,” increased
rapidly between 1916 and 1920. Moreover, taxes con-
tinued to increase, though much less rapidly, until 1929,
and interest payments until 1928.* (See the accompany-
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ing chart.) In 1913 taxes and interest payments on
mortgages were equal to 7 per cent of the gross agri-
cultural income for that year. From 1926 to 1929 they
were equal to more than 10 per cent of the gross agri-
cultural income, ‘

® The interest rate failed to decrease after 1§zo. Since farmers found

it necessary to increase their borrowings in order to finance current opera-
tions, the total volume of interest payments continued to expand,
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The indications are that the disparity between the
American farmers’ prices and costs, at least for livestock,
was being gradually reduced between 1921 and 1929.
By the latter year, in fact, the composite price of meat
animals was as high relative to the prices of things far-
mers buy as in 1910-14, But the depression which started
in the fall of 1929 quickly wiped out all of these gains.
‘The general price level dropped materially but, as usual
in these cases, agricultural prices (including the prices of
hogs and cattle) dropped precipitously. Consumers’ in-
come declined 40 per cent between 1929 and 1932, but
the spread between retail values and farm prices de-
clined little until 1931. The supply of pork available for
domestic consumption increased on the one hand because
exports dropped sharply, and on the other because pro-
duction was increasing. By 1932 the farm price of hogs
was less than one-half the price in 1910-14 and not much
more than one-third of the price in 1929. The “purchas-
ing power” of 100 pounds of hogs declined from 85
per cent of the pre-war level in 1929 to 44.5 per cent
in 1932.% The situation that developed with respect to
beef cattle was similar in kind, though somewhat differ-
ent in degree. Reflecting the decline in production, the
farm price of cattle in 1929 was high, being exceeded
only in 1918 and 1919; and the “purchasing power” of
100 pounds of beef cattle in 1929 was without exception
the highest in three decades. Farm prices of cattle de-
clined more than 50 per cent between 1929 and 1932,
but even in the latter year the purchasing power was
still 75 per cent of pre-war. The real crisis in the cattle
industry was not to develop until 1934.

® Corn and feed grain prices dropped to the lowest levels in jo years
in 1932. Along with wheat they shared the somewhat doubtful distine-

tion of being lower relative to 1910-14 prices than any other major agri-
cultural commodity.
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Tax and interest payments likewise increased relative
to income. Between 1929 and 1932 the total tax and in-
terest bill declined some 20 per cent, but at the same
time gross agricultural income declined 57 per cent. By
1932, farm taxes and interest payments on farm mort-
gages were equal to 20 per cent of the gross farm income,
and interest on other types of farm indebtedness was
probably equal to another § per cent. It would have re-
quired 25 per cent of farmers’ income in 1932 to pay
taxes and interest.” Of course they were not paid, as in-
dicated by the rising tide of tax delinquency sales and
mortgage foreclosures.

FARM RELIEF PROPOSALS PRIOR TO 1933

The demand for federal legislation to cure the eco-
nomic ills of agriculture, either directly or indirectly,
began almost immediately after the precipitous price de-
cline in 1920. A continuous flow of legislative relief pro-
posals started shortly thereafter. Discussion, both in and
out of Congress, soon centered on plans which proposed
to raise the domestic prices of the major farm products
and at the same time to permit any “surpluses” of them
to be “dumped” abroad. Major consideration was given
to an “equalization fee” plan introduced in Congress by
a number of McNary-Haugen bills.** The central idea

*! Since less than one-half the farms in the United Stetes are mortgaged,
the payment of taxes and interest on mortgaged farms would have re-
quired at least one-third of their gross income.

* See J. D. Black, Agricultural Reform in the United States, 1929, for
a history as well as an analysis of legislation embodying these plans. See
also “The McNary-Haugen Plan as Applied to Wheat, Operating Prob-
lems, and Economie Consequences,”® Wheat Studies of the Food Research
Institute, February 1927, Vol. 111, No. 4; Alonzo E. Taylor, Corn and
Hog Surpius of the Corn Belt, 1932 ; Chester Davis, “Hogs and Corn in
the Export Plan,” Wallaces Farmer, Apr, 1, 1927, pp. 7 and 13-14;
L. J. Dickinson, “Handling Corn and Hogs under the McNary-Haugen

Plan,” The Country Gentleman, July 1927, p. 53; J. S. Davis, The
Farm Export Debenture Plan, 19a4.
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of the equalization fee plan was to sell the surplus above
domestic consumption in foreign markets at world prices
and recoup the losses thus sustained by levying a fee on
the part sold at world prices plus the tariff in the domes-
tic market. Minor. attention was later given to an “export
debenture” plan which involved paying exporters a
bounty on exports of specified farm products in the form
of “debentures” which would be sold to and used by im-
porters to pay customs duties on imports. The prices of
the specified farm products were expected to be raised
to the extent of the bounty. The direct cost of this plan
was to fall on the federal government since its revenue
would be reduced by the amount of the debentures used.

The first McNary-Haugen bill was introduced into
the House in 1924 and defeated about four to three. This
bill included corn, cattle, and swine as three of the eight
agricultural commodities to which its provisions were to
apply.™ The 1925 version of the equalization fee plan
did not come to a vote. In 1926 a revised bill was de-
feated in both the House and Senate, Again corn, cattle,
and swine were included. Revised editions were passed
by both the House and the Senate in 1927 and 1928 and
on both occasions vetoed. The 1927 version included
corn and hogs but not cattle. The 1928 bill was broad-
ened to include all agricultural commodities without
specifically mentioning any. It contained provisions for
an equalization fee, but emphasis was shifted in part to
“marketing agreements” by which co-operative associa-
tions or, in the absence of a capable co-operative organiz-
ation, “other agencies,” could conduct stabilization oper-
ations as well as stimulate exports.

No bill involving the export debenture plan was
passed by the House, though a number of bills considered

® The others were wheat, cotton, wool, sheep, and rice.
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between 1926 and 1929 contained some version of the
plan. The 1928 versions usually provided for export
bounties on corn, swine, and cattle, or products manu-
factured from them.* The Senate version of the Agri-
cultural Marketing bill of 1929 contained, in modified
and optional form, an export debenture provision, but it
was eventually eliminated upon the insistence of Presi-
dent Hoover.

Very little of the discussion before House and Senate
committees concerned the probable results of either the
export debenture or the equalization fee plan on live-
stock and feed grains. Most witnesses confined their re-
marks to the general features of each plan or their ap-
plication to wheat and cotton. This was true of the Ameri-
can Farm Bureau Federation, which consistently ad-
vocated the equalization fee plan, and the National
Grange, which after 1926 supported the export deben-
ture plan. Several Corn Belt farm papers commented
editorially on both plans, and with few exceptions fav-
ored the equalization fee. These papers did not, however,
reflect the interest—or rather lack of interest—of their
Corn Belt subscribers. Late in 1927 less than 300 of the
110,000 subscribers of one Mid-West farm paper were
interested enough to return ballots indicating the farm
relief plan they favored.™

Early in 1929 agricultural committees of both the
House and the Senate were giving some consideration
to a third plan—domestic allotment—when legislative
interest in all these plans waned temporarily. It became
evident that the Hoover Administration was determined
to have a bill passed which embodied its plan for “farm
relief.” This plan had been outlined by President Hoov-

™ Wheat, rice, cotton, fruits, poultry, and tobacco were likewise in-
cluded.

® Nebraska Farmer, Dec. 31, 1929, Vol. g, p. 1931,
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er at St. Louis on November 2, 1928 and was embodied
in the Agricultural Marketing Act of June 15, 1929.
This act created a Federal Farm Board with mandates to
assist agriculture through the fostering of co-operative
marketing and, in case of emergency, to engage in price
stabilization operations (either through especially cre-
ated corporations or through existing co-operatives), and
authorized the appropriation of 500 million dollars to be
used as 2 revolving fund for the purpose. With the com-
ing of the Roosevelt Administration the Federal Farm
Board was terminated. Its functions of fostering and
financing co-operative organizations were taken over by
the new Farm Credit Administration, and its stabiliza-
tion corporation device was abandoned.

After the passage of the Agnicultural Marketing Act,
there was a short-lived lull in legislative activity. But
the critical situation engendered by the rapid and con-
tinuous price decline from the fall of 1929 to the spring
of 1933 was added to the maladjustment that existed
after 1920. A few isolated proposals in 1930 and early
1931 became a veritable flood by late in 1931. The
Senate Committee on Agriculture and Forestry con-
sidered no less than eight bills at one hearing in April
1932. Most of these bills proposed to amend the Agri-
cultural Marketing Act so as to include one or more of
the three plans already outlined—equalization fee, ex-
port debenture, domestic allotment—but at least two
proposed the abolition of the Federal Farm Board as the
best plan for farm relief.

By the fall of 1932 several versions of the “domestic
allotment” plan had gained considerable support. This
plan proposed to set up a system of differential prices.
For the portion of his production which bore the same
relation to his total production as United States con-
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sumption bore to United States production, the grower
was to receive the world price plus an amount per unit
approximately equal to the tariff. For the remainder he
was to receive the world price only. It was first form-
ally presented to legislators early in 1929. The plan as
then presented was suggested as applicable to only two
of the major agricultural products—cotton and wheat.*
During 1932, several bills incorporating this proposal
were up for consideration. Most of them specifically in-
cluded hogs, but not corn or cattle. Proponents of the
domestic allotment plan stressed the belief that, in con-
trast to the equalization fee and export debenture plans,
it would not stimulate production, because payments
were to be made on the basis of past rather than current
production.

Late in the same year revised versions of the bill con-
tained provisions for the definite control of production
by participating farmers. These revisions resulted in a
fundamental change in the nature of the legislation, al-
though this was not generally realized for some time.
The most elaborate of these, H. R. 13991, was passed
by the House on January 12, 1933. Hogs and corn, but
not cattle, were included in the list of commodities to
which its provisions were to be applied.” The plan pro-
posed to pay co-operating producers the difference be-
tween the price “at local markets” and the “fair exchange
value,” that is, a price that would give the domestically
consumed portion of the total supply its 1909-14 pur-
chasing power by means of transferable “adjustment cer-
tificates” to be redeemed at specified times by the Trea-

* For beef an import duty was suggested; for corn, pork, and lard, the
export debenture plan, 73 Cong. 1 sess., Farme Relief Legislation, Hear-
ings before Senate Committee on Agriculture and Forestry, pp. 33-91.

The original version also listed wheat, cotton, and butterfat. Rice,
peanuts, and tobacco were added before it was passed by the House.
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sury Department or its agent. This was the domestic al-
lotment feature of the bill, the “price differential” to be
the difference between the farm price and the “fair ex-
change value” rather than the tariff rate. In return, co-
operating producers agreed to reduce the hog tonnage
they marketed in 1933-34, 20 per cent below that of the
preceding year and their corn acreage 20 per cent below
the average for a previous representative period to be
determined by the Secretary of Agriculture. This bill
had the support of all the major farm organizations and
much of the farm press, though the Farmers Union
wished to amend it by making “cost of production”
rather than 1909-14 purchasing power the objective.
The bill was vigorously opposed by the packing industry,
its speakers insisting that the tax on processing to collect
funds to redeem the adjustment certificates would be
borne by the producer through lower hog prices. A small
number of producers appeared in opposition to applying
the bill to hogs; but a distinctive feature of this discus-
sion, along with all previous ones, was the apathy of the
vast majority of hog producers toward legislative pro-
posals for their relief. This bill was considered in the
Senate, but because of the attitude of the outgoing Ad-
ministration never came to a vote.



CHAPTER 1I

THE ADJUSTMENT ACT AND
ADMINISTRATION

The Agricultural Adjustment Act was by no means a
novel measure constructed of fresh materials. It grew
directly out of the domestic allotment bill referred to
in the previous chapter. But this proposal was modified
in numerous and important ways in order to secure a
broader support among agricultural and other groups.
For the first time production control of itself was con-
sidered as 2 device for obtaining the desired objectives
rather than as a supplement to the domestic allotment
plan for increasing farm income. Indeed, for a selected
list of agricultural commodities, production control as-
sumed primary importance. Gradually also, the process
of legislative compromise added to the original measure
other proposals wholly unrelated to either the allot-
ment or production control ideas. The bill as finally
enacted did not prescribe a single type of farm relief.
Instead, it constituted a general enabling act under which
the Secretary of Agriculture might employ, in modified
form at least, production control, allotment, export
dumping, stabilization holding, co-operative control,
differential prices—in fact, practically any or all of the
devices included in the principal relief bills and acts
which had preceded it.

This permissive character of the act grew out of the
democratic manner in which the Administration sought
to develop its program of farm relief. President Roose-
velt had undertaken in his campaign speeches to give
concreteness to the major agricultural plank of the Dem-
ocratic platform by outlining 2 modified domestic allot-

29
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ment plan. At the same time, however, he had pledged
himself to seek the advice and assistance of farm leaders
in the development of the specfic form of agricultural
legislation to be adopted.® After his inauguration, the
President showed himself still desirous of securing ap-
proval by the major farm organizations and allied in-
terests of such measures as the Administration might fix
upon. This resulted in the convening of a significant
group of farm leaders, industry propeonents of farm re-
lief, and technical advisers of the Administration at
Washington in the winter of 1932-33. It was the con-
ferences of this group which resulted in the inclusion in
the act of 1933 of many of the farm relief proposals
which had been made during the preceding decade.

At first glance it may appear that one important dif-
ference distinguishes this new and comprehensive mea-
sure from most earlier proposals. In those cases it had
been proposed not merely that a specific remedy should
be applied but that it should be permanent in character.
The Agricultural Adjustment Act, however, was ex-
plicitly an emergency measure, as stated in its preamble,
in the “declaration of emergency,” and in the section pro-
viding for the termination of the act “whenever the
President finds and proclaims that the national economic
emergency in relation to agriculture has been ended.”
In some quarters, however, although it was deemed ad-
visable to phrase the act as an emergency measure in
order to assure its enactment, it was hoped and indeed
expected that the recovery devices themselves would
prove so useful that they would be permanently retained
for the continuous adjustment of agriculture to chang-

' Governor Franklin D. Roosevelt, “Agriculture,” speech at Topeka,
Kans., Sept. 14, 1932. See Commercial and Fimancial Chromicle, Sept.

17; 1932, Vol. 135, pp. 1922-25.
See also J. S. Davis, Wheat and the 444, Chap. I1.
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ing conditions. Such a view was borne out by the act
itself, which stated its purpose to be not merely to restore
but to mainzain the parity position of agriculture. This
view is important because the group that held it first
played a part in drafting the legislation and later held
policy making positions in the Department of Agricul-
ture.

The fact that the Adjustment Act authorized the Sec-
retary of Agriculture to employ such a wide range of
devices, without giving a positive mandate with refer-
ence to any of them, gave him, to a greater degree than
most acts, the privilege and problem of enunciating ob-
jectives and defining policies as well as devising pro-
cedures and programs.

OBJECTIVES OF THE ACT

While the wording of the act and the language of its
proponents plainly indicated that the basic intention was
to restore a large measure of economic prosperity to the
farmer, the attempt to translate this major purpose into
a specific objective was attended with considerable diffi-
culty. The ambiguity of the act is perhaps nowhere more
apparent than in Section 2 (1) immediately following
the “declaration of emergency.” This section declares
that the policy of Congress shall be

+ « « to establish and maintain such balance between the pro-
duction z2nd consumption of agricultural commodities, and such
marketing conditions therefor, as will re-establish prices to farm-
ers at a level that will give agricultural commodities a purchas-
ing power with respect to articles farmers buy, equivalent to

the purchasing power of agricultural commodities in the base
period. . . .

Legislation to establish this balance’can, but legislation
to maintain it emphatically cannot, be considered
“emergency.”
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But this by no means ends the difficulties of interpret-
ing the phraseology of this section, The common con-
ception of the Agricultural Adjustment Act is that its
principal objective is to increase the prices paid to
farmers for agricultural commodities—more careful
phraseology adding “in relation to the prices of things
farmers buy.” But prices are one thing, gross income
another, net income still a third, and purchasing power
several more. The price is but one factor determining
the total amount a farmer receives; the other is the
quantity he sells. Farmers’ gross incomes can be increased
only if increases in prices are not offset by decreases in
the volume of sales. Increases in price are tantamount
to increases in gross income only if volume remains
unchanged. Net income involves farmers’ “costs” as well
as total receipts from sales; and “purchasing power” is
subject to still other determinants—the prices of things
he buys.

Most statements, official and otherwise, interpret the
language of this section of the act to mean re-establishing
the farm price of a unit of each commodity at the pre-war
level adjusted by the increase between 1910-14 and the
present in the cost of articles farmers buy.® This inter-
pretation is reinforced by the assumption that the “par-
ity” price which will give an agricultural commodity this
equal purchasing power is identical with “fair exchange
value” as defined for the purpose of determining tax
rates in another section of the act.* But the attainment of
this objective might conceivably cause a decrease in the

* An index of the retail prices paid by farmers for commodities used
in living and production prepared by the Bureau of Agricultural Eco-
nornics has been used by the AAA to adjust July 190¢-August 1414
bas¢ prices. This index does not include farm wages, taxes, or interest
charges.

*H. B. Rowe (Tobacco under the AAA, p, 15) points out that
there is no necessary connection between the two,
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gross income of producers of the commodity. This could
happen, for example, if supplies had to be radically re-
duced in order to obtain the desired increase in price.

Though “parity price® is subject to these and other
limitations,® it has some obvious advantages, It can be
statistically determined with a reasonable degree of ac-
curacy. It is relatively simple though the amount of mis-
understanding with respect to it was, and still is, great.
Finally, it has several advantages over an alternative
that had considerable political support; namely, cost of
production.-To those who thought parity price was bad
enough, cost of production was infinitely worse. Not
long after the act was passed, the AAA made a vigorous
defense against the charge that, since agricultural prices
bore a more favorable relationship to non-agricultural
prices during the period from August 1909 to July 1914
than at any previous time, its use as a basis for readjust-
ing farm prices was tipping the scales heavily in favor of
the farmer. Its reply was that for over a century the
relative price of farm products had tended unmistakably
upward, because the cost of producing industrial products
had fallen more rapidly than the cost of producing farm
products. Since because of the nature of industrial and
agricultural production, these cost trends would un-
doubtedly continue in the future, the argument con-
tinued, the use of 1909-14 prices actually resulted in a
relationship less favorable to agriculture than it should
be.’

Another interpretation—that prices were to be estab-
- lished at a level which would make the total purchasing
power of agricultural commodities, either individually

* See Davis, Wheat and the 444, pp. 433-41.
* Mordecai Ezekiel and Louis H. Bean, Econemic Bases for the Agri-
cultural Adjustment Act, U, S, Department of Agriculture, December

1933.
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or as a group, equal to their total purchasing power in
the pre-war base period—is likewise open to grave ob-
jections. The total income to farmers from sales of hogs
in 1928-32, for example, actually had a greater purchas-
ing power than did the total income from sales of hogs in
1909-14. In 1932 the attainment of this objective would
have required six-dollar hogs contrasted with eight-dol-
lar hogs if the objective had been parity price per unit,
Probably objectives even more difficult to define and
establish were, and still are, in the minds of many, Quite
commonly it was stated that farmers were not getting
their “fair share of the national dividend.” Perhaps the
goal was its redistribution on a basis equivalent to its
distribution in 1909-14." Certainly parity prices were not
the real objective of members of the “agricultural plan-
ning” group. To them the well-being of farmers in-
volved a consideration of many factors impossible to
measure in monetary terms. Their ultimate objective
can perhaps be expressed as social and economic condi-
tions for the American farmer that would put him on a
plane of living equivalent to that of other social groups.
In Section 2 (2) of the act it is declared to be the
policy of Congress,
« « . to approach such equality of purchasing power by gradual
correction of the present inequalities therein at as rapid 2 rate

as is deemed feasible in view of the current consumptive demand
in domestic and foreign markets.

"See Henry A. Wallace, “The National Agricultural Program in
Relation to the Northeast,” an address at the Agricultural Conference
of Northeastern States, New York City, Nov. 8, 1934. Secretary Wal-
lace “refined” this objective by allowing for the long-time trend in the
relation between agricultural and national income.

The American Farm Burean Federation espouses an even more “radi-
cal” objective; mamely, the redistribution of the national dividend to
give farmers an income proportional to the relation that the agricul-
tural population bears to that of the nation. See Bureau Farmer, Decem-

ber 1934, Pp. 3.
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For several months following the enactment of the act
the Administration emphasized publicly the “rapid rate”
of readjustment. This was no doubt due in part to the
desire to satisfy the demand for quick action, but it seems
also to have been due in part to lack of appreciation of
both the principles involved and the difficulties of ad-
ministration. Secretary Wallace the day after the act was
signed spoke of the “wide and swift adjustments” which
it proposed. It was felt by many, both within and without
the Administration, that certain provisions of the act,
particularly with respect to marketing agreements,’
could effect sharp increases in prices without undue diffi-
culty. Other provisions were looked upon as almost as
efficacious. Indeed, at one time or another in 1933, seri-
ous consideration was given to proposals to fix prices at
parity or close thereto so that farmers could immediately
get the benefits expected in the near future from the vari-
ous pnce—ra:smg schemes,

By the spring of 1934, the emphasis had shlfted to-
ward “gradual correction” of price disparities. Farm
prices, relative to the prices of things farmers buy, were
then but little higher than in the spring of 1933, and
so parity prices were almost as far distant as ever. This
shift in emphasis cannot therefore be attributed to the
fact that the emergency situation had been largely recti-
fied; rather it must have been due to the more complete
realization of the nature of the task, its inherent diffi-
culties, and the relative slowness with which major re-
adjustments take place. In those sections of the coun-
try, as for example the Corn Belt, where for one reason
or another the price response to the program was ob-
scured or delayed, the failure of results to live up to

*See E, G. Nourse, Marketing Agreements under the AAA, Chap.
1L
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producers’ hopes was interpreted in many quarters as
evidence of the program’s failure. Such gains as were
actually made were overshadowed by disappointment be-
cause all the promises held out by the Administration
were not fully realized.

The third and last sub-section of Section 2 declares
that it is the policy of Congress
. . . to protect the consumers’ interest by readjusting farm pro-
duction at such level as will not increase the percentage of the
consumer’s retail expenditures for agricultural commeodities, or
products derived therefrom, which is returned to the farmer
above the percentage which was returned to the farmer in the
pre-war period, August 1909-July 1914,
A literal interpretation of this language, however,
would provide no protection to the consumer at all; if
anything, it would afford a measure of security to dis-
tributors’ margins. Producers are not to be permitted to
get a larger percentage of consumers’ retail expenditures
for agricultural commodities than they obtained on the
average from 1909 to 1914. This obviously has nothing
to do with the general level of retail prices in relation
to consumers’ incomes, but only with the division be-
tween producers and distributors of the consumer retail
expenditures for agricultural commodities. But even the
efficacy of this section for protecting distributors’ margins
is doubtful, since in most cases the proportion of the
consumers’ retail expenditures for agricultural commodi-
ties going to the distributor has increased materially since
the “base period.”

Official interpretations, moreover, do not clear the
matter up. In one place® reference is made to the “per-
centage that farmers should receive of the consumers’

* Ezekiel and Bean, Economic Bases for the Agricultural Adjustment
Act, p. 31,
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dollar,” the context adding by implication, “spent for
agricultural products.” A few lines later, after calling
attention to the decline in the percentage of consumers’
dollars spent for food received by producers between
1929 and 1933, this interpretation goes on to say that
. » . in most commoditics, full restoration of the farmers’ previ-
ous [Does this mean 19297] percentage would cause only

modest increases in cost to consumers and could not lay a heavy
or unfair burden on them.

An increase in retail prices (per unit) large enough to
enable farmers to obtain the 1929 percentage of them
would not, of course, raise farm prices to parity.

Perhaps the most rational interpretation of the intent
of this section is that consumers were not to be required
to pay farmers a larger percentage of their incomes for
agricultural products than they did in the base period.
But this interpretation likewise raises a2 host of prob-
lems which it is inappropriate to consider at this ‘time,
primarily because protection of the interest of consumers
was not a live issue during the initial stages of the ad-
justment effort.

PROVISIONS OF THE ACT

In order to carry out its objectives, the act granted the
Secretary of Agriculture broad discretionary powers to
initiate a variety of procedures, either singly or in com-
bination. In the first place, for a selected list of “basic
agricultural commodities” initially defined in Section 11
as wheat, cotton, field corn, hogs, rice, tobacco, and milk
and its products,’ he could provide for a reduction in
production’ “by agreement with producers or other

®Or any regional or market classification, type, or grade thereof.
Other commodities were added later. See p. 183:

*The amount of the reduction was left to the discretion of the Secre-
tary. In this respect the act differed from many earlier proposals, which
specified the amount of reduction.
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voluntary methods” and make rental or benefit pay-
ments to co-operating farmers at “fair and reasonable”
rates.”” The selection of this group of major farm
products for special attention closely followed the prece-
dent established in many legislative proposals of the
preceding decade, and was ostensibly based on the belief
that “the prices of these basic commodities are a con-
trolling factor in establishing prices for other domestic
agricultural commodities.”* Actually, a more important
consideration was the attitude of interested producer
groups and the political support these groups could ob-
tain for their stands.

Funds for making rental and benefit payments to
farmers in return for reductions in production were, in
the main, to be obtained from a tax “levied, assessed and
collected upon the first domestic processing of the com-
modity.”* Section 9(b) provided that the rate of “pro-
cessing tax” was to be determined by the Secretary by
means of a formula which provided that the tax, with
one important exception, should “be at such a rate as
equals the difference between the current average farm
price for the commodity and [its] fair exchange value.”
The latter was defined as “the price that will give the

™Sec. 8(1). The policy of the Administration has been to fix the
rates of rental and berefit payments at levels that will assure co-
operating farmers, except under the most unusual circumstances, larger
incomes than non—co-cperators, This has increased producer participa-
tion and thus the effectiveness of the control programs.

® 9z Cong. 2 sew., Agricultural Adjustmens Relief Plan, Hearings
before the Semate Committee on Agriculture and Forestry on H.R
13991, P. 1 (1933). The position is sometimes taken that the Secretary
is permitted to make bencfit payments to producers without requiring
them to reduce production—to adopt the original domestic aliotment
plan. This was probably the intention at the time the bill was being
drawn. The Administration has not seen fit to make use of this proce-
dure, however, no doubt in part for other than legal reasons.

MSec. g(a). However, Sec. 1z2(a) provided that an imitial appro-
priation of 100 million dollars could be drawn upon for the purpose.
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commodity the same purchasing power, with respect to
articles farmers buy, as such commodity had during the
base period,” August 1909-July 1914.” By an exception
made in Section 9(b), however, the tax was to be re-
adjusted downward if the full legal rate would result in
an accumulation of surpluses or in a depression of the
farm price, to a rate that would prevent such an occur-
rence, _

The net effect of these provisions was to fix 2 maxi-
mum above which the rate could not go. As 2 matter of
fact, because of the ambiguity attaching to the word “cur-
rent,”*® even the maximum rate was more or less in-
determinate. The tax was to take effect at the beginning
of the marketing year next following the date upon
which the Secretary proclaimed that rental or benefit
payments were to be made with respect to the basic
commodity in question, and was to terminate at the end
of the marketing year current at the time the Secretary
proclaimed that rental payments were to be discontinued.
This much was clear, but the rate of tax during the inter-
im emphatically was not, for though Section g(b) of the
act stated that the tax should be at such a rate as equalled
the difference between current average farm price and
fair exchange value, Section g(a) stated that “the rate
so determined shall, at such intervals as the Secretary
finds necessary to effectuate the declared policy, be ad-
justed by him to conform to such requirements,” The
issue comes to a head when farm prices rise relative to
fair exchange value. Was it intended that the rate of tax
be readjusted to the difference between farm and parity
prices at reasonable intervals, say at the beginning of a

*Sec. 9(c). For tobacco the base period was August 1g19-July 1929,

“In the tobacco program it was interpreted as the average of the
preceding year; in the wheat and cotton programs as the most recent date
for which data were available at the time the rate was set,
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new marketing year, or that, once set, it could remain
so more or less indefinitely unless the effectuation of the
declared policy indicated the desirability of a change?
The AAA officially holds to the latter view though some
of its leaders are inclined to doubt whether this was real-
ly the intentiont at the time the act was passed.

The remaining tax provisions were not primarily for
raising revenue; rather, they were for the purpose of
“equalizing” competition. A “compensating” tax equal
to the processing tax was to be levied on imports (Sec-
tion 15-¢) and an equivalent floor tax on stocks in store
(except retail stock held less than 30 days) when the
processing tax first took effect (Section 16). A compen-
sating tax on competing products was to be levied if the
Secretary found, after investigation and hearings for in-
terested parties, that the payment of the processing tax
was causing or would cause to processors disadvantages
in competition from competing commodities by reason
of excessive shifts in consumption (Section 15-d). Pro-
vision was made for refunds on exports (Section 17-a)
and on deliveries to charitable organizations (Section 1 5-
c).

In addition to their use for making rental and benefit
payments, the act provided (Section 12-b) that the pro-
ceeds of all taxes (but not all the proceeds of these taxes)
were “to be available to the Secretary of Agricultural
for expansion of markets and removal of agricultural
surpluses.””’ It will be remembered that the levying and
collection of processing and related taxes depended upon
the decision of the Secretary to make rental and benefit

- payments. It was the opinion of the Agricultural Adjust-
ment Administration that the imposition of these taxes

T The initial appropriation authorized by the act was apparently not
available for these purposes,
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was only legal if a “substantial” proportion of them were
used for rental and benefit payments. Only the remain-
der consequently could be “diverted” to the expansion of
markets and the removal of surpluses. These procedures
were supplements to, rather than alternatives of, produc-
tion control.”® They have, in fact, played a very minor
role. Indeed the proceeds of processing taxes have thus
far been used to “remove agricultural surpluses” only
when the product could be disposed of to families on
relief rolls, and to “subsidize” exports in only one in-
stance, namely wheat in the Pacific Northwest.

Nothing in the act prevented the diversion of some of
the proceeds of taxes collected on one commodity to the
expansion of markets for, or the removal of surpluses of,
another commodity, either basic or “non-basic.” For that
matter, nothing prevented some of the proceeds of taxes
collected on one basic commodity from being used to
finance some of the rental and benefit payments on an-
other.” In practice, with one exception, no such diver-
stons of taxes on one commodity to another have been
made or contemplated by the AAA. The one exception
was the diversion of the proceeds of some of the taxes on
hogs to make most of the rental payments for corn re-
duction. The intimate relationship of corn and hog pro-
. duction was considered sufficient justification for this ac-
tion.

Finally, Section 8(2) of the act empowered the Secre-

“H. B. Rowe (Tchacco under the AAA) and others point out that
the use of processing taxes to finance expansion of markets, that is
exports, is essentially “McNary-Haugenism,” and that the authority
to remove agricultural surpluses permits the initiation of a procedure
essentially equivalent to the stabilization operations of the Federal Farm
Board. The aptness of the compatison is, howewer, somewhat impaired
by the supplementary status of these procedures in the present act.

® This contingency was responsible for the introduction in January
1935 of a bill sponsored by 2 “cotton” senator to prohibit it.
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tary “to enter into marketing agreements with proces-
sors, producers,” associations of producers, and others
engaged in the handling of any agricultural commod-
ity,” and Section 8(3) authorized him to issue licenses
permitting processors, associations of producers, and
others to engage in the handling of eny agricultural com-
modity. Such licenses were to “be subject to such terms
and conditions . . . as may be necessary to eliminate un-
fair practices and charges that prevent or tend to pre-
vent the effectuation of the declared policy.” These pro-
visions, be it noted, were not confined to the basic, but
were applicable to all agricultural commodities. No mar-
keting agreement “experiments” concerned with live-
stock have so far been put into effect, though for al-
most a year a considerable amount of time was spent on
a proposed marketing agreement for the meat-packing
industry. Consequently the marketing agreement and
license sections of the act will be given little further
consideration in this volume.™

ORGANIZATION FOR ADMINISTRATION

The Secretary of Agriculture was empowered by Sec-
tion 10(a) of the act to establish the Agricultural Ad-

¥The authority to enter into agreements with individual producers
was added by an amendment approved Apr. 7, 1934.

' See, however, D, A, FitzGerald, Corn and Hogs under the Agri-
cultural Adjustment Act, pp. g5-100, for a chronology of the early
negotiations with respect to the packers’ marketing agreement, and pp.
176-78 below for the concluding phase of these negotiations, For the
application of the marketing agreement provisions to other agricultural
commodities see Nourse, Marketing A greements under the A4A4; Black,
The Dairy Industry and the A4 4 ; Rowe, Tobacco under the A44.

As for corn (and other cereals), a marketing agreement under which
distillers operated was in effect from Dec. 9, 1933 to Feb. 1, 19134.
During this period distillers paid over 1 million dollars into the Treas-
ury, where it became available for making benefit or rental payments
with respect to cereal grains, ‘This sum represented the difference be-
tween current average farm prices of the prains, including the processing
tax, and the “fair exchange value” of these grains,



ADMINISTRATIVE ORGANIZATION FOR THE 1934 Corn-Hoc REpucTION PROGRAM

DEPARTMENT OF AGRICULTURE

HENRY A. WALLACE,

AGRICULTURAL ADJUSTMENT ADMINISTRATION

CHESTER C. DAVIS. ADMINFSTRATOR

FEDERAL
EXTENSION  |----c=accoe ]
SERVICE
| =
e FINANCE
COOPEARTIVE EXTENSON DVISION

I

COMMODITIES.  DIVISION

OFFICE
oF
COMPTROLLER

¥

ATATE
CITENON SEROCTE

[

COUNTY
ENTINSION OFFIES

COUMDDITY
CALOT
SECTION

ATATE CORMM-HOG

COMMITTERS

CORK-HOG SECTION

\

BUREAU
F

0
AGRICULTURAL
ECONOMICS

omson

or
CAOP AND LIVESTOCK
ESTIMATES

COMN-HOG CONTROL
AJBOCLATIONT




THE ADJUSTMENT ACT 45

ment, and for some months prior to its absorption its
duties had been largely confined to co-operating with,
and giving technical advice to, the Federal Surplus Re-
lief Corporation in the purchase of hogs and hog prod-
ucts. The focal points in this organization were the com-
modity sections. For this reason the accompanying
graphical presentation of the organization of the AAA
and the major co-operating arms of the government has
been built up around one of them—the Corn-Hog Sec-
tion. This section was responsible for the development
of the corn-hog program—the major program for live-
stock—and for its administration.

Early in 1935 the AAA was again reorganized,™
largely in what were considered the interests of operat-
ing eficiency. The most important change was the es-
tablishment of an Operating Council consisting of the
Secretary of Agriculture, the Administrator, the Solici-
tor, and the division chiefs. The duties and most of the
personnel of the Legal Division were transferred to the
office of the Solicitor of the Department of Agriculture.
The Comptroller’s, Office was combined with the
Finance Division and the 14 sections in the unwieldy
Production Division™ were re-grouped along related
commodity lines into five smaller units.** This reorgani-
zation had no effect upon the importance of the com-

M AAA Press Release No. 1535-35, Feb. 5, 19335,

* Additional sections had been added intermittently and the Rental
and Benefit Audit Section transferred to the Comptroller’s Office during
the interim. The organization chart shows the set-up immediately prior to
the second reorganization,

™ After reorganization the divisions and their directors were as fol-
Yows: Livestock and Feed Grains, A. G. Black; Cotton, Cully C. Cobb;
‘Tobacco, Sugar, Rice, and Peanuts, J. B. Hutson; Grains, George A, Far-
rell; Marketing Agreements and Licenses, J. W, Tapp; Office of the
Administrator, Chester C. Davis; Information, A, D, Stedman; Program
Planning, H. R, Tolley; Finance, W. M. Buckles; Consumers’ Coun-
sel, C. B, Hoover. Dr, A. G Black was made chief of the Bureau of
Agricultural Economics on May 19, 1935 and G. B. Thorne was ap-
pointed acting chief of the Division of Livestock and Feed Grains.
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modity sections in administering their respective pro-
grams, and altered in no materral way the relation of
the AAA to other government agemcies and to pro-
ducers.

As an integral part of the Umted States Department
of Agricultwe, the Adjustment drew
Ereely from the resources of other department bureans,
The “diversion” of the time and even the personnel of
these old-line bureans to the cause of the new was nat
always viewed with equanimity, even though the AAA
helped finance the maore burdensome of these new duties.
With the passage of time this first arritation has largely
subsided, to be replaced by a cordial 2nd mutually help-

The Extension Service has been the 0ld-}hine umt most
deeply involved in the New Deal for agnoulmre. Smece
the summer of 1933 a major portion of the tme and
effort of the whole service has been devoted to the pro-
ductien control and related programs of the AAA It has
indeed been a vital factor in therr promulgation and field
administration.

The Federal Extension Service 1s the educational znd
promotional™ branch of the Department of Agricalture.
It has been responsible for disserminating to the 43 states
the results of the investigations of other bureans of the
Department. For the most part, it works throngh the
state extension services, though it wses pamphlets, the
press, and the radio extensively in contacting producers
directly. The state extension serwices perform = stmilar
function within the state, passing along to the county
extension service™ and “local leaders™ the results of state
college and experiment station studies 25 well =s those
of the Department of Agricalture. The “county agent™

* Dsing the word with mo invidions implicatiens.

™ The loml representative of the extension serviee i wvarioushy called
the county agent, farm adviver, and frm demonstration agem.
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and local leaders are, typically, the last links in the chain
and they contact directly indivadual producers.

The relations between the federal and the several
state extension services are entirely “co-operative,”
thongh the latter are supported in part by funds from
federal sources. The federal service has no control other
than suaston over the state organizations.™ Even state
over the “county extenston service” is typically
far from complete, since the county agent in most states
is financed by local farm bureau and county funds, as
well as by state and federal grents.™ This lack of in-
tegration has, with few exceptions, been of little impor-
tance. Nearly all units of the service have co-operated
fully with one another and with the AAA in presenting
its program to farmers.

Prior to June 30, 1933 this loosely knit organization
annually spent between 20 and 24 million dollars on
co-operative extension work. Of the total the federal
government contributed about 10 million dollars. Dur-
ing the fiscal year ending June 30, 1934, which roughly
corresponds to the first year of its operation, the AAA
sapplemented the “regular” extension budget of 20 mil-
Lion dollars by appropriations of 9 million dollars, The
following year this appropriation was increased to 16
million dollars. The funds transferred by the AAA to
the extension services were used primarily to expand
the personnel of the county extension service, It was this
branch of the service which had been most severely af-
fected by the depression, the number of county agents
(and assistant agents) having declined from a peak of
2,612 on March 30, 1931 to 2,413 on June 30, 1933.

* The federal extension service cannot withdraw or threaten to with-
draw federal sopport since the funds bave been allocated by Congress.
*In the fiseal year 1931-3, federal grants to the states for extension
work amounted to 9.65 million dollars, or 40 per cent of al] expendi-

tores in states for this work. State sourees cuntributed 28 per cent;
county sources, 27 per cent; and fanmer organimations, § per cent,
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Eighteen months later the number had increased to
3173." i

~ The Bureau of Agricultural Economics was another
unit of the Department of Agriculture called upon to
furnish special services to the AAA. The Adjustment
Administration leaned heavily upon the factual infor-
mation and analytical studies of such units as the Divi-
sion of Statistical and Historical Research in determining
upon a course of action. The Bureau’s major contribu-
tion to administration was made by the Division of Crop
and Livestock Estimates.™

The Bureau of Animal Industry was a third of these
co-operating units. Its Meat Inspection Service bore the
brunt of AAA demands upon this bureau.” Like the Ex-
tension Service and the Bureau of Agricultural Eco-
nomics, the Bureau of Animal Industry was the recipi-
ent of AAA funds to finance, at least in major part, the
additional work. The typical relation of these old-line
units to the Adjustment Administration is shown in the
chart on page 44.

This by no means exhausts the list of old and new
federal, state, and local units that had charge of or co-
operated in the conduct of one phase or another of the
AAA programs. Any such list should include the Bu-
reau of Internal Revenue, the Federal Emergency Re-
lief Administration, and the Commodity Credit Cor-
poration. The contributions of these organizations will
become apparent as the livestock program is considered
in succeeding chapters.

* Including temporarily appointed “emergency” agents and “emer-
gency” assistant agents, but not including 826 “assistants in cotton.”
The expansion in the field organization of the extension service incident
to “meeting the economic emergency” closely parallels the expansion 20
years earlier incident to “winning the war.”

* See Chaps. VI and Appendix B,

* See Chaps. IV and X.



THE ADJUSTMENT ACT 49

The administrative superstructure of the AAA rests
upon a foundation of 4,700 county control associations.
These associations constitute an innovation in adminis-
trative organization and are considered the key to effec-
tive production control. Membership in these com-
modity associations is limited to producers co-operating
in the production control programs of the AAA, and
varies from 7 to 3,000. Each has typically a board of
§ to 1§ directors and an executive committee of 3 to §
members of the board (the county allotment committee)
in which is lodged most of the authority delegated by the
AAA-BQ

These associations form the connecting link between
the rank and file of producers and the commodity sec-
tions of the AAA. They are responsible zo the com-
modity sections, and responsible for the conduct of the
program in the community. The degree of responsibil-
ity and initiative delegated to the county allotment com-
mittee has varied from time to time and from program
to program, but the avowed objective of the AAA is to
place more and more responsibility in local hands.*

Both the program and the procedure for administering
the program for each commodity have developed within
the broad limits of the framework outlined in the pre-
ceding paragraphs, but in no two cases has the develop-
ment proceeded along entirely similar lines, The major
variants in the program for livestock, and in the proce-
dure for administering the program, will become ap-
parent in the chapters which follow.

Authonty 80 to organize producera “for the more effective admin-
istration of the functions vested in the Secretary” was given in Sec.
:o&b) of the act. ‘

In addition to administrative responmbxlltles a second, and even
more important, function of these control astociations is asserted to be

that of co-operating in the determination of the objectives and proce-
dures of the whole agricultural adjustment effort,



CHAPTER III
THE LIVESTOCK PROGRAM

The livestock program developed by the AAA from
1933 to 1935 was based primarily on those pro-
visions of the Adjustment Act authorizing 2 “reduc-
tion in production for market.” Production control, how-
ever, was supplemented from time to time by the use
of those provisions authorizing the Secretary to “remove
agricultural surpluses.” This reliance on the efficacy of
curtailment of production to attain the ostensible goal
of parity prices for agricultural commodities was not
confined to livestock. It likewise characterized the wheat,
cotton, and tobacco programs, Indeed, it was by no means
absent from the programs developed under the market-
ing agreement provisions of the act.

The measures undertaken by the AAA to increase
livestock prices and the incomes of livestock producers
between May 1933 and May 1935 may be grouped un-
der four main heads as follows:

1. The reduction of 1934 market supplies of hogs.
‘The emergency hog marketing campaign.
Relief purchases of hogs and hog products.

2. Production control in 1934 and 1935.

The 1934 corn-hog reduction program,
The 1935 corn-hog adjustment program.
3. Drought cattle purchases in 1934.
4. Corn loans in 1933-34 and 1934~35.

The separate parts of the whole livestock program
were not simultaneously conceived and co-ordinated.
The emergency hog marketing campaign, the 1933-34
corn loan program, and the drought cattle purchase plan,
at least, were developed on the spur of the moment to

50
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relieve acute emergencies which arose in connection with
hog prices in the summer of 1933, corn prices in the
fall and winter of 1933-34, and the unprecedented
drought in the summer of 1934. Moreover, for nearly
a year proposals for assisting the cattle industry could be
based only upon the marketing agreement provisions of
the Agricultural Adjustment Act, since the list of basic
agricultural commodities did not originally include cat-
tle, It will be necessary therefore to consider separately
many of the parts that constitute the whole program for
hogs, cattle, and corn, while remembering the intimate
relations between the production of these agricultural
commodities and the consumption of cattle and hog
products.

The ultimate decision of the Agricultural Adjustment
Administration to rely upon a reduction in hog produc-
tion as a means of attaining the objectives of the act was
based upon the belief (1) that there was a “surplus”
of hogs and (2) that a reduction in hog supplies would
increase both hog prices and the incomes of hog pro-
ducers. The “surplus,” to be sure, had not resulted in
large accumulations of stocks as had been the case with
such relatively non-perishable commodities as wheat and
cotton. Rather, because of the perishable nature of the
product, it had resulted in extremely low prices. The ex-
cess supply of hog products was attributed on the one
hand to the decline in horse numbers, which released a
large quantity of corn (most of which was fed to hogs).
On the other hand, exports of hog products had dropped
sharply, thereby forcing a larger proportion of the in-
creased supply into domestic consumption. The belief
that curtailment of production would increase hog prices
and hog producers’ incomes was based upon the observed
relationship between hog supplies and prices in the past.
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The reduction tn corn production was felt to be a
necessary concomitant of a reduction in hog production.
Otherwise, the pressure of an excess supply of corn
would soon defeat any attempt to control hog supplies.*
Under the circumstances, the employment of the “cen-
tralizing power of the government” to obtain a result
that could not 'be accomplished through the unco-
ordinated efforts of individual producers was felt to be
justified.

The development of the livestock program lagged
somewhat behind the development of the programs for
wheat, cotton, and tobacco. This slowness was due only
in part to the difficulties inherent in planning a program
for an industry with interlocking relationships such as
exist between all livestock production and all feed pro-
duction. In the first place, the efforts of the AAA im-
mediately after its organization were devoted largely
to the development of the program for wheat and cotton.
Because these crops were beginning to mature in the
South, immediate action was essential if their prices and
their producers’ incomes were to be increased in 1933.

In the second place, there was more consensus of opin-
ion, both within and without the AAA, with respect to
the measures to be undertaken for wheat and cotton (par-
ticularly the former), than there was for livestock. It
was almost a foregone conclusion that a “voluntary do-
mestic allotment with production control” plan would
be initiated with respect to wheat. But despite the fact
that nearly every relief proposal since 1920 had in-
cluded hogs as one of the commedities to be singled out
for special attention, there was no plan that had the

*Indeed, the view was soon advanced and later rather widely held
that the basic problem was that of controlling com production. See
Chap. VIIL
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support of a substantial number of growers, farm lead-
ers, or agricultural economists.

In the third place, the different viewpoints of admini-
strative officials with respect to the causes and cure for
the economic difficulties of livestock producers tended to
delay the adoption of a livestock program. Secretary
Wallace was convinced that the Corn Belt’s difficulties
were due to a surplus of corn and hogs. Appearing be-
fore the Senate Committee of Agriculture in favor of the
bill, he stated:

I would like to tell you gentlemen with the greatest possible
emphasis, that the over-production in the corn-hog region is
more serious in my opinion than one person in a thousand ap-
preciates. . . . I estimate that it will be apparent within the next
two or three years that we have at least 20 million surplus acres
of corn either in the form of corn or in the form of livestock
made out of corn.?

Administrator Peek, however, felt that the difficulties
were due to the loss of the export market and to the
increase in the costs of distribution. Appearing before
the Senate Committee on Finance he stated that emer-
gency agricultural relief legislation was “necessary and
imperative pending the development of a comprehen-
sive national program for agriculture and the opening
of normal markets through international trade agree-
ments, reciprocal tariffs, application of foreign debt to
payment in whole or in part of our exports. . . .”* Before
the Senate Committee on Agriculture he said:

I think that the difficulty with hogs lies in the processing in-
dustry, in the distributing system, and I regard the straightening

Y23 Cong. 1 sess., Agricultural Purchasing Act to Increase Farm
Purchasing Power, Hearings before Senate Committee on Agriculture and
Forestry on H.R. 3835, p. 141 (1913). '

72 Cong. 2 sess., Investigation of Economic Problems, Hearings before
Senate Committe on Finance, p. 126 (1933).
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up of the distributing system the essential thing in connection
with hogs.*

Though the opinion held, and consequently the remedy
advocated, by Secretary Wallace finally prevailed,
these differences of opinion did not facilitate the in-
auguration of a corn-hog program.

In the fourth place, by the time the Adjustment Ad-
ministration had turned somewhat belated attention to
livestock, the AAA had evinced a determination to secure
the active participation of producers in both the admini-
stration and the development of commodity programs.
Since no existing producers’ organization was felt to be
qualified to represent the corn-hog growers of the Corn
Belt, additional time was consumed in organizing such
a group and orienting its members with reference to
the problem, The absence of group action or thinking by
producers on the subject reflected the apathy of the
whole Corn Belt toward proposals for relief during the
decade of the twenties.®

The initial steps in the development of the corn-hog
program were taken shortly after A, G, Black took up his
duties as chief of the Corn-Hog Section on June 14,
1933.° Prior to the passage of the Adjustment Act, a
committee composed of members of the Bureau of Agri-

‘23 Cong. 1 sess,, Hearings before Senate Committee on Agriculture
and Forestry on H. R. 1835, p. 76.

®Even if the AAA had felt it desirable to attack the whole live-
stock problem as a unit, such an approach was rendered extremely diffi-
cult, if not impossible, by the exclusion of cattle and all feed grains
except corn from the list of basic commodities in the original Agricul-
tural Adjustment Act.

*Dr. Black was on leave of absence from his position as head of the
Agricultural Economics Section, Iowa State College. Guy C. Shepard,
who until his retirement in 1931 had been associated for many years
with the Cudahy Packing Co., had been appointed chief of the Meat
Processing and Marketing Section on May 21, 1933, and was already
co-operating with the packing industry in an attempt to develop 2 mar-
keting agreement for meat processors.
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cultural Economics had been appointed by the Secretary
of Agriculture to determine ways and means of improv-
ing the economic situation of hog producers under the
powers Congress was expected to grant to the Secretary
of Agriculture, Shortly after the act was passed a num-
ber of the members of this committee met with a group
of Corn Belt economists in Chicago for the same purpose.
While the deliberations of these two groups probably
clarified the thinking of a number of individuals who
later assisted in the development of the corn-hog pro-
gram, they did not as a whole contribute directly to the
corn-hog program actually developed.

‘The real beginnings of the corn-hog program are to
be found in the joint deliberations of the National Corn-
Hog Committee of Twenty-five and the Adjustment
Administration which were held late in July 1933.]
Both the members of the committee and the representa-
tives of the AAA agreed at this time that, in view of the
lateness of the season and the prospective.short corn
crop in 1933, an emergency measure to increase corn
prices by destroying part of the growing crop was un-
necessary.® The conferees did feel, however, that im-
mediate efforts should be made to increase hog prices,
for two reasons: (1) they were at their lowest levels
in 50 years and prospective marketings indicated a con-
tinuation of these low levels, and (2) because of the

! This committee was organized under the auspices of the AAA to give
proper representation to producers in the formulation of a program.
Its members were elected by a meeting of the accredited delegates from ten
Corn Belt states held in Des Moines, Towa on July 18, 1933. See D, A,
FitzGerald, Corn and Hogs under the Agricultural Adjustment Act, pp,
m;flfl'ieir decision was no doubt influenced by the fact that the farm price
of corn was nearly 300 per cent higher in July than it had been in the
previous Januzry. This rapid advance in corn prices was due in part to un-

favorable weather, but, as became apparent later, more largely to the
speculative boom which collapsed shortly thereafter.
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length of time necessary to produce a hog crop, hog
prices could not be favorably affected by a program to
curtail hog production until after the fall pig crop of
1933 had been marketed in the spring and summer of
1934. In order to get a less delayed response in hog
prices than would result from a production contro! pro-
gram, they recommended that 2 billion pounds of pork
be removed from the domestic market during the 1933-
34 marketing year, by any one or more of five methods:
(1) selling or donating pork to relief agencies under
agreement that their normal meat purchases would not
be reduced; (2) making low-grade hogs and hog prod-
ucts into tankage and the lard from them, if necessary,
into soap; (3) making benefit payments to farmers for
the marketing of light pigs and “piggy” sows; (4) in-
creasing exports; and (5) levying a substantial process-
ing tax on all hogs marketed at weights above 235
pounds.

The emergency hog marketing campaign evolved by
the AAA was a combination of the first three of these
suggested methods. The objective of this campaign was
the reduction of market supplies of hogs, largely in
1934 through the purchase of 4 million pigs and 1 mil-
lion brood sows at premium prices in late August and
September 1933. (See Chapter IV.)

Chronologically, the next step in the evolution of the
corn-hog program was the development of the 1934
corn-hog reduction program, The Secretary of Agricul-
ture had taken pains upon more than one occasion to
point out that the emergency measures taken by the
AAA would in the long run do producers more harm
than good if they were not followed at once by a more
permanent plan involving production control. The Corn-
Hog Committee was in substantial agreement with this
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view, and convened in Chicago September 20-21, 1933,
for the purpose of developing a program of production
control. Several members of the AAA met with the com-
mittee and Secretary Wallace himself attended some
of the meetings. Most members of the committee and all
representatives of the Administration accepted the thesis
that, in view of prospective supply and demand condi-
tions, a reduction in the production of both corn and
hogs was necessary, and that this should be accomplished
by invoking those provisions of the act which permitted
the Secretary to enter into contracts with individual pro-
ducers to reduce production. Beyond that point, how-
ever, individual opinions differed widely, and working
out 2 program proved a difficult task. At least five pro-
posals were made which differed enough from one an-
other to be considered separate plans. Numerous modifi-
cations and combinations of these plans were suggested
before the compromise program recommended to the
Secretary was decided upon.

Little difficulty was encountered in arnvmg at the
conclusion that corn production should be reduced by
acreage rental—the proposal being to reduce corn pro-
duction in 1934 by 600 million bushels from the post-
war level, paying producers for the acres rented to the
Secretary at the rate of 30 cents a bushel on average
yields. The real controversy developed in attempting
to agree on methods of curtailing hog production. Here
two important questions presented themselves. First, was
an accurate record of individual farmers® production in
some previous year or years available which would fur-
nish a “base” from which to compute the amount of re-
duction which each contracting farmer should make?
Second, would it be possible to see that individual pro-
ducers actually reduced hog production as they had con-



58 LIVESTOCK UNDER THE AAA

tracted to do (that is, to check compliance)? The ma-
jority of the committee decided that “no” was the answer
to the first question and probably the second also, but
that it mattered little about the second since the answer
to the first was negative. Consequently the committee ad-
vocated two temporary expedients designed to reduce
hog tonnage while the necessary base period production
figures were being obtained and a method of checking
compliance was being developed. These suggested ex-
pedients consisted of paying “benefits” of $1.00 2 hun-
dredweight on all hogs marketed weighing 220 pounds
or less, and of requiring contracting farmers to reduce
the number of hogs marketed by an amount equal to
their reduction in corn production (at some such ratio
as one hog for every 20 bushels of corn). The committee
further recommended that the program be made im-
mediately effective by pegging hog prices at parity
f.0.b. Chicago, and that it be financed by a hog processing
tax of $2.00 2 hundredweight.

The AAA modified the program recommended by
the committee in some respects and completely changed
it in others. It accepted the proposal for reducing corn
production with slight modifications, but it reversed the
committee’s decision that it was impossible to get a
reasonably satisfactory record of individual “base” pe-
riod hog production, The AAA decided that local com-
mittees of farmers could adjust the production claims
of individual farmers in a community so that they were
equitable as among farmers, even though biased con-
siderably for the community as a2 whole; and that the
Administration could equitably remove these community
biases by the use of the production and marketing rec-
ords of the Bureau of Agricultural Economics, tax as-
sessors’ reports in @ number of states, 1930 census data,
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and other available statistical material. The temporary
expedients suggested by the committee were therefore
discarded. Instead the AAA decided to reduce hog pro-
duction by requiring each contracting farmer to decrease
the number of hogs raised from 1934 litters for sale
25 per cent below the number so raised from the aver-
age of 1932 and 1933 litters. The plan to peg hog
prices was rejected, one sufficient reason being the practi-
cal impossibility of financing it with even the highest
legal rate of processing tax, much less with the $2.00
rate recommended by the committee.

Having come to these conclusions, the AAA called
the Executive Committee of the Corn-Hog Committee
to Washington in order to acquaint its members with
the problems encountered in attempting to develop the
plan suggested by the committee, and to get their reac-
tions to the proposed changes. Most members of the
committee were skeptical of the practicability of the re-
vised plan but could suggest nothing better and perforce
accepted it. Shortly thereafter, on October 17, 1933, the
main features of the corn-hog reduction program for
1934 were announced by the Secretary of Agriculture.

The first stage in the development of the livestock
program included two other supplementary measures
conceived and initiated in the fall of 1933. The first of
these was the plan for making extensive purchases of
“fat” hogs for relief distribution. This was designed,
as far as the AAA was concerned, to supplement the
price-raising effect of the emergency hog marketing cam-
paign by reducing the supply of hogs available for com-
mercial slaughter and distribution. Such a plan had been
frequently recommended and considered during the sum-
mer but became feasible only when'the Federal Surplus
Relief Corporation was established in October 1933.
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The details of the plan were announced on November
4, 1933 and initial purchases were made about two weeks
later.,

The second of these supplementary measures was the
1933-34 corn loan. It will be remembered that the origi-
nal decision of the Administration about mid-summer
1933 was to make no attempt to reduce 1933 corn sup-
plies because of the prospective short corn crop. But corn
prices declined sharply after the end of July and by
October this fact and a combination of other influences
made some action seem essential. Farm unrest in the
Corn Belt seemed at that time to be widespread. A group
of Mid-West governors was demanding price fixing.
Administration leaders began to realize that it would be
impossible to get the first instalment of the benefit pay-
ments to be paid farmers for reducing corn and hog pro-
duction in 1934 into the Corn Belt by December 1, 1933
or even shortly thereafter. These farmers were de-
manding as favorable treatment as that accorded to cot-
ton farmers, who were permitted to borrow 10 cents a
pound on warehouse cotton—more than its market value.
Corn Belt leaders were arguing that if similar corn loans
were not made possible the greater part of the benefits
of the proposed reduction program would accrue to the
grain trade. They held that farmers would be com-
pelled to sell their corn outright at the existing low
prices, and that the trade would buy the corn and wait
for the reduction program and other policies initiated
by the Roosevelt Administration to increase corn prices.
Consequently, in a radio address on the evening of Oc-
tober 25, 1933, the Administrator of the Agricultural
Adjustment Act announced: “It has been decided to
make loans on corn properly warehoused and sealed on
the farm in states where there is a farm warehouse act.”
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The first loans were made about one month later. At that
time the corn loans were considered of emergency char-
acter only, designed to secure for farmers immediately
some of the benefits of the enhanced prices that were
expected to result from the corn-hog reduction program.
The 1933-34 corn loan constituted the last of the meas-
ures devised during the early stages in the development
of the livestock program, The corn-hog adjustment pro-
gram was carried over with some changes into the
following year, There was also an extension of the corn
loan program, which by this time had come to be looked
upon as a permanent part of the corn-hog program. The
modifications in these measures resulted in part from the
1934 drought and in part from the experience gained in
1933-34. A consideration of them and of the govern-
ment cattle purchases caused by the drought will, there-
fore, be delayed until after an examination of the ad-
ministration and operation of the early measures.



CHAPTER 1V

EMERGENCY REDUCTION OF
HOG SUPPLIES

When the National Corn-Hog Committee met with
the Agricultural Adjustment Administration in Chicago
on July 20-21, 1933, hog prices were lower relative to
their fair exchange value than any other major agri-
cultural commeodity.* Corn prices, along with the price
of grains, cotton, and many other commodities, had ad-
vanced sharply during the speculative boom which fol-
lowed the initiation of the economic and monetary poli-
cies of the Roosevelt Administration. Moreover, the
July 1 crop report indicated the probability of a short
1933 corn crop. Cattle prices had recovered somewhat
from the previous winter, when they were at the lowest
level in 2§ years, and by mid-summer were about 7§
per cent of parity, Hog prices, at 51 per cent of parity
(July 135, 1933), were held to demand immediate at-
tention.

The problem was to develop feasible plans that would
have an immediate price-raising influence. The estimated
number of hogs actually being fattened for market on
June 1, 1933 was 20 per cent larger than at the same
time a year earlier. The June 1 pig survey indicated that
farmers intended to increase their fall pig crop 8 per
cent above that of the previous fall, Total federally in-
spected slaughter in prospect for 1933-34° appeared
to be as much as 50 million head (neglecting for the
moment the possible influence of the short corn crop then

* Fair exchange value and parity price are hereafter used interchange-
ably. Though the AAA has made this interpretation, there is some doubt
as to whether this was the intention of the Agricultural Adjustment Act.

*Oct. 1, 1933 to Sept. 30, 1934.

62
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in prospect) as compared to a prospective slaughter of
47.5 million in 1932-33 and actual slaughterings of
46.5 million in 1931-32. If nothing were done to reduce
the number of hogs on farms and the number of sows
farrowing in the fall of 1933, it was held certain that
market supplies would be extremely burdensome and
hog prices extremely low until the fall of 1934 at least.

THE EMERGENCY HOG MARKETING CAMPAIGN

The first answer to the problem of reducing the sup-
ply of hogs already in existence and in prospect in the
near future was the emergency hog marketing campaign.®
This plan in its original form proposed the purchase by
the AAA of 4 million pigs weighing not less than 2§ nor
more than 100 pounds, and 1 million pregnant sows
weighing not less than 273§ pounds, the product of these
animals to be diverted into non-commercial channels.
Market supplies would be reduced during the winter of
1933-34 by the removal of the pigs and during the sum-
mer of 1934 by the removal of sows. It was felt that a
total reduction of 1.8 billion pounds in 1933-34 supplies
might result if the campaign were successful. This repre-
sented about 16 per cent of the prospective supply, and,
according to AAA estimates, the reduction was expected
to increase hog prices 2§ to 30 per cent for the season.
With favorable conditions in other respects this might
result in average hog prices about two-thirds of parity.

The key to the plan was contracts between individual
packers and the Secretary of Agriculture in which the
latter authorized the former to purchase and process,
under specified conditions, pigs and sows for the account
of the Secretary. Consequently the existing market mech-

* More fully discussed in D. A. FitzGerald, Corn and Hogs under the

A gricultural Adjustment Act, pp, 17-49; and 73 Cong, 2 sess., Emergency
Hog Marketing Program, 8, doc. 140,
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anism was used almost in zozo. Inspectors of the Bu-
reau of Animal Industry of the United States Depart-
ment of Agriculture were employed to decide upon the
eligibility of the pigs and sows offered, to assist in the
conduct of the buying, to supervise the processing, and
to certify to the purchases of each packer so that he could
be reimbursed for the animals bought and for the proc-
essing. The schedule of charges for processing, storing,
and so forth was determined upon through conferences
of packers and the AAA and set forth in the contracts.
~ This plan was adapted from the suggestions of the
National Corn-Hog Committee made at the end of their
conference on July 20-21, 1933. It was announced by
the Secretary of Agriculture on August 18; and by Au-
gust 23 arrangements had been completed and purchas-
ing begun at Chicago, Omaha, and Kansas City. By the
25th arrangements were completed at 36 additional
points; and by September 7, 139 packing plants at 82
processing points had been authorized by contract to
purchase, process, and otherwise handle pigs and sows
for the account of the Secretary.

The prices which the packer was authorized to pay for
the pigs ranged from $9.00 a hundredweight for those
weighing from 2§ to 30 pounds down to $6.00 2 hun-
dredweight for those weighing from 96 to 100 pounds.
This price schedule was applicable at Chicago and some
points in Michigan and Ohio, but varied at other points
by amounts about equal to the normal market differen-
tials. These “government” prices were at least double
the regular market prices for pigs of comparable
weights; in fact, they were considerably more than
double if allowance is made for the fact that the pigs
bought during the campaign were somewhat below aver-
age in quality and vitality.
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Packers were authorized to pay market prices plus a
premium of $4.00 a head for eligible sows (sows “plain-
ly and visibly pregnant”), and in addition were required
not to make the 40-pound “dock” in weight customary
when such animals are sold on the commercial market.
The government price on sows was about §0 per cent
above their market value,

The packers were required to make dry salt meat
from the sows and the 80 to 100 pound pigs, and grease
and fertilizer tankage from the 25 to 80 pound pigs.*
Prior to the initiation of the campaign the Federal Emer-
gency Relief Administration had contracted to purchase
up to 100 million pounds of the dry salt pork for dis-
tribution to families on relief rolls, at a price (3 cents a
pound) that would approximately defray the cost of
cutting, packing, and shipping. The plans contemplated
disposal of the grease and fertilizer tankage by sale
through regular commercial channels.

Four serious difficulties arose during the conduct of
the campaign that necessitated considerable modification
of the original procedure. The first problem was to ad-
just receipts of pigs to the processing facilities of author-
ized packers. The number of pigs sent to market during
the first three buying days in response to the “gov-
ernment” offer was much larger than the processors
could slaughter. Consequently, a temporary embargo
on such receipts had to be established until the packers
could dispose of this initial glut. During the embargo,
under the general direction of the AAA the several

* During the last week of the campaign, pigs weighing from I71 to 100
pounds were processed into dry salt pork. It is impossible to dehair pigs
weighing much less than 0 pounds with the mechanical dehairing
equipment available in most plants, and dehairing by hand would have

slowed up the campaign considerably. Moreover, it is relatively very
costly,
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markets evolved systems for keeping receipts in line
with processing capacity. The procedure differed from
market to market, but consisted essentially of restricting
market receipts of pigs through the issuance to producers
of written permits to ship a number of pigs equal to the
number that processors could handle. This permit system
was almost immediately effective in controlling receipts.

The second problem was to see that these permits were
issued only to bona fide producers. Throughout the cam-
paign, producers complained that local livestock dealers
could easily obtain permits to ship large numbers of pigs
even though, after September 1, AAA instructions re-
quired that such permits be issued to original owners
only. In some cases, local dealers made fraudulent re-
quests for permits, which were issued in good faith.
In other cases, permits were obtained through collusion
with the issuing agency. This difficulty was never solved
to the satisfaction of producers. On the whole, however,
the activities of these speculators did not bulk large in
relation to the total number of pigs and sows bought by
the AAA, Though complaints continued throughout the
whole buying campaign, they decreased materially after
the initial rush of producers to sell was over and as the
requests for, and the issuance of, the permits to ship were
more and more carefully scrutinized.®

The third problem was to satisfy the demand on the
part of these bona fide farmers for permission to ship.
The difficulty was not only that producers wished to sell
many more pigs than the government had originally

*The AAA investizated a large number of these complaints, Up to
Apr. 1, 1935, 17 indictments which involved 75 or 8o individuals had
been returned. In the three cases so far completed the parties indicted

plead guilty and were fined and given suspended sentences. The re-
maining cases are awaiting trial,
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proposed to buy, but also that the demand for an oppor-
tunity to sell was most insistent in many areas where
processing facilities were inadequate to handle the vol-
ume of pigs offered. These difficulties were surmounted
by increasing the number of pigs bought to over 6 mil-
lion; by reallocating slaughter quotas; and by moving
pigs, in some cases considerable distances, to processing
plants which were able to handle more pigs than the
farmers in their localities offered.

The fourth problem was to increase the number of
sows being purchased since such purchases were running
far below the original objective, In an effort to do this
the minimum weight was reduced from 275 to 240
pounds, while at some markets a somewhat more liberal
interpretation was given to the words “soon to farrow.”
These modifications, however, resulted in only a slight
increase in sow purchases. Moreover, it appears probable
that the great majority, if not 2ll, of the sows purchased
by the government would have come to market before
farrowing anyway. A relatively small premium above
market prices on sows, especially as compared to the
large premium on pigs, seems to have been the most im-
portant reason for the small number of sows offered
by producers.

The obvious remedy, an increase in the sow bonus,
was ruled out by AAA officials because they felt that it
would be unfair to producers from whom sows had al-
ready been purchased. This does not seem a very valid
ground for the decision, since less than 2 5,000 sows had
been purchased at the time and it would not have been
an unduly difficult task to make supplementary pay-
ments to producers who had already sold their sows.
It would seem’that more importance: should have been
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attached to reaching, or at least more nearly approach-
ing, the original objective of purchasing 1 millicn head
of sows.®

The AAA has intimated, moreover, that the poor re-
sponse to the sow offer permitted a 50 per cent increase
in the number of pig purchases without exceeding the
amount originally budgeted for the entire emergency
program.” This increase in the number of pigs purchased
would have been possible, however, even if the sow
bonus had been doubled or tripled, since the estimated
cost of pig and sow purchases exceeded the actual cost
by 20 million dollars. At all events, less than one-quar-
ter of a million sows were purchased as contrasted with
the original plan of purchasing 1 million. Moreover,
most if not all of these 200,000 sows would probably
have been marketed anyway.®

A total of nearly 6.5 million pigs and sows was pur-
chased by the government during the emergency cam-
paign. The table on page 69 shows the distribution of
these purchases according to light pigs processed into
inedible products and heavy pigs and sows processed
into edible products, their respective totals and average
weights, and the total and average cost of the live ani-
mals,

The Corn Belt naturally furnished an overwhelming
majority of these animals—more than four-fifths of the
total. South Dakota led in the sale of light pigs, Mis-
souri in the sale of heavy pigs, and Iowa in the sale of
sows, Sales were closely associated with 1933 crop pros-

It is doubtful if Administration leaders ever expected to reach this
goal, but certainly they expected to approach it more nearly than they
actually did.

' Agricsdtural Adjustment (G-8), AAA, p. 116,

* See FitzGerald, Corve and Hogs under the A gricultural Adjustment 4ct,
p. 101,
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pects. South Dakota, with the smallest corn crop prospect
in years, led in the proportion of inventories sold, closely
followed by Kansas. Other drought areas likewise took
the opportunity to liquidate heavily. Iowa and Nebraska,
on the other hand, with a 1933 corn crop about average
or better, sold but a small percentage of the hogs they
had on hand during the emergency campaign.

Just over 1 million pounds of dry salt meat (before
shrinkage and cure) was obtained from the heavy pigs

Pta AND Sow Purchases oN GOVERNMENT ACCOUNT®
Avgusr 23, 1933-OcroBer 7, 1933

Live Weight . .
(I: ;ouer:ga) Live-Weight Cost
Classification|INumber of
Head Per Per | Per
Total  |Head Total cwt. | Head
Light pigs. . .| 5,105,067 (270,573,305 | 53 [$21,350,742 I$7.89 | $4.18
Heavy pigs. .|1,083.650 | 93.816.471 | 87 | 5.928.178 | 6.32 | 5.47
Sows....... 222,149 79,100,364 | 356 | 3,355,182 | 4.24 | 15.10
Total. .... 6,410,866 |443,490,140 $30,643,102 |

* Adapted from Agricultural Adjusiment (G-8), AAA, pp. 321-22,

and sows. This meat, turned over to the FERA, was all
distributed by February 1, 1934. About 22 million
pounds of grease obtained from the light pigs was sold
through the regular channels of trade late in 1933 at
about 2.6 cents a pound. Some 12,000 tons of tank resi-
due was obtained from the same source. About 5,000
tons was made into fertilizer tankage and later sold.
The remainder was disposed of during the emergency
marketing period because drying and storage facilities
at a number of points were inadequate and the market
value of the finished fertilizer tankage did not justify
the extra expense of drying and storing. The remaining
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by-products from the slaughter of the sows-and heavy
pigs, of which lard was the most important, were re-
tained by the packers, the government receiving credit
for them at the rate of 35 cents a 100 pounds (live
weight).

The net cost of the emergency campaign to the AAA
was approximately 33 million dollars.” The biggest single
item was payments for pigs and sows. This amounted to
30.5 million dollars, of which producers probably re-
ceived 24 million. Payments by the AAA to packers for
processing amounted to 2.5 million dollars. Finally,
perhaps $500,000 of administrative cost can be rather
definitely allocated to the emergency hog marketing
campaign.’ As authorized by the Agricultural Adjust-
ment Act, funds to conduct the campaign were advanced
to the AAA by the Treasury. The latter was reimbursed
from the proceeds of a processing tax on hogs which
went into effect on November 5, 1933.

The emergency campaign appears to have had little,
if any, effect on fat hog prices during the last half of

* This does not include $2,916,000 paid to the AAA by the FERA as
reimbursement at the rate of 3 cents a pound for cutting, packing, and
shixping the salt pork to local relief agencies,

Just over $6c0,000 was received from the sale of grease and fer-
tilizer tankage. This sum went into the general funds of the Treasury,
however, and not into those of the AAA,

™ This does not include general “overhead” but does include the cost
of Bureau of Animal Industry inspection, field office expense, and nearly
$400,000 for field audit. This latter item may be reduced materially by
transfers of part of this expense to other commodity programs currently
(May 1935) being made.

“ Though the campaign was financed from the proceeds of a processing
tax on hogs, it was not conducted, as one might expect, pursuant to the
authority granted the Secretary of Agriculture to use part of the proceeds
of a processing tax for the “removal of surpluses.” Instead the amounts
paid for the pigs and sows were designated as “benefit payments,” This
procedure fulfilled the legal requirement that the Secretary announce his
intention to make rental or benefit payments to producers before a
processing tax could be collected.
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1933. Since the heaviest pigs bought weighed only 100
pounds, commercial supplies were not appreciably af-
fected until after January 1, 1934. Any anticipatory ef-
fects which this reduction in supply might have had on
hog prices were obscured by other influences. During the
first week or ten days of the actual buying period, fat
hog prices may have been slightly depressed because the
whole market mechanism had turned its attention to the
disposal of the initial glut of pigs. This condition, how-
ever, did not last long. Apparently the purchases of sows
did have some strengthening effect on packing sow
prices. Since it appears probable that most of these
222,000 sows would have come to market anyway, their
removal by the AAA reduced commerdal supplies by
8 or 10 per cent in September 1933.* Receipts of sows
during July and August 1933 had been unusually heavy,
and sow prices had declined sharply between mid-July
and the end of August while butcher hog prices had re-
mained relatively steady. After the middle of August,
sow prices strengthened relative to butcher hog prices,
and by the end of October had recovered nearly one-
half of their mid-summer drop.

A consideration of the effect of the emergency hog
marketing campaign on hog supplies and prices in 1934
will be deferred until after a discussion of the second
emergency measure undertaken to increase hog prices by
reducing commercial hog supplies.

RELIEF PURCHASES OF HOGS AND HOG PRODUCTS

The second of the two emergency measures employed
by the Administration to support hog prices until such
time as the production reduction program became effec-

™ Lard and other by-products from these sows did enter commercial
channels; but due to the method of processing the dry salt pork for gov-
ernment account, the yield of lard was only about one-third of normal,
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tive in reducing market supplies, was the purchase be-
tween November 1933 and September 1934 of the
equivalent of 2 million hogs for distribution in processed
form to families on relief rolls.** These purchases were
jointly undertaken and financed by the Agricultural Ad-
justment Administration and the Federal Surplus Relief
Corporation. Unlike the purchases made during the
emergency hog marketing campaign, these relief pur-
chases were specifically planned to obtain hog products
for the needy as well as to remove an agricultural “sur-
plus” and increase hog producers’ income. Here, how-
ever, the relation between these purchases and the
declared policy of the Agricultural Adjustment Act to
promote agricultural recovery is the primary concern.
The purchase of pork products for free distribution
to the needy was included among the earliest proposals
made in the summer of 1933 for immediately ameliorat-
ing the condition of corn-hog producers. On September
21, 1933 the National Corn-Hog Committee of Twenty-
five had advocated its adoption as a supplementary
means of maintaining hog prices at parity f.o.b. Chicago.
The AAA, while doubtful of its efficacy in this respect,
did feel that a reasonable volume of such purchases at
judicious intervals throughout 1933-34 would support
hog prices when it appeared that supplies would be most
“burdensome.” While the Adjustment Administration
was considering purchases of pork for relief purposes
primarily from the point of view of relieving the market
of burdensome supplies, the Relief Administration came
to the conclusion that the needs of families on relief for
certain staple foods could be best met by purchasing
these supplies and distributing them through local relief

“ More fully discussed in FitzGerald, Corn ond Hogs under the Agri-
cultural Adjustment Act, pp. 49-55.
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agencies. This belief was perhaps based in part on the
success then being attained in the distribution of the salt
pork resulting from the emergency pig campaign. As
a result the Federal Surplus Relief Corporation was es-
tablished (October 4, 1933) as a subsidiary of the Fed-
eral Emergency Relief Administration for the twofold
purpose of buying and distributing staple necessities to
the needy unemployed and at the same time reducing
the surplus of agricultural products. No definite pro-
cedure for financing the purchases was established at the
time. Funds, it was presumed, would be made available
by the FERA if relief needs were paramount, by the
AAA if removal of surplus loomed large.

Plans for the purchase of “a maximum of 300 million
pounds of pork products, the equivalent of 3 million
live hogs,” during the ensuing seven or eight months,
were announced on November 4, 1933. These plans con-
templated the purchase of pork products processed ac-
cording to government specifications by packers submit-
ting acceptable bids. The original agreement was that
such purchases would be jointly financed by the AAA
from a portion of the proceeds of a processing tax on hogs
and by the FSRC from funds provided by the FERA,
Bid specifications included the requirement that the
product, dry smoked pork sides, be processed from hogs
of average good quality weighing between 100 and 215
pounds. These purchases were to be made through the
winter and spring of 1933-34. Bids for the first 75 mil-
lion pounds were to be opened on November 7, 1934.
Bids were submitted at that time for only 4§ million
pounds and accepted for only 34 million pounds—Iless
than half the amount originally requested. Based on
average processing costs, the average of the bids accepted
was equivalent to about $5.50 a hundredweight of live
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hogs. As it turned out, packers were able to buy hogs
to fill these contracts at about $3.50 a hundredweight,

Partly in order to prevent a recurrence of this ap-
parently wide “spread,” and partly for other reasons, the
purchasing procedure was revised. Live hogs were pur-
chased at market prices by the “government” (packers
acting as buying agents) and processors bid for contracts
to process these hogs and store the product. Between
November 1933 and June 1934, 1,386,000 hogs were
handled in this manner,” though late in January Secre-
tary Wallace professed his disappointment in what he
termed the lack of co-operation given by the packers in
the purchase of surplus meat for relief distribution, The
difficulties between the Secretary and the packers were
soon adjusted so as to permit the continuation of these
live hog purchases, During the last few days of January
and the first part of February there was even an increase
in the rate of purchase. Furthermore, at the urgent re-
quest of the packing industry, awards were made for the
purchase of 8.5 million pounds of commercial cuts and
10.7 million pounds of lard to relieve the commercial
market of what the industry termed “distress” supplies.
Bids on these products had been opened on January 20
but no awards had been made pending the ironing out
of the disagreement between the AAA and the proces-
sors, Additional purchases of pork products were made
periodically thereafter until September 1934. In all,
more than 3§ million pounds of commercial cuts and
nearly 24 million pounds of lard were purchased be-
tween January 31 and July 19, 1934 for distribution to

" Including some 130,000 head purchased by the FSRC in November
and December 1933 in an abortive effort to “peg* hog prices. The policy
of buying light hogs was continued, however, the average weight of all

the live hogs bought being 196 pounds as contrasted with the average
weight under federal inspection of 223 pounds.
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families on relief rolls.*® This represented the equivalent
of approximately 541,400 live hogs with a live weight of
perhaps 125 million pounds.

Total purchases of hogs, commerdial cuts, and lard
through the 1933-34 hog marketing year were, conse-
quently, the equivalent of 2,031,638 hogs with a live
weight of 380,201,000 pounds. This represents 3.8 per
cent of the live weight of all hogs slaughtered under fed-
eral inspection in that year, and almost exactly two-
thirds of the volume of purchases originally contem-
plated.” During December, January, and February,
when purchases for relief were the heaviest, they repre-
sented about 6.7 per cent of the federally inspected
slaughter (live weight) of hogs.

™ Purchases under the award made July 19 were not completed until
September 1934.

" The Department of Agriculture’s report on hogs slaughtered under
federal inspection in 1933-14 includes hogs slaughtered for government
account and pork products purchased for relief distribution. Estimates of
government purchases of hogs, commercial cuts, and lard (in terms of
numbers and live weight), from November 1934 to September 1934, are
tabulated below:

Live Weight Live Weight
Month Number (In thousands Month ~ Number (In thousands
of pounds) of pounds)
1933:
Nov. 200,963 36,790 May 186,848 31,828
Dec. 276,621 50,840 June 256,749 50,693
1934: Fuly 16,900 3,979
Jan. 412,976 72,154 Aug. 2,000 461
Feb, 186,242 73,831 Sept. 750 174
Mar. 141,712 28,398
Apr, 149,877 11,053  Total 2,031,638 380,201

Since all the government purchases of hogs and hog products for
relief distribution were slaughtered, or obtained from hogs slaughtered
under federal inspection, monthly inspected commercial slaughter figures
should be adjusted downward by the amounts shown above. A 10 per cent
allowance has been made for the fact that certain parts, principally lard,
of the live hogs slaughtered for government account were retained by the
packer and sold in commercial channels, Recent unpublished estimates of
the AAA indicate that a zo per cent rather than a o per cent allowance
should have been made for thess retained products.
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For individual days and weeks when government pur-
chases of live hogs were particularly large, prices were
obviously affected. From the point of view of the AAA,
one advantage of purchasing live hogs was the control
it gave over the volume of purchases from day to day.
Thus government purchases were increased before the
first of February and reinitiated around the first of
March to counteract the effect of the higher processing
tax rates which became effective February 1 and
March 1 respectively. Purchases were first reduced and
finally discontinued when receipts of hogs declined
sharply after the middle of February, but they were ex-
tended from June § to June 18 in order to lend further
support to the hog market through a period of heavy
receipts accentuated by the drought.

The relief purchases of live hogs probably maintained
light hogs at relatively higher prices than heavy hogs.
This was due to the requirement that hogs purchased
for government account must weigh between 100 and
200 (occasionally 210) pounds. It is doubtful, however,
if the total tonnage of hog marketings was appreaably
reduced by this proviso, as was expected when the pro-
gram was first announced. The incentive to sell hogs at
light weight was already great, owing to the very un-
favorable corn-hog ratio during and preceding the
months in which relief purchases of live hogs were made.
Consequently, an ample supply of light-weight hogs
was usually available with which to fill government
orders.

Live hogs for government account were bought “at
the market.” The cost per hundredweight of the govern-
ment purchases of these hogs ranged from 30 cents above
to 30 cents below the weekly average price of 160 to
180 pound hogs at Chicago. No attempt was made to in-
fluence the general level of hog prices by having packers
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pay out-of-line prices for government hogs.* This policy
was subject to some criticism by those producers who
erroneously believed that prices paid for the supplies
bought for commercial slaughter would be favorably
influenced if the supply for government use was pur-
chased at prices above the existing market.' On the few
occasions when the supply of hogs eligible for govern-
ment purchase happened to be small, buying on com-
mercial account came to a complete standstill until gov-
ernment orders had been filled. The remaining hogs, if
any, were then bought at prices in line with the market.

The AAA and the FSRC were, according to the origi-
nal plans, to finance these “relief” purchases jointly,
presumably on a 50-50 basis.* When buying plans were
revised the AAA paid the purchase price of the live hogs
and the FSRC paid all the costs of processing as well as
those of distribution.™ Purchases of commercial cuts and
lard were variously financed. The FSRC alone financed
the purchases of pork sides in November and several of
the periodic purchases of commercial cuts and lard. The
AAA alone financed one of the largest purchases of pork
products, and on one other occasion paid for the product
while the FSRC paid for the necessary additional proc-
essing,

In all, the AAA contributed 11 million dollars to-

™ Outside of the abortive attempts to “peg” prices in November. There
is no reason for believing that packers billed the government for the high-
est priced hogs they bought, while actually slaughtering for government
account hogs of poorer quality and lower cost, as was sometimes suggested,
In fact, all purchases for government account were supervised by an

inspector of the Bureau of Animal Industry, who certified the weight,
grade, and purchase price of these hogs.

* Cattlemen were particularly prone to criticize, for this reason, the
prices paid for canners bought during January and February 1934.

’dThe FSRC assumed, from the first, the entire cost of distributing the
products, :

™ The FSRC also paid for the 130,000 live hogs bought during Novem-

ber and December 1933, these purchases not being co-operative with the
AAA,
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ward the purchases of hog products for relief distribu-
tion—8.2 million dollars for 1,236,000 hogs having a
_total live weight of 214 million pounds, and the re-
mainder for 33 million pounds of commercial cuts and
lard. This 11 million dollars likewise represents the
total cost to the AAA of removing the equivalent of 2
million live hogs-weighing 380 million pounds from
commercial market supplies during the 1933-34

marketing year.”
RESULTS

These two emergency campaigns did not have, and
were not expected to have, much influence on the general
level of hog prices during the 1932-33 hog marketing
year. No purchases of hog products for relief use were
#hade before November 1, 1933, and, though the income
of hog producers in 1932-33 was increased by 22 million
dollars by receipts from the sale of pigs plus the bonus
on the sows sold during the emergency campaign, this
represented only a very small percentage of the gross
income of hog producers. Hog prices and the “purchas-
ing power” of 100 pounds of hogs, in fact, were almost
exactly the same in 1932 as in 1933.* The gross income
from hog production was 10 per cent larger in 1933 than
in 1932, primarily because of an increase in the number
of hogs marketed and secondarily because of the 22 mil-
lion dollars paid farmers during the emergency cam-

™ No estimates are available showing the amount that the FSRC paid
for processing live hogs or hog products. Even if there were, it would
be impossible to compare the prices paid by the FSRC for processing with
the margins between, say, live hog prices and the wholesale value of the
products of hogs slaughtered commercially, The reason is that packers
retained some of the products of the live hogs for their own use on the
one hand and were put to additional cutting, wrapping, and boxing expense
on the other,

* The average farm price of hogs in 1933 was $3.43 2 bundredweight

compared with $3.44 in 1932, Hog priccs were 43.6 per cent of their fair
exchange value in 1933 compared with 44.5 per cent in 1933,
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paign.* Failure of the AAA to increase hog prices in
1933 was not due to any lack of desire, but rather to the
difficulty encountered in finding any feasible means of
doing so in the limited time at its disposal.

It is extremely difficult to estimate with any degree of
accuracy the effect of the two emergency measures on
hog prices in 1933-34. Apparently the commercial sup-
ply of hog products obtained from slaughter vader fed-
eral inspection was reduced by about 1.4 billion pounds.
The emergency purchase of 6.1 million pigs accounted
for 1 billion;™ the purchase of 222,000 sows for 80
million (but this reduction occurred in 1932-33); and
the relief purchases for nearly 400 million. The total
reduction of 1.4 billion pounds in 1933-34 represents a
decrease of about 12.§ per cent in commercial slaughter
during the marketing year.

Perhaps hog prices were $1.75 higher on the average
during the 1933-34 marketing year than they would
have been if no emergency measures had been taken,
provided, however, that all other influences, both
planned and fortuitous, would have affected hog prices
in the same manner and to the same degree in the ab-
sence of the emergency measures as they actually did.
The gross income farmers received from the hogs they
sold was perhaps 20 per cent larger than it would have
been if these emergency purchases had not been made.

The analysis upon which these conclusions are based
is developed in Chapter X1I. It seems unwise to insert
it at this point, since in order to come to any conclusions

™ Presumably, though the evidence is by no means conclusive, the in-
come from the 1933 corn crop would have been reduced by the decrease
in the demand for corn resulting from the reduction in hogs except for
the offsetting influence of the 1953 corn loan,

® After allowing for slaughter not under federal inspection and a
somewhat larger than normal death loss if these pigs had been fed out.
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with respect to the influence of the emergency measures
on hog prices it is necessary to consider the influence
of other programs and factors that affected hog prices
and the incomes of hog producers. Indeed, these had
a more important influence, even in 1933-34, than did
the emergency hog marketing campaign and the relief
purchases of hogs and hog products. It is to a considera-
tion of these more influential measures that the discus-

sion now turns,



CHAPTER V

CORN-HOG REDUCTION IN 1934
—THE CONTRACT—

The emergency measures discussed in the preceding
chapter were never considered more than a temporary
expedient by which the situation in which hog producers
found themselves might be mitigated until production
control could become effective in reducing market sup-
plies.

The earliest attempts to develop the elements of such
a control program for corn and hogs were not made until
September 193 3. The first step, after deciding that direct
control of hog production was feasible, was to obtain
definitive answers to three crucial questions: (1) How
much reduction was desirable? (2) What constituted
“fair and reasonable” rates of rental and benefit pay-
ments? (3) How could the plan be financed? The prob-
lem was rendered unusually difficult because the answer
to any one question affected the answers to the others.
If, for example, a high rate of rental and benefit pay-
ments was determined upon, it would tend to increase
the amount of reduction since it would increase the num-
ber of co-operating farmers, but at the same time it
would render the problem of financing more difficult.

The AAA from the first had felt that a reduction of
about 20 per cent from the current levels of corn and
hog production would be most desirable—not because
a reduction of this amount would completely achieve the
objectives of the Agricultural Adjustment Act (unless
consumers’ incomes increased at an unexpectedly rapid
rate) but because it represented the approximate amount
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of the “surplus” in hog supplies' and because individual
producers could make a readjustment of this size with-
out reorganizing materially their normal farm practices.
Since it was not expected that all producers would be
willing and able to “co-operate” in the program, individ-
ual producers were asked to make a 25 per cent reduc-
tion in hog production and not less than a 20 per cent
reduction in corn production.

The payments decided upon were 30 cents a bushel
on the appraised yield of the land taken out of corn pro-
duction and $5.00 2 head on the hogs the producer was
permitted to raise for market. These payments were felt
to be large enough to be attractive and to assure pro-
ducers a larger gross income from co-operating than
from staying out of the program.*

The financing procedure decided upon was to collect
processing taxes on hogs and corn for a period of two
years and to allocate to the corn-hog program some 37
million dollars from the Bankhead fund.® The financial
problem had been complicated by the necessity of financ-
ing not only the benefit payments for hog reduction from
the proceeds of a processing tax on hogs, but also the
emergency hog marketing campaign, the AAA’s contri-
bution to the relief purchases of hogs and hog products,

' “Vast changes in our foreign and domestic demand situation since
the war have left us with an excess of at least one hog of every six hogs
grown in the Corn Belt in recent years and of around 20 million acres
of corn.® A4 A4 Press Release No, 893-94, Oct, 17, 1913,

*The hog payment was felt to be larger than necessary for these pur-
poses. Tt was set at this level (1) because hog producers’ incomes would
be raised at an earlier date than if they had to wait until their hogs
were sold before obtaining most of the gains expected from the reduction
in supply; and (2) becanse it was thought that to the extent that benefit
payments preceded the collection of processing taxes, the difference being
made up by Treasury borrowings, the effect would be “inflationary.”

*See Chap, VII,
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and a considerable proportion of the corn rental pay-
ments.

The difficulties of setting up the plan for reducing
corn and hog production were by no means at an end
with the making of these decisions. Before a contract
form and its associated documents could be prepared,
three important questions had to be settled, The first
concerned the determination of the base period produc-
tion of individual producers; the second involved the
permitted uses of the land rented to the Secretary; and
the third concerned the use of the productive resources
—land, labor, and equipment—released by the reduc-
tion in corn and hog production.

The period finally chosen as the base was the two
years 1932 and 1933. It represented a compromise be-
tween those who favored a base of three years or longer
and those who favored 2 one-year base. The principal
advantage of a long base period is that it tends to average
out the year to year variations in the production of in-
dividual farmers, many of which may be almost or en-
tirely fortuitous. The prime advantage of a short, recent
base period is that production data for it are usually
easier to obtain and are apt to be more accurate than pro-
duction data for a long period. In practice, individual
producers were permitted in certain cases to use some
other base, but the exceptions were not important.

It was originally proposed to limit strictly the use of
the land rented to the Secretary—the “contracted” acres,
They could be left idle or planted to additional per-
manent pasture, to soil improving or erosion preventing
crops, or to farm wood lots. When sign-up began in
February 1934, producers were permitted to plant only
a dozen permanent pasture crops on the contracted acres.
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Certain legume crops which producers were permitted
to plant on these contracted acres were specfically desig-
nated as soil improving crops which had to be plowed
under and not pastured or cut for hay. As the campaign
progressed, a great many additions were made to the
number of crops permitted to be grown on contracted
acres. Finally, when the 1934 drought became serious,
still further modifications were made.

A more elaborate attempt than in any other produc-
tion control program was made to prevent the land, Ia-
bor, and equipment released by the reduction in corn and
hog production from being used to increase other crops
(on land other than the contracted acres) and animal
products. The supplementary provisions designed for
the purpose proposed to restrict the total acres planted
to basic crops other than corn, as well as total acres
planted to all crops, to a number equal to the acres so
planted in 1932 or 1933, whichever was higher. Pro-
ducers who agreed to reduce corn and hog production
on one farm also agreed not to increase it on other farms
which they owned or controlled but which were not un-
der contract. In carrying out these supplementary pro-
visions, serious difficulties were encountered and numer-
ous modifications had to be made.

After decisions with respect to these three important
questions had been made, a contract form was prepared.
When filled out, this form was to show the major obli-
gations of both parties to the contract and to contain the
necessary information to determine the producer’s base
period production of corn and hogs, the required reduc-
tion in corn acreage and hog production, permitted pro-
duction in 1934, and payments due for fulfilling the con-
tractual obligations.*

* The contract form is reproduced as Appendix A of this book.
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A large number of difficulties and problems arose
when the contract form and the administrative rulings
which were legally part of the contract were being pre-
pared. The difficulties were fundamentally due to the ex-
treme variations in actual corn-hog farming conditions.
It was impossible to prepare a simple and uniform legal,
economic, and statistical mold into which all these vari-
ants would fit. These difficulties, though encountered in
every commodity program, were accentuated in the case
of corn and hogs by several factors: (1) two commodities
were being handled in one contract; (2) lack of accurate
livestock statistics made the determination of the hog
base difficult; and (3) the undertaking of an elaborate at-
tempt to prevent the reduction in corn and hog produc-
tion from leading to increases in other agricultural pro-
duction.

The members of the Corn-Hog Section made a con-
scientious effort to adapt the contract to as many of the
variations in actual farming conditions as was possible
without being inconsistent with the real objective of the
program to reduce production, Flexibility, however, in-
volved complexity, and administrative difficulties were
thereby increased. Every decision necessitated careful
consideration of the advantages and disadvantages of
alternative courses of action, and frequently the scales
hung in the balance. A determined effort was made to
provide for every possible contingency; but after the
contract was taken to the field from one to three dozen
changes were made in almost every one of its provisions.
At the time the contract itself was prepared, the supple-
mentary list of administrative rulings numbered j32.
Before the program was over, this list had expanded to
67 formal rulings and more than 60 interpretations of
one kind or another.
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Some of the more important problems encountered
during the preparation of the contract and administrative
rulings and the conduct of the campaign will be con-
sidered briefly. This discussion will be in terms of the
usual procedure, but it should be noted that there were
exceptions to nearly every contract provision and admini-
strative ruling, and frequently exceptions to exceptions.

The contract provided for a dual restriction of hog
production. The signer was required to reduce the num-
ber of litters and the number of hogs produced for mar-
ket from these litters 2 § per cent below the average num-
ber of litters farrowed and hogs produced in 1932 and
1933.° The requirement that the number of litters be
reduced was ostensibly inserted to reduce overstatement
in 1932 and 1933 production claims and to facilitate the
checking of compliance in 1934. The theory was that
farmers were much more apt to know accurately how
many litters were farrowed on their neighbors’ farms
than they were the number of hogs produced for market.
It proved to have some value in uncovering overstate-
ment; but if it had been enforced it would have operated
to obtain from contract signers as a group more thana 2§
per cent reduction in hogs for market. There was no way
for producers who had had “bad luck™ with their lit-
ters and saved less than the number of hogs permitted
them to average up with those who had had “good luck”
and saved more than the number permitted. The
former group had no way of coming up to the “aver-
age” and the latter group had to come down to'it.°

* Strictly speaking, the base period for hogs was Dec. 1, 1931-Nov. 30,
1933. The producer might raise, for home consumption, a number of hogs
equal to the average number so used in 1932 and 1933. The producer
could of course slaughter for home consumption some or all of his market

ho
gs"I‘his provision was rescinded on June 7, 1934 because if it had been
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The producer, it should be noted, agreed to reduce
the number of hogs marketed from litters farrowed
in 1934, not the number of hogs marketed in 1934,
25 per cent below the number of hogs marketed from
litters farrowed in 1932 and 1933, not from the num-
ber of hogs marketed in 1932 and 1933.

The hog base went with the farmer; that is, the
contract signer’s hog base was the average number of
hogs he himself had raised in 1932 and 1933. The
corn base, on the other hand, went with the farm; that
is, the contract signer’s corn base was the average num-
ber of acres planted to corn in 1932 and 1933 on the
farm the farmer operated in 1934. This was the only
practical procedure,” but because of frequent changes
in tenants it created another difficulty—new producers
had no hog base. They were permitted to acquire one
from 2 retiring producer through the local corn-hog
control associations, but this did not entitle them to
receive benefit payments. Since the supply of and de-
mand for hog bases did not match, new producers with
no hog base were later permitted to farrow two litters.

The contract signer was not required to raise a mini-
mum number of hogs in 1934 (or plant a minimum
acreage of corn), as contrasted with the signer of a
wheat contract, who was originally required to plant
54 per cent of his base acreage of wheat. Consequent-
ly, although the contract provided that the signer
should “operate this farm throughout 1934,” it was
not always an easy problem to decide just what consti-
tuted operation. No doubt some producers who would

enforced the delay in adjusting contracts would have resulted in many
unintentional violations.

¥ Unless base period and permitted production of hoge had been estab-
lished on an altogether arbitrary base, such as ene hog for every acre
planted to corn on the farm.
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otherwise have ceased farming altogether made a pre-
tense of complying with this provision in order to re-
ceive rental and benefit payments. Local control as-
sodation officials were instructed not to recommend for
acceptance any contracts of this kind. In 2 few instances
where it was discovered late in the contract year that the
signer had actually retired from farming operations, the
contract was cancelled.

Special provisions were made for signers who had
sold sows to the AAA during the emergency hog mar-
keting campaign, had started farming in 1933, or had
purchased feeder pigs in 1932 or 1933. In the latter
case they were permitted to purchase in 1934 a number
of feeder pigs equal to the average number they had
purchased in the previous two years—a restriction later
modified and in time practically rescinded. No benefit
payments were made for reducing the feeder-pig enter-
prise. Hog feeders naturally protested against what ap-
peared to them to be discrimination, especally since they
felt that the corn reduction program would increase their
feed costs and that the processing tax would lower hog
prices. However, no practical way of paying feeders to
reduce their feeding operations could be found that
would not involve payment on the same pigs twice.

Another very common complaint came from those
producers who felt that they were discriminated against
because their hog production was below “normai” in
1932 or 1933. This may have been due to cholera, or
to a fortuitous cause such as unseasonable weather at far-
rowing time; or, again, it may have been because farmers
had acted on advice contained in government outlook
reports, or because they had been cleaning up disease in
their hog lots. While it might seem desirable to allow
each farmer his “normal” production, there was no prac-
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tical way of doing so. T'o permit farmers to include these
“hypothetical” hogs would have inflated the base so
much that little, if any, reduction in market supplies
would have been obtained. Moreover, it would have
opened wide the door to gross overstatement of all kinds.
This problem was extremely troublesome anyway, and
such a provision would have made its elimination impos-
sible.

The average number of acres planted to corn on the
farming unit of the contract signer in 1932 and 1933 was
the base from which corn acreage was reduced. The
minimum requirement was a 20 per cent reduction, but
producers were permitted to rent up to 30 per cent of
their base period corn acreage to the government. This
provision was designed to make it possible for producers
to rent one or more whole fields, thereby tending to de-
crease the necessity of additional fencing, or of disrupt-
ing crop rotations, and so on.

Corn grown for silage was included in the base unless
the signer grew less than ten acres of corn for grain, in
which case he was not required to reduce corn acreage.
However, no corn rental payments were made him;
he was not permitted to increase his corn production;
and he was required to fill his silo to the average level
of 1932 and 1933. This solution to the problem of han-
dling silage was by no means entirely satisfactory, It
was realized that if the signer’s corn crop happened to
be poor in 1934, he might find it necessary to put all of
it into the silo, which would leave him with no corn
for grain. The alternative, to exclude corn for silage
from the base and from “permitted production,” was felt
to be even less satisfactory. In this case it would be diffi-
cult, if not impossible, to prevent some of the corn
planted for silage from being used for grain, especially
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if a good growing season in 1934 resulted in a large
tonnage per acre.

Special provisions were made prior to or during the
campaign to take care of wide spacings of corn, corn
grown in orchards, and the effect of excessive rainfall in
1933. In this last case, in crop reporting districts where
the acreage planted to corn in 1933 was 10 per cent or
more below the acreage planted in 1932 because of ex-
cessive rainfall in 1933, any producer who could show
that this condition prevailed on his farm was permitted
to use 95 per cent of the 1932 acreage as the corn base.
This provision was found to be applicable in five crop
reporting districts in eastern Missouri and central Illi-
nois. As a result of this “concession,” demand for essen-
tially similar ones arose from two sources. First, pro-
ducers felt that the ruling should be applicable on a
county basis, rather than on a crop reporting district
basis, This would, for example, have made the ruling
applicable in several southwestern Indiana counties
where corn acreage in 1933 had been reduced because
of excessive rainfall as much as in the adjoining Illinois
counties in which the provision applied. This concession,
however, was not made. The second demand came from
producers who claimed that their corn acreage in 1933
had been greatly reduced by excessive drought. This
demand for “equal” treatment was granted. Administra-
tive Ruling No. 44 permitted producers in crop re-
porting districts where the 1933 corn acreage had been
reduced 20 per cent or more below 1932 because of un-
usual drought in 1933, when their own corn crop in 1933
had been similarly reduced, to use 9o per cent of the
1932 corn acreage as their corn base. This ruling was
found to be applicable to three crop reporting districts
in northeastern New Mexico and the Texas panhandle,
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but not in the northwestern portion of the Corn Belt
where demand for some such modification had been par-
ticularly vociferous.

One of the most troublesome provisions of the 1934
corn-hog contract was the one designed to prevent the
reduction in corn production from being offset by in-
creases in other feed crops.® As an illustration of the difh-
culties growing out of an individual commodity contract
method of adjusting production, it merits a somewhat
detailed presentation. The provision restricting feed
crops read as follows:

The producer shall not increase on this farm in 1934 above

1932 or 1933, whichever is higher, the total acreage of feed
crops other than corn and hay,

On the face of it, this appeared to be a perfectly plain
and simple proposition; in practice, this was far from
true. Though in a general way crops usually fed to live-
stock were regarded as feed crops, no specific list or rule
for determining them was originally prepared. The first
official intimation that difficulty was being encountered in
applying this provision was an interpretation issued Feb-
ruary 3, 1934 permitting feed crops planted in 1932 and
1933 which were not harvested because of drought,
flood, insects, and so on to be included in the feed crop
base, provided no other crop was planted on such land
and harvested in the same year. Two days later, sweet
corn fed to livestock was classified as a feed crop. On
March 6 millets normally harvested for grain were so
classified. About the middle of March, however, the
trend changed. One after another, 2 considerable num-
ber of crops were removed from the feed crop list. The

* Somewhat less troublesome, but designed for similar purposes, were

provisions restricting the total number of crop acres, and the production
of other basic commodities,
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first of these changes, approved by the Secretary on
March 13, construed soy beans, cow peas, field peas, and
other legumes as other than feed crops.

On March 21 the term “feed crops” was for the first
time officially defined, and an attempt was made to co-
ordinate the various previous rulings affecting these
crops. The list included “oats, barley, rye, grain sor-
ghums, and all other crops which are customarily or
frequently used by farmers in feeding livestock,” except
soy beans, field peas, and other annual legumes, wheat,
and hay, unless the latter was usually fed as grain.
This classification was only two days old when 18 forage
sorghums when seeded, broadcast, or in closely drilled
rows and not used for grain, were interpreted as no# be-
ing feed crops., Two weeks later permission was granted
to exclude oats cut for hay from the feed crop list,
though on March 21 it had been specifically included.

In the meantime, a number of modifications were
made that permitted a larger feed crop acreage in 1934
than in 1932 or 1933. Permission was granted to: (1)
plant feed crops on abandoned winter wheat land; (2)
plant oats, barley, sorghums, field peas and cow peas for
hay, or pasture on abandoned clover land; (3) increase
the acreage of feed crops such as oats and barley if corn
acreage was reduced by a like amount (in addition to the
contracted acres); (4) plant feed crops up to 20 per
cent of the tillable acres on any farm that during 1932
and 1933 was devoted wholly to canning crops. This
by no means represents all the administrative rulings and
interpretations of rulings that were issued in an attempt
to control feed crop production and yet not penalize
individual producers. The difficulty faded into the back-
ground only when nearly all restrictions on feed crop
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production were lifted as the 1934 drought became
serious.

One unexpected complication grew out of a combina-
tion of this provision for restricting feed crop acreage
and the difference in the base periods used in the corn-
hog and wheat programs. The AAA has no record of
the number of corn-hog contract signers who also signed
wheat contracts, but a considerable proportion, if not the
majority, of the participating farmers in such states as
Kansas, Nebraska, and Illinois signed both. The base
period in the corn-hog contract was the average 1932 and
1933 acreage; in the wheat contract the average of 1931,
1932, and 1933." A producer who had been decreasing
his corn acreage and increasing his wheat acreage since
1931 found himself prohibited from making any use
whatsoever of from 10 to 20 per cent of his crop acres
(in addition to the contracted acres).

As an illustration of this problem, consider the case of
a producer who farmed 160 acres, growing corn and
wheat only as follows: corn, 160 acres in 1931, 80
acres in 1932, and none in 1933 ; wheat, none in 1931, 80
acres in 1932, and 160 acres in 1933. The corn base was
40 acres; the wheat, 80. A 20 per cent corn reduction, to-
gether with a 1§ per cent wheat reduction, meant setting
aside 20 “contracted” acres, and left 32 acres for corn and
68 for wheat in 1934. Since the corn-hog contract pro-
hibited any increase in feed crop acres (in this case, none)
the producer was left with 40 *idle,” “slack,” “open,” or
“free” acres, as they were variously called, upon which
only a limited number of hay or pasture crops could be

*In the determination of the amount of wheat benefit payments, aver-

age production from 1931-33 was adjusted to a five-year base, See J. S.
Davis, Wheat and the 444, Chap. 111,
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planted.® The same situation arose in localities where
(1) crop land had been increasing; (2) less than 85 per
cent of the wheat base had been planted for harvest in
1934; (3) insect damage or wet weather had been seri-
ous in the base period. In Brown County, South Dakota,
for example, there were some 65,000 slack acres, nearly
four-fifths of which was due to a decrease in the acreage
planted to whedt in 19174.

Many of the changes made in the definition of feed
crops outlined in preceding paragraphs were made in
an attempt to meet this difficulty. These amendments
and interpretations, in effect, redefined feed crops and
permitted soy beans, cow peas, and other annual legumes
(March 13, 1934), 18 forage sorghums (March 23,
1934 ), and unthreshed oats used for pasture or cut for
hay (April 4, 1934) to be grown on these slack acres.
As the 1934 growing season advanced and the drought
became more and more widespread, the problem disap-
peared. Nothing could be grown on the parched land
anyway, and the general relaxation of the contract re-
strictions automatically permitted wider uses of slack
acres,

Numerous problems were raised by a seemingly in-
exhaustible number of variations in landlord-tenant re-
lations. In general, either of two conditions prevailed:
(1) the cash tenant received all the benefit payments
and the signature of the landlord on the contract was
unnecessary; (2) the share tenant (grain or stock) and
his landlord divided the payments in the same propor-
tion as the corn or hog proceeds were divided, and the

* Conversely, a producer who had been increasing his corn acreage
and decreasing his wheat acreage since 1931 found that he was permitted
to plant more land to corn and wheat together than there was land in the
farm (outside the contracted acres).
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landlord’s signature was necessary. The landlord agreed
not to change the terms of a lease so as to prevent the
tenant from getting the same proportion of the benefit
payments as the 1933 leasing arrangement would have
given him. When a landlord became a party to a con-
tract on one farm, he agreed not to increase the aggregate
corn acreage on the farms he owned which were not
under contract, no matter what the leasing arrangements
were on these non-contract farms.™

Since the landlords were not required to sign a corn-
hog contract unless they received part of the benefit pay-
ments, a producer who owned (or rented for cash) part
of a farming unit and rented the remainder on crop
shares could sign such a contract without getting the
landlord’s signature if all the contracted acres were lo-
cated on the land he owned (or rented for cash). Like-
wise, the producer renting his land on shares from two
or more owners need obtain only the signatures of the
owners upon whose land the contracted acres were lo-
cated, If they were located on the land of more than one
landlord, separate contracts were needed, one for each
landlord upon whose land contracted acres were lo-
cated.™ Methods had to be devised for handling farms

¥ Landlords owning farms in two or more counties were designated as
institutional landlords, and a special unit was set up in the Corn-Hog
Section to deal with them and the problems created by this type of land
holding. Originally, reports were required in all the non-contract farms
of an institutional landlord, but certain exemptions from this requirement
were later allowed.

The necessity of dealing in a systematic manner with institutional land-
lords is demonstrated by the fact that more than 25,000 landlords cor-
trolling about 175,000 farms reported to the Corn-Hog Section. Large
institutional landlords found the creation of a special unit to deal with
them very helpful and later requested that a similar method be developed
to handle all the institutional landlord problems for the whole AAA.

™ An exception to this standard procedure was developed as a result
of the specinl landlord-tenant relationships peculiar to certain tobacco
and cotton areas, notably in Kentucky and Tennessee.
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in the process of foreclosure, farms in receivership, farms
in the hands of administrators, farms sold or being sold,
farms owned by closed banks, farms rented piecemeal,
and sows farmed out on shares.

A great many landlords felt that the division of bene-
fit payments between tenant and landlord under the
1934 contract was unfair to them. They claimed that
taxes and other expenses went on just the same and
could not be covered by their share of the benefit pay-
ments, while nearly all the tenants’ payments were clear
gain. Some members of the AAA, however, felt that the -
Iandlord had suffered less financially since 1929 than the
tenant and so intentionally balanced the scales in the
latter’s favor. Many landlords appear to have signed
the 1934 corn-hog contract simply to indicate their will-
ingness to co-operate and not because they felt that it
was to their finandial advantage to do so.



CHAPTER VI

CORN-HOG REDUCTION IN 1934
—OPERATIONS—

When the contract form, administrative rulings, and
associated documents were finally completed, the next
job was to put the plan into effect. A campaign to present
every producer with the “economic background” of the

-adjustment effort and the details of the proposed plan
had to be carried out. Contract applications had to be
obtained from every farmer who wished to participate.
Producers’ production claims had to be checked for ac-
curacy and any overstatements removed. Contracts had
to be completed and, along with all the necessary legal
documents, forwarded to Washington for auditing and
payment of the first instalment of the rental and benefit
payments. The compliance of contract signers with all
the terms of the adjusted contracts had to be checked,
and certifications to this effect prepared and forwarded
to Washington to form the basis for distributing the sec-
ond and third instalments of the rental and benefit pay-
ments. At the same time an organization for handling
the job in the field and in Washington had to be de-
veloped.

The actual carrying out of the plan proved a far more
arduous and lengthy task than was anticipated. Un-
expected difficulties were encountered at almost every
stage, but particularly in obtaining contract applications
and in adjusting producers’ claims. In the beginning, it
was hoped that some of the first instalment of benefit
payments could be made by December 1933. Actually,
they reached their peak in September 1934. Second pay-

97
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ments, which the Secretary in the contract agreed to pay
on or about November 15§, 1934, were largely made in
January 1935, and third payments not until March and
April of that year.

The Corn-Hog Section leaned heavily upon the Ex-
tension Service in conducting the educational work, in
obtaining contract apphcatlons, and in supervising much
of the local administration.’ In nine Corn Belt states, the
state director of extension was 2 member of a state corn-
hog committee of three or four appointed by the Corn-
Hog Section to administer the program in the state. In
the other states, the extension director {or his nominee)
alone was responsible for carrying out the field work.
The administrative organization within the state varied,
but usually temporary local committeemen were ap-
pointed to assist in obtaining contract applications. After
all producers had been given an opportunity to apply
for a contract, the applicants organized county produc-
tion control associations which were responsible there-
after for administering the program in the county.
Throughout the entire period the local representative of
the Extension Service—the county agent—-played an
important part. In minor corn-hog counties he frequent-
ly handled the whole job by himself. In major corn-
hog counties the importance of the county agent varied
both with his ability and with the ability of the directors
of the county association.

CONTRACT APPLICATION
Prior to the actual obtaining of contract applications,
the AAA proposed to conduct a distinct and separate
campaign to present every producer with the economic

! The local administrative set-up is considered in some detail in Ap-
pendix B, pp. 326-28.
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background of the adjustment effort. Producers were
to have explained to them what, in the judgment of the
AAA, was the cause of and cure for their difficulties. It
was hoped that, after this explanation, farmers would
participate not so much in order to recetve benefit pay-
ments as because of the inherent desirability of adjust-
ing production to “effective demand.” The AAA took
the precaution, however, to make the contract financially
attractive, and indeed attempted to make the payments
large enough to guarantee the signer a larger income
than the non-signer. It was emphasized that these pay-
ments were not “gifts from the government” but were
the producers’ share of a larger total farm income made
possible by controlling production.®

In practice the “educational” meetings were usually
combined with a series of “explanatory” meetings at
which the details of the plan were presented to pro-
ducers. The combining of the educational and explana-
tory meetings resulted in much less emphasis being
placed upon the economic background of the adjustment
effort than the AAA had contemplated. When producers
knew that the details of the plan were available, and
when county agents and committeemen knew that plenty
of time would be needed to present and explain the
contract and associated documents, it was inevitable that
the more general discussion would receive somewhat
scanty attention. Attendance of producers at these meet-
ings was large and interest keen. Most of them were
held early in 1934.

Following these meetings a series of “sign-up” meet-
ings were held at which producers made formal applica-
tion for their contracts. With the help of local commit-

* What the Adjustment Program O fers Corn-H og Producers (C-H 10),
AAA, p. 3.
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teemen, county agents, and frequently members of the
state extension service, the contract applicant submitted
a statement showing: (1) the number of hogs raised, lit-
ters farrowed, and feeder pigs bought in 1932 and 1933,
together with evidence to substantiate these claims; (2)
the acres planted to corn in 1932 and 1933 on the farm
which the contract signer was operating in 1934; (3)
the field or fields he proposed to rent to the Secretary;
and (4) the acres planted to 2 long list of other crops
in the two years included in the base period.

Most of the contract applications were obtained at
community meetings, but in the major corn-hog pro-
ducing areas local committeemen were instructed to
make a farm-to-farm canvass of all eligible producers
who had not signed applications for the purpose of ob-
taining either an application or a record of the non-
signer’s base period production of corn and hogs. Be-
cause of the expense of a canvass of this kind, it was
confined to the major corn-hog counties in 16 states, and
in some of these it was by no means complete.

Nearly 1.2 million contract applications were obtained
between January and May 1934. The time expended
in securing them was unexpectedly long for several rea-
sons: (1) the large amount of work devolving on the
county agent and committeemen in actually filling in
the contracts, (2) the time required for tenants to
“check in” with non-resident landlords, at least one of
whom was located in China, (3) the time needed to ob-
tain “adequate” records of hog production, and (4) the
time involved in referring the enormous volume of ques-
tions and problems to, and getting answers, interpreta-
tions, or new administrative rulings from, federal and
state headquarters.*

. *The contract application campaign is considered in more detail in
Appendix B, pp. 328-34.



CORN-HOG OPERATIONS IN 1934 101

COUNTY CONTROL ASSOCIATIONS

The next step in carrying the plan into effect was to
organize the county corn-hog control associations. Each
community in the county held a meeting to elect the
“permanent” community committeemen, usually three
in each community. The chairman of the community
committee automatically became a director of the county
association.* The county directors then met to perfect the
county organization, adopt the articles of association pre-
scribed by the Corn-Hog Section, elect officers, appoint
the county allotment committee (usually composed of
the president of the assodation and from two to four
directors), determine upon a budget and upon the
method of making public corn-hog applicants’ produc-
tion data, and elect a secretary and treasurer.®

The great majority of the elections were conducted in
a fair and impartial manner. Occasionally a farm or-
ganization or some local faction attempted to control
one, usually with little or no success. Most of the com-
mitteemen elected were men of character and ability,
though in many cases not men who had previously been
considered leaders in the community. Unavoidably, an
occasional incompetent or partial group of men would be
elected to the board of directors and the county allot-
ment committee, Nearly every state had one or two ex-
amples of boards of directors who were unequal to the
task of conducting their duties in a fair and impartial
manner or, even worse, who took advantage of their
position to “chisel” and to permit their friends and
cronies to do likewise. It is only fair to state that cases of
this kind were distinctly in the minority and, on the

“In minor corn-hog areas an association often covered two or more
counties, occasionally an entire state.

* Associations with 50 members or less were permitted to adopt medi-

fied articles-of association which, among other things, did not necessitate
holding community meetings.
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whole, directors performed their duties in 2 manner to
which little exception could be taken. Not the least im-
portant result of this campaign was the development of
latent farm leadership; the way these men shouldered
their responsibilities and grew into their jobs cannot be
over-emphasized. However, not infrequently the ef-
ficient conduct of an association was mostly due not to
the board of directors but to the county agent or even
someone with little or no authority, such as a tabulator,
a clerk, or a stenographer.

The first task of the permanent organization was to
appraise the corn yield of the fields that applicants were
offering to rent to the Secretary. The community com-
mittee visited every field so offered and estimated the
yield to be expected in 1934 under ten-year (1924-33)
average growing conditions.

Concurrently, the board of directors and the county
allotment committee checked the contract and associated
documents for mechanical and factual errors. Mechani-
cal errors included those of arithmetic and proper ap-
plication of rulings, omitted data, improper signatures,
and a long list of others that were discovered by careful
checking of the contract and associated documents. A
great majority of the cantracts and supporting forms
were found to contain mechanical errors of some kind.
In many cases they were of a type necessitating contacting
the producers again. This was an expensive and time
consuming process. Factual errors included mis-state-
ments, both intentional and unintentional, in the basic
data upon which the contract rested—specifically acres
and production in the case of corn and other crops, and
litters, production for market, and feeder pig purchases
in the case of hogs. The attitude and ability of those in
charge of the contract application meetings affected
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greatly both the amount and character of these errors.
The major task of the county allotment committee
was to reconcile the base period production of corn and
hogs as reported on the applications with the quotas es-
tablished for them. This involved the discovery and cor-
rection of factual errors in the contract applications.

OVERSTATEMENT

The Corn-Hog Section was convinced that the con-
tract applications of producers would overstate the base
period production of contract applicants. If this over-
statement were not removed, it would tend to defeat the
immediate objective of the program—to reduce pro-
duction—and would penalize producers who had re-
ported accurately.

Some of the overstatement, it was realized, would be
unintentional. Most people have an unconscious mem-
ory bias, and farmers are no exception.® Since many
farmers had no record of their farm business, much less
an adequate one, this bias was accentuated by the direct
monetary advantage that accrued from reporting the
highest figure of a range within which the truth might
actually lie. An additional factor expected to lead to
acreage overstatement was that most farmers make no
allowance for roads, fences, turn-rows, small gullies,
and other waste land. Most farmers, however, knew at
least roughly the size of their farms, and of the fields
that they planted to corn in 1932 and 1933. Moreover,
the 1933 acreage could be checked against the corn
stubble, But no similar check was available for deter-

* The Division of Crap and Livestock Estimates has found, for exam-
ple, that the same farmers report 3 or 4 per cent more “pigs saved” the
year succeeding the one in question than they do the year the pigs are
actually saved; thus in 1933 they report more pigs saved in 1g32 than
they report in 1932.
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mining the litters farrowed and the hogs raised for mar-
ket even in 1933. The reported base period production
of hogs consequently was expected to be subject to the
greater error. Besides the unintentional overstatement,
it was expected that there would be some which was in-
tentional. In both cases it was necessary to lay plans for
measuring the amount of overstatement and removing
it.

The problem of determining the emount of overstate-
ment would have been relatively simple if an actual
record of the base period production of corn and hogs
by states and counties had been available and if all or
almost all producers had made application’ for a corn-
hog contract. But the state estimates of the Department
of Agriculture,® particularly of hog production, were
felt to be less adequate and accurate than was desirable,
while those for minor civil divisions (except those for
corn yields) were felt to be subject to a wide margin of
error, It was a foregone conclusion, moreover, that the
participation of eligible producers, at least in minor areas,
would be far from complete.

Consequently, unusually elaborate plans were laid
to tap all possible sources of information, including the
contracts themselves, in determining state and county

T The belief that there would be material overstatement in the corn-hog
contracts was strengthened by the experience of the AAA in the 1933
cotton plow-up campaign and the wheat adjustment program. Farmers
had overstated both wheat and cotton acreages and yields, even though
there was no immediate monetary advantage in overstating cotton acreage
unless the producer (1) wanted to plow up more than 50 per cent (the
maximum allowable individual reduction) of his actual acreage, or (2)
thought that the acreage plowed up would not be carefully checked.

* The Division of Crop and Livestock Estimates had for years been
estimating corn acreages and yields, sows farrowed, ard pigs raised, by
states, These estimates were based largely on various sample data gathered
by crop reporters, on assessors’ and state census reports, and on reports
from bandlers of agricultural products, adjusted decennially to the fed-
eral census and from time to time when additional evidence warranted it.
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corn-hog quotas.” This task was delegated almost en-
tirely to the Division of Crop and Livestock Estimates
of the Bureau of Agricultural Economics through its
central office in Washington and its branch offices in the
48 states. Most check data came directly or indirectly
from three sources: (1) Department of Agriculture sur-
veys of acreages, yields, hog litters, hogs saved, and hogs
raised; (2) state census or tax assessment figures; and
(3) the 1930 United States census. The compilation and
summarization of material from these sources both in
Washington and in the state offices of the division was
done late in 1933 and in the early part of 1934.

In each state, the Corn-Hog Section appointed a board
of review of three or four, of which the state representa-
tive of the Division of Crop and Livestock Estimates was
one. To assist the board of review, a junior statistician
was appointed for every crop reporting district (typi-
cally nine to the state) in the major producing areas and
one or two in each state in secondary produdng areas.
To expedite the summarizing of producers’ claims so
that they could be examined by the state board of review
for overstatement, tabulators were appointed in each
major county. As soon as possible after contract applica-
tions had been received at the local county offices, these
tabulators transferred pertinent data to listing sheets

® These quotas showed the base period production of contract applicants
and not the base period production of all producers. State or county es-
timates of total production, no matter how accurate, could by themselves
be of little use in determining the amount of overstatement in the claims
of applicants whenever the number of non-applicants was appreciable.
Moreover, with a county production estimate as the sole guide, it was
possible to take the overstatement out of the production allocated to non-
apalicants and leave the claims of the applicants virtoally vnchanged.

By means of co-operative arrangement with the Post Office Depart-
ment, questionnaires covering these (and many other) farm commodities
are distributed to farmers by rural mail carriers. Reports prepared from
the answers to these questionnaires are commonly referred to as rural car-
rieT survey reports.
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and forwarded them to the state board of review. When
al] the data submitted to the board of review were finally
summarized, the hog production claimed by applicants
alone frequently exceeded the preliminary estimate of
all hog productien for the state, and the base acreage of
corn appeared too high, though it was not “inflated”
nearly so much.

The methods used in determining the amount of the
overstatement and in setting county contract quotas
varied widely. At the one extreme was the method used
in the major producing states—the determination of a
state contract quotz and its distribution among all the
counties in the state. At the other extreme was the
method used in the least important states—a county
contract quota based solely upon an inspection of the
individual contracts (and supporting evidence). In be-
tween were various combinations of both methods. In
some states, quotas for a number of counties were de-
termined by one method and for the remainder by the
other; in others, one method was used to determine the
hog quota and the other to determine the corn quota.
In still other states, both methods were used.™

Regardless of the way the quotas were established,
the relation they bore to the actual though unknown
production of applicants in all probability varied appre-
ciably. In the majority of cases the quota probably
equalled or exceeded the actual base period production;
in some counties, however, it seems to have been some-
what below. These cases seem to have occurred most
frequently when the “state quota” method was used. It
is, of course, impossible to determine exactly what the
relation was between the county quotas and actual pro-

% The different methods of determining contract signers’ production
quotas are given additional consideration in Appendix B, pp. 336-43.
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duction. The fact that some counties had less difficulty
than others in reaching their quotas, that some counties
never did reach them, and that other counties got below
them does not necessarily give any indication of the
amount of “error” in them.

‘The amount of overstatement in the applications of
producers as indicated by the county quotas varied wide-
ly both as between counties and as between the hog pro-
duction and the corn production claims. For the United
States as 2 whole, the hogs produced for market claimed
by contract applicants averaged nearly 12 per cent above
the quotas. But in some counties less than 10 per cent
overstatement was indicated, while in others the per-
centage indicated was over 100 per cent. The overstate-
ment in 1932-33 corn acreage of contract applicants was
only about 3.6 per cent, and few counties had an indi-
cated overstatement of more than 15 per cent. The orig-
inal corn yield appraisals on contracted acres ranged
from § to 1§ per cent above the 1924-33 average in the
major producing states. In minor corn producing states
appraised yields ran materially more than this above
the ten-year average, but there seems to be good reason
for believing that in many of these states the contracted
acres were above the state average in productivity.

When the county quotas were released by state boards
of review during May and June 1934, a storm of pro-
test arose from farmers and committeemen. They con-
tended that no such “padding,” intended or otherwise,
existed in the claims of applicants.”® Most county allot-

¥ Allotment committees had been advised to examine all contracts and
supporting evidence carefully in the interval duripg which the state board
was establishing county contract quotas. Instead, most committees simply
marked time. Some of them, it is true, went through the motions but dis-
covered few ineligible hogs or corn acres. Most obvious cases of this
kind had been removed during or immediately following contract appli-
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ment committees’ first reaction was to demand an up-
ward revision of their quotas; not a few of them, indeed,
thought for a while that the quotas released were the
first step in a “horse-trading” deal. When this proved
incorrect, some-of the more recalcitrant committees took
it upon themselves to organize “protest” meetings to
which were invited allotment committees from surround-
ing counties. Frequent appeals were made to congress-
men asking them to use their influence to obtain con-
cessions from the AAA, and on June 21, 1934, at the
height of the controversy, the American Farm Bureau
Federation wired Secretary Wallace requesting abandon-
ment of the county quotas.™

State extension supervisors, the Corn-Hog Section,
and the Division of Crop and Livestock Estimates came
in for a share of the blame.' In fact, the state super-
visors and junior statisticians frequently bore the brunt
of the initial attack as they travelled from county to
county in the field. Many of the extension supervisors,
though by no means all, were inclined to side with the
producer in the controversy. In the first place, they
feared that to do otherwise might jeopardize the regu-
lar extension program; and secondly, they were un-
familiar with the statistical procedure involved and were
somewhat skeptical of it. County agents were naturally

cation. Most committeemen were convinced that the claims were sub-
stantially correct, and saw no reason for spending more time on them.

The Ohio Farm Bureau, however, repudiated this stand and sup-
ported the county quotas established by the Ohio Board of Review.

“The controversy, at least for the time being, appreciably reduced the
nomber of reports submitted to the Division of Crop and Livestock Es-
timates by its volunteer reporters. The number of pig survey reports
in the fall of 1934 was 12 per cent below the pumber of replies received
in the fall of 1933 for the United States as a whole, and much less than
this in some states; and the number of “intentions to plant” reports io
the spring of 1935 was about 5 per cent less than usval. A new element
of bias had likewise been injected into them,
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even more prone to support the producers’ claims. Mor¢-
over, extension workers and county agents were both
closely associated with farmers and remote from Wash-
ington, and were consequently likely to see things
through the eyes of producers. Indeed, state corn-hog
committees, corn-hog field men, and the farmer and
extension service members of the state boards of review
themselves by no means solidly supported the quotas.
The attitudes of committeemen and county agents
were perhaps due in part to the negligible number of
cases of overstatement that had come to light as a result
of publishing the claims of contract applicants. In an
attempt to prevent and detect overstatement, all corn-
hog control assodations were required by the AAA to
publish in local newspapers data showing the corn and
hog production claimed by contract applicants. This was
done shortly after all, or almost all, applications were
completed. Relatively few cases of overstatement were
reported in spite of the large amount present, particu-
larly in producers’ claims of hogs raised and marketed.”
The failure of this publicizing of claims to uncover
overstatement must be laid largely to farmers’ lack of
specific knowledge concerning the past scale of operations
of their neighbors. Since most farmers had considerable
difficulty remembering how many acres of corn and how
many hogs they themselves had raised in 1932 and 1933,
it seems obvious that they had still more difficulty in
remembering what their neighbors had done. For this
reason little significance can be attached to the claim
sometimes made that few reports of overstatement were
received from farmers because they felt it was unethical

* There is, of course, no way of knowing how much the knowledge
that the claims would be made public prevented overstatement in the first
place.
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to “carry tales.”® Most control associations, incidentally,
felt that the expense of publishing this material was
too high and that attempts to get special rates tended
to antagonize the local press which, on the whole, had
supported the corn-hog program and had given it con-
siderable free publicity.

After they had recovered from the initial shock en-
gendered by the release of the county quotas, 2 number
of allotment committees settled down to make a con-
scientious effort to eliminate the overstatement in pro-
ducers’ claims. This proved to be much less difficult in
some counties than was expected; in others it proved to
be almost impossible. In any case, the good example set
by these counties, whether they were successful in re-
moving the overstatement or not, was gradually fol-
lowed by others. Moreover, much was learned from
these “pioneers™ concerning the kinds of overstatement
most common and the ways of discovering them. State
boards of review, supervisors, state committeemen, and
junior statisticians were soon able to demonstrate to the
laggards, by inspecting and analyzing a sample group
of contracts, that all or most of the overstatement could
be removed without penalizing producers whose claims
were correct.

A great many of the adjustments in corn acreage and
corn yields were made by flat percentage cuts on all the
contracts. Because the flat cuts were usually small and
because contract provisions were modified during the
summer so that the cut in the corn acreage did not neces-
sitate much revision in farming operations, these cuts en-
tailed little hardship on most individual producers. One

* In Missouri, however, a fair number of reports were received in a
few northern countics having a large number of deeply religious farmers,

but the number of reports declined rapidly in the central countics and
petered out entirely in the Ozarks,
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reason for the relatively small amount of overstatement
in the corn acreage claimed was that committeemen in
many states checked 1933 corn acreage claimed against
corn stubble at the time yield appraisals were being
made, The corn acreage allowed producers on completed
contracts exceeded the county quotas by less than 1 per
cent. The average corn yield allowed on contract ap-
plications exceeded the average 1924-33 United States
yield by 3.6 bushels per acre, or 14 per cent. This was
largely due to the above-average yields allowed in minor
producing states. In the major producing states, except
Iowa, allowed yields were no higher and frequently
slightly lower, than the ten-year average for the state.

The serious adjustment problem developed in con-
nection with producers’ overstatement in the number of
hogs raised for market. Though there was some demand
that flat cuts to remove most or all of this overstatement
be allowed, few such cuts of any appreciable size were ap-
proved by state boards of review." They had received
definite instructions not to do so, and time and again
the attention of local officials was drawn to the inequality
and injustice that would result from the adoption of such
a procedure.

Instead, allotment committeemen had to examine the
contracts and supporting evidence minutely. They found
three major causes of overstatement: (1) many hogs
farrowed prior to December 1, 1931, though marketed
in 1932 and 1933, were included in the hog base because
many producers failed to appreciate that it was the time
the hogs were farrowed that counted and not the time
they were marketed; (2) many feeder pigs were in-
cluded in the hogs for the market base of the producer
who had purchased them instead of being included in his

™ See, however, Appendix B, pp. 343-52.
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feeder pig base;™ (3) a number of producers in almost
every county submitted fictitious claims for hogs raised in
1932 and 1933, frequently submitting falsified evidence
to substantiate these claims. The proportion of farmers
who made false claims was low, but many of those who
did make them falsified on a large scale. Two less im-
portant causes of the overstatement were the tendency on
the part of applicants to reserve many less hogs for farm
slaughter from 1933 farrowing than were actually so
slaughtered in 1932, and to include in the base some
pigs farrowed after December 1, 1933.

Only a few counties did a very poor job of removing
ineligible hogs, but a very considerable number failed to
keep any systematic record of the number of hogs they
had removed or why they had removed them. These
allotment committees were in constant trouble, particu-
larly when producers demanded reasons for the removal
of hogs from their contracts. Careful and conscientious
committees gave every producer an opportunity to pro-
test adjustments in his contract claim and to file addi-
tionzl supporting evidence. Invariably this resulted in
putting back some hogs. Yet these same committees had
less difficulty than most others in coming down to the
county guota. Moreover, farmers in these counties were
satisfied that everyone had been accorded fair and equal
treatment. As a result, they were more willing to con-
tinue to support the AAA in general, and present and
future corn-hog programs in particular, than were farm-
ers in counties where contracts may not have been ad-
justed any more but where the adjustments were care-
lessly or inequitably made.

The pressure for revision of the hogs-for-market

™ These pigs did of course constitute part of the bast of the producer
who sold them as feeder pigs.
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quotas continued throughout the whole period in which
adjustments were being made. In many major states all
the adjustment required was finally made, but in a few
some relaxation of the quotas seemed necessary if the
contracts were ever to be completed. In these states the
board of review was given authority to release contracts
for transmittal to Washington even though all the re-
quired adjustment had not been made, provided the
board or its authorized agents could find no ineligible
hogs in a sample group of contracts.”® This procedure
was used to “clear” the contracts for at least some coun-
ties in Indiana, Illinois, Iowa, and South Dakota, In
Kansas, Nebraska, Missouri, and Minnesota the contract
data on hogs for market as finally approved checked
very closely with the original quotas. The boards of re-
view in these states, in the absence of any real proof that
the quotas in counties which were the slowest in making
adjustments were not equitable, felt that to allow any
increase in quotas to these laggards was simply putting
a premium on procrastination.®

Perhaps the most difficulty in reconciling producers’
claims and county quotas was encountered in Iowa and
Oregon. After about 6 million dollars had been dis-
bursed to Iowa farmers, further payments were tem-

® This meant the virtual abandonment of the quotas (though an offi-
cial announcemnent to this effect was never made), and approval on the
basis of contract inspection. This latter was, of course, the procedure
which had been authorized from the first in the minor corn-hog states and
which had been gradually extended to states of more and more importance.

® The Minnesota Board of Review early established a “contract re-
viewing committee® composed of five producers who had successfully
removed ineligible hogs in their respective counties. Allotment committees
who claimed that they were unable to reach their quotas were told that
they could submit a random sample of their dontracts to this reviewing
committee for examination and that their quotas would be raised or
fowered on the basis of the sample. Very few counties cared to “risk”
such an inspection and instead continued to demand an increase.
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porarily suspended by the AAA “pending a re-check of
the county hog quotas . . . when checking work in the
Rental Benefit Audit Section indicated that a discrepancy,
presumably due to misunderstanding or to errors in cal-
culation, existed between the aggregate of the county
quotas actually used as a basis for contract adjustment,
and the state hog quota established by the Department
of Agriculture.”™ Random samples of the contracts in
all but six or eight Iowa counties were checked by em-
ployees of the Corn-Hog Section. In some counties the
inspection was nominal, in others more than one inspec-
tion was made. Perhaps 10 per cent of the difference
between the original contract totals and the original state
quota was removed as the result of the re-check, which
was naturally very unpopular.

In Oregon the hog production reported on contract
applications exceeded the preliminary estimate of hog
production for the state by more than 100 per cent and
the state contract quota by 50 per cent. The Oregon ex-
tension service vigorously upheld the producers’ con-
tention that this quota was much too low and attempted
to prove it by obtaining from all buyers of Oregon hogs
a complete statement of such purchases, This “census”
did indeed show purchases greatly in excess of the state
quota. But federal officials claimed that there was con-
siderable “double counting” of one kind or another in
it. Contract quotas were finally established on the basis
of contract inspection by employees of the AAA, though
state officials claimed the analysis was arbitrarily made
by persons unfamiliar with hog production in that area.

The chief criticism of the quotas by producers every-

® AA 4 Press Release No, 221-35, July 28, 1934, The Jowa Board of
Review claimed that the AAA had authorized an increase in the state
hog quota; this the AAA denied,
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where was based on their belief that the quotas had been
established by comparing the contract application claims
with check data that under-reported hog numbers.
Where assessors’ reports had been used, farmers claimed
that they had consistently under-reported sows or hogs
marketed in order to escape taxation. Where rural carrier
reports had been used, they claimed that they had under-
reported so as to mislead packers or “the market” and
maintain prices at 2 higher level than otherwise would
have been reached. It was claimed that census reports
and practically all the other check data were likewise
biased downward for these or similar reasons. To such
charges the AAA and the Division of Crop and Livestock
Estimates replied: (1) that completely independent
checks, such as reports of hogs actually marketed, cor-
roborated survey and assessors’ reports; (2) that such
reports as seemed to show bias were corrected for it; (3)
that these reports were used as a relative and not as an
absolute indication of overstatement; and (4) that
among the indications considered in arriving at the
quotas were the contract data themselves. No doubt state
boards tended to defend a more extreme position with
regard to quotas than the adequacy and accuracy of their
check data warranted; but in the major areas, at least,
there seems good reason to believe that the majority of
the county quotas leaned toward liberality.”

It must be admitted, however, that ineligible hogs

B A telling argument against quotas based solely on producers’ state-
ments is to be found in a reply by the Corn-Hog Section to a petition from
a Wisconsin county: “Great stress is laid by this petition on the fact that
in a census and in surveys, producers understate acreage and numbers of
livestock to gain a purely speculative advantage in the tax rates or market
prices, To acknowledge deceit in past signed statements where the pain
is purely gpeculative is a poor way to establish confidence in the pro-
ducers’ present veracity when they have a very real and concrete monetary
advantage to gain.” ‘
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may have been camouflaged so carefully that it was im-
possible to find them. To cut down contract data arbi-
trarily to quotas in these cases did penalize the producers
who had reported correctly. It is probable that some
eligible hogs were removed from some contracts in all
counties.” In counties making flat percentage cuts, some
eligible hogs were almost certainly removed from some
contracts. Some counties frankly admitted that they re-
moved eligible hogs from the contracts of producers
with large hog bases in order to reach or approach the
quota. In counties with inefficient or partisan committees
the number of eligible hogs removed was naturally
above average.

COMPLETING CONTRACTS

In spite of this radical downward readjustment in the
claims of most producers, some of it rather inequitably
made, more than 98 per cent of the original applications
were completed and forwarded to Washington for pay-
ment. To a considerable extent this high proportion of
completed contracts was due either directly or indirectly
to the exceptionally severe drought in 1934. In the first
place, certain contract provisions were greatly modified
as a result of this drought; second, compliance was made
easier; and third, benefit payments constituted the
major source of income of many farmers in the regions
most affected.

The relaxation of a number of the provisions of the
corn-hog contract constituted one of the measures under-
taken to ameliorate the effects of the 1934 drought.
Successive relaxations of the provisions of the corn-hog
contract during May and June permitted the pasturing

¥ Many of the hogs e removed were not, however, supported by

adequate evidence. In fact, some farmers never listed some of their eligible
hogs because satisfactory supporting evidence was wanting.
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of contracted acres (May 23), the growing of excess
forage and fodder crops and fodder corn (May 19), the
planting, pasturing, and harvesting of pasture and forage
crops except corn on contracted acres (June §), and the
growing of corn for forage on contracted acres (June
30). At first only farmers in officially designated drought
counties were given the advantage of these modifica-
tions, but later they were made applicable everywhere.

At the time of the modification, opinion was sharply
divided on the advisability and necessity of “releasing”
the contracted acres. About the middle of May most
extension directors and the state corn-hog committees, in
response to an inquiry from the Corn-Hog Section,
stated that this would be inadvisable. Queried again two
weeks later, opinion was divided about 50-50 on the
matter. Most members of the section felt that plenty of
land was available for planting “excess” corn and forage
crops without releasing contracted acres for the purpose.
There was, however, considerable political pressure, and
pressure from within the AAA, for such a modification;
and as it turned out, it was probably advisable because of
the continued severity of the drought as the summer
progressed, It was very advantageous to contract signers
in areas where rainfall was from moderate to normal. In
many cases these farmers harvested as much as or more
feed than they would have done if they had not signed
contracts.™ But even farmers were by no means unani-
mously agreed that the restrictions on contract acres
should be removed. They felt that it might lessen the
signer’s respect for the contractual obligations of suc-
ceeding contracts, as well as the remaining obligations

* An Indiana farmer who “contracted” a clover field obtained a gross
income of $45 an acre from it, benefit payments of $12, clover hay worth
$18, and clover seed worth $15.
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of existing contracts; that farmers would expect similar
relaxations to continue; that “chiseling” would increase;
and that non-compliance might become so large as to
defeat in whole or in part the objective of the program.
Many AAA officals felt that these objections to relax-
ing contract provisions were valid, but hoped through
the development of other methods of control to do away
with the complicated individual commodity contracts to
which they were most applicable.

The relaxation of contract restrictions, as well as many
of the other drought relief measures of 1934, was ini-
tiated prior to or during the period in which contract ad-
justments were being made. Contract applicants conse-
quently faced a very different set of conditions when
the “adjusted” contract was offered to them for final
signature than they had faced when the contract applica-
tion was signed. Grain prices had risen sharply in the
meantime; but high grain prices afforded no reason for
refusing to complete a contract when a crop failure
seemed inevitable. Moreover, the restrictions with re-
gard to crop production had been so greatly relaxed that
the great majority could adjust their farming operations
almost as freely as they wished and still comply with
the modified contract provisions.

Nor did the status of their hog enterprise cause com-
pliance difficulties for the majority of producers, even
though material revisions were made in the base pro-
duction and consequently permitted production of many
producers. In the first place, hog prices remained low,
especially in relation to corn prices. The drought, caus-
ing as it did an increase in the marketings of hogs and
other livestock in the summer of 1934, made the hog
enterprise seem still more unprofitable. Producers reacted
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as usual to an unfavorable corn-hog ratic and greatly
reduced their hog enterprise, They would have done
this even in the complete absence of a reduction pro-
gram, Thus no inconsiderable number of producers had
no need, so far as 1934 hog production was concerned,
for a base even as large as that on the adjusted contract.
The attitude of these producers was: Here I am getting
paid for something 1 was going to do anyway; why
should I refuse to sign simply because I am not getting
paid quite as much as I first expected?

At all events, the modification of the contract restric-
tions facilitated completion of the corn-hog contracts.
No doubt the final sign-up would have been nearly as
high even if no modifications in the contract had been
made; for it would have been to the producer’s finan-
cial advantage to sign, especially where the drought was
serious, But the modifications did improve the attitude
of producers toward the program and tended to offset
the antagonism growing out of the contract adjustments.

Most contracts were completed at final sign-up meet-
ings in June, July, and August 1934, but variations
among states and even within the same state were wide.
Corn-hog contracts were received in Washington in
greatest volume in August and September, though the
first batch was received on April 10 and contracts con-
tinued to straggle in until the end of the year.

‘The Rental and Benefit Audit Section of the Comp-
trollers’ Office received the contracts, checked them to
make sure that they had been adjusted in accordance
with the requirements of the state board of review,
audited all the items in them, computed the amount of
the first benefit payments, and released the records pre-
pared from these contracts to the disbursing office of the
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Treasury Department for the preparation and forward-

ing of checks to contract signers.® About 3 per cent of
the contracts contained errors which necessitated cor-
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every 1oo contracts and compliance forms.

respondence with the county association and contract
signer before they could be cleared for payment. The

major steps in making payments are shown in the ac-

companying chart.

Usually not less than two weeks elapsed between the
day a block of contracts was received and the day checks
were forwarded to the county from Washington. First
payments began to be made in volume after the middle

of July and the daily volume of corn-hog checks writ-
ten reached the million-dollar mark for the first time
on July 28.* Most of the first instalment of corn and

™ See Appendix B, pp. 352-54.
*® Prior to July 15 most of the payments were made on the carly pay-
ment contracts, The first checks on these were mailed out of Washington

on Apr. 18,1914,
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hog payments had been disbursed by the end of Octo-
ber. (See the accompanying chart.) On corn these

AGGREGATE oF DarLy PayMeNTs oN 1934 Corn-Hog
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* Cumulated from daily data furnished by the Comptroller’s Office,
AAA. The first payment comprised one-half of the gross corn rental pay-
ments and two-fifths of the gross hog benefit payments, The second pay-
ment comprised the remainder of the corn rental payments (less ad-
ministrative expense and deductions for non-compliance) and one-fifth
of the gross hog benefit payments. The third payment comprised the
remainder of the hog benefit payments (less administrative expense and
deductions for non-compliancts.

amounted to nearly §6 million dollars, and on hogs to
over 81 million,

PARTICIPATION OF PRODUCERS
About 1.1 million farmers completed 1934 corn-hog
reduction contracts.™ This represents only a small frac-
tion, perhaps not more than 2§ per cent, of all farmers
growing corn and 60 or 70 per cent of all farmers far-
™ Completed corn-hog contracts numbered 1,155,294 but a relatively

small number of farmers were parties to more than one contract, Pertinent
statistics by states are shown in Appendix D, pp. 368-71. ‘



122 LIVESTOCK UNDER THE AAA

rowing hogs.® The participants were located in every
one of the 48 states, the number of contracts ranging
from seven in Maine and ten in Rhode Island to nearly
121,000 in Illinois and over 173,000 in Iowa. It was,
however, the larger corn and hog raisers who partici-
pated, and so the volume of production under contract
represented a considerably larger proportion of total
production than a mere comparison of the number of
contracts with the total number of corn and hog raisers
indicates. Even so, contract signers planted not much
more than §0 per cent of the average acreage of corn
grown in 1932 and 1933.” Over 8§ per cent of the corn
land under contract was located in the ten Corn Belt
states, though less than two-thirds of all the land in corn
in 1932 and 1933 was in this area.

The contracted acres represented just under 24 per
cent of the base acreage of contract signers. Naturally,
most of the contracted acres were located in the Corn
Belt. In most states, contract signers who rented any
corn Jand at all to the Secretary rented 2§ per cent or

® Many more farmers grow corn than farrow hogs, and a considerable
number of farmers raise hogs but do not have sows farrow, preferring to
buy pigs from their neighbors. The difficulty of estimating the proportion

- of eligible producers who participated in the corn-hog program is in-
creased because some signers, though an unknown number, grew no corn,
while others did not raise hogs; because some signers did not decrease the
production of corn or hogs though they were not permitted to increase
it because the contract permitted new producers to farrow two litters of
hogs; because the last “count” of the number of farmers growing corn
and hogs (the 1930 census) was out of date; and because the land area
covered by contracts did not necessarily agree with a census “farm.”

* Judging by the acreages allowed contract signers. I1f the quota set
for applicants who completed their contracts is taken as the criterion, the
proportion under contract was 5z.1 per cent of the estimated average
1932-33 corn acreage rather than g2.5 per cent, Both corn acreage quotas
and corn acreages allowed are slightly in excess of actual corn acres
planted by contract signers in 1932z and 1933 (leaving overstatement
aside). This is because administrative rulings permitted certain producers
larger corn bases than their actual 1932-33 averages.
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more, but the average for the state was pulled down
by exceptions to the provision requiring at least a 20
per cent reduction in the land in corn.

In 1932 and 1933, contract signers raised somewhat
less than 77 per cent of the total number of hogs
raised and sold, or slaughtered for consumption on the
farm. According to the Division of Crop and Livestock
Estimates, an average of 13.8 million sows farrowed in
1932 and 1933. The corn-hog contracts listed an average
of nearly 10.5 million sows farrowed in 1932 and 1933
by signers.* Thus %76 per cent of all the litters farrowed
in 1932 and 1933 were farrowed by signatories to 1934
corn-hog contracts.” Nearly 84 per cent of the litters
farrowed by contract signers in 1932 and 1933 were
farrowed in the ten Corn Belt states, whereas less than
75 per cent of all litters farrowed in 1932 and 1933 were
farrowed in this area.

There were about 81.4 million “pigs saved” annually
in 1932 and 1933, according to the Division of Crop
and Livestock Estimates. Perhaps 74 million, or 91 per
cent, were raised to disposal age. Contract signers mar-
keted just under 54 million hogs in the base years®™ and
slaughtered 3.6 million for home use. Hence the num-
ber of hogs raised to disposal age by the contract signers
represented 77 per cent of all hogs raised in 1932 and

* The contracts actually listed nearly 10.6 million litters. The differ-
ence represents the allowances made for sows sold during the emergency
hog marketing campaign and for new producers (including a small
allowance for “transferred hog bases”).

* On the assumption that the contracts correctly reported litters, Ac-
tually, the number of litters shown by the contracts was 1.1 per cent
larger than the quotas for the contracts, Furthermore, these quotas lean
toward liberality. See p. 106.

* Deducting for the allowances for sows sold during the emergency
pig campaign and for new producers, and assuming that the hogs for
market as finally reported on the contracts were substantially correct
though they were 1.6 per cent larger than the quota.
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1933. A larger though unknown percentage of 1932-33
commercial hog marketings was raised by contract signers
because the “sign-up” was largest in the Corn Belt and
among the larger producers elsewhere. These producers
characteristically raise the commerdal supply. The dif-
ficulty of estimating the proportion of the commercial
production under contract is due to the fact that the hogs
raised for market reported by contract signers included
many hogs sold to rural and urban consumers. Such hogs
are not included in estimates of commerdal slaughter.

Less than 20,000 contracts or 1.7 per cent of the ap-
plications were not completed. According to the reports
of a dozen extension directors, about one-half of these
applications were not completed because the adjustments
made on them were refused by the applicants. The other
half were not completed because for one reason or an-
other the producer was “ineligible.” Perhaps in many
of these cases the ineligibility was due to the fact that
the producer was unable to comply with the provisions
of the application at the time it was ready for final signa-
ture. There seems to have been a slight tendency for
the percentage of applications not completed to be low-
est in states where the drought was most severe.

COMPLIANCE

The concluding step in the 1934 corn-hog reduction
program involved the checking of compliance and the
subsequent distribution of the second and third instal-
ments of the rental and benefit payments.*

The corn-hog contract in its original form allowed
the producer (with a single exception) only one alterna-
tive to complete compliance. This alternative was for
the signer to return his benefit payments and have the

® See also Appendix B, pp. 354-59.



CORN-HOG OPERATIONS IN 1934 125§

contract cancelled. In this respect the corn-hog contract
was no different from other commodity contracts. But,
primarily because of the delay in completing corn-hog
contracts, late in the summer of 1934 violators were of-
fered an alternative to cancellation. They could elect
to pay a “penalty” for each violation. This unique sys-
tem of penalties was developed largely as a result of
promises, both direct and implied, that special considera-
tion would be given to cases of unintentional violation
largely due to the unavoidable delay in completing con-
tracts.* In some cases this delay had made it impossible
for a producer to comply. Relying on the original repre-
sentations in his contract application, which he honestly
believed and which indeed may have been correct, he
may have raised and sold more grain or hogs than he was
permitted to do under the terms of the adjusted con-
tract. In other cases, the producer could have made the
necessary adjustments had not the unprecedented sever-
ity of the drought made the destruction of feed or food
supplies inexpedient. In still other cases, producers
thought they had fulfilled their contractual obligations
but found when compliance was being checked that they
had mistaken the size of a field or overlooked an im-
portant ruling.

Three penalty rates were established for each of ten
major kinds of violation.® The maximum deduction
was made for intentional or unexplained violations; the
minimum for satisfactorily explained unintentional vi-
olations; the intermediate for those neither expressly in-
tentional nor entirely unexplainable violations which

M County allotment committees may be assured that the penalties
imposed will be commensurable with the extent of the violation of the
contract.” Imstructions for Use of Compliance Forms (C-H 535), AAA,

. I,
* Officially, cases of contract violation were called cases of “partial
compliance™ and the penalties were referred to as “deductions.”



126 LIVESTOCK UNDER THE AA44

nevertheless did not satisfy the requirements for a mini-
mum deduction. The penalty rate assessed was deter-
mined largely by the recommendations of the county al-
lotment committee and local supervisors.

While purely arbitrary, these rates were designed to
offset the probable financial gain accruing to the pro-
ducer by reason of his violation. The maximum penalty
of 45 cents on corn® was equal to the corn loan rate and
somewhat below the farm price at the time. If the maxi-
mum rate had been rigidly applied the net penalty—the
difference between the penalty assessed and the value of
the “illegal” product—depended entirely on the value
of that product. Over large areas where most if not all
of the crop was a complete or partial failure, the penalty
greatly outweighed the value of the “illegal” crop. In
sections where crop production was average or better,
the reverse was true. There was, however, some tend-
ency to assess a larger absolute penalty in areas where
the crop was good than where it was very poor.

Producers who offered to accept and were assessed
this type of penalty retained the “excess” product for the
production of which they had been penalized. In the case
of excess hogs the producer could, and usually did, adopt
another type of “penalty” which in effect resulted in
complete compliance. Producers were permitted to do-
nate their excess hogs to qualified relief organizations.
The detailed procedure was determined by the state di-
rector of extension (or commodity representative) and
the state relief administrator. Consequently, it varied
considerably from state to state. In all, about 80,000 pigs
weighing between 30 and 90 pounds were turned over

* The deduction was calculated by multiplying the number of exces
acres of corn by the appraised corn yield on the contracted acres and the
resultant sum by 45 cents.
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to local relief units. The largest number, about 21,000,
was donated in Iowa, but relative to the number of hogs
under contract the proportion donated in this state was
no larger than in most other states.

The provisions for assessing penalties and for dispos-
ing of excess hogs did not simplify the actual checking of
compliance, which was complicated by two important
differences between the obligations of corn-hog contract
signers and those of signers of other commodity con-
tracts. The first of these was the obligation to reduce
hog production, which raised a host of problems in con-
nection with compliance not encountered when the ma-
jor obligation was to reduce acreage, as in the wheat and
cotton programs. The second was the all-inclusive char-
acter of the “supplementary” provision of the corn-hog
contract. The original contract proposed to control the
production, or at least the acreage, of a long list of other
commodities as well as to reduce the acreage of corn and
the number of hogs raised for market. With this object
in mind, provisions were inserted limiting the total acre-
age of feed crops, of other “basic” crops, and of total
crops, as well as the use to which the acres retired from
corn production could be put, and so on. These provi-
sions constituted the most ambitious attempt on the part
of the AAA to prevent curtailment in the production of
one commodity from resulting in “surpluses” of others.

The problem of compliance, however, was simplified
in some respects by the drought. In the first place, the
relaxation of the supplementary provisions that resulted
from the drought obviated the necessity of making any-
thing more than the most cursory inspection with re-
spect to compliance with these provisions. The release of
the contracted acres for a wide variety of uses in many
cases made a careful inspection of this land unnecessary



128 LIVESTOCK UNDER THE AAA

—for one reason because additional land was frequently
available for and eligible as contracted acres. Undoubt-
edly many farmers who had intentionally or uninten-
tionally violated the original provisions of the contract
automatically complied with its modified terms.

In the second place, because of the drought, county
allotment committees were “permitted to authorize su-
pervisors to make certification by visual inspection rather
than measurement”™" (1) of all fields for which corn
yields promised to be less than 40 per cent of the ad-
justed appraised yield of the contracted acres; (2) of
rented or contracted acres “where it was perfectly evi-
dent that much more land is available than is required
for the purpose”; (3) for compliance with the supple-
mentary provisions of the contract unless it appeared
that, in spite of all the modifications in these provisions,
the signer had managed to violate one or more of them.

The actual field work of checking compliance was
done by “supervisors” under the direction of the county
allotment committee and supervised by state compliance
officials. As in other phases of the program, the federal
and state extension services bore a large part of the
responsibility, particularly in instructing local supervis-
ors in compliance procedure. Most inspections for the
first check of compliance were made in September, Octo-
ber, and November 1934. At that time compliance cer-
tificates were prepared and forwarded to Washington for
all producers who had complied with the acreage provi-
sions of their contracts, and whose hogs sold or to be sold
did not exceed the permitted number by more than § per
cent. More than 85 per cent of all corn-hog signers could

® Extension Service Stencil No. 8828, U. S. Department of Agriculture,
Aug, 3, 1934, p. 3. Permission to make “vispal™ inspection was first
confined to emergency and secondary drought areas, but later (Aug. 23)
was extended to the entire United States,
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be immediately certified as in complete compliance with
their contracts; two-thirds of the remainder elected to
make the adjustments necessary to comply with their
contracts. In about 32,000 cases, or 3 per cent of all cases,
. producers were unable or unwilling to make the neces-
sary adjustments and elected to accept the penalty al-
ternative. Most of these violators had too much corn
for grain.

The same procedure was followed in making the final
check of compliance with respect to hog production.
Most of these inspections were made during the first
half of December and as of November 30, 1934, the
termination date of the 1934 contract. Less than 1 per
cent of the contracts involved were reported in this final
check as having violated the provisions with respect to
hog production. Most of these violations had to do with
feeder pig purchases, or the number of hogs slaugh-
tered or to be slaughtered for home consumption.

The procedure used in making second and third pay-
ments from certification forms was the same as that used
in making first payments from the contracts, It was com-
plicated, however, by (1) the necessity of making sure
that the provisions limiting the aggregate production of
corn on the non-contract farms of contract signers had
not been violated; (2) the necessity of deducting the
local association expenses from the second corn payment
and the third hog payment; (3) the necessity of assess-
ing, calculating, and deducting the penalties for viola-
tions from the second and third payments. Total deduc-
tions for partial compliance may amount to about
$400,000.

Second payments were made in largest volume in
January and February 1935. The second corn payment
amounted to §0 million dollars and the second hog pay-
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ment to 40 million. The final hog payment, amounting
to 72 million, was made largely during the last half
of March and April 1935. (See the chart on page 121.)
Payments on contracts for which penalties had to be
assessed did not start until about the first of May. On
August 1, 1935, one or more payments still remained to
be made on about 12,000 of the 1934 contracts. This
was partly because some partial compliance cases re-
mained unsettled but for the most part resulted from
other contract complications.

The compliance experience of the AAA in the 1934
corn-hog program provides no criterion by which to
forecast what may be expected in future programs. The
amount of reported violation was exceptionally small
and much of it appeared to be unintentional. Indeed, for
a small group of violators, non-compliance was strictly
“technical.” These producers knew the size of their
fields, had first-class evidence supporting their hog base,
and made every effort to comply with the provisions of
the contract. But the bona fide representations on these
contracts may have been arbitrarily cut in order to reach
or approach the quota, and as a result the producer found
himself with too much corn for grain or too many hogs
for market. In this group were those producers who, in
spite of the most conscientious effort, misinterpreted one
or more of the provisions or modifications or failed to
obtain information on rulings of one kind or another.®

For a larger group of violators, non-compliance was
the result of carelessness rather than intention. These
violators did not know the exact size of their fields and
did not take the trouble to find out. They did not know

¥ For example, the latest date before which corn had to be cut for
forage was released by the AAA so late that many farmers never heard
of it until the date had passed.
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just what they were and were not permitted to do, and
did not bother to become informed, even when the
information was readily available. If the contract provi-
sions had not been relaxed, many producers who were
certified as having complied in full would have fallen
into this group. Probably some “technical” and some
careless violators were never reported by compliance
supervisors. This happened in spite of the AAA promise
that such violators would be leniently dealt with. Su-
pervisors and allotment committeemen tended to be
lenient with these violators, since they frequently felt
that the fault lay wholly with the Adjustment Adminis-
tration. No doubt the development of a system of penal-
ties resulted in more reported cases of these kinds of
non-compliance than would otherwise have been the
case.
On the other hand, most of the same local authorities
carefully reported all cases of intentionzl non-compli-
ance that came to their attention, even though nature
had conspired to defeat the intentions of the violator.
Some signers deliberately overplanted corn, or raised
more hogs for market than they were permitted even
according to the representations they made on the con-
tract applications. They may have expected that the
compliance check would be merely a matter of form, or
they may have hoped to plan ways of evading it. No
doubt this same group of producers was largely respon-
sible for most of the deliberate overstatement on contract
applications. No doubt, too, some of this group of pro-
ducers got by with both overstatement and non-com-
pliance.™

* Producers, however, tended to report more of their neighbors for
non-compliance than for overstatement. This lends support to the belicf

that most producers did not have very accurate knowledge of the past
production of their neighbors. Once contracts were in effect, however,
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The incentive to violate the 1934 corn-hog contract
was very small, however, first because of the effects of
the drought, and second because of low hog prices. Most
producers were planning to reduce hog production any-
way. There was certainly little incentive deliberately to
plan to produce too many hogs. Most violations of the
hog production provisions of the contract were due to
unusual luck in saving pigs or to an unexpectedly large
adjustment in the base. Even in these cases the gain that
seemed likely to result from evading compliance did not
seem worth the risk involved. Thus most producers
turned their “excess” hogs over to the local relief unit.

it would seem that there was a conscious or unconscious effort to become
informed regarding current operations,



CHAPTER VII
FINANCING THE CORN-HOG PROGRAM

The 1934 corn-hog reduction program involved gross
rental and benefit payments of about 312 million dollars
—110 million for corn rental and 202 million for hog
benefit payments. Other expenditures incurred by the
Agricultural Adjustment Administration in its efforts
to increase the income of the producers of corn and hogs
included 32 million dollars spent during the emergency
hog marketing campaign, 11 million for purchasing (in
co-operation with the Federal Surplus Relief Corpora-
tion) hogs for relief distribution, and 7 million for ad-
ministrative expenses (up to January 31, 1935)—a total
of 362 million dollars, These expenditures were made,
in the main, out of the revenue derived from a tax on
the “first domestic processing” of hogs.

The Agricultural Adjustment Act provided for the
collection of processing taxes on the first domestic proc-
essing of any basic agricultural commodity with respect
to which the Secretary of Agriculture had determined
to make rental or benefit payments.* The tax which was
to go into effect at the beginning of the marketing year
next following the date on which the Secretary pro- -
claimed that rental or benefit payments were to be made
was to be at a rate equal to the difference between the
current average farm price for the commodity and its
fair exchange value, except where the imposition of this
rate would cause such 2 reduction in the quantity of the

'See Chap. II, pp. 38-41; sce also J. S. Davis, Wheat and the 444,

PP. 176-86, for a detailed presentation of the original tax provisions and
the principal amendments thereto.

133
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commodity domestically consumed as to result in an ac-
cumulation of stocks or depression of prices. In the event
that this contingency seemed probable, the Secretary
was empowered to fix the tax at such a rate as would
prevent it.

On August 18,1933, in order to make it legally possi-
ble to obtain advances from the Treasury to finance the
emergency hog marketing campaign, the Secretary of
Agriculture announced that benefit payments were to be
made with respect to hogs,” though no decision concern-
ing the rate of the tax or the date that it was to take ef-
fect had at the time been made. The AAA was convinced
that the imposition of the full legal rate (about $4.70
2 hundredweight) would depress farm prices. A public
hearing was held on September 5, 1933 at which inter-
ested parties were afforded an opportunity to suggest
a rate which would prevent this depression in farm prices
and to present their arguments in support of the sug-
gested rate.” At the same time, an “appropriate investi-
gation” was made by the AAA and a decision on the
matter finally reached. On October 19, 1933 the Secre-
tary announced that the initial rate of processing tax on
hogs would be 50 cents a hundredweight; that the rate
would be increased to $1.00 on December 1, to $1.50
on January 1, 1934, and to $2.00 on and after Febru-
ary 1; and that the next marketing year would begin
November 5, 1933, the initial tax thus becoming effective
as of that date. On December 22, 1933, when it appeared
probable that hog marketings would continue to be heavy
through January 1934, the rate increase scheduled for
January 1 was postponed to February 1, the rate effective
on and after March 1 being increased to $2.2§. This rate

’Scc Chap. 1V, note 12, p. yo.
*See D. A, F:tzGerald Corn and Fogs under the Agricultural Adjust-
ment dct, pp. 84-85.
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was thereafter continued in effect, the Secretary not hav-
ing deemed that an “effectuation of the declared policy”
required any change in 1t.

One reason for the decision to make the initial tax
low was the provision in the Agricultural Adjustment
Act which required the collection of a “floor stocks” tax
on stocks in storage at a rate equivalent to the initial pro-
cessing tax when the latter was put into effect. It was
felt that a high initial rate of processing tax with a con-
comitant high floor stocks tax would cause the dumping
of storage stocks of pork and lard, which were unusually
farge, and depress hog prices, which were already ex-
tremely low. At the time the act did not require the col-
lection of additional floor stocks taxes whenever the rate
of processing tax was changed, so that this difficulty was
no longer a factor after the initial rate had been put into
effect.

Not all hogs slaughtered were taxable, however, and
refunds of taxes were required by the act to be made on
export and on sale to charitable organizations. These ex-
emptions and refunds obviously reduced the net revenue
from the tax. Producers were exempt from the payment
of processing taxes on hogs slaughtered for use on the
farm, Consumers who bought live hogs for home use
were likewise exempt. Producers, moreover, who did
not sell more than 1,000 pounds of hog products an-
nually were exempt from the payment of processing
taxes on sales up to 300 pounds.® No exemptions were al-

*The Flannagan amendment approved June 26, 1934 provided that
an additional floor stocks tax be collected whenever the processing tax
rate was increased and that an equivalent refund be made on stocks in
store whenever the rate was lowered unless the increases had been made
prior to the passage of the amendment. | .

*Sec. 15(b) of the act authorized the Secretary to exempt from taxation
processing by producers for sale “where in the judgment of the Secretary
the imposition of the processing tax with respect thereto is unnecessary to
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lowed on sales by producers when these sales exceeded
1,000 pounds annually.

The Agricultural Adjustment Act also authorized the
collection of “compensatory” taxes on imports of hog
products and on products competing with hog products.
But these taxes were to be levied primarily for the pur-
pose of preventing “excessive shifts in consumption,”
not of raising revenue, and in practice they added little
to the receipts from processing taxes proper. The “man-
datory” tax on imports of hogs and hog products yielded
Iittle because such imports are almost negligible. The
“permissive” tax on products competing with hogs (beef,
mutton, poultry, even fish) was not levied, for one rea-
son because it could not be shown that the processing
tax on hogs resulted in disadvantages in competition to
processors of hogs since the same group likewise pro-
cessed other kinds of livestock.

There was also a processing tax on the first domestic
processing of corn for non-feed uses. It became effec-
tive at the beginning of the marketing year next fol-
lowing the Secretary’s announcement that rental pay-
ments were to be made to producers for reducing corn
production. On October 24, 1933 the Secretary an-
nounced that the full legal rate of tax—28 cents per
bushel—would become effective November 5. On No-
vember 2 and 3 a hearing was held to allow interested
parties to present evidence bearing on the effect of this
rate on commerdal corn consumption and on corn prices.
As a result of the evidence presented at this hearing, par-
ticularly that relating to the competition between corn
sugar and beet and cane sugar, and an investigation by
the AAA, the initial rate was reduced to § cents. A

effectuate the declared policy.” The pressure on the AAA to make even
larger exemptions was very great.
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scheduled increase of the rate to 20 cents on December
1 was countermanded on November 30, and no further
changes in the rate were made.

There was, finally, a compensatory tax on imports of
corn. Little revenue could be expected from this tax,
however, since corn imports, though unusually large fol-
lowing the short corn crop of 1934, remained small rela-
tive to United States production. No compensatory tax
was levied on products competing with corn, although
such a tax had considerable revenue producing possi-
bilities. Had a high corn processing tax been levied, re-
sulting in competitive disadvantages to corn processors,
compensatory taxes on the processing of beet and cane
sugar, molasses, starch, sago, and a host of other prod-
ucts would have been legally necessary. It was partly to
avoid the difficulties incident to the levying and collec-
tion of such compensatory taxes that the processing tax
rate on corn was set and maintained at only § cents a
bushel. )

The overwhelming importance of the processing tax
on hogs as a source of revenue for financing the corn-hog
program is indicated in the following table, which shows
receipts and refunds of processing and related taxes on

hogs and corn up to February 28, 1935, in millions of
dollars:

Net  Percemtage

Tax Receipts  Refunds Receipts Distribution

Hogs:

Processing ............ 203.6 15.4 188.2 92.5

Import compensatory ... .1 — .1 —

Floorstocks ........... 6.3 3 6.0 3.0
Cormn:

Processing ............ 8.0 .1 7.9 1.0

Import compensatory . . .. 1.1 -, -1 -_

Floorstocks . .........., 1.1 — 1.1 S

Total ............. 219.2 15.8 203.4 100.0
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The receipts from floor stocks taxes, indeed, can scarcely
be considered as permanent revenue since, if and when
the processing taxes are removed, refunds on floor stocks
ata rate equivalent to the processing tax have to be made.
Thus if the $2.25 tax on hog processing were removed,
refunds on floor -stocks would greatly exceed original
collections on them.® Gross and net tax collections
through June 1935 are shown on the accompanying
chart,

CuMULATIVE MONTHLY COLLECTIONS OF PROCESSING AND
ReLaTtep Taxes on Hogs anp CorN
NoveEMBEER 1933-JUNE 1935*°
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* Compiled from monthly reports of the Bureau of Internal Revenue
(and excluding unallocated collections).

* This “difficulty” could be obviated by first reducing the processing
tax to the initial rate and then removing it. In this case a refund equivalent
to only a 5o-cent processing tax need be made, (See note 4, p. 135.) How-
ever, since the collection and refund of floor stocks taxes were intended
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In addition to being levied at a rate less than the legal
maximum, the processing tax on hogs (and on corn) was
unique in another respect. It was levied for more than
one year to pay for a one-year reduction program. This
grew, on the one hand, out of the difficulty of financing
the large benefit payments as well as the emergency
measures from the proceeds of a tax levied at less than
the maximum legal rate; and, on the other, out of the
impossibility of collecting enough revenue from taxes
on the small volume of corn processed for non-feed uses
to equal the rental payments for corn reduction. This
latter difficulty was in part overcome by allocating for
corn rental payments some 37 million dollars from the
100 million dollar Bankhead fund which the National
Industrial Recovery Act had appropriated outright for
facilitating the carrying out of the objectives of the Agri-
cultural Adjustment Act.,” It was expected that about
one-half of the expenditures for corn rental payments
could be met by this 37 million dollars and the receipts
from the processing taxes on corn. This forecast turned
out to be rather accurate, in spite of the decrease in the
revenue from corn processing taxes which resulted from
maintaining the rate at § cents a bushel, solely because
corn rental payments turned out to be 50 million dollars
less than was initially forecast.

This still left the remainder of the rental payments

to prevent undue trade disturbances when processing taxes were initiated
and discontinued, this device might defeat the very purpose of the floor
stocks tax,

T Of the remaining 63 million dollars, §o million had been used to
carry out the cotton option provisions of the Agricultural Adjustment Act
(see H. 1. Richards, Cozton under the AAA, Chap. 1X}, and 3 million
to purchase the capital stock of the Commodity Credit Corporation (see
Chap, XI below), The 100 million dollar appropriation authorized by
the Agricultural Adjustment Act itself has so far had charged against it
only those administrative expensss of the AAA which could not be allo-
cated to any commodity program being finsanced by processing taxes.
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for corn reduction, all the benefit payments for hog re-
duction, the expenses of the emergency hog marketing
campaign and relief purchases of hogs, and administra-
tive expenses to be paid out of the processing tax on hogs.
In order to raise the revenue necessary for these pur-
poses, even when, the tax was fixed at the highest “prac-
tical” rate, it was decided to levy it for a period of two
years. While this procedure was determined upon large-
ly on the basis of expediency, considerable justification
for it can be found in the fact that the measures under-
taken were also expected to maintain or increase hog
prices for two years—for the 1933-34 marketing year by
the two emergency measures, and for the 1934-3§ mar-
keting year by the 1934 reduction campaign. If this
reasoning had been strictly adhered to, tax collections in
1933-34 would have been just enough to pay for the
emergency hog marketing campaign and the relief pur-
chases. Actually more than three times the 43 million
dollar cost of these measures was collected from the tax
on 1933-34 hog marketings.

In spite of the accumulation of this “surplus” revenue
from the tax on 1933-34 hog marketings, disbursements
to the end of the 1934 corn-hog reduction program
promise to exceed revenue up to the end of the two-year
taxation period by from 1§ to 20 million dollars. This
“deficit” was due to a combination of circumstances,
some of which could not have been foreseen.

The preparation of the corn-hog budget was no simple
task, though use was made of 2ll the information avail-
able. In the first place, the budget was based to a con-
siderable extent either directly or indirectly upon a
series of more or less accurate guesses—they could hard-
ly have been called estimates, since the latter presup-
poses at least some past experience or sample data as 2



FINANCING THE CORN-HOG PROGRAM 141

starting point, The corn-hog budget involved a guess as
to the rate of tax that would not result in an accumula-
tion of surpluses or a depression of farm prices; a guess
as to the volume of corn and hog reduction that would be
signed up on contracts; a guess as to the net taxable
volume of corn and hog marketings, which in turn in-
volved a guess as to exports,exemptions,and gifts to char-
itable institutions; a guess as to percentage of corn land
rented to the government; a guess as to its yield; and
even a guess as to the amount of tax evasion. It involved
estimates of corn and hog production in 1932 and 1933,
estimates of the costs of the emergency hog marketing
campaign, estimates of the cost of relief purchases of
hogs and hog products, and estimates of administrative
costs. In view of all these difficulties, a wide margin of
safety would have been desirable. Actually, the corn-
hog budget was never more than just barely in balance,
and though two items of “cost” were materially over-
estimated, the receipts from processing taxes ran even
further below expectations.

Total expenditures to the end of the 1934 program
were 362 million dollars® as compared with an original
estimate of 430 million dollars. This discrepancy was
due (1) to a much smaller corn acreage sign-up than had
been figured on, corn rental payments actually amount-
ing to 110 million dollars as compared with an original
estimate of 165 million dollars; and (2) to the fact that
expenditures for relief purchases of hogs amounted to
only 11 million dollars instead of the estimated 30 mil-
lion.

* Including administrative costs up to Jan. 31, 1935 (and estimated tax
collection costs up to Oct. 31, 1935). Some administrative expenses of
the 1934 program wete incurred after this date, but it is assumed that they
were offset by expenses incurred before this date but really allocable to
the 1935 program,
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Processing and related tax receipts up to the end of the
1934-35 marketing year promise to be about 80 million
dollars less than the original forecast of 394 million.
This difference between facts and forecasts must be laid
to three factors: (1) tax evasion, particularly on hog pro-
cessing; (2) failure to increase the processing tax rate
on corn from § to 20 cents a bushel; and (3) a reduction
in hog marketings in 1934-35 double the reduction ex-
pected at the time the budget was prepared.

In the preparation of its budget, the Corn-Hog Sec-
tion assumed that there would be a net reduction of 18
per cent in taxable hog slaughter in the year ending
October 31, 1935. This assumption was based upon the
belief that the 25 per cent decrease made by 1934 con-
tract signers would be offset in part by the action of non-
signers in maintaining or increasing production. As it
turned out, owing to an unusually unfavorable corn-hog
ratio and the severe drought, bog production in 1934
was reduced nearly twice as much as was expected when
the budget was prepared.’ This accounts for nearly half
the difference between actual receipts of processing taxes
and forecasted receipts.

The revenue from processing taxes on corn was only
2.5 per cent of the receipts that would have been obtained
if the processing tax rate on corn had been increased to 20,
cents a bushel as was originally contemplated,™ This
reduction in receipts from processing taxes on corn ac-
counts for perhaps a fifth of the “deficit.”

The remaining deficit was due to tax evasion of one

*Based on the June 1 and Dec. 1, 1934 pig surveys, which indicate
33 per cent less pigs saved in 1933-14 than in the previous marketing year.
Assuming that the 20-cent rate would not have decreased commercial
corn consumption. Since it was maintained when prices rose more than 20
cents because of the drought, this does not seem an unreasonable assump-
tion.
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kind or another. Since exemptions have not been ma-
terially different from budget estimates, the extent of
the evasion is indicated by the fact that gross collections
from processing taxes on hogs up to December 1, 1934
were only 169 million dollars, whereas up to October
31, about 173 million dollars was due on federally in-
spected slaughter and an additional 43 million on non-
federally inspected slaughter.” This allows for a two-
month lag in collections.® Perhaps the lag between
processing and collection is longer than two months, but
it can scarcely be nearly five months as would be neces-
sary if the disparity between actual and estimated col-
lections were to be fully accounted for on this basis,

A certain amount of reorganization of hog marketing
procedure to take advantage of exemptions was bound
to occur. Thus meat retailers in small towns and villages,
particularly in the Mid-West, claimed that their sales
of pork products to farmers declined materially, Farm-
ers who used to sell hogs and buy back the product be-
gan to slaughter for their own use. Farmers who did
not raise hogs found it worth while to buy live hogs from
their neighbors and slaughter them. Other consumers
felt the same way. This method of “evading” the tax was
legal. But, as the centers of hog production and hog con-
sumption are geographically far apart, most of the

 About one-third of all hog slaughter is non-federally inspected; and,
while a considerable proportion of this slaughter was exempt from taxa-
tion, it was estimated that taxes were legal and could be collected on
one-half of it. .

™ The regulations of the Bureau of Internal Revenue allow proc-
essors a month in which to file returns following the month in which the
processing occurred, Sec. 19(b) of the Agricyltural Adjustment Act, as
modified by the Flannagan amendment, further provides that the Secre-
tary of the Treasury may permit postponement of payment of processing
taxes for a period not exceeding 130 days. According to the Bureau of
Internal Revenue, relatively few such postponements were authorized.
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processing and distribution of hog products was bound
to remain in the hands of packers, who found it both
difficult and dangerous to evade the tax even if they
wished to. Moreover, one should hasten to add that the
major portion of the packing industry adequately re-
ported taxable slaughter. Evasion was apparently most
common among a group of packers, bulking large in
number but handling a relatively small portion of the
total, who tended to underreport both the number and
weight of hogs slaughtered. To a less extent taxes were
evaded by producer “peddlers,” and perhaps by retailers
who did their own slaughtering. It was difficult to pre-
vent this type of evasion completely, but, in any event,
it does not appear to have been important. The evasion
of processing taxes on hogs seems to have been somewhat
larger than one would expect and was probably some-
what larger than it would be after the Bureau of Internal
Revenue had gained experience in collecting such taxes.

The cost of collecting these processing taxes has been
very moderate. Up to December 31, 1934, the AAA had
been billed for 4 million dollars by the Bureau of In-
ternal Revenue for collecting approximately 641 million
dollars in all processing and related taxes. Allocated to
the several commodities in proportion to the revenue col-
lected from the several taxes, this cost represents 0.6 per
cent of collections.

Total administrative costs (about 18.6 million dol-
lars) were of two kinds—expenses paid directly by the
AAA as part of the overhead, and the administrative ex-
penses of the 2,200 county corn-hog control associations.
The former, amounting to about 6.9 million dollars,
were charged against the corn-hog program and paid
directly out of processing taxes. The Iatter, amounting
to about 11.7 million dollars, were deducted from the
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rental and benefit payments due contract signers.™ Thus
the amount received by producers as rental and benefit
payments in connection with the 1934 corn-hog program
was approximately 300 rather than 312 million dollars.
Most of the local association expense, however, consisted
of salaries and per diem paid to local committeemen who
were farmers. From 60 to 85 per cent, and on the aver-
age about 75 per cent, of the local association budgets
went for salaries and per diem of committeemen and
supervisors, and the remainder for equipment and sup-
plies, publishing contract signers’ production claims, sec-
retary’s salaries, and similar expenses.

For the United States as a whole, something less than
4 per cent of the gross rental and benefit payments had
to be deducted to operate the local associations. The per-
centage deduction, however, varied greatly from county
to county, even within the same state. In some counties,
less than 2 per cent of the gross rental and benefit pay-
ments had to be deducted for local administrative ex-
pense; in other counties as much as 20 per cent had to
be deducted.' As a general rule, the percentage de-
ducted decreased as the gross rental and benefit pay-
ments increased. Few counties with $300,000 or more
rental and benefit payments deducted more than 4 per
cent for local expenses. In counties where rental and
benefit payments were less than $100,000, 8 per cent
or more was frequently deducted. Rather surprisingly,
though the expense per contract varied widely, being as
low as $1.00 and as high as $25.00, there was no tend-
ency for it to decrease as the number of contracts in a

™ See Appendix B, p. 357.

*In some counties with only a handful of contracts—perhaps not
more than two or three dozen—producers contributed their services free,
and other expenses were absorbed by local farm bureaus, In these instances
no deductions from the gross payments were necessary.
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county increased; but the expense per contract tended
to increase rather sharply as the benefit payments per
contract increased.

The average expense account in 1934 was probably
somewhat larger than it would be in succeeding years.
The cost of checking compliance might be greater, but
most other expenses should be materially less. If the
1932~-33 base were to be maintained, the allotment com-
mittee should not have to spend much time adjusting
contracts for overstatement. The major problem might
be to prevent committeemen from making jobs for them-
selves.”

The percentage of benefit payments deducted for lo-
cal administrative costs is significant only in comparing
one county with another. This percentage varies not only
with the expenses incurred but also with the volume of
benefit payments. Deductions for local expenses equal to
perhaps 50 per cent of rental and benefit payments might
not be unreasonable if the latter were small. Under
these conditions, the gain to producers would presum-
ably come about through the enhancement of market
prices. Expenses consequently should be related to gains
from the program as a whole rather than to benefit pay-
ments alone.

The estimated administrative expenses (excluding tax
collection costs computed at 1.6 million dollars} paid
by the AAA in connection with the 1934 corn-hog re-

* One state official reported (September 1934) : “The biggest job we
have on our hands now is to get committeemen to go home, During the
spring when farm work was pressing, they had to spend all their time
on committee work and hire extra farm labor. The $4.00 or $4.00 2
day looked pretty small then. Now, there is nothing to do on the farm;
the same $3.00 or $4.00 is clear gain. Some committeemen find jobs for
themselves stamping numbers on contracts and doing' other routine jobs
that a clerk or stenographer could do twice as quickly and at less than
half the cost.
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duction program amounted to about 5.3 million dol-
lars. Nearly two-fifths of this sum represents expenses
incurred by the federal and state extension services in
connection with the 1934 corn-hog program and paid
for by the AAA. Most of this 2 million dollars was
allocated to and expended by the state extension serv-
ices. The state extension service expense varied from
$1.00 to $2.00 per contract in the Corn Belt states, and
from $3.00 to $30.00 per contract in most other states,

The expenses of the Corn-Hog Section proper
amounted to nearly one-half the total. Included in this
term, however, were salaries and expenses of state corn-
hog committees and other field personnel attached to the
Corn-Hog Section. The Bureau of Agricultural Eco-
nomics expended about three-fourths of a million dol-
lars in the determination of contract quotas and over-
statement and in assisting to adjust contracts. The esti-
mated expenses of the Corn-Hog Section and co-operat-
ing government agencies in connection with carrying out
the 1934 corn-hog program are summarized in the ac-
companying table:*

Government Agency Washington Field ‘Total
Burcau of Internal Revenue. . .$ 302,000 $ 1,270,000 §$ 1,572,000™
Corn-Hog Section .......... 2,553,000 — 2,553,000
Extension Service .......... 36,000 1,990,000 2,026,000
Bureau of Agricultural Eco-

NOMICE . .........0nunnns 149,000 §06,000 755,000

Subtotal ............. 3,040,000 1,886,000 6,906,000
Corn-Hog control associations — 11,738,000 11,738,000
Grand total . .......... $3,040,000 $15,604,000 $18,644,000

* Compiled from data made available by the Comptroller’s Office of
the AAA,

" Collection costs for two years ending Oct. 31, 1935, estimated on
the basis of $201,000 for Washington expenses, and $847,000 for field
expenses, for 16 months ending Feb., 28, 1943.
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LEGALITY OF PROCESSING TAXES

Processors at first either did not question the legality
of the processing tax or else were willing to give the
AAA a chance to prove its worth before taking legal ac-
tion. For several months after the levying of the tax
no suits were filed to restrain collection, and during the
entire year 1934 only nine suits were instituted which
questioned the legality of the tax. In 1935, however, 2
slowly rising tide of proceedings which assumed the pro-
portions of 2 flood in June and July came into the na-
tion’s courts. Before June 1, 1935 a total of 20 cases had
been filed which sought injunctions to restrain collection
of the taxes. On August 1, 193§ there were approxi-
mately 600 such cases awaiting trial, 150 of which were
filed by meat processors. In many of the cases temporary
injunctions preventing collections of the tax have been
issued, a step which has reduced the monthly income
from this source by more than half.

The first judicial test of the processing tax was the
case of Franklin Process Co. w. Hoosac Mills Corpora-
tion, filed in March 1934 and heard in the District Court
of Massachusetts. In that case the United States filed a
claim with the receivers of the Hoosac Mills, processors
of cotton, for some $80,000 assessed as processing and
floor stock taxes. The receivers petitioned that the claim
be disallowed on the ground that the Adjustment Act
was unconstitutional,

The District Court in its decision, handed down on
October 19, 1934, declared both the processing and floor
stock taxes to be valid excises. It found that the act con-
ferred a degree of legislative power upon the Secretary
of Agriculture, but hesitated, largely because of lack of
precedent,”® to declare such delegation unlawful. The

™The Schechter case declaring the NRA unconstitutional was not
decided by the Supreme Court until May 27, 1935.
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third issue, namely, whether the act encroached upon the
sovereignty of the several states, was decided in favor of
the government, in view of the supposed need for cen-
tralization and in view of the fact that conformity to the
act was, the court said, purely voluntary.

The receivers filed an appeal subsequent to this de-
asion, and on July 13, 1935, the Circuit Court of Ap-
peals by a two to one decision reversed the District Court
and disallowed the claim. The decision hinged upon its
conclusion that the discretionary powers conferred upon
the Secretary were unlawfully delegated by Congress.
It found no definite standard or criterion which limited
the power of the Secretary, and said, in part:

The power to determine what the law shall be, what property
shall be affected by taxation or regulation and what standards
shall govern the administrative officers in administering acts of
Congress, has never been held to be an administrative function.

The power to impose a tax and to determine what property
shall bear the tax can only be determined by the legislative de-
partment of the government. . .,

No standard or guide s here laid down to determine how the
compensating tax shall be fixed or what elements shall be taken
into consideration in determining the amount, except that it shall

be determined by the amount necessary to prevent . . . disad-
vantages in competition.

The Court also found that Congress had invaded a
field over which it has no control under the Constitution,
since the act seeks to regulate and control production
within the states, in violation of the powers reserved to
the states by the Tenth Amendment. It pointed out that
“the power of Congress to regulate interstate commerce
does not authorize it to do so by taking products either
of agriculture or industry before they enter interstate
commerce, or otherwise to control their production mere-
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ly because their production may indirectly affect inter-
state commerce.”

Immediately after the adverse decision of the Circuit
Court of Appeals at Boston similar decisions were ren-
dered by a number of district courts on cases involving
the collection of processing taxes on hogs. These courts
had obviously been waiting for a precedent to be set by
the Circuit Court in the Hoosac Mills case.” Prior to
this decision most of the suits to restrain the collection
of hog processing taxes had been filed by the smaller
packers. After it was rendered many larger packers began
filing suits and near the end of July the very largest
meat processors had JOlﬂCd the procession.

Whether the processing tax will eventually be de-
clared legal or illegal by the Supreme Court cannot be
foretold. The government intends to appeal the decision
of the Circuit Court and a final decision by the Supreme
Court is likely to be rendered toward the end of 1935.
In the meantime, Congress has taken steps to clarify and
make more specific the powers of the Secretary in order
to remove the objection of most courts that the act un-
constitutionally delegates legislative power, and the de-
cision of the Supreme Court will probably be rendered
on the basis of these amendments,

Even if the Supreme Court declares the collection of
processing taxes to be illegal it will not necessarily mean
the abandonment of the adjustment efforts of the AAA.
The adjustments could be financed by congressional ap-

® On July 27, 1935 the District Court at Memphis, Tenn, dismissed
the suit of a Memphis packer to recover about $7,000 paid in processing
taxes, declaring that it felt free to pronounce independent views, The
court held that the general welfare clause of the Constitution gave

legality to the tax and declared that the taxing power had mot been
illegally delegated to the Secretary of Agriculture,
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propriations, for example.” There remains, however, the
serious question of whether Congress is invading the
rights of the states in attempting to regulate the produc-
tion of agricultural commodities. It is upon this point that
the fate of the whole program may rest.

™ See note 2, p. 300,



CHAPTER VIII
THE 1935 CORN-HOG PROGRAM

The 1934 corn-hog reduction contract curtailed pro-
duction for only one year-—December 1, 1933 to No-
vember 30, 1934—in contrast to the cotton, wheat, and
tobacco contracts, which were effective for more than
one year. This was due in major part to the difficulties
encountered (because of the large payments for reducing
hog production in 1934) in attempting to prepare a
budget for a longer program. It was necessary, therefore,
for the Agricultural Adjustment Administration to turn
its attention early to deciding what program, if any, was
to follow that of 1934.

THE DEVELOPMENT OF THE 1935 CORN-HOG PROGRAM

During the winter and spring of 1933-34, while the
Corn-Hog Section was occupied with the administration
of the 1934 measure, the Program Planning Division
had been attempting to develop a plan of production
control that would not involve a series of individual com-
modity contracts and which would do away with the
difficulties incident to co-ordinating their provisions.
Furthermore, individual commodity programs involved
duplication of administrative facilities, especially in the
field, and prescribed farming operations of contract
signers more rigidly than was felt to be either desirable
or necessary. Finally, the members of the Program
Planning Division and many others, both within and
without the AAA, had felt almost from the first that
any more permanent plan involved the direct or indirect
control not of corn and hogs alone but of all feed grains

152
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and all livestock. They regarded the provisions in the
1934 corn-hog contract (and in other commodity con-
tracts) restricting feed crop acreages and basic commod-
ity production as rather unsatisfactory expedients. The
inclusion of beef cattle, flax, barley, rye, and grain
sorghums as basic commodities by an amendment® to the
Agricultural Adjustment Act approved April 7, 1934
emphasized the need of developing some sort of unified
contract and at first glance appeared to faclitate it.

By mid-summer 1934 it became apparent that the
Planning Division was having difficulty in making such
plans in time to put them into operation in 1935. In
mid-July, in a final effort to determine upon a pro-
cedure, the problem was placed in the hands of a com-
mittee appointed by the Agricultural Adjustment Ad-
ministrator, the chief of the Corn-Hog Section acting as
chairman, Members of the general committee and the
several sub-committees were drawn from the Adjust-
ment Administration and the Bureau of Agricultural
Economics.

The Sub-Committee on Economic and Financial
Analyses developed the outlines of a plan for reducing
production of feed grains in 1935 (and thereafter) which
it felt would result in an equivalent percentage reduc-
tion in hog production, and some reduction in the sup-
ply of poultry products and grain-fed cattle, but no ma-
terial change in the production of dairy products and
sheep and lambs. It recommended, however, that the
program in 193§ should concern itself with corn produc-
tion only and that the initiation of the longer time grain
program should be postponed until 1936. In the first
place, the sub-committee felt that it would be difficult
to develop a comprehensive crop control program for

48 Stat. L. 528 (Jones-Connally Cattle Act, H. R. 7478).
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1935 in the limited time available. In the second place, it
seemed desirable to permit producers to replenish their
reserves of feeds, both hay and grain, which had been
greatly depleted by the drought. The corn enterprise,
consequently, seemed to be the only one that could be
overdone. As for hogs, the problem seemed to be how to
get large enough farrowings in 1933, rather than how
to reduce them. A supplemental reason for recommend-
ing a year’s delay in the initiation of general crop con-
trol was that the wheat contract had one more year to
run.

The corn reduction program (and the feed grain pro-
gram) could be put in effect only if a legal way of financ-
ing them could be devised. The difficulty was that the
Agricultural Adjustment Act required that benefit pay-
ments be made directly to the producers of any commod-
ity upon the processing of which it was desired to collect
processing taxes. Since only a small revenue could be
collected from processing taxes on corn (and other feed
grains), the remainder had to be obtained by means of a
tax on livestock slaughter. The Legal Division of the
AAA finally concluded that no litigation-proof method
could be devised that would permit the levying of proc-
essing taxes on livestock to pay for reductions in acre-
ages of corn and feed grains.* Consequently, even the
simple corn acreage reduction program for 1935 had to
be discarded in favor of a plan involving “substantial”
benefit payments on hogs. Almost immediately there-
after producers strongly indicated that, regardless of its
legal necessity, they desired 2 continuation of direct hog
production control and benefit payments. .

The Secretary of Agriculture and the administrators

*The minor amendments to the Adjostment Act pased in 1934 con-
tained no provisions that wonld have obviated this difficnlty.
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of the AAA had consistently maintained that in initiat-
ing and carrying out the mandates of the act they would
be guided in large part by the decisions of producers. In
order to find out what 1934 corn-hog contract signers
desired in the way of a 1935 program, in the light of
prospective natural and economic conditions, preliminary
plans were laid during August 1934 to hold a corn-hog
referendum.’ During the second week in September,
members of the Corn-Hog Section met with state and
county committeemen, extension directors, spedalists,
and county agents at Indianapolis, Kansas City, and St.
Paul,* for the twofold purpose of outlining the reasons
for and scope of the proposed referendum.

At these meetings (and at those later held in local
communities immediately preceding the referendum)
emphasis was placed upon the effects of the drought and
upon the probability that corn production would be un-
duly large in 1935, particularly in view of the reduction
in livestock numbers, if no control were exercised over
corn acreage. It was pointed out that in the past both
corn acreage and yields had tended to be above normal
immediately following unusually dry years. It was ex-
plained that the AAA was proposing to pay benefits to
hog producers largely in order to collect taxes for pay-
ing for corn reduction,® that the 1935 program was ex-

* The Bankhead Cotton Coatrol Act actually required that a referendum
be held to determine whether two-thirds of the producers of cotton de-
gired the provisions of the act to be continued in effect in 1935. Cotton
producers voted nearly nine to one in favor of doing so, See H. L. Richards,
Cotton and the AA4. Tobacco producers in the fall of 1934 voted 37
to one in favor of a continvation of the provisions of the Kerr-Smith
Act in 1935, See H, B. Rowe, Tobacco under the A44.

_" Also outside the Corn Belt at Atlanta, Salt Lake City, and New York
CIsyl.J’mil almost the eve of these mectings the AAA had planned to sug—-

gest that no control of hog preduction was necessary in 1935. This had
to be abandoned when the Legal Section concluded that it was impessible
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pected to be temporary only, and that it was to be fol-
lowed in 1936 by a simpler control plan usually de-
scribed as a “one contract per farm” system.

Those in attendance at these meetings almost unani-
mously voted for a 1935 program essentially similar to
that of 1934.° The accompanying tabulation shows the

RzcomueNpatIONS MabE AT CorN Berr MEETINGS FOR PROVISIONS

v 1935 Pran
.. Indianapolis | KansasCit St. Paul
Provision Meeting Meeting 4 Meeting
Base.................. 1932-33 1932-33 1932-33
average sverage® average®
Corn reduction (Percent-
age ofbase).......... 20 10-25 20-30
gayment (In centsj
pcr ushel of appraised
............... 35 40 40
Hog reductlon (Percent-
ageofbase).......... 12,5 15-20 20
Hog payment (In dollars
per head of reduction) . 12 12-15 7.50
Restriction of use of con-|
tracted acres......... Forage and soil | Forage and soil | Forage 2nd soil

L. improving crops|improving crops|improving crops

Restriction of feeder pig|
purchases. .......... No recommen- | Nenie among | None among

dation signers signers

s At Kansas Ci 3 and St. Paul the program committee recommended, in
addition, that local committeemen be given authority to adjust patently in-
equitable bases of individual producers.

recommendations made at each of the three Corn Belt
meetings with respect to the more important provisions
of any plan for 1935.

under the act to levy taxes on hog processing without making “substan-~
ual" benefit payments on hogs.

* This appeared somewhat surprising in view of the many difficulties
encountered while 1934 contracts were being adjusted, and the many com-
plaints of complex administrative procedure, Much of the time during
these two-day meetings was, in fact, taken up by a recital, on the part of
almost everyone, of his adjustment problems. In view of the recommenda-
tions of thesz meetings, the difficulties must have been more superficial
than was generally believed.
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The next step was to determine whether or not the
rank and file of corn-hog producers supported the posi-
tion taken by their leaders at these regional meetings.
During the last half of September, extension specialists,
county agents, and committeemen spent the limited time
at their disposal in laying plans for and providing com-
munity committeemen with the information to be pre-
sented at local referendum meetings. The AAA had re-
quested that these be held during the first two weeks
of October.

Voters had two questions to answer: (1) “Do you
favor an adjustment program dealing with cornand hogs
in 1935?” (2) “Do you favor a ‘one contract per farm’
adjustment program dealing with grains and livestock
to become effective in 1936?2”" The necessity of getting
almost immediately the reaction of producers precluded
any elaborate “educational” campaign before the meet-
ings were held. From the point of view of the AAA, this
had two unfortunate results. First, only about 35 per
cent of the eligible voters® cast ballots on the first ques-

* The AAA originally proposed to ask three questions, two substantially
as shown in the text, and the other: “Do you believe that an adjustment
program for corn planted in 1935 is sufficient to prevent excess hog pro-
duction?” This was omitted after the regional meetings indicated that
farmers wanted benefit payments on hogs continued and after the Legal
Division had decided that hog benefit payments were necessary in order
to collect taxes on hogs.

*All contract signers, stock- and grain-share landlords as well as
owner operators and tenants, were eligible to vote. But many eligible
landlords, particularly multiple owner landlords, failed to exercise their
voting privileges, Indeed, because of the haste with which the referendum
was conducted, multiple owner landlords never knew whether they might
cast one vote for cach contract to which they were a party, or one vote in
each county in which contract farms were located, or only one in all,
The “percentage voting” figure in the text is based on the first of these al-
ternatives. If it was intended to allow only one vote for each contract, then
about 46 per cent of the possible total number of votes were cast, No-
attempt was made to “weight”” the vote by corn acreage or hog produc- -
tion,
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tion. Second, the inadequate discussion that preceded the
voting left many producers with inaccurate or erroneous
impressions of the meaning of the second question, which
was ambiguous enough to start with. As a result, only
32 per cent of the eligible voters cast ballots on the sec-
ond issue. Some producers who voted on the first ques-
tion omitted to do so on the second because they did not
understand it.”

Almost exactly 70 per cent of those who voted cast
affirmative ballots on the first question and almost 53
per cent replied in a similar manner on the second, In
many counties non-signers were permitted to vote,
whether or not they were so permitted being left in the
hands of the county allotment committee. In all, 43,000
non-signers voted, 33 per cent affirmatively on the first
question, and 28 per cent on the second.

The AAA was in general mildly disappointed by the
large number of non-voters and the large negative vote,
particularly with respect to the second question, and
mildly surprised by the number of affirmative votes cast
by non-signers, Only one state, Kansas,'” voted against 2

* Contrast the procedure in the wheat referendum held May 23, 1935
where, partly as a result of experience gained in the corn-hog referendum,
an extensive campaign to get out the vote and present the alternatives
was conducted for two months prior to the referendum, The ballots cast
by signers represented nearly 68 per cent of the approved wheat contracts.
Signers voted eight to one and non-signers nearly three to one in favor
of a continuation of the wheat program.

*The AAA received more letters attempting to explain (or explain
away) the Kansas vote than from all other states put together. It appears
to have been due to a combination of factors, including: (1) partisn
politics, (2) a penerally unfavorable press, (3) the opposition of a
number of influential cattle feeders, (4) strict adherence to hog quotas
that were apparently somewhat less liberal than in many other states, and
{s) perhaps more than anything else the desire on the part of many eastern
Kangas farmers to get back into wheat production. The 1934 corn-hog
contract prevented them from increasing wheat acreage {except as per-

mitted later by administrative ruling) in the fall of 1934, and they
did not want the same restriction in 1935.



THE 1935 CORN-HOG PROGRAM 159

1935 program, though in Nebraska it barely carried. -
Nine states, including four in the Corn Belt, voted nega-
tively with respect to the second question.™

A surprising feature of the vote was the large affirma-
tive majorities rolled up in the minor corn-hog pro-
ducing states. Apparently the *“marginal” corn-hog
producing areas, those areas with the least “comparative
advantage,” lived up to theoretical expectations. Farm-
ers in these regions felt that the benefits of the 1934
corn-hog contracts were quite sufficient to compensate
them for reducing their hog enterprise. One important
reason was the relation between the corn and hog enter-
prise and the relative size of corn and hog benefit pay-
ments. In minor producing areas many contracts called
for a reduction in hog numbers only. At the same time
the payments for hog reduction were relatively more
attractive than corn reduction payments. Another reason
for the affirmative vote in many areas was the “drought
insurance” features of the program. Benefit payments
constituted the principal source of cash income to many
in the dried-out areas.

The relatively large negative vote on the first ques-
tion was due to the adjustment difficulties (in some coun-
ties few if any benefit payment checks had been received
at the time the referendum was held); to partisan or
farm organization politics; to the opposition of the city
press; and to a feeling that no control measures were
necessary in 1935 because of the effects of the 1934
drought. An underlying reason was that at the time of
the referendum many farmers felt that they were losing
more because of the price depressing .effect of the proc-
essing tax on hogs than they regained from benefit pay-

™ See Corn-Hog Adjustment (C-H 111), AAA, pp. 14-15, for a tabula-
tion of the vote by states,
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ments. This feeling disappeared in large measure when
hog prices advanced greatly early in 1935. It is some-
times contended that the large negative vote expressed
the resentment of many farmers, if not a large propor-
tion of them, against government “interference.” This
seems doubtful. The same kind of “interference” ac-
companied other commodity programs which farmers
supported by margins ranging from 8 to 1 to 37 to I.

THE 1935 CORN-HOG PROGRAM

Taking the results of the referendum as reasonably
conclusive evidence of the wishes of corn-hog producers,
at least with respect to 1935, the Corn-Hog Section out-
lined a tentative plan as quickly as possible. It was im-
mediately presented to a representative group of state
and county committeemen, extension specialists, and
county agents. This group, from 18 states in all, had
been called to Washington to assist in the development
of both the program and the administrative procedure,
The plan proposed by the Corn-Hog Section was less
complex than the group had expected. This took the
wind out of the sails of those who had come to Wash-
ington prepared to encounter difficulty in convincing the
AAA of the need for, and possibility of, simplifying and
liberalizing both contract and administrative procedure.
Many of the important features of the plan came in for
prolonged discussion, but no attempt was made by the
AAA to force the group to endorse the suggestions of
the Corn-Hog Section. When one or more alternatives
were possible, the advantages and disadvantages of each
were frankly presented to and discussed with the group.™

*The part played by producers through this and other groups in de-
veloping the 1935 program was more important than the part producers

played through the Committee of Twenty-five when developing the 1934
program, It is amusing and yet instructive to note that many of the sug-
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Eventually, the proposed plan was adopted without ma-
jor change.

The plan that finally emerged was similar to that of
1934 in all important respects but one, but differed from
it in many minor ways. The one outstanding change
was the discontinuance of any attempt to prevent the pro-
ductive resources released by the reduction in corn and
hog production from being used to increase the produc-
tion of other agricultural products. This meant, first, that
the 1935 contract contained no provisions restricting the
production of feed crops other than corn,' or basic com-
modities other than corn and hogs. The removal of these
provisions greatly simplified the contract and its ad-
ministration, particularly with respect to compliance, and
permitted farmers to replenish depleted reserves, but it
was not altogether satisfactory to other commodity sec-
tions, The Wheat Section, for example, felt that it would
permit an increase in spring wheat production.

It meant, second, that no restrictions were placed on
the use of land retired from corn production. Indeed,
even the designation “contracted acres” was dropped.
This likewise simplified compliance but greatly compli-
cated the determination of the division of corn rental
payments when more than one landlord was involved,
This decision was reached only after extended debate
both in the Corn-Hog Section and in the “advisory”
committee. Those in favor of removing all restrictions
pointed out that it would be necessary in any case to make

gestions made by those committeemen most insistent on simplicity would
have had just the opposite effect if they had been adopted—a further
demonstration of the impossibility of encompassing uniformity, simplieity,
and flexibility at one and the same time,

® Corn production on the non-contract farms of contract signers was
limited in 1934 except that landlords were not responsible for corn pro-
duction upon cash rented farms not under contract.



162 LIVESTOCK UNDER THE AAdA

very liberal provisions for the use of the land retired
from corn production; that lack of seed would prevent
any undue expansion in the plantings of oats, barley,
grain sorghums, and other feed crops; that compliance
would be simplified; and that opponents of control
would be unable to point to the contracted acres as a
wasted resource. On the other hand, proponents felt that
a definite contracted area had a useful psychological
effect on producers—that if contracted acres were to re-
appear in succeeding years, it would be best to continue
them through 193§ even if a wide latitude of uses were
temporarily permitted—and, most important of all, that
contracted acres provided the simplest and most satis-
factory medium for dividing corn rental payments when
more than one landlord was involved. Their position
was somewhat weakened when AAA officials indicated
that specific contracted acres would not be a feature of
the proposed “one contract per farm” plan. A number
of the members of the Division of Crop and Livestock
Estimates who had been in close touch with the 1934
corn-hog program (and other commodity programs)
favored retaining contracted acres and even somewhat
restricting their use, feeling that otherwise neither corn
production nor total crop production might be signifi-
cantly reduced.™

“The attitude of the division was due to the fact that the obligation
of producers tended to be expressed in “gross” acres while compliance
was checked on “net” acres. Producers were instructed to deduct roads,
turn-rows, and other waste land when reporting their 1932 and 1933
crops acreages, but, since most “check” data included such land, it was
in practice difficult to make sure that this was done,

Thus a producer may have had 100 gross but only 92 net acres in corn
in 1932 and 1933 in, let us say, four fields of equal size. In 1934 he
rented one of them to the Secretary. When these fields were measured in
the summer the producer discovered that he had only 69 net acres of
corn and only 23 net contracted acres. He was then required to set aside
another two contracted acres (fortunately plenty of land was eligible
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Perhaps the most important of the other changes was
that the 1935 program required only a 10 per cent rather
than a 2§ per cent reduction in hog production from the
1932-33 average and only a 10 per cent rather than a
20 per cent reduction in corn acreage (though the latter
might be reduced as much as 30 per cent at the option of
the producer). This change was significant largely in re-
ducing the total amount of benefit payments made to
farmers and thereby simplifying the problem of obtain-
ing the necessary revenue. If participation by producers
equalled that of 1934, benefit payments on hogs would
be reduced 60 per cent. Assuming, as the AAA did, that
there would be a 15 per cent reduction in corn acreage
on the part of contract signers rather than a reduction
as large as the 24 per cent which contract signers made
in 1934, rental payments on corn would be reduced
nearly 30 per cent. Total benefit payments, therefore,
would amount to between 150 and 165 million dollars
as compared with the 365 million dollars originally
estimated as necessary to pay benefits under the 1934
program and the 312 million dollars actually paid.
These payments plus necessary administrative expenses
could, it was estimated, be financed out of the revenue

for the purpose in most cases) but it was, of course, too late to increase his
corn acreage. '

In 1935, having learned the previous year of the discrepancy between
gross and net acres, producers would tend more nearly to plant their
permitted corn acreage. If there was a difference of 8 per cent between
measurements on a net and gross basis and producers contracted to reduce
their corn acrcage 1o per cent, little real reduction in corn production
would be obtained. If producers were required to set aside the requisite
number of contracted acres and the use of them was restricted so that there
was an increase in the land in hay and pasture, for example, the total
production of all feed crops would necessarily be reduced even if corn
production were almost as large as before,

Of course, since in many parts of the Corn Belt fields were not measured
in 1934, all farmers would not in 1935 be aware of and take advantage of
the difference between net and gross acres.
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from processing taxes on corn and hogs at the ex-
isting rate ($2.25 a hundredweight on hogs and §
cents a bushel on corn) collected for the year beginning
November 1, 19335.

The hog payment per unit of reduction required was
maintained at $15 a head; the corn payment per bushel
of appraised yield” was increased from 30 to 3§ cents.
The rate of corn payment was increased, first, in order
to make the 1935 contract more attractive to crop-share
~ landlords and to producers with a large corn and 2 small
hog enterprise. Many individuals (particularly land-
lords) in these two groups of producers had signed
1934 contracts from “patriotic” rather than financial mo-
tives. The rate was increased, second, because corn prices
had advanced sharply during the last half of 1934. (The
average farm price December 15 was 85 cents a bushel.)

Many members of the group and of the Corn-Hog
Section felt that even the increase in corn payment would
not make the 1935 contract sufficiently attractive to corn
growers. This was an additional reason for permitting
free use of what otherwise would have been contracted
acres. Corn growers and landlords could contract from
10 to 30 per cent of the corn acreage of the farm to the
Secretary and then harvest another crop from it which,
if not equal to corn in value, would certainly provide
considerable additional revenue.

A further inducement, not specifically a part of the
contract, was that contract signers alone would be eligi-
ble to participate in any corn loan program that might be
available in the fall of 1935. At the time that the 1935
corn-hog program was announced no definite assurance

* Since no specific contracted acres were set aside, the yield had to be
based on an appraisal of the acreage that had been in corn between 1930
and 1934 inclusive,



THE 1935 CORN-HOG PROGRAM 165

could be given that even contract signers would be able
to borrow money on the security of stored corn in the
fall of 1935, because the government corporation that
had in the past made such loans was due to go out of
existence on June 16, 1935 unless its life were extended
by Congress. This uncertainty existed until February
1935 but many producers were not conscious of it.*®
No radical change was made in the base period used
—for most individuals it remained the 1932-33 aver-
age. Specific provisions were made, however, to give -
local allotment committees authority to recommend that
individual producers be allowed a larger production of
corn or hogs in 1935 than would have been the case if
the 1932-33 average had been strictly adhered to. At
the discretion of the county allotment committee and
upon approval by the Corn-Hog Section, 2 193§ corn-
hog contract signer was permitted, if he submitted ade-
quate proof that because of unusual circumstances his
corn acreage was below normal in 1932 and 1933, to
plant 90 per cent of the base established by applying the
ratio of corn land to harvested crop acres in the com-
munity, as shown by the 1930 census, to the acreage of
crop land in his farming unit from which a cultivated
crop had been harvested at least once during the period
1930-34 (except that in no case could more than 36
per cent of the harvested crop acreage in a farming unit
be planted to corn).” No corn rental payments were to
be made to producers who took advantage of this rul-
ing. Similarly, allotment committees could recommend
that 2 contract signer be permitted to raise 9o per cent
of the number of hogs established by dividing the esti-
mated corn production on the farm by 30 (provided,

¥ See Chap, XI. .
® Administrative Ruling No. 128 (C-H 107), AAA, p. 123, ™ "
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however, that such number did not exceed one hog per
acre of corn base). No hog benefit payments were to be
made to producers who took advantage of this provision.

During the campaign, considerable difference of opin-
ton arose between county committeemen and the Corn-
Hog Section over the application of these provisions.
This was particularly true in Iowa, where there were
about 8,000 “permitted production” requests. Commit-
teemen felt that the Section was arbitrarily turning down
some applicants and at the same time granting others—
by a mechanical application of the “formula”—permis-
sion to raise more corn or hogs than had been asked
for. Committeemen felt further that this granting of
all the production perrmssnble under the formula was
the main reason for turning down some of the requests.
This, however, does not seem to have been the case. The
Corn-Hog Section paid no attention to the total produc-
tion granted on the applications it accepted, but in
order to accommodate many of the requests originally
turned down, the list of “unusual drcumstances” con-
stituting bases for requesting permitted production was
considerably expanded.” In this matter, as well as in
others, committeemen rather generally felt that they did
not have the degree of authority they were entitled to
and which they claimed had been promised them.

The retention of the 1932-33 base meant that 2 ma-
jority of the 1935 contracts would be simply “continua-
tions” of those of 1934. For the remainder, new corn or

™ Some members of the Corn-Hog Section vigoroudy defended the
mechanical application of the formula on the grounds that: (1) producers
granted requests would not increase prodoction simply becxose they had
obtained more than they had asked for; and (2) the alternative—to leave
in the hands of local allotment committees the power to say how many
hogs or how much corn a producer could raise as well as which producers
would be granted these pnvileges—would cause much more wouble than
the mechanical application of a formula.
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hog bases would have to be established and a detailed
procedure for doing so was set up. As in the previous
year, this task was again left larpely to the Division
of Crop and Livestock Estimates. The problem of estab-
lishing equitable 1932-33 bases for these new applicants
was, in some respects, more difficult in 1935 than in
1934. The procedure used was fundamentally the same
as in the previous year but was improved by important
refinements based on experience. A detailed procedure
(including a set of half a dozen forms) was, for example,
developed to analyze the evidence submitted to sub-
stantiate the new applicants’ hog production claims. Lo-
cal allotment committees were inclined to grumble about
the involved nature of this procedure without realiz-
ing that it was largely a systematization of what they had
had to do the previous year. There were, however, a few
deficiencies in the forms which caused some irritation,
largely because of the unavoidable delay involved in
calling them to the attention of the Corn-Hog Section
and getting authority to revise them.

Asa result of experience during 1934, the whole 1935
campaign was carefully planned before even the first
stages were initiated, The duties and responsibilities of
the Washington office, the 1934 and 1935 state boards
of review, and the 1934 and 1935 production control
associations were outlined in minute detail; the prepara-
tion and wording of the numerous corn-hog forms were
carefully worked out; and the whole procedure was
graphically portrayed on a “flow chart.” A first glance
at this chart no doubt caused almost everyone for whose
use it was intended, from community committeemen up-
ward, to throw up his hands in despair. But for those
with the patience and mental agility to study it through,

® Flow Chart for A4A 1935 Corn-Hog Program (C-H 105), AAR.™ .
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the flow chart gave a comprehensive picture of the en-
tire sertes of operations. In practice the charted pro-
cedure was not always strictly adhered to, but the early
conduct of the 1935 campaign was much more system-
atic than that of 1934.

The new program was announced on November 15,
1934.” Six regional meetings were held December 17-
21, 1934 to explain the 1935 corn-hog forms and pro-
cedures. These meetings were primarily for the purpose
of instructing those who would later be in charge of the
state programs—state committeemen, extension direc-
tors, and district supervisors. Immediately after January
1, 1935 the campaign got under way with a series of
“educational” meetings. The emphasis on this phase
varied considerably from state to state. In spite of the
fact that many felt that the “educational” phase had not
been sufficiently emphasized in 1934, no great amount
of time or energy was devoted to it. The material pre-
sented was simple. It pointed out that, without a control
program, prospects were that corn production in 1935
would increase and corn prices would consequently be
low in the fall of 1935; that hog production would then
be overdone and get “out of relation to demand™; and
that hog prices would decline “unduly” in 1936 and

1937.

® 444 Press Release No. 1003-35.

* The justification of the 1935 program was thus held to be not the
existence of an emergency with respect to corm and hogs but the prospect
of one, While the langunage of the Agricultural Adjustmment Act is by ne
means consistent, the general belief was that the act was an emergency
measure designed to relieve the acute existing disparity between agricul-
tural and non-agricultural pricex. The provision that the processing tax
to finance production reduction was to be equal to the difference between
the current average farm price for the commodity and its fair exchange
value lent color to this belief. But in the Rl of 1934 corn prices were
for 2 time equal to or above their fair exchange valoe and hog prices
had every prospect of being so before the end of 1935. Under these cir-
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New corn-hog control associations were organized to
handle the major part of the 1935 program. In some
cases the directors of these new associations were elected
. at the educational meetings. These elections were not
supposed to have been held until 1935 contract applica-
tions had been signed. This was the first of a number
of minor departures from the procedure outlined by
the AAA. The proportion of 1934 directors re-elected in
1935 varied considerably from county to county, but for
the United States as a whole the average was probably
more than 80 per cent.

Contract application meetings began about the middle
of January 1935. By April 1, when the contract applica-
tion sign-up closed, it was estimated that 1 million farm-
ers had applied for 193§ contracts. For 70 to 90 per
cent of the applications, the corn and hog bases were the
same as those for 1934. This group of applications was
the first to be handled by allotment committees and
state boards of review. When the contracts of this group
had been cleared, attention was turned to applications for
which corn and hog bases had to be established. Such
bases had to be set up not only for new signers but also
for 1934 signers whose farming unit was changed, who
had acquired 2 new stock-share landlord with an un-
determined hog base, and so on. Much of the checking
work done by the Rental and Benefit Audit Section in
1934 was transferred to the field in 1935 and done in the
states by clerks operating under the supervision of the

cumstances, how could further control be justified and how could taxes
be collected to finance it? The reply of the AAA was that the Agricultural
Adjustment Act (1) required that the prices of farm products be not only
increased but maintained and (2) required that the existing processing
tax rate be continued unchanged unless an adjustment was necessary in
order to effectuate the declared policy of the act, #44 Press Release N o,
234-35, July 31, 1934, :
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state board of review. It was hoped that this would speed
up payment on the 1935 contracts. It did, at least,
greatly reduce suspensions of 1935 corn-hog contracts in
Washington. Auditing of these contracts in Washington
began about the middle of June. Of the first 4,000 au-
dited, not a single one was suspended. In some states,
however, from 10 to 20 per cent of the contracts had to
be returned to the counties for correction, and a stmilar
number contained errors which could be corrected in the
state offices.

During the discussions that preceded the final de-
termination of the 1935 program, considerable thought
was given to methods of adjusting the base period pro-
duction of producers whose claims had been arbitrarily
or unfairly cut in 1934. At the time it was proposed that
individual producers be permitted to submit additional
supporting evidence to county allotment committees and
that the latter should recommend adjustments on these
contracts to the AAA, Actually, most producers who
wanted such adjustments filed appeals with the AAA,
which, however, based its decisions in part upon the
recommendations of the county allotment committees.*
In a few counties, allotment committees did adjust up-
ward several dozen contracts, but their opportunity to
make upward adjustment was limited by the fact that
a corresponding amount of downward adjustments had
to be made in other contracts. Nor did the Corn-Hog
Section encourage these changes. It felt that less diffi-
culty would be encountered in maintaining established
bases than in attempting to make adjustments.

™ The unit that handled these appeals was transferred from the Comp-
troller’s Office to the Corm-Hog Section in April 1935. M the producer
also requested a readjustment in his 1934 payments, the “appeal” became
a “daim.”
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PARTICIPATION BY PRODUCERS

On the basis of preliminary estimates of producer
participation in the 193§ corn-hog program, there was
an 11 per cent decline from the previous year in the
number of contracts; a 3 per cent decline in the base corn
acreage under contract; an 8 per cent decline in acreage
retired from corn production; and nearly a 12 per cent
decline in the base hog production under contract.”

If these estimates of participation in 1935 prove to be
approximately correct, contract signers will control less
than one-half the corn acreage and less than two-thirds
of the hog production of the United States.* Actual par-
ticipation will, indeed, be slightly less than that indi-
cated by this preliminary report because some contract
applications will not be completed.” Participation in-
creased in the deep South, and in Nebraska, South Da-
kota, Colorado, and Oklahoma. The largest absolute de-
creases occurred in the eastern Corn Belt and in Kansas.

The increase in the size of the corn payment and the
decrease in the size of the hog payment are reflected in
the relative decline in the base corn acreage and the base
hog production under contract. For the United States
as a whole the decline in the latter was nearly four times
as large as in the former. The same change tended to be
characteristic of individual states, though there were
some exceptions.

The average base corn acreage of applicants in 193§

® See Appendix D, pp. 372-75.

® Except that some contral is exercised over the share-rented non-con-
tract farms of contract signers.

® The decline from preliminary indications will be largest in the north-
ern part of the Winter Wheat Belt, Kansas, Missouri, and Nebraska,
where the wheat acreage was reduced by winter killing, by the drought
in the early spring, and by flood in the late spring. Some applicants in

this territory wanted to increase corn acreage more than they would
have been permitted to under the terms of the 1935 contract.
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was four acres, or 8 per cent larger than the base corn
acreage of 1934 contract applicants.® Evidently the de-
cline in contracts in 193 § represents the dropping out of
the smaller producers. This tendency was, indeed, even
greater than a comparison of the average corn acreage
bases for the two years indicates, because of the shift in
the geographical location of participants. The number
of applicants increased, for example, in the South Cen-
tral states. The average size of the corn base in this area
also increased; but the corn acreage per farm is lower
in this area than in the Corn Belt, and the increase in
the number of contracts in this area tended to lower
the average corn acreage base of all 1935 contract ap-
plicants.

This tendency was still more noticeable with respect to
hogs. In almost all states the relatively small hog pro-
ducers who had signed 1934 contracts were the ones who
tended to drop out in 1935. But the large hog producers
in the South and in other areas where the number of ap-
plicants either increased or declined only a small amount,
and who for the most part were the ones who signed
up in 1935, actually raised about the same number of
hogs for market as the small Corn Belt producers who
dropped out. Moreover, in the East Central states the
average number of hogs raised by the 193§ applicants
was smaller than the number raised by 1934 contract
signers—indicating an increase in the number of small
producers participating in 19335.

The fact that the “hog base went with the farmer”
also tended to reduce the average size of the contract
signer’s hog base in 1935. When a 1934 contract signer

® The average corn acreage base on completed 1935 contracts will be
slightly lower than the 52 acres shown on applications, due to the re-
moval of the overstatement in the claims of applicants on farming wnits
for which a base was not established in 1934.
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died, his base went out of existence unless it was trans-
ferred to a near relative. Old, long-established producers
would tend to have the larger hog bases.

Most small producers who dropped out in 1935 did
so because the reduced size of the payments did not make
it seem worth while to bother with a 1935 contract, But
this was not the sole reason for the decline in the number
of applicants. Other producers both large and small
were dissatisfied with their bases, objected to the “red
tape” involved,™ could not qualify under the more rigid
definition of a bona fide producer, or objected in “prin-
aple” or for farm management reasons to having their
farming operations limited by a government contract. On
the other hand, the requests for applications by a few
producers were turned down by county allotment com-
mittees because the producers had violated the terms of
their 1934 contracts.

On the basis of contract applications, total gross bene-
fit payments will amount to about 186 million dollars—
about 26 million more than the maximum estimate when
the program was being formulated. The discrepancy is
due in major part to the fact that producers retired over
22 per cent of their corn acreage rather than the 1§ per
cent originally estimated. Since hog marketings in the
1935-36 marketing year promise to be somewhat less
than originally anticipated, the accumulated deficit may
amount to 50 million dollars by November 1, 1936 un-
less the processing tax rate on corn is increased.

™It is reliably reported that in one community so contracts were lost
because producers thought the government was trying to “defraud” a
“widow-womsn™ of an $8.00 payment due under a contract signed by

her husband before his deccase. Actually, the delay arose becanse of im-
proper handling of the necessary legal papers.



~ CHAPTER IX
BEEF CATTLE—PROBLEMS AND PROPOSALS

In sharp contrast to the numerous and extensive mea-
sures undertaken by the Agricultural Adjustment Ad-
ministration from 1933 to 1935 to increase hog prices
and hog producers’ incomes was the one significant mea-
sure initiated with respect to beef cattle. Even this mea-
sure was undertaken primarily to relieve drought suf-
ferers and not as a first step in the inauguration of a
production control program for cattle. The AAA played
an important though by no means an indispensable or
unique part in the actual carrying out of this and other
drought relief measures simply because it was the gov-
ernment department which was best equipped for the
job.

The Agricultural Adjustment Act as approved May
12, 1933 did not include cattle in the list of “basic”
agricultural commodities. This agricultural commodity
had been removed from the list upon the request of
spokesmen for cattle producers.’ Range cattlemen, at
least, felt that the “domestic allotment” plan as em-
bodied in the act was “economically unsound.” Osten-

'See 73 Cong. 1 sess., Agricultural Emergency Act to Increase Farm
Purchasing Power, Hearings on H.R. 3835 before Senate Committee on
Agriculture and Forestry, pp. 259-69, 33:—33 (1933). These spokesmen
represented primarily range cattle raisers and big cattle feeders though
other cattle producers in the Corn Belt, the South, and East seem to
have taken much the same attitude at tl:e time. Cattle and sheep were
both included in the list of basic agricultural commodities in the bill
pasied by the House. They were removed by the Senate and the amend-
ment concurred in by the House, For reasons somewhat similar to those
advanced by cattlemen, sheepmen were opposed to having sheep named
a basic commodity and their wishes were deferred to.

" At the annval convention of the American National Livestock Asso-

174
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sibly their attitude was based upon the belief that a re-
duction program with the concomitant processing tax
would decrease consumption and drive consumers to
competing commadities such as poultry, eggs, and fish;
that no system of compensatory taxes would prevent
this; and that beef consumption in the United States
should be increased and not decreased in order to regain
its “proper place in the dietary of most of our people.”
Actually, two other factors had an important bearing on
the stand taken by cattlemen. The first of these was
their preocrupation with a program for increasing re-
turns to the cattle industry which they had long advo-
cated. This program included the virtual exclusion, by
tariff or prohibition, of imports of beef (particularly
canned beef) and “competing fats and oils” (particularly
cocoanut oil) ; an increase in the tariff on hides; a reduc-
tion in the freight rates and other marketing charges;
lower interest rates; “orderly marketing”;* and adver-
tising to increase consumption. The second factor was
that, at the time the bill was being debated, the full
effect of the increased supply of cattle had not made it-
self apparent in the cattle market. Between January 1,
1928 and January 1, 1933 the number of cattle on farms
had increased by 8 million head or 1§ per cent, but

cation held at Ogden, Utah, Januvary 12 to 14, 1933, the following
resolotion was adopted:

“Whereas Congress is attempting to legislate for agricultural re-
fief. . W‘hemswebehevetheso-calleddomesucallomtplmn
eoonormally unsourd : therefore be it resolved, that we are unalterably

rocdtothsplznasamcdmmofmhef"

if we had what has been termed “an orderly marketing’, we
would lnve more contral over the movement of supplies and also the
movement, probably, of the finished product; we could have the prices
of the raw material gradually increased, and the consuming public
wonldahorbltmthommpamcuhrnomemmywav....lf
mcthnngofthnhndmnldbemugunmd,tbpnusofbm&
couldbemauscdv:qnurlytoopermt. * 73 Cong. 1 scws.,
Hea.nngsonli.ll.;&;s,p.;;z.
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cattle marketings had declined steadily for six years
and in 1932 federally inspected cattle slaughter was 13
per cent less than in 1926, the post-war peak. (See the
chart on page 8.)* During 1932 the average farm
price of cattle was nearly three-fourths of “parity” as
compared with hog prices less than one-half of parity.

Within a few months after the passage of the act the
attitude of the cattlemen began to change. During 1933
cattle slaughter increased sharply—it was 13 per cent
greater than in 1932—and cattle prices declined until by
December they were barely 50 per cent of their “fair
exchange value.” By the summer of 1933, cattlemen
were demanding that something be done by the govern-
ment to aid the industry. Representatives of the AAA
met with representative cattle producers in Denver on
August 12, 1933 and explained that, inasmuch as cattle
was not a basic commodity, action was necessarily limited
to what could be accomplished under the marketing
agreement sections of the act. “After an all-day session
a resolution was unanimously adopted to the effect that
livestock producers should enter into a marketing agree-
ment with the packers,” and a committee of five was
appointed by the American National Livestock Associa-
tion to work with the Secretary of Agriculture and the
packers in formulating such an agreement.

The processors had for some time been working on
a marketing agreement for the meat-packing industry,’

* Total slaughter of cattle and calves (including estimated farm and
local slaughter) appears to have reached its low iz r9z9. Farm and
local slaughter estimates, however, probably contain margins of error
sufficient to mzke of doubtful significance the small year to year varia-
tions in total slaughter between 1928 and 1g932.

* American Corttle Producer (formerly the Producer), July 1934, Vol.
XVi, No. 2, p. 17. The law of course provided that the Secretary of
Agriculture, not producers, might enter into a marketing agreement
with the packers,

*Sce D. A. FitzGerald, Corn and Hogs under ths Agricultural A4
Justment Act, pp. 95-100.
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an amended draft of which was made public at a hearing
held in Washington on September 8, 1933. Both the
cattlemen’s committtee and 2 sub-committee of the Na-
tional Corn-Hog Committee of T'wenty-five suggested
a number of amendments to the agreement as submitted.
Discussion of these proposed changes continued for some
time in Washington and Chicago, until all but two major
points of disagreement had been ironed out. These had
to do with (1) the power of the Secretary of Agricul-
ture to initiate “programs, plans, and policies,” and (2)
the extent to which the Secretary should have access to
the books and records of the packing industry. The Ad-
ministrator of the AAA, who had attended the confer-
ences, finally suggested that a solution to these difficul-
ties could be found and that the AAA should rewrite
the agreement in line with the changes acceptable to
all the conferees. .

For the next four months practically no progress was
made toward this end. The AAA and the packers re-
mained deadlocked because of the insistence on the part
of the AAA that the agreement be a “reform” measure
and the insistence on the part of the packers that they
would give no access to books and records if the agree-
ment were of this character—or indeed under any cir-
cumstances.” The issue was further confused because the
officials of the AAA were by no means in agreement
among themselves on the matter. One group felt that
it should be a strong “reform” measure, another that
it should be a strongly protective measure of the NRA
type as was the original draft submitted by the packers,
and still a third was doubtful whéther any agreement

¥ The packing industry still retained a vivid recollection of the biased
investigation made by the Federal Trade Commission, out of which

grew the packer®’ “consent” decree of 1910. See also E. G. Nourse,
Marketing Agreements under the A4,
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would contribute much to accomplishing the objective
of the Adjustment Act—namely, to raise farm income,

Early in February 1934, in an effort to get action,
the cattlemen got the packers to agree tentatively to
the numerous requiremnents of the AAA with respect to
access to books and records. During the course of the
year, too, the protective features desired by the industry
were considerably modified. Both these changes lessened
its appeal to the industry. In this form, moreover, the
AAA regarded the marketing agreement as so innocu-
ous, either from the standpoint of “reform” or of in-
creasing livestock prices, as to be hardly worth putting
into effect. Consequently, the entire matter was allowed
to drop.

Just what cattlemen expected to accomplish by means
of the marketing agreement is not at all clear. Frequent
references were made to the elimination of all “unneces-
sary, unfair, and inequitable charges, unfair competition,
and dumping of surplus commaodities.” It seems certain,
moreover, that spokesmen for the range cattle industry
expected to be able to “control and stabilize” the price
of livestock and livestock products. This is in essence
the “orderly marketing” theory of price control, to
which reference has already been made. Cattlemen, fur-
ther, felt that the marketing agreement offered them an
unexcelled opportunity to reduce what they had long
considered excessive costs of distribution, Just how this
was to be accomplished was never even roughly outlined
but it was stated that “producers had everything to gain
and nothing to lose” by experimenting with a packers’
marketing agreement as a means of accomplishing this
most desired objective.

During the fall and winter of 1933-34, with pros-
pects poor for early ratification of the packers’ market-
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ing agreement, cattlemen made strenuous efforts to get
the government to embark upon an extensive program
of beef purchasing for relief needs. In order to help
finance these purchases, spokesmen for the cattle indus-
try expressed a willingness to approve the levying of a
small compensating tax on cattle. This procedure was
advocated because a compensatory tax on beef cattle
with the proceeds being used to help finance the corn-
hog program seemed to be in immediate prospect.® As it
turned out, no compensating tax on cattle was levied.
Though cattlemen admitted that beef was competitive
with pork and that a processing tax on the latter might
cause a “shift in consumption” to the former, there
seemed little or no evidence to indicate that such shifts
would result in disadvantages in competition to proces-
sors; and in order to levy a compensatory tax it was
necessary to show that such disadvantages to processors
(not to producers) existed.

Some relief purchases of beef were made, however.
On November 10, 1933 the Federal Surplus Relief Cor-
poration purchased 400,000 pounds of canned beef. In
an effort to accomplish the second of its dual objectives,
namely to reduce agricultural surpluses,’® the FSRC stip-
ulated that the beef must be from cows between the ages
of two and five years. These and other rigid require-
ments resulted in packers’ bidding on only one-third of
the amount upon which bids were requested, and their
bid prices were so high that all bids but one for 400,000
pounds were rejected. New bids were requested two

* Cattlemen apparently felt that though “the immediate effort to
keep cattle out of the [Adjustment Act] was successful, the inclusion
of hogs as a basic commodity, and the power given the Secretary of
Agriculture to levy a compensating tax on any commodity competitive
with hogs, in large measre prevented it from becoming a clean-cut
victory.” Asmevican Cattle Producer, July 1934, Vol. XVI, No. 2, p. 13.

* See Chap. IV.
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weeks later with no age-limit requirement, and other
specifications were also liberalized; but this time all bids
were rejected because prices were deemed too high.

Between January 5§ and March 6, 1934 the FSRC
purchased 114,260 head of cattle, mostly “canners,”
having a total live weight of 106 million pounds.’® As
with the purchases of live hogs, contracts were let to
packers for processing these cattle. Almost exactly 2.5
million dollars was paid for them, or $2.36 per hun-
dredweight. These purchases represented less than §
per cent of all the cattle and calves slaughtered under
federal inspection during January and February 1934,
though they constituted a larger proportion of all the
low-grade cattle marketed during the period.

During the last quarter of 1933, cattlemen had be-
come concerned over the record supply of breeding stock
that was accumulating on farms, largely because market
prices were so low that it did not pay to dispose of it.
The industry therefore proposed that steps be taken
to reduce the numbers of breeding stock, either by spay-
ing heifers or by disposing of “‘surplus” she-stock in non-
commercial channels. Cattlemen maintained that this
would immediately alleviate the situation and that, since
“beef cattle are not in serious over-production the ‘brain
trust’ to the contrary notwithstanding,” general eco-
nomic recovery (and the enactment of legislation to pro-
tect the cattle producer from imports of canned beef and
vegetable oils) would make unsound “experiments” in
production control unnecessary. The industry felt that
these temporary remedial measures could be more easily
accomplished if (1) cattle were made a basic commodity,

® These purchases should not be confused with the “drought cattle
purchases” initiated in June 1934. Se¢ Chap. X.
*The Producer, February 1934, Vol. XV, No. g, p. 37.
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and (2) a large appropriation for these and other pur-
poses obtained from Congress.

The cattle industry thus reversed its original stand
and gave its qualified support to an amendment to the
Agricultural Adjustment Act introduced in February
1934 designed to make cattle a basic commodity. The
lukewarm support accorded the amendment by many
cattlemen was, however, due almost entirely to the fact
that there was 2 large accompanying appropriation, and
to the belief that since they had been assured that no
program would be initiated that was not acceptable to
the industry, a production control program could be
headed off. These cattlemen remained “unalterably op-
posed” to a processing tax. To them the corn-hog pro-
gram was a dismal failure because they were convinced
that hog prices had been reduced by at least the amount
of the tax. Both by direct statement and by implication
cattlemen indicated their belief that “relief” for the
cattle industry should be financed by direct appropria-
tion.” Only the occasional cattle producer was willing to
admit that it was “rather inconsistent to want to go into
the [act as a basic commeodity] and still not have a
processing tax,”*

An appropriation for the relief of the cattle industry
was not a part of the earlier House bills to make cattle
a basic commodity (for example HR, 6133). It was
added by those responsible for introducing the legisla-

It is no secret that the processing tax is unpopular in the Hog
Belt and that, if the government had to do the job over, there would
never be a $2.25 tax levied. We are profiting today by the costly ex-
perience in hogs., There have been large direct appropriations made
for the cartle industry. . . . American Cattle Producer, July 1914,
Vol. XVI, Ne. 2, p. 13.

W Include Cattle as a Basic Agricultural Commodity, 73 Cong. a2 scss,,
Hearings before Houst Committee on Agriculture on H. R. 6133, H. R.
7153,and H. R. 7478, . 144 (1934).
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tion in Congress upon representations of the cattlemen’s
“lobby.” Great confusion existed as to whether this was
to be an outright gift to the industry or to be later repaid
by processing taxes. The Secretary of Agriculture in en-
dorsing the proposed bill made it clear that, though the
appropriation was necessary “because the production
cycle in the cattle industry is much Jonger than it is for
instance, in the hog industry, and control operations
would therefore take even longer to become effective,”
he expected “at least 150 million dollars of this amount
would be returned to the Treasury out of future process-
ing taxes.”* Cattlemen and their representatives in Con-
gress wanted an outright appropriation but hesitated to
say so for fear that too many objections would be raised.
Consequently, the matter was never clearly settled.’®
Cattlemen claimed, without a great deal of justifica-
tion, that they were entitled to a large outright ap-
propriation for five reasons. (1) ‘Producers of other
agricultural commodities had benefited from similar
appropriations in the Agricultural Adjustment Act and
the National Industrial Recovery Act (the Bankhead
amendment). (2) They had been financially injured by
other phases of the recovery program: the cotton pro-
gram had tripled the cost of cottonseed cake; the corn
loans had doubled the cost of corn and reduced the de-
mand for feeder cattle; the NRA had raised production
costs; the FERA and PWA had doubled the wage bill;
the corn-hog and corn loan programs had temporarily
increased pork supplies and reduced the demand for
beef. (3) The cattle “surplus” was largely due to gov-
ernment activities: government loans on cattle initiated

73 Cong. 2 sess,, 8. rep. 403, p. 1 (1934). )
¥ The bill barely passed in the Senmate (39 to 37), perhaps in part
because of this ambiguity.
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in 1929 had resulted in the holding back of herds that
would otherwise have been liquidated so that “those
qualified to carry on successfully in the industry must
face two handicaps. First they must meet this subsidized
competition. Second they must contribute to the funds
to subsidize the misfit competitor.”® (4) The Adminis-
tration had failed to take steps to reduce competitive
imports. (5) The Adjustment Administration had pen-
alized the industry by failing to approve the marketing
agreement for the meat-packing industry.

The proposed amendment became law on April 7,
1934. This Jones-Connally Act (1) made cattle a basic
commodity; (2) authorized the appropriation of 200
million dollars (a) to finance surplus reductions and pro-
duction adjustments and (b) to support and balance™
cattle markets; and (3) authorized the appropriation
of 50 million dollars to enable the Secretary of Agricul-
ture (a) to make advances to the FSRC for the purchase
of dairy and beef products for distribution for relief
purposes and (b) to eliminate diseased dairy and beef cat-
tle, including cattle suffering from tuberculosis or from
Bang’s disease, and to make payments to owners with
respect thereto,™

Following its usual procedure, the AAA held 2 pre-
liminary conference with cattle producers as the first
step in the development of a commodity program. At
this meeting, held at Chicago April 26, 1934, the Ad-
justment Administration discussed the cattle situation
and suggested that a representative group of cattle pro-

"7, Evetts Haley, “Cow Business and Monkcy Business,” Saturday
Evening Post, Dec. 8, 1934, p. 28.

™ The word “stabilize” being currently in ill repute because of the
stabilization activities of the Federal Farm Board under the previous
Administration, the phrase “support and balance” was coined to replace it,

* The act also designated peanuts, rye, flax, barley, and grain sorghums
as basic commodities,
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ducers be appointed to work with the AAA in the devel-
opment of a cattle program. The processing tax was as
usual the subject of spirited discussion, but “despite at-
tempts made by others than real cattlemen to pack the
meeting . . . with men unfriendly to even exploring
the possibilities . . ., producers and feeders finally as-
serted their rights and . . . voted by a substantial majority
to appoint a committee of 2§ cattle breeders and feeders
to be charged with the responsibility” of co-operating
with the AAA in the determination of a program.™
The Cattle Committee of Twenty-five appointed by
the AAA represented dairy interests as well as cattle
breeders and feeders,” The inclusion of representatives
of the dairy industry was a belated recognition by both
cattlemen and dairymen of their mutual interests. Dur-
ing the preceding year beef cattle producers had vigor-
ously opposed attempts made by the dairy interests to
curtail production of oleomargarine, Each group was
inclined to blame the other for the “surplus” of beef
and dairy products, cattlemen claiming that the big in-
crease in cow numbers was due to the dairy industry, and
dairymen claiming that beef cattlemen were flooding
the market with dairy products.” During January 1934,

*The Producer, May 1934, Vol. XV, No. 12, pp. 6-7. The “un-
friendly”® men above referred to were livestock exchange and commis-
sion men.

* The entire personnel of the cattle breeders’ committee of five ap-
pointed by range cattlemen in August 1933 was appointed to the
Committee of Twenty-five. This committee of five had conducted the
fight for the packers’ marketing agreement, relief beef purchases, etc.

*The Jan, 1, 1934 estimates of the U. S. Department of Agricul-
ture of the number of milk cattle and “other cattle” on farms apparently
supported the contention of the beef cattle men. According to these
estimates, milk-cow numbers had increased almost steadily since 1921
and were 20 per cent larger on Jan, 1, 1934 than 13 yeans earlier,
while the nomber of “other cattle” on farms was 20 per cent smaller
on Jan. 1, 1934 than on Jan, 1, 1921, though they had increased since
Jan. 1, 1928, No doubt dairy cattie numbers had increased appreciably
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dairy and beef cattle interests had met for the purpose of
jointly considering the proposed Jones-Connally amend-
ment and other problems of mutual interest. After a
series of conferences a program was outlined which in-
volved (1) endorsement of the proposed amendment;
(2) use of part of the 200 million dollar appropriation to
eliminate diseased dairy and beef cattle; (3) purchase
of beef and dairy products for relief needs; (4) develop-
ment of a marketing agreement with packers; (5) “elim-
ination from production of a sufficient number of beef
and dairy cows to give present relief”; (6) a processing
tax so graduated that its “full burden may be delayed
unti] consumer purchasing power is on the up-grade and
returns to producers have reached parity.” This pro-
gram contained no plan for “production control” of
cattle numbers and relied heavily on the proposed ap-
propriation for funds. Whether the conferees realized it
or not, the last of their recommendations would, if put
into effect, have made impossible not only the collection
of a supplemental fund of any appreciable size but also
the repayment of the original appropriation. Processing
taxes on cattle certainly could not be increased after cattle
prices reached parity, and it is 2 debatable question as
to just how long the existing rate could be maintained
after that point had been reached.

since 1921, reflecting the ‘long-time” trend in dairy production, but the
relative changes in cattle numbers suggested by these January 1 esti-
mates probably exaggerated the situation, Many so-called “dual-purpose”
cattle shift from one classification to the other, depending upon whether
their owners happen to be milking them or letting the calves milk
them. With the dairy enterprise showing relatively larger returns than
beef during much of the decade, many cattle first reported as “beef?
were later reported as dairy, See also J. D. Black, The Dairy Indusiry
and the £44, Chap. XTIL

®The Producer, February 1934, Vol XV, No. 9, pp. 38-39. No
processing tax was 10 be applied until ample protection was provided
against imports. ’
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This jointly recommended program had been re-
ported as endorsed not only by representatives of the
dairy interests and range cattlemen but also by cattle
producers in the East and South and cattle feeders in
the Corn Belt. Eastern and Southern cattle raisers, how-
ever, seem to have been rather generally in favor of a
production control program as well. Corn Belt cattle
feeders, at the time, took no unanimous or decided stand.
Early in March 1934 an apparently representative group
of Iowa cattle feeders and raisers had voted (though not
unanimously) for a production control program at a
meeting sponsored by Iowa beef producers.” No doubt
much of the support given the proposal for production
control was due to suggestions that cattle feeders be re-
imbursed for losses incurred by reason of the corn loan
program; that benefit payments be made to feeders for
reducing feeding operations; and that the levying of a
processing tax be delayed until such time as it would
not be burdensome on the cattle market.* A state cattle
committee had also been elected, two members of which
were appointed by the AAA to the Cattle Committee of
Twenty-five when it was set up.

About the middle of May 1934 the Committee of
Twenty-five submitted the outlines of a proposed pro-
gram to the AAA. This plan called for (1) a reduction
by January 1, 1937 of 20 per cent in breeding females;
(2) benefit payments of $4.00 a head on the number of
breeding females in the herd during the base period;
(3) 2 5 per cent reduction in feeding operations for the
year ending June 30, 1935, and a 1§ per cent reduction

® The delegates had been elected at local meetings called under
the direction of the county corn-hog control associations. Ninety-five
counties out of a total of 99 were represented,

™ As vspal, a request for increased duties on competing meats, hides,
and oils was unanimously adopted.
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for the year ending June 30, 1936; (4) benefit payments
of 1.§ cents per pound on the base period feeding opera-
tions; and (§) a graduated processing tax increasing to
a maximum of 50 cents per hundredweight by October
I, 1934. Beef cattle producers and dairy cattle producers
were to be equally eligible. A sub-committee of five was
selected to remain in Washington to co-operate with the
AAA in working out the details.

There were at least three difficulties connected with
this tentative proposal. The first was financial. Though
the total amount of the benefit payments would depend
upon the extent of producer participation, it appeared
possible that payments would be larger than tax collec-
tions to the end of 1937. Tax collections and benefit pay-
ments did not have to balance, of course, because the
deficit could be met by drawing on the 200 million dol-
lar appropriation authorized by the Jones-Connally Act.

The second difficulty was administrative. The pro-
posal to make benefit payments to cattle feeders would
necessitate the determination of the base period pur-
chases of feeder cattle and sales of fat cattle in hundred-
weights and require a compliance check on the same
basis. These difficulties were almost insurmountable,

The third difficulty was economic. The proposed plan
would not result in any increase in cattle prices for two
or three years, and during the first year liquidation of
20 per cent of the breeding females would have a de-
pressing effect on the market.” Such a delayed response
of livestack prices to a reduction in breeding stock on
farms is unavoidable with any variant of the “standard”
production control plan, and its immediate depressing
influence can only be avoided if the liquidated breeding

* Whether market prices would be lower during this time with a
program than without one would depend, in part, upon the liquidation
that would take place in the absence of the program,



188 LIVESTOCK UNDER THE AA4A4

stock is removed from regular commercial channels.
Both the immediate depressing effect and the delayed re-
sponse are extremely important in the case of cattle;
they are much less important in the case of hogs and
practically negligible in the case of annual crops such
as wheat. Assuming, for purposes of illustration, that the
only factor affecting marketings was 2 control program
involving a 20 per cent reduction in supply, marketings
of these three agricultural commodities for the year in
which the reduction took place and succeeding years
would be as follows (expressed as percentages of the
pre-program level):

Vear of First Second Third

. Year Year Year
Commodity Reduc- g oiow-  Follow- Follow-
tion in g in g ing
Wheat (average yields
assumed) ....... 81 80 80 80
Hogs (sows sold prior
to farrowing) .... 104 80 80 80
Hogs (sows sold after
farrowing) ...... 104 100 80 80
Cattle (cows sold prior
to calving)® ... .. 125 100 80 80
Cattle (cows sold after
~calving)® .. .. ... 125 100 100 80

A cattle plan calling for a reduction in feeding opera-
tions during the initial year would cause some further in-
crease in marketings for slaughter during that year but
cause some reduction in marketings in succeeding years.
The cattle plan proposed by the committee would, other
things being equal, have spread the depressing effect of
the liquidation over three years, but by doing so would

* Assuming an 8o per cent calf crop and that the average beef steer
{or heifer) is marketed either “grass-fat” or “corn-fed” at two years

of age.
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have delayed for five or six years the full effect of the
reduction in production.

No steps were taken by either the AAA or the cattle
producers’ committee to revise the proposal in order to
overcome these objections. Instead, the efforts of the
Adjustment Administration were almost immediately
concentrated on the emergency measures undertaken to
mitigate the effects of the most disastrous drought in the
history of the country. One of these measures was the
purchase by the government of over 8 million cattle.”
These purchases, together with exceptionally large com-
mercial marketings of cattle, completely reversed the
cattle situation. Between January 1, 1934 and January 1,
1935 the number of cattle on farms declined by 6.6 mil-
lion head or 11 per cent. Between December 15, 1934
and April 15, 1935 the farm price of cattle increased
75 per cent, and on the latter date was practically equal
to its “fair exchange value.”

As a result, one group in the cattle industry felt that
nothing more need be done. As early as July 1934 the
American Cattle Producer commented editorially:

It appears entirely possible that the drought purchasing pro-
gram is indeed the cattle program, and that we shall never

have to accept 2 processing tax with its cumbersome accompani-
ment of contracts to be signed, reductions to be enforced. . . .”**

At the January 1935 meeting of the American National
Livestock Association the AAA pointed out that there
was “real danger of production eventually expanding to
the point where returns to producers will be unfavorable
and a period of liquidation will be necessary.” It also
pointed out that there were several possible lines of ac-

" The 1934 drought and the cattle purchase program are considered

in Chap. X.
* July 1934, Vol. XVI, No, 1, pp. 13-14.
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tion: (1) inauguration of a production control program
within the next year or so; (2) doing nothing to restrict
production, at least for a year or two until the most
desirable level of production became more apparent; or
(3) concentrating attention on the use of land, control
of grazing, and the like. The AAA assured the meeting
that it would “continue to follow the policy of being
guided by producers in the adoption of an adjustment
program.” But the February 1935 issue of the Pro-
ducer stated:

+ .« there are a number of sound reasons why no regimentation
of the industry should be undertaken. . . . Reasonable credit
regulations and sound business management should be able to
meet any situation that might develop for many years to come.”

‘This position did not, however, represent the attitude
of probably a majority of the cattle producers outside
of the Western range states. Indeed it did not reflect
nearly as accurately as it had a year earlier the attitude
of the rank and file of range cattlemen. Cattle producers
in the Corn Belt and in the South felt that every effort
should be made to develop a concrete plan for consoli-
dating the gains made in 1934. They were willing to
support an amendment to the Agricultural Adjustment
Act that would permit the levying of processing taxes on
livestock to pay benefits for reducing feed grain produc-
tion.** This amendment was particularly objectionable
to members of the Cattle Committee of Twenty-five
from the range states, even though they were informed
that a program based on such an amendment would have
to be approved by the industry if it were to be put into

®*G. B. Thorne, “Future Problems of the Livestock Industry in the
West,” 444 Press Release (unnumbered), Jan, 10, 1935.

* February 1935, Vol. XVI, No. 2, pp. 28-29.

" See Chap. VIIL
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effect.’”” Instead, they continued to recommend the adop-
tion of a packers’ marketing agreement and an increase
in the tariffs on imported fats, oils, and hides. As a re-
sult of the opposition of the spokesmen for this rela-
tively small but influential section of the cattle industry,
the AAA discontinued further attempts to obtain con-
structive co-operation and for the time being practically
pigeonholed the entire matter.

" When the matter was being discussed by the committee and the
AAA early in 1935, committee members from Tennessee, Wisconsin,
and Minnesota joined those from the range states in defeating, twelve
to ten, a motion endorsing this amendment. Relative to either number

of producers or to production, the range states had a disproportionate
representation on the committee.



'CHAPTER X
DROUGHT AND THE CATTLE PROGRAM

About the time the Cattle Committee of Twenty-
five was considering plans for a cattle adjustment pro-
gram, it became apparent that a drought of unusual se-
verity was in the making. One of the most extensive
measures undertaken to ameliorate its effects was the
purchase by the government in 1934 and early 1935 of
over 8 million head of cattle.

THE 1934 DROUGHT

The 1934 drought was the most serious in the history
of the country. It first became critical in an area center-
ing in the Dakotas. Here 1934 appeared as the climax
of a “weather cycle,” during which annual precipitation
had declined sharply. Between June 1933 and May
1934 rainfall in these states had been barely one-half
of normal, and only two-thirds to three-quarters of nor-
mal in an area which included most of the Corn Belt.
Reserves of moisture in the soil were consequently mod-
erately low to very low. Moreover, the situation became
progressively worse in these areas as rainfall from
March to May 1934 was one-third to one-half normal
in the Corn Belt and from one-quarter to one-third nor-
mal in the Dakotas. During May it was from one-quarter
to one-third normal in the Corn Belt (except Kansas)
and less than one-fifth normal in the Dakotas. Lack of
rainfall was accompanied by unseasonably high tempera-
tures. By June 1 the crop situation had become critical
in the Dakotas and parts of Minnesota, Wisconsin, Mon-
tana, Wyoming, and Nebraska, and serious in a wide
area including most of the Corn Belt and extending
south through the panhandles of Oklahoma and Texas.

192
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Scattered rains during the first week in June and again
during the early part of July did little to alleviate a
situation which became progressively worse through the
summer and early fall. The drought area widened until
it included all or part of every state west of the Missis-
sippi River with the exception of Washington. Only
in northern Iowa and southern Minnesota were local
rains after June 1 suffident to cause material improve-
ment in crop prospects. East of the Mississippi the
drought continued serious in northern 1llinois, Indiana,
and Michigan, but was materially relieved in other sec-
tions by rains after June 1. In fact, southern Indiana and
much of eastern and central Ohio harvested one of the
best corn crops in years,

The general severity of the drought during the spring
months first affected small grain, hay, and pasture pros-
pects. The May 1 crop report placed hay and pasture
conditions “substantially lower than on the same date
in any of the past 50 years,” and stated that “the need
for adequate rainfall is daily becoming more acute” for
small grains as well.

PLANS FOR DROUGHT RELIEF

During the first half of May, officials of three “recov-
ery” organizations—the Agricultural Adjustment Ad-
ministration, the Federal Emergency Relief Adminis-
tration, and the Farm Credit Administration—watched
with growing apprehension the increasing severity of the
drought and made tentative plans to cope with its ef-
fects. These plans were subject to almost continuous
modification as the drought continued unabated. The
first public intimation that the Administration intended
to take extraordinary steps to alleviate the conditions
caused by the drought appeared in the press on May
14. These reports indicated that the President, after con-
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ferring with the chiefs of the AAA, the FCA, and the
FERA, proposed: (1) large purchases of beef cattle
from farmers in the drought area; (2) relaxation of ad-
justment contracts in the drought area to permit addi-
tional plantings of forage crops; (3) a federal request to
the railroads that they further reduce freight rates on
cattle and feed in these areas; and (4) federal relief
funds for increasing the water supply as well as for pro-
viding stock feed and seed to needy families. The next
-day the AAA announced that plans to purchase livestock
and relax contract provisions were being formulated.®

These proposals were by no means new. The Corn-
Hog Section had been requested more than once to mod-
ify the corn-hog contract to permit increased forage crop
plantings, and even prior to the middle of May such
action had been advocated by the director of the Com-
modities Division. It had been requested as early as the
first week in May by the Minnesota state corn-hog com-
mittee, and was repeated in a telegram sent to Secretary
Wallace on May 13 by the agricultural extension direc-
tors of Minnesota, South Dakota, North Dakota, and
Wisconsin, This “directors’ conference” likewise urged
immediate cattle purchases, the release of corn held as
security for corn loans,® and federal aid to obtain seed
and feed for maintaining breeding stock.

Early in June, about the time the first major modi-
fications were being made in commodity contracts, an
expanded program of general drought relief was for-
mulated by the Administration and submitted to Con-
gress by the President (June g). In his message the
President pointed out that organizations to handle the
drought relief—the AAA, USDA, FCA, and FERA—
were already in existence and that some measures had

Y AAA Press Release No. 2580-34, May 135, 1934.
* See Chap. XI.
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already been initiated, but that the drought was becom-
ing so serious that a specific appropriation was essential.
Congress acted with unusual celerity. The Emergency
Appropriation bill for 1935 was amended for the pur-
pose by the Senate Appropriations Committee, at which
time the amount to be appropriated was reduced from
the 52§ million dollars requested by the President to 450
million. The original sum was replaced on the floor of
the Senate, the amendment agreed to by the House, and
the bill signed by the President on June 19, 1934. Four
days later the first 100 million dollars was allocated by
executive order. The total was eventually allocated to
the several agencies between June 23 and December 1
much as the President had suggested in his message.
As of December 1, 1934, funds had been allocated as
follows (in thousands of dollars):

Federal Emergency Relief Administration:
For grants to states for direct and work relief,
and for processing cattle and distributing the
product ...... .. ... .. ..., 217,590
For purchase of submarginal lands ............. 53,390
United States Department of Agriculture:
For purchasing cattle (in addition to Jones-Con-
nally funds) for seed and fodder purchases, and

soforth . ... ... . ... ... Ll 97,780
For beetle eradication and other miscellaneous pur-
oS 1,065

Farm Credit Administration:
For loans to farmers for feed and seed under special

loan arrangements .................... 96,785

Civilian Conservation Corps:
For conservation work in drought areas . .. ... ... 58,390
Total ... ...... ... ... ..., 525,000

*The original allacations included 13 million dollars to the USDA
for the Great Plains tree belt (made by Executive Order No. 6793 of
July 11} ; but when Comptroller General McCarl ruled against it, the
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An important supplement to these relief measures
was the granting by the railroads of reduced rates on
feed shipped into the drought area and on livestock
shipped out of such areas to pasturage. Local groups, the
Interstate Commerce Commission, or the President’s
Inter-departmental Transportation Committee could re-
quest the railroads to reduce rates for certified drought
counties, and the railroads in turn filed “emergency”
schedules with the ICC. These rates became almost im-
mediately effective.* They were in effect from June 4
to September 4, 1934 and were 30 per cent of the regu-
lar rate on hay, 66 2/3 per cent on whole grain and other
livestock feed, and 66 2/3 per cent of the fat cattle rate
on federal shipments of drought cattle.?®

ORGANIZATION FOR DROUGHT RELIEF
A Drought Relief Service was established on May 21,
1934 to take charge of all the relief work of the AAA
and the Department of Agriculture, and to correlate it
with the relief activities of the FCA and FERA. The
director of the Drought Relief Service® headed an emer-
gency relief committee of representatives of various com-

15 million was reallocated on Pecember 1 to the CCC and the FERA—
in the case of the latter to funds for the purchase of submarginal lands.

“By invoking Sec. 2z of the Interstate Commerce Act as amended,
which suspends the usual rate-making procedure,

°® Many railroads outside the drought arez did not grant any rate
reductions on cattle moving over their lines. If cattle were moved from
one locality for pasturage and then returned to the original point of
shipment, the rate was 85 per cent of the regular rate to pasturage
and 15 per cent on the return. For the round trip the reduction therefore
amounted to 5o per cent.

Emergency rates of 66 2/3 per cent of the regular rate on hay and
5o per cent of the regular rate on other roughages such as corn stover
were put into effect Oct. 1 to expire Apr. 3o, 1935, and the 85 per
cent cattle rate was reinstated. The emergency rates were again re-
established early in June 1935 for 131 counties designated on May 17
as 1935 drought counties.

*E. W. Sheets, formerly chief of the Division of Animal Husbandry
of the Bureau of Animal Industry.
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modity sections of the AAA, several bureaus of the
USDA, the FCA, and the FERA." The director of the
Drought Relief Service and his immediate assistants de-
voted most of their attention to the cattle buying pro-
gram. The FERA made plans to increase the amount of
direct and work relief available in drought-stricken areas,
and several sections of the AAA collaborated in the prep-
aration of administrative rulings designed to permit in-
creases in forage crops and the pasturing of “contracted”
acres in drought areas.

The responsibility of determining the areas within
which these relaxations were to be applicable was placed
in the hands of a committee consisting of members chosen
from the Bureau of Agricultural Economics and the
Federal Extension Service. This committee, later called
the Area Designation Committee, made its first “certi-
fications” on May 23, listing 121 “emergency drought”
counties in the Dakotas and Minnesota, and 91 “sec-
ondary drought” counties in these and adjoining states.
Almost daily certifications were made during the next
three months. During June and early July the majority
of the certifications consisted of secondary drought area
counties, but as the drought continued unabated, many
of these counties and others not previously certified were
added to the primary drought area. (See the chart on
page 198.) On October 24, 1934, the date of the last
certification, 1,187 counties were listed as emergency,
and 270 as secondary drought counties—a total of 1,457.
These counties were located in every state west of the
Mississippi River except Washington, and in Wiscon-
sin, 1llinois, Indiana, and Michigan..

The committee made these certifications upon the
bases of crop conditions in each county as indicated by

" A4 A4 Press Release No, 2631-34, May 21, 1934.
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* Prepared from official certifications of the Drought Relief Service,
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the regular reports of crop correspondents, daily reports
of the Weather Bureau, and special reports and recom-
mendations by the federal state statisticdans, It was origi-
nally contemplated that these certifications would simply
indicate what appeared to be from a distance the relative
severity of the drought. All agencies involved in the
drought relief program were expected to make further
investigations to ascertain if these counties did, in fact,
need emergency relief. In practice the several drought
relief measures became automatically effective as soon as
the counties were certified. There was, naturally, always
more or less pressure on the committee to certify coun-
ties. This was particularly true of “emergency” counties,
since cattle purchase operations were almost entirely con-
fined to them. All other special drought relief measures
sooner or later applied to both emergency and secondary
areas.

About the middle of August the administration of
drought relief was reorganized by the appointment of
the President’s Drought Committee consisting of the
Secretary of Agriculture, the Administrators of the AAA
and the FERA, and the Governor of the FCA. The task
of co-ordinating the activities of the various agencies
engaged in drought relief was placed in the hands of a
Livestock-Feed Committee. The activities within the
USDA were placed in the hands of a Drought Plans
Committee and five sub-committees.” A livestock pur-
chase committee was placed in charge of the cattle
(and sheep) purchasing program, though the actual buy-

* The chairmen of the respective committees were as follows: Dronght
Plans, C., W, Warburton of the Extension Service; Area Designation,
Nils A. Olsen of the Burean of Agricultural Economics; Seed Con-
servation, J. F, Cox of the AAA; Livestock Purchase, G. B. Thorne
of the Bureau of Agricuitural Economics; Food Survey, Mordecai Ezekiel
of the Department of Agriculture; Feed and Forage, D. P. Trent of the
AAA,
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ing was handled by the Commodities Purchase Section
of the AAA. The other sub-committees made plans for
conserving seed, feed, and forage, and setting up an
“information service” to enable buyers and sellers of
seed and feed to contact one another and survey the food
situation.

DROUGHT CATTLE PURCHASES

The Drought Relief Service was unusually quick
about initiating cattle purchases, which began within two
weeks after the plan was approved. In the meantime, a
price schedule had been decided upon, forms prepared,
co-operative arrangements with the Federal Surplus Re-
lief Corporation and the Bureau of Animal Industry
established, details of a buying procedure determined
upon and disseminated, and contracts let with packers
for processing the animals fit for human food.

The plan providcd for the “government” purchase
of cattle at prices dependent upon the age and condition
of the animals, The total payment per head was divided
into bencﬁt payments and purchase payments as follows:

Benefit  Purchase

Classification P
ayment Payment
Cattle two years old and over . .. $6 $6-14
Cattle one to two years old . . . .. 5 5-10
Cattle under one year old . ... .. 3 1- 5

The purchase payment went to the owner and lien holder
(if any) jointly, and could be and was used to satisfy
the claims of the mortgage holder. If the claim of the
lien holder exceeded the purchase payment, he was re-
quired to relinquish all claims to the balance. The bene-
fit payment was the sole property of the producer, and
the lien holder specifically waived any claim to it.
Government purchases of cattle were largely limited
to officially designated “emergency” drought area coun-
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ties.® This area, incongruously enough, included seven
Florida counties in which rains had been so excessive as
to result in flooding.’® Cattle were appraised by local
committeemen selected by the county relief director—
usually the county agent. The procedure varied from one
state to another and was altered as the cattle buying
campaign progressed. At first committeemen usnally vis-
ited the farm of the prospective seller and appraised the
animals. Later the most common procedure was to have
farmers deliver cattle on designated days at designated
railroad loading points, and appraisals were made there.
This practice materially reduced appraisal expense. In
either case the committeemen were accompanied by a
temporarily appointed Bureau of Animal Industry in-
spector who condemned all animals not fit for human
consumption.’* These condemned animals had to be
disposed of by the owner in a2 manner approved by the
inspector. Usually they were buried.

Cattle buying began in the Dakotas and Minnesota
about June 4, 1934 and was not finally discontinued until
January 31, 1935. Purchases were most extensive during
July, August, and September 1934, and three-quarters
of the 8.3 million cattle and calves bought by the gov-
ernment were purchased before October 1. (See the ac-

*Late in 1934, after the regular Area Designation Committee had
discontinued its certifications, cattle were bought in a few counties (for
example, Harrison, Shelby, Audubon, and Crawford in Iowa) which

were given a special certification as being in the emergency drought
area.

* Information obtained during cattle purchase operations in this area
offers a striking commentary on the inadequacies of the U. §. census
of 1930. In these seven counties, 207 farms sold cattle to the povernment,
at the time of sale these 207 farms reporting cattle inventories of about
161,000 head. The 1930 census had reported over 1,300 farms in the
same seven counties, with only 830,000 cattle on all 1,300 farms. This
discrepancy cannot possibly be explained by the time between the dates,

™ Appraisers were required by administrative ruling to pay the mini-
mum price for all condemned animals,
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companying chart.) Great pressure was exerted to in-
crease the scope of buying operations within the drought
areas.

CuMULATED NUMBER oF CATTLE HANDLED DURING THE
EMmERrGENCY DrOUGHT PROGRAM"
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A}if.md on weekly data furnished by the Commodities Purchase Section,

Immediate action was called for by the urgent need
of the drought-stricken areas. There was therefore no
time to prepare detailed instructions to govern procedure
in the field. A field office was established in St. Paul,
Minnesota, and state agents and local committeemen
were simply instructed to “buy cattle.” Little attempt
was made to 2llocate purchases by states or by days, and
local state officials almost seemed to be vying with one
another to see who could purchase the largest number of
cattle, regardless of the congestion at loading points and
slaughtering plants, and regardless of the feed situation
of the producer. During June, July, and early August
1934, cattle were bought so rapidly and so promiscuously
that no one had an accurate estimate of the number of
head being bought from day to day or of what the total
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commitment of the Adjustment Administration was. Ap-
parently a statement by the Secretary of Agriculture that
“no expense should be spared” was interpreted by those
in charge to mean “pay no attention to expense” for
either administrative costs or cattle payments.

When the drought relief activities of the Administra-
tion were reorganized in August, the first task of the
Cattle Purchase Committee was to curtail purchases until
the exact status of the purchase program could be de-
termined.” In some states in which the feed situation
did not seem to warrant them, purchases were ordered
discontinued entirely, Revised quotas, usually covering
a2 period of from ten days to two weeks, were issued
as evidence became available with respect to purchases
to date, commitments, available funds, feed supplies, and
processing facilities. Shortly after the committee began
its duties it found that actual purchases exceeded those
reported by about 30,000 head, and a corresponding
downward revision in quotas had to be made.

The committee made its allocations to states on the
basis of the best evidence at hand with respect to avail-
able feed supplies. In this respect the special feed sur-
vey made in August by the Bureau of Agricultural
Economics (largely in response to requests made by
the AAA and financed by it) was invaluable. A con-
tinuous effort was made to impress upon state and county
directors the necessity of (1) buying cattle in areas
where, and from farmers whose, feed supplies were
shortest; and (2) keeping total payments within the
amount allocated. In neither case was the committee en-
tirely successful. Even when state ‘directors were in-

™ This reorganization caused considerable confusion in the field for a

time becaust of uncertainty regarding where orders from Washington
should originate.
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formed that the “excess” purchases would not be con-
stdered an obligation of the federal government, total
payments not infrequently exceeded allocations.

During September and October the sum of the com-
mittee’s allocations to states was limited by the total
amount appropriated for cattle purchases, approximately
100 million dollars—an amount sufficient to purchase
about 7.5 million cattle. The average daily purchases
authorized contemplated reaching this goal by the mid-
dle of November 1934, at which time the majority of
the committee felt that the cattle-buying program should
be definitely ended. During the last part of October
members of the committee personally visited most of the
drought areas and reported as follows. (1) Considerable
numbers of distress cattle were still in farmers’ hands
—rmany of them old cows which producers hoped to
unload on the government at prices far above their
value; others because state and county directors had
not followed instructions to make purchases only from
those producers who had fully demonstrated that their
feed supplies were not sufficient to maintain their ani-
mals and to give priority to those cases in most acute
distress. (2) A widespread feeling existed that promises
to buy more cattle had been made, though in fact no
such official commitment had been made. (3) Farmers,
in hopes of selling more cattle, were failing to make
every effort to conserve the feed supplies that were
available, The majority of the Cattle Purchase Com-
mittee therefore reaffirmed their belief that cattle pur-
chases should be terminated but that increased efforts
should be made to make larger quantities of feed avail-
able, thereby maintaining the largest possible number of
foundation stock.

The abrupt change to a rational buying policy was
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naturally unpopular in the country. Many state cattle
purchase officials had exceeded their authority in prom-
ising producers an opportunity to sell all the cattle they
desired. When this privilege was suddenly withdrawn,
producers did not bother to inquire into the merits of the
case before loosing verbal assaults and applying politi-
cal pressure.® Protests increased when it was learned
that the committee was recommending a complete cessa-
tion of cattle buying. Proponents of a continuation of
the program were not disconcerted by the argument that
funds appropriated for the purpose were exhausted.
Their position was strengthened by the fact that offi-
cials of the AAA were by no means in complete agree-
ment on the matter. The chief of the Cattle and Sheep
Section was convinced that additional purchases should
be made, particularly in the Inter-Mountain region, and
the Extension Service was of the same opinion.

Under these drcumstances, buying operations could
not be discontinued. On December 4 it was announced**
that the total allotment had been increased to
$115,822,000. It was estimated that this increase of
nearly 16 million dollars would permit the purchase of
8.5 mullion cattle in all. At the time this announcement
was made, purchases totalled about 7.5 million head,
leaving a balance of 1.2 million still to be purchased.
This balance was allocated to the states by the Commedi-
ty Purchase Section, largely on the basis of recommenda-
tions of the chief of the Cattle and Sheep Section, who
had been established in a regional office in Denver since

® The American Cattle Producer said, in lamenting the changed policy:
“The question of additional purchases was turned over to a committes
of cconomists and theorists—all duly qualified by virtue of the fact
that they knew nothing aboyt the actval situation.” December 1934,
Vol. XVI, No. 7.

M AAA Press Release No. rr13-35, Dec. 4, 1934.
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the middle of August. The largest quotas in relation to
cattle numbers were given to the Inter-Mountain states.

As it turned out, the desire of producers in these states
to sell cattle had been exaggerated. Early in January a
number of these quotas were revised downward and the
difference reallocated to Mississippi Valley states which
had been clamoring for a reopening of the buying pro-
gram ever since purchases there had been discontinued.”
But actual purchases in these states after the program
was reopened were also much less than the apparent
“demand?” indicated. A typical case was that of southern
Towa. All local authorities and agencies, the Governor,
senators, congressmen, the local FERA administrator,
and the extension service agreed that additional pur-
chases were essential, Some petitioners claimed 200,000
should be bought. Finally, a reallocation of funds was
made to permit the purchase of 60,000 head. Farmers
actually sold only 4,420 head. Producers evidently
wished to have this alternate outlet available in case they
wanted to take advantage of it, rather than actually to
sell cattle in considerable numbers because of lack of

feed.™

" Purchases were discontinued in twelve states between Sept, 26 and
Dec. 3, 1934. They were reopened in two states (Idzho and South
Dakota) about the middle of December and in seven more (Arkansa,
Iowa, Louisiana, Minnesota, North Dakota, Oklahoma, and Oregon)
between Jan. ¢ and 16, 1935. In three (California, Illinois, and Wis-
consin) the program was not restarted. In the remaining cleven states
in which cattle purchases were made, buying was continuons after the
first purchases were made in them. These states were Arizona, Colorado,
Kansas, Missouri, Montana, Nebraska, Nevada, New Mexico, Texas,
Utah, and Wyoming.

* It is sometimes claimed that producers failed to scll the quotas al-
lowed after the middle of November becauss market prices rose rapidly,
This is probably true but the peint is that the feed supply was not
increased by the rise in cattle prices and the contention of those who
advocated 2 continvation of government purchases was that feed was
not available, A factor that did affect the situation, however, was that
the winter of 1934-35 was unusually mild and open,
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The extent to which the actual rate of purchases de-
clined after the first of November tends to substantiate
the contention of the majority of the Livestock Purchase
Comumittee that purchases should be limited to 7.5 mil-
lion head and discontinued after November 15, In spite
of the fact that purchases were continued for an addi-
tional two and one half months, less than 800,000 addi-
tional cattle were bought. It must be admitted, how-
ever, that making these additional purchases created
good-will out of all proportion to the number of cattle
bought. Since practically all the major demands for ad-
ditional quotas were granted, cattle producers and their
spokesmen had little to complain of. The comparatively
small increase in purchases that this entailed may have
been a small price for the AAA to pay for comparative
immunity from political or partisan attack.

Of the 8.3 million cattle finally purchased, nearly 25
per cent were bought in Texas and over 20 per cent in
the Dakotas. The remainder were purchased in 17 of
the other 18 states west of the Mississippi, 2nd in Illi-
nois and Florida.' During the first part of the buying
period, purchases were heaviest in the Dakotas, but once
initiated they were most continuous in Texas, Apparently
farmers sold about 40 per cent of their actual inventory
at the time of appraisal.® Almost 18 per cent of the
animals purchased were condemned, the proportion
ranging from 40 per cent in Oklahoma and 34 per cent

" See Appendix D, pp. 376-77.

“In most states & number of farmers made sales on two or more
separate occasions. Owing to misunderstanding on the part of appraisers,
the inventory was often reported every time a sale was made; this re-
sulted in “inflated” inventory figures—in one state by as much as 40
per cent. This east considerable doubt on the Bureau of Agricultural
Economics estimates of cattle on farms, until the duplication in inventory
was pgenerally appreciated. At one time, for example, it appeared that

there were more cattle on 70 per cent of the North Dakota farms than
the estimated number for the whole state,
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in Texas to less than 3 per cent in Kansas, Minnesota,
and a number of other states. The proportion of all pur-
chases condemned was also high in New Mexico, Utah,
and Louisiana. Condemnation was usually determined
by whether or not the animals, if shipped, would survive
the journey.

During the early stages of the campaign, cattle were
being purchased faster than they could be disposed of.
This was in part because of the difficulty of co-ordinating
immediately the purchasing procedure of the Drought
Relief Service and the disposal procedure of the FSRC,
and in part because of lack of adequate facilities for kill-
ing, chilling, and offal rendering. Consequently, con-
siderable numbers of cattle were not shipped until some
time after they were supposed to have been bought.”
To alleviate the congestion due to lack of processing
facilities, about 1.6 million cattle were shipped by the
FSRC to graze on pasture in Eastern and Southern
states until they could be slaughtered by or under the
direction of the relief organizations in these states. About
1.8 million cattle were turned over to state relief or-
ganizations in the drought states. The cattle were
slaughtered by commercial packers or utilized for fresh
meat or canning projects or for redistribution within the
state for rehabilitation purposes. A few thousand cattle
were also turned over to the Indian Service for distri-
bution to Indian reservations.”

* Often cattle reported as purchased really were not because of the
difficulty encountered in getting lien holders’ consent or for other reasons.

®In order to provide for the relief of breeders of pure breed cattle
in drought states, $800,000 was transferred from the drought relief
fund of the Secretary of Agriculture to the Secretary of the Interior.
This fund was used to buy 15,000 registered cattle from breeders in
drought counties for distribution to Indian reservations to be used as
foundation stock. An average price of about $45 a head was paid for
these cattle. Most of the remainder of the fund was used for paying
transportation charges on these animals.
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Between one-half and two-thirds of all the cattle pur-
chased were classified as beef cattle, This was natural,
since more than three-fourths of the purchases were
made in range areas.™ In any event, drought cattle pur-
chases and commercial marketings in 1934 together re-
duced dairy cattle and calves by 2.2 million head or
6 per cent and all beef cattle by §.5 million head or 17
per cent.

COSTS AND RESULTS

About 111,7 million dollars was paid producers for
these cattle. The total purchasing expense was somewhat
less than § million dollars.*® This does not include any
of the costs of transporting, holding, grazing, and
slaughtering the cattle, or cooking and canning the meat,
or storing and distributing the finished product. Nor does
it make allowance for the value, if any, of the hides, the
property of the FSRC, About 2 million of these are in
store, and no plans have been completed for disposing
of them.

The cattle purchase program was financed by 63.4
million dollars from the 200 million dollar appropria-
tion authorized® by the Jones-Connally Act and 53.7
million dollars from the 52§ million dollar emergency
drought relief appropriation. About 2 per cent of the
entire amount set aside for cattle purchases was held as a

™ Appraisers were supposed to classify by breeds the animals pur-
chased, but this was not always very carefully or uniformly done. The
summary of the appraisers’ reports of the million cattle purchased in
eight states showed “beef,” 67 per cent; “dairy,” 15 per cent; “other,”
18 per cent,

Nearly 5.4 million dollars in all were expended for administrative
costs, but in addition to the expense incurred in purchasing cattle this
total included expenses incurred in buying sheep and goats, in dis-
tributing feed and forage, and in general drought relief activities.
The total expense was distributed as follows: drought relief, 1.9; Ex-
tension Service, 2,0; and Bureay of Animal Industry, 1.¢ million dollars.

™ One hundred million dollars of which was appropriated on May 15,
1934.
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reserve and not allocated to the states, and about § per
cent was. set aside for administrative expenses.*

On the whole, farmers were well satisfied with the
schedule of payments. No doubt this was due in part to
the fact that they were paid these prices for the poorer
animals in the herd, for many of the cattle sold were be-
low average in quality and many were culls. In fact,
the opportunity that the program offered farmers to get
rid of these low-grade animals was frequently empha-
sized. It is obvious that $10 or $12 was a liberal pay-
ment (measured by market standards) for an animal
so thin and emaciated that it would not survive the trip
to market. There was a wide variation in the way com-
mitteemen appraised the cattle purchased. In some
counties they paid a flat price regardless of quality. In
other counties there was a tendency to appraise them at
or near the upper limit of the permissible range in prices,
though this was by no means universal.

The total payment (benefit plus purchase) for
drought relief cattle compared favorably with the farm
price of cattle during most of the period during which
purchases were made. The maximum total payment on
cattle two years old and over was $20 per head. The av-
erage farm price of cows other than those kept for milk
was about $17 at the time purchases were initiated.”
The average farm price of milk cows in the Western
states was about $20. The maximum total payment on
cattle one to two years old and on calves was likewise
equal to, or slightly in excess of, the average farm prices

™ The amount set aside for administrative expenses included estimated
expenses of conducting other phases of the relief program, such as feed
conservation activities,

® Weighted average farm price per head on Jan. 1, 1934 in North
Dakota, Kansas, Texas, and Utah, adjusted by change between Jan, 13,
:}334 and June 1§, 1934 in the reported farm price of all beef cattle in

cst states.
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for comparable age groups of beef and dairy animals
in these states.

Ostensibly in order to make it possible to use Jones-
Connally funds rather than wait until the emergency
drought fund became available for purchasing these cat-
tle, a2 provision was inserted in the Emergency Cattle
Agreement binding the producer to co-operate in any
subsequent adjustment or reduction program, and the
total purchase payment was divided into two parts, the
“purchase” payment and the “benefit” payment.™ This
provision of the agreement was “heatedly attacked” by
those whom the AAA in its rebuttal referred to as “pro-
fessional critics” as delegating “control of an industry
to a2 bureaucracy,”” and as “a deplorable and inexcusable
requirement in return for aid extended to those in dire
distress.” The AAA vigorously defended the provision
as necessary (1) if purchases were to be immediately
initiated and (2) if a portion of the payments were to
belong solely to the producer and not be subject to the
claims of the lien holder. An official statement ran:

. . - Congress had just adopted an amendment to the Agri-
cultural Adjustment Act making beef and dairy cattle a basic
commodity and had authorized 200 million dollars for use
under the provisions of the Agricultural Adjustment Act in
helping bring about adjustments in beef and dairy cattle.

We wanted to move immediately. We wanted also to be
sure that a portion of the purchase price of cattle would belong
to the farmer or rancher, and not be subject to the claims of

™ The pertinent part of the provision was as follows: “The pro-
ducer agrees to co-operate with further general programs pertaining
to the adjustment or reduction of production . . . ; to execute the
necessary agreements . . . and , . , that the total or any part thereof
of the ‘benefit payment’ for the cattle [now being sold] may be applied
to and deducted from any payments he may become entitled to under
such agreement or agreements,” 444 Form No, Cattle 2, p. a.

¥ Saturday Evening Post, Dec, 8, 1914, p. 96.

® Hoard’s Dairyman, Aug. 10, 1934, Vol. 79, No. 15, p. 354
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the mortgage or lien holder. We found we could accomplish
this by designating a portion of the price paid as a benefit pay-
ment. . . . But benefit payments under the . . . Agricultural
Adjustment Act can only be made legally in consideration of
an agreement to adjust production. In order to move quickly
and use the funds available under the cattle amendment, we
provided the simple agreement that the man who sold his cattle
to the government would co-operate with future general pro-
grams pertaining to the adjustment or reduction of production
of cattle. In this way only were we able to use Jones-Connally
Act funds, and so avoid weeks of terrible delay, with starvation
and destruction of many cattle and demoralization of cattle
markets that would have ensued if we had to wait for drought
relief funds. . . .®

This argument is misleading in at least two respects.
First, the Jones-Connally Act specifically provides that
the funds which it authorizes may be used (1) to remove
agricultural surpluses or (2) to support and balance the
market. Either one or both of these provisions could
have been invoked to make the use of these funds for
cattle purchases legal. In fact, one or the other of these
provisions must have been used by the AAA, perhaps
without conscious realization of the fact, in order to make
the “purchase payment” part of the total payment for
cattle. Nothing in the original act or its amendments
suggests that the adoption of the benefit payment pro-
cedure automatically authorizes the further use of the
Jones-Connally appropriation (or funds derived from
processing taxes) for such “purchase payments,”*

® AA4 Press Release No. 549-35, Sept. 8, 1914. See also A4 Press
Release No, r154-35, Dec. 11, 1934.

®The AAA has on other occasions shown a disinclination to use,
or to admit that it was possible to use, the provisions of the act providing
for the removal of agricultural surpluses, Evidently, the Adjustment
Administration wishes to keep this provision of the act very much in
the background—presumably to reduce to a minimum the pressure from

interested groups to inveoke a procedurc that the AAA believed to be
a temporary expedient at best,
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Second, the benefit payment procedure was not the
only one that could have been used to give to the pro-
ducer without recourse by the lien holder part of the
total purchase price paid. In fact, a procedure for ac-
complishing this objective by other means was devised
in the case of purchases of sheep and goats: the total
payment was divided into two parts, a “service and dis-
position payment” and a “purchase payment,” and lien
holders agreed to waive all claims to the former.”

The primary reason for the inclusion of this contro-
versial provision in the cattle agreement was the un-
avoidable uncertainty with respect to the eventual out-
come of the drought and the cattle-buying program. If
the drought had been broken by heavy rains early in
June, the necessity of relieving the emergency created
by it would have disappeared. If cattle purchases had
then been discontinued, the shelved control program
or one similar thereto might have been revived. Pro-
ducers who had already been paid premium prices for
cattle sold during the drought were certainly not en-
titled to further payments for this reduction in their
herds—at least certainly not as large payments as pro-
ducers who had not even had a chance to sell during the
emergency campaign. With no further, or only small
additional, payments due them, the former would have
had little finandal incentive to co-operate. They had
already received their benefits.

The obligation on the part of the signers of the emer-
gency cattle agreement to co-operate with the govern-

* It is probable, however, that this method did not occur to the AAA
unti] some time after the cattle purchase program was initiated. As
part of its drought relief activiries, the AAA purchased 3.6 million
sheep, 2.2 million of which were condemned, and 354,000 goats, twoe
;.hirds of which were condemned. About 7.7 million dollars was paid
or them.
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ment in any future cattle program expires June 1, 1936.
It is interesting to speculate on the effect of the precedent
that will be established if no further cattle program is
initiated prior to this date. “Benefit payments” have been
made to producers in return for an agreement on their
part to co-operate with any future adjustment pro-
gram, if, as, and when initiated. If no such program is
initiated, relatively minor changes in the method of
making benefit payments would result in a procedure
essentially equivalent to an earlier form of the “domestic
allotment” plan. “Benefit payments” would be made on
the domestically consumed portion of every farmer’s
production, if desired in amounts equivalent to the tariff
rate multiplied by that portion. They in turn would
agree to co-operate in any adjustment program initiated
prior to a given date, but no program would, in fact,
be initiated. This logical extension of the precedent es-
tablished by the cattle purchase program means that the
phrase “provide for reduction” in Section 8 (i) must
be interpreted as “lay plans for, but not necessarily carry
to fruition, a reduction program” rather than an inflex-
ible “require or obtain a reduction.”

The commercial cattle market in 1934 was maintained
at much higher levels by the government purchases than
would otherwise have been the case. Federally inspected
slaughter of cattle and calves in 1934, excluding govern-
ment slaughter, was about 16 million head, or about 18
per cent larger than in 1933, and the largest on record.
At least an additional 2.§ or perhaps 3 million head
would have been slaughtered under federal inspection
if no government purchases had been made. Few if any
of the 1.3 million cattle condemned would have come to
market, and in view of the extremely low market prices
that would have prevailed, many of the remaining 6.5
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million would not have been slaughtered under federal
inspection;* but there would have been greater liquida-
tion of cattle from the herds of producers who, due to
the support given the market by the government, were
able to or decided to hold on. Instead of improving after
mid-summer, prices would have declined to a level but
slightly above the cost of marketing the poorer grades
of cattle, and would have remained there until the liq-
uidation had run its course, in the spring of 1935. As it
was, the crisis was probably the most serious in the his-
tory of the cattle industry; without the drought pur-
chases it would have been very much worse.

Because of the changed cattle situation, marketings
will be light for several years if producers behave as they
have under similar conditions in the past. Indeed, if the
1934 drought has semi-permanently reduced the carry-
ing capacity of Western ranges and if grazing in na-
tional forests and other federally controlled grazing
areas is considerably restricted, cattle numbers in these
areas may increase relatively slowly. But a considerable
part of the increase in all cattle numbers between 1928
and 1934 took place in the Corn Belt. In this area the
cattle enterprise can and probably will stage a comeback
relatively rapidly. This will reduce market supplies at
the time, and cattle prices will remain relatively high
and thereby stimulate further expansion of the cattle
“plant.” This tendency will be accelerated if concurrent
crop control programs increase pasture and hay produc-
tion.

In this connection it should be noted that the Taylor
Grazing Act™ may tend to prevent undue expansion of
the cattle (and sheep) industries in the Western range

® Normally about two-thirds of the cattle and half of the calves
annually slaughtered are federally inspected.
™ 48 Stat, L. 1269.
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states in the future. This act authorizes the Secretary of
the Interior to provide for the protection, orderly use,
and regulation of the public ranges and to create graz-
ing districts with an aggregate area of not more than 80
million acres. State committees have recommended the
inclusion of about 142 million acres in these districts, and
an amendment to the act to permit this will probably be
passed by the 74th Congress. The Director of Grazing,
assisted by local stockmen acting as advisers, issues
licenses to graze cattle and sheep on the public land in
these districts. It is expected that the cattle licenses to be
issued for 1936 and thereafter will permit the mainte-
nance by Western cattlemen of a number of cattle at least
as large as the number on hand January 1, 1935, but
that the number of sheep to be grazed will be reduced
by 5 per cent in some districts and by as much as 35 per
cent in others.

Since another 140 million acres of the Western range
is located in national forests and parks, the federal gov-
ernment will shortly have control of nearly one-half the
550 million acres of land having an annual rainfall of
less than 1§ inches. If proper co-operation between the
Department of the Interior and the Department of Ag-
riculture can be secured—a condition that has not al-
ways obtained in the past—it should be possible to ex-
ercise a considerable degree of control over livestock
numbers in the range areas with resulting benefits to
the range, the rangemen, and the nation.



CHAPTER XI
GOVERNMENT LOANS ON STORED CORN

Between November 23, 1933 and May 1, 1934 near-
ly 200,000 farmers in ten Corn Belt states borrowed 122
million dollars on the security of 271 million bushels of
corn stored and sealed on the borrowers’ farms, Over
98 per cent of these loans were made directly or indi-
rectly by the government through the Commodity
Credit Corporation. During 1934 and 1935, all of these
loans were repaid with interest, 99.95 per cent of them
by the original borrowers—a highly satisfactory conclu-
sion to a novel experiment. There have been few occa-
sions when any lending agency, private or public, has
obtained repayment of nearly a quarter of a2 million
loans aggregating over 120 million dollars, plus in-
terest, without the loss of a single penny. Similar loans
were made in the fall and winter of 1934-35 and will
be available again in 1935-36. One outgrowth of this
loan program has been the suggestion that it should
form the basis of an “ever-normal granary” plan.

The corn loan program was initiated primarily to
quiet unrest in the Corn Belt and to spike the guns of
groups demanding more drastic measures of farm relief.!
It was, however, a relatively simple matter to bring for-
ward rational arguments in support of the move. Corn
prices had declined “unduly” following the collapse of
the speculative boom in the early summer of 1933. They
were, it was argued, bound to advance again because the
Roosevelt Administration was pledged to raise com-
modity prices in general and agricultural prices in par-

! See D. A, FitzGerald, Corn end Hogs under the Agricultural 4djust-
mens Act, pp. 56-57.

217
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ticular, and because corn supplies were to be curtailed
in 1934 by a production reduction program. Yet many
farmers who were finandally unable to hold their corn
would be forced to sell at current low prices. Others,
though able to hold, might not realize the “advantage”
of doing so. Under these conditions, the gains expected
from these price-raising efforts would accrue to far-
sighted speculators who were able to buy and hold the
corn. This would not increase “rural buying power,” the
prime objective of the Agricultural Adjustment Act.
A system of corn loans would both advance the time
at which farmers obtained the promised increase in buy-
ing power, and increase the amount of it. This kind of
“stabilization” operation, in contrast to Federal Farm
Board operations, the argument concluded, was bound to
be self-liquidating because subsequent supplies of corn
were to be controlled.

The immediate initiation of these loans was possible
because: (1) six Corn Belt states already had farm ware-
housing acts on their statute books; and (2) the Com-
modity Credit Corporation, a federal organization auth-
orized to make such loans, was already in existence.’
Other states quickly passed farm warehousing acts and
by January 1, 1934 producers in parts or all of twelve
Mid-West states could borrow money on the security of
stored corn.® Eligible producers* stored their “merchant-

*The Commodity Credit Corporation was incorporated on Oct. 17,
1933 to make loans on, or purchase, such agricultural or other com-
modities as might be designated by the President, Its incorporation was
a direct outgrowth of the demand from the South for (among other
things) loans on warehoused cotton, Tn addition to corn, loans were made
on cotton, turpentine, and rosin,

* FitzGerald, Corn and Hogs under the Agricultural Adjustment Act,
PP- 58-59. In two states the corn had to be stored in bonded warehouses,

*Producers in designated Corn Belt counties. After Mar. 31, 1934
a producer to be eligible must have signed a 1934 corn-hog reduction
contract. Prior to that time he had to agree to sign a comn-hog con-
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able” corn on the ear in cribs on the farm, had it sealed
according to state law, and borrowed 4§ cents a bushel
either from a local lending agency or the Credit Cor-
poration, turning over the “warehouse certificate” is-
sued by the state as security. The local lending agency
could, in turn, sell the paper secured by these certificates
to the Corporation with accrued interest at 4 per cent,
which rate of interest producers also paid. In the event
that corn prices were less than loan value at maturity
date {August 1), the borrowers were permitted to dis-
charge the obligation to repay the lender by delivery, at
local lending points, of the number of bushels of stored
corn upon which the loan was obtained.

The program was developed jointly by the AAA and
the Commodity Credit Corporation, but was conducted
entirely by the Corporation. A commitment of 1 §0 mil-
lion dollars was obtained from the Reconstruction Fi-
nance Corporation to finance the loans, The Federzal
Reserve system acted as the fiscal agent of the RFC and
held the paper as security for loans to the Commodity
Credit Corporation. Disbursements and collections were
likewise handled by the Federal Reserve Banks. The
inspection and sealing of the corn and the issuing of
certificates were done by county and state authorities as
provided by the laws of the respective states. Procedure
naturally varied somewhat from state to state, but in
most cases some kind of county “warehousing board”
appointed sealers and inspectors and issued the certifi-

tract when it became available. Theoretically, he had to be qualified to
sign the reduction contract in order to be eligible for a corn loan.
In practicte no concerted effort was made to see that all borrowers
either signed a reduction contract or repaid the loan immediately, though
in some counties local authorities attempted to eee that they did. As a
matter of fact, only a very occasional borrower did not sign a corn-hog
contract.
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cates.® At first some confusion existed, especially in Ne-
braska, because, although the state law prescribed the
procedure for sealing corn and issuing certificates, the
AAA laid down certain minimum requirements with re-
spect to grade of corn, type of crib, and so forth. Thus in
order to be eligible for a “government” loan, the re-
quirements of both the state law and federal government
had to be met.’®

The expiration date for making loans was originally
set at March 1, 1934, but it was twice extended, the
second time to May 1, 1934. The maturity date, origin-
ally set for August 1, was extended to October 15, 1934.
A small number of loans were indeed either repaid or
converted after that date. Most of the notes were sold
by the original lending agent to the Commodity Credit
Corporation shortly after they were received from pro-
ducers, since local lending agencies did not care to carry
in their portfolios notes whose face value was materially
larger than the market value of the collateral. About
one-fifth of the notes, however, were held until June
1934 and then sold, the Commodity Credit Corporation
having specified that it would not buy any paper after
July 1, 1934. As a matter of fact, notes for a small
amount were accepted after this date due to the necessity
of making corrections in the loan paper which had been
presented prior to July 1. The table on page 221 shows
the approximate volume of 1933-34 loans made by the
Credit Corporation, together with monthly repayments
of these advances.

* FitzGerald, Corn and Hogs under the Agricultural ddjustment 4,
pp. 60-63.

*In this respect, the Adjustment Administration and the Commodity
Credit Corporation acted no differently than a private lender, who,
Likewise, would have the right to prescribe the conditions, in additicn
to those laid down by the state, under which he would make loans.
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During the entire period in which loans were being
made the farm price of corn in the major Corn Belt
states was 10 to I§ cents below the loan value. Farmers
consequently had everything to gain and nothing to lose

1933-34 Loans anp RepavMmENnTs on STorED CorN
(In millions of dollars)

Year and Month Loans* Repayments
1933:
December. ................. 14.6 b
1934:
{:muary .................... 30.3 b
ebruary................... 20.5 b
March..........ccooveenn 15.0 0.1
APTil. oo 6.8 0.1
Y.\ veeeinntaraereanann 39 0.2
BOC. . i eeieirinierieannn 28.7 3.0
Auly ....................... 0.7 I?g
U1 T-41 7. | S —_ 37.
September................. — 27.4
October.............cv.... - 24.4
November................., —_ 9.9
ecember............0000n — 1.8
1935:
ANDATY .. . oeeiiiii e — 0.4
ebruary............ ... — 0‘; 1
Total................... 120.5 120.5

= Monthly acceptances by the Commeodity Credit Corporation and not
the monthly borrowings by producers. A small number of producers’ notes
were never discounted but were held by local lending agencies until they
were repaid by the borrower. Although lenders were supposed even in these
cases, o forward “advice of loan™ slips to the Commodity Credit Corporation,

s was not invanably done, and so there is no adequate record of the
volume of these loans. The AAA has estimated the amount of these loans at
81‘2350,000. Agricultural Adjustment in 1934, AAA, p. 216,

Less than{;o,ooo. A few notes were repaid after March 1935.

by taking advantage of this borrowing opportunity. The
monetary advantage was most pronounced in the western
part of the area, where prices are usually lower than
elsewhere because of the distance from the “deficit” corn
areas. The policy of making loans at a 45-cent rate re-



222 LIVESTOCK UNDER THE AAA4

gardless of location was largely dictated by the necessity
of simplicity in the interest of speedy inauguration of
the loans. A rate based on the usual differentials be-
tween areas was contemplated first, but this would have
necessitated establishing differential loan rates by coun-
ties or other small geographical areas and thus have ma-
terially complicated and delayed the program. No doubt
at least three other considerations had some influence:
(1) a flat rate made the offer most attractive in the “hot-
bed” of the farm unrest; (2) to the casual observer the
rate seemed less out of line with market prices than was
actually the case; (3) a rate of 45 cents on the farm
was roughly equivalent to two-thirds of the parity price,
which was the same relation that the cotton loan rate
bore to parity prices for cotton.”

The loan value actually initiated was a good deal
higher than that originally contemplated, which called
for 50-cent loans on a Chicago basis.® This was particu-
larly true for the western Corn Belt. The initial proposal
wounld have meant loans in western Iowa and eastern
Nebraska at a rate 10 to 1§ cents lower than in north
central Illinois and 15 to 20 cents lower than the rate
finally fixed. It seems safe to conclude that the rates
suggested in these first proposals were at least as high as

"There scems to have been no particular significance in the two-thirds
of parity loan rate first applied to cotton and shortly thereafter to
corn—no belief that a price at least two-thirds of parity when the
loans became due was a specific goal of Administration programs.
Rather, the rates were set at levels as close as possible to those dictated
by careful analyses of prospective prices, and yet high enough to satisfy
the demands of producers and their spokesmen and quiet farm unrest.
See H. L. Richards, Cotton under the AAA, for the relation between the
loan rates requested and established on cotton.

*The first newspaper announcement mentioned a s¢-cent rate at
Chicago, but the first official announcement, a so-cent rate, Moreover,
this rate was to be on corn grading No. 2 or better as contrasted with the
final requirement that the corn be grade No, 4 or better and “merchant-
able.?
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seemed “safe.” They were not, however, high enough
to satisfy producers and quiet farm unrest-—in fact quite
the reverse. To do this it was necessary to establish a
loan rate from 20 to 80 per cent higher than a reason-
able analysis of the situation seemed to justify. But the
possible acquisition by the government of a considerable
quantity of corn was 2 bridge that did not have to be
crossed at the outset. On the other hand, the demand
for a liberal corn loan was real and pressing. In the
meantime, anything might happen—and most of it did.
Farmers in the ten Corn Belt states borrowed 121 mil-
lion dollars on sealed corn. Nearly one-half of this
amount was loaned in Iowa, almost exactly one-quarter
in Illinois, and not far from one-fifth in Nebraska. Less
than 10 per cent of the total was loaned in the remaining
seven states. The tabulation on page 224 shows the ap-
proximate amount loaned and the number of bushels
pledged as security therefor, by states.” Loans tended to
be concentrated in the cash corn areas of the several
states. Thus 2 large proportion of the loans made in
Iowa were made in the western, especially in the north-
western, part of the state. This area normally sells one-
quarter to one-third of its annual corn crop for cash.
The 1933-34 corn loan program was efficiently and
effectively administered. Farmers were able to borrow
money very shortly after the original broad outlines of
the program were announced. The duties and responsi-
bilities of the several federal and state agencies were
carefully delimited and co-ordinated. The pledged corn

* According to “advice of loan™ slips forwarded the Commaodity Credit
Corporation by the original lending agencies. A negligible number of
loans were made of which the Corporation has no record. In order to
provide a factor of safety to allow for unavoidable errors in measure-
ment, losses due to improper floors, rodents, shrinkage, etc,, require-
ments were such that somewhat more corn was placed under seal than
was pledged as security,
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was reasonably carefully inspected and sealed. In many
states, particularly Iowa and Illinois, state officials did
everything in their power to co-operate in the plan and
expedite loans. Local bankers, after momentary hesita-
tion, made their facilities available to borrowers, so that
producers were able to obtain the full face value of the
note almost immediately.

DisTrIBUTION BY STATES OF 1933-34 Corw Loans

Amount Borrowed Corn Pledged
State (In thousands of | (In thousands of

dollars) bushels)

Towa, ... ...ooviviiirinnnn 57,150 128,010
Minois,.....ocoveveviininnnnn 31,100 69,660
Nebraska.................... 22,000 49,280
Minnesota.................... 5,500 12,320
uth Dakota................. 1,700 3,800
Indiana................c.0... 1,200 2,680
Kansas. ..................... 1,000 2,240
Missouri............cocevunn 1,000 2,240
0 280 620
Colorado. . ......cvoev et 70 150
Total.........vcvvivvnnnnn. 121,000 271,000

- The cost to the borrower was likewise reasonable. Seal-
ing, inspection, and filing expenses (all representing
state charges) paid by the producer at the time he
sealed the corn amounted to slightly less than 1.5 mil-
lion dollars, or slightly more than one-half cent a bushel.
The interest and insurance charges amounted to nearly
2.75 million dollars, or about 1 cent a bushel.’® The total
cost was thus about 1.5 cents 2 bushel, or 3.4 per cent
of the face value of the note during the time the money
was borrowed—on the average about six months. If the
average had been one year the cost would have been
about 5.6 per cent since state inspection, sealing, and fil-

® No interest or insurance expense was to be paid by the producer
in the event that he had elected to turn the security over to the lender.
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ing charges were fixed regardless of the length of time
the loan was in effect.”

The 1933-34 corn loan operation was “profitable” to
the government, The Commodity Credit Corporation
paid the RFC slightly more than 1.7§ million dollars in-
terest,”* and was in turn paid over 2.3 million dollars
by producer borrowers. Deduction of direct and allocated
administration expenses amounting to $100,000 left an
operating gain of slightly under half a million dollars to
the Corporation.**

The least satisfactory part of the 1933-34 loan was the
provision, or rather the lack of provision, for releasing
the sealed corn for sale so that the loan could be repaid
from the proceeds.™ Early in June 1934, producers were
given permission to obtain partial release of their corn,
“solely for feeding purposes,” by paying the lending
agency at the rate of 47 cents a bushel for the amount
released. The lending agency then notified the official
sealer or inspector who broke the seal, supervised the re-
moval of corn on which the loan had been repaid, and
resealed the remainder. But still the producer had to
pay off this part of the loan before the corn was released.
At the same time the Corporation permitted the man-
agers of the RFC loan agencies to consent to the sale of
the corn on behalf of the Credit Corporation and the
RFC. Upon receipt of the name of the prospective pur-
chaser and the price, the agency manager had authority

™ When corn was resealed under a 1934-35 loan agreement the pro-
ducer had to pay for reinspection and resealing. In effect the old loan
was paid off and a new one made simultanecusly.

™ The Corporation paid interest to the RFC at a rate of 3 per cent.

" A proportionate share of the “overhead’ bf the Finance Division
of the AAA and the salary and travel expense of two field supervisors
paid by the Corn-Hog Section are not included.

" No difficulty was encountered, obviously, when the producer could
first pay off the loan and then request that the corn be unsealed.
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to consent to the sale, and upon such consent was re-
quired to advise the purchaser and sealer or inspector.
The purchaser and producer were held jointly liable for
the repayment of the loan from the sales proceeds. How-
ever, in many cises in which the corn had to be sold in
order to repay the loan, the borrower simply broke the
seal, sold the corn, and then paid off the loan. Since the
corn was still covered by the lien, the purchaser would
have been liable if the note had not been paid. Only a
few cases of this kind were reported, principally because
borrowers still had a substantial equity in the corn.

In many ways the 1933-34 corn loan was as uncon-
ventional an experiment as any so far devised. Certainly
it contained elements that under less propitious circum-
stances would have caused no end of trouble, if not dis-
aster. Judged by commonly accepted standards of sound-
ness, the risks assumed were enormous. The 271 million
bushels of corn put up as collateral for the 120 million
dollars borrowed was “appraised” by state sealers or in-
spectors about whom the lender knew little or nothing,
and stored in 200,000 places scattered over ten states—
frequently in wire cribs having no floors and only make-
shift roofs. Even the financial responsibility of the
190,000 borrowers was unknown. Furthermore, 2 loan
rate materially higher than the market at the time the
loans were made, and materially higher than future
prospects appeared to warrant, must be considered as
an unavoidable concession to the exigencies then existing,
rather than a procedure which can be indulged in with
impunity in the future.

One danger was the possibility of collusion between
the borrower and local sealer or inspector, particularly
as the Iatter was not responsible to either the original
lender or the Commodity Credit Corporation, All the
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evidence indicates that there were few if any cases of this
kind, a remarkable tribute to the integrity of the local,
and not infrequently political, appointees. A second dan-
- ger, since the collateral remained in the backyards of the
borrowers rather than in the hands of the lender or a
bonded and responsible intermediary, was that the sealed
corn would be illegally fed, sold, or otherwise converted.
This hazard appeared tremendous; yet it became an
actuality with less than one-fifth of 1 per cent of the
borrowers. In most of these cases the corn had been either
illegally converted or destroyed by fire, the latter ap-
parently of incendiary origin. Moreover, the Corpora-
tion was able to get repayment in full from 80 per cent
of these borrowers, thus leaving an almost negligible
amount to be recouped from the insurance companies.
The latter made handsome profits on insuring the 1933-
34 loans, but as a result of the experience were induced
to reduce the initial rate of 4.§ cents per $100 to 3.5
cents on July 1, 1934.

Primarily responsible for the exceedingly satisfactory
outcome of the 1933-34 corn loan was the 1934 drought.
Just when it appeared extremely probable that the
Credit Corporation would have to accept a large part of
the corn on which loans had been made, grain prices be-
gan to advance rapidly as lack of moisture and unsea-
sonably high temperatures began to take their toll of
the crops. Corn prices increased sharply in July, and by
the middle of that month the Iowa farm price had
reached the loan value. A small additional advance oc-
curred in July and a 16-cent jump in August. Repay-
ments which had amounted to less than half a million
dollars from December 1933 through May 1934
jumped to over 37 million dollars in August. Not all
the released corn was sold at the prevailing market
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prices, however. A ot inconsiderable portion was fed
to livestock on the sealers’ farms.

If weather conditions had been normal in 1934 it
seems almost certain that only 2 small portion of the
loans would have been repaid. If pastures, hay crops, and
small grain production had been normal there would
have been little occasion to fall back on the sealed corn
during the summer. Average yields of the 95 million
acres planted to corn in 1934 would have resulted in an
ample corn supply in view of the unexpectedly large
reduction in the spring pig crop of 1934, partly as a re-
sult of the 1934 corn-hog reduction program, and partly
due to an unusually unfavorable corn-hog ratio the pre-
vious year. No plan for dealing with such an eventuality
had been completed when the drought and ensuing ad-
vance in corn prices made one unnecessary. It was the
intention to develop, if possible, 2 method of holding
this “government” corn on farms by one means or an-
other and to use it to pay farmers for reducing produc-
tion in 1935. Perhaps the least of the difficulties this
would have raised would have been the necessity of
obtaining an amendment to the Agricultural Adjust-
ment Act authorizing rental and benefit payments “in
kind.”*

Though the situation was concurrently affected by a
whole series of conflicting influences, the 1933-34 corn
loan seems to have had at least five short-run or imme-
diate effects. (1) Marketings of corn were: reduced,
thereby supporting the market and increasing returns
to those holders of corn who did sell during the period.
(2) The amount of corn fed to livestock during the win-
ter, spring, and early summer of 1933-34 was reduced,

*Such an amendment eventually became law but not until August
1935. See Chap, X1V,
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thereby making available a greater supply when, as
events turned out, the need for it was acute.” (3) Hog
marketings were increased and hog prices depressed dur-
ing the early part of the marketing year. The effect of
the corn loans on the hog market was probably not very
great, since the corn-hog ratio was extremely unfavor-
able to hog feeding even prior to the initiation of the
loans. This in itself has, in the past, resulted in earlier
than usual marketings and lighter than usual weights.
Cattle marketings and cattle prices tended to be similarly
affected, though again the effect was probably not very
great. (4) The program adversely affected the “profits”
of livestock feeders and dairymen, especially those who
had to buy corn. Cattle feeders indeed felt that they were
entitled to recoup these losses from the government.*”
(5) The 1933-34 corn loan caused a not inconsiderable
amount of credit “expansion,” if not “inflation,” both
because the loan rate was higher than the market price
and because at least some of the corn placed under seal
would not have been sold. In many rural communities
the stimulus to local business activity was marked. Pro-
ducers used the proceeds of these loans to pay taxes and
old debts, and to buy clothing, farm equipment, and even
radios and other “luxuries.” This increase in agricultural
buying tended to react favorably on industry and to pro-
mote “general economic recovery.”

The net effects of the 1933-34 corn loan as contrasted
with its immediate influences are more obscure. It seems

*The AAA estimates the additional amount carried over as so million
bushels, #44 Press Release No. 1363-35, Jan. 11, 19335,

™ See p. 186,

™ This expansion would have been approxirhately equal to the total
value of the loan, 122 million dollars, only if {1) producers sold as
much corn for cash as they would have done had no loan program been
initiated, or (2) if corn buyers had “spent” the funds that they would
otherwise have invested in corn in equally effective ways,
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certain, however, that farmers who took advantage of the
loans, much less all farmers as a group, did not realize
a net gain of nearly 83 million dollars as officially re-
ported by the AAA.” This amount represented the dif-
ference between loan values plus the cost of the loans
and the market (not the farm) value of the sealed corn
the month it was released. In the first place, a consider-
able amount of the released corn was fed to livestock on
the borrower’s farm. In the great majority of cases this
livestock when sold failed to “pay” for the corn fed at
current market prices. In the second place, a great deal
of the released corn was sold to other producers so that
gains to the sealing producers were offset by losses to
the buyers when they in turn sold the livestock to which
the corn had been fed.

On the other hand, to limit the net gain to agriculture
to that obtained from sales of released corn to non-ag-
ricultural users is likewise too simple a solution. Agri-
culture certainly profited by the fact that the loans
tended to hold corn in producing areas where it was later
needed, thus saving an appreciable amount in freight
and handling charges, This saving was probably split
between buyers and sellers. Both agriculture and the
nation gained by the fact that the corn saved during the
fall and winter of 1933-34 enabled the maintenance of a
somewhat larger supply of foundation stock on farms,
especially in drought areas, than would otherwise have
been the case.” Livestock prices were thus somewhat
higher during the summer and fall of 1934 than they
would have been if this additional livestock had been
liquidated.

 4AA Press Releate No, 1363-33.

® Presumably also the relief burden was slightly lower for the same
reasons,
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One obvious outgrowth of the operation of the 1933-
34 corn loan was its re-inauguration with minor changes
in the fall of 1934.™ The 1934-35 loan rate was in-
creased to §§ cents, and 2 borrower was required to take
out primary insurance, which he could obtain at 75 cents
per $100,” covering not only the loan value of his
corn but also his own equity in it. The new loans ma-
tured on June 30, 1935. This date was adopted be-
cause the Commodity Credit Corporation felt that it
would be to the advantage of both the producer and the
Corporation to liquidate loans before corn prices began
to reflect the influence of the 1935 small grain and corn
crops. In view of the decrease in the number of livestock
on farms, normal weather conditions would almost cer-
tainly mean much lower feed prices. There was a strik-
ing distinction between the 1933-34 and 1934-35 loans
in the relation that the loan rates bore to market prices.
Between September 22, 1934, when the new loans were
announced, and May 1935, corn prices in Iowa ranged
from 70 to 9O cents a bushel compared to the loan rate
of 55 cents. Moreover, the 1934 corn crop was extremely
short. Consequently, only about 20 million bushels™
were placed under seal during 1934-35 as compared to
271 million bushels the previous winter. Furthermore,

¥ The 1934-35 loan program was announced on Sept. 22, 1934. (£44
Press Release No. 632-35.) At the same time borrowers under the 1g33-
34 program were informed that they would have to repay or convert
all outstanding 1933-34 loans to 1934-35 loans prior to Oct. 15, 1934,
which nullified the prematurely announced extension of the 1933-34
loan to Janm. 1, 1915. Actually, nearly z: million dollars of 1933-34
loans were neither repaid nor converted until after Nov. 1, 1934, and
the last loan was not settled until May 1935.

™ The rate for similar insurance the previobs year had been $1.g5
per $100 and the carrying of this insurance had been optional with the
producer.

B Rased on “advice of loan” slips received by the Commodity Credit
Corporation. See note & to table on p. 221,
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local lenders held about two-thirds of the producers’
notes and the Commodity Credit Corporation only one-
third.

As a result of the experience gained during the opera-
tion of the first loan, a number of improvements were
made in the 1934 loan procedure. The insurance cover-
age required of borrowers was increased. Crib require-
ments were made more rigid. Many state warehouse
laws were amended to conform to common standards.
More care was tzken in periodically inspecting sealed
cribs, and a definite procedure was laid down for permit-
ting borrowers to dispose of the corn in order to retire
the loan on it.

The 1934-35 loan rate bore a more “reasonable” rela-
tion to existing and prospective market prices than
the previous one, primarily because the notes had to
be paid long before the 193 5 corn crop was made. Even
if producers had turned down a control program for
1935 (see Chapter VIII) and greatly increased acreages
planted to corn, prices promised to remain at relatively
high levels until the new crop or small grain substitutes
became available in volume.

As a result of the favorable reaction of producers to
the 1933-34 loan and in order to increase the attractive-
ness of the 193§ corn-hog adjustment contract, the AAA
had announced in the fall of 1934 that every effort
would be made to provide for loans on the 193§ corn
crop. No definite promise could be made at the time
since the charters of the RFC and the Commodity Credit
Corporation were due to expire early in 1935. Either
these charters would have to be extended or another
method of making loans would have to be devised. On
January 30, 1934 the AAA definitely announced that
contract signers would be able in the fall of 1935 to
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borrow on stored corn.* Shortly thereafter, Congress
extended the life of the RFC to February 1, 1937, and
the Commaodity Credit Corporation to April 1, 1937,
thus making it possible for the latter to undertake such
loans. The loan rate, it was pointed out, would not and
could not be determined “until later in the season when
the essential facts have developed in regard to probable
production and feed requirements.” This can be inter-
preted either as indicating a dedision to set loan rates
in line with existing and immediately prospective market
values or as merely leaving the matter open. If loans
are to be made at rates in line with market values they
promise to be attractive only to producers wishing to
finance feeding operations and to those desiring for one
reason or another to hold their corn till toward the
end of the marketing season. Now that private lending
agencies have had a demonstration of the practicability
of making loans on sealed corn at rates in line with
market values, they should be willing and able to take
care of most demands of this kind.

If the matter is merely being left open, it is possible
that the loan rate will be set out of line with market
values as a step in the inauguration of an “ever-normal
granary.”” Government loans on stored grain have been
suggested as the basis for developing, in conjunction
with production adjustment, a far-reaching scheme for
stabilizing agricultural production in line with “effective
demand,” for guarding against short crops, and for pro-
tecting the consumer against food shortage.” It has been
stated that the corn loan program of the AAA was the
first step in the inauguration of this “ever-normal gran-

® Chester C. Davis, “Agricultural Adjustment, Present and Future,”
AAA Press Release No. 1464-35, Jan. 30, 1935.
® See J. S. Davis, Wheat and the AA 4, pp. 403-09.
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ary” scheme.” No detziled plan for initiating this scheme
on a comprehensive scale has yet been announced, but
the proposition would appear to involve the following:
(1) a carry-over at the end of the crop year larger, per-
haps several tifnes larger, than has been customary in
the past; (2) the carry-over to be held on farms, but
financed directly or indirectly by “government” loans;
(3) provision for making payments in kind to co-operat-
ing producers so that they could be paid in corn for their
production adjustments; (4) year to year adjustments in
corn plantings based upon prospective demand and the
size of the carry-over. Thus following years in which
corn production had been large due to exceptional
weather, acreage planted would be readjusted down-
ward so that with average yields the supply (new crop
plus carry-over) would again be “normal.” In years in
which production was below average, the carry-over
could be drawn upon and replaced the succeeding year
by permitting an increase in plantings.

The first difficulty in carrying out such a program
would be that of annually forecasting with a sufficient
degree of accuracy, first, the optimum volume of corn

™ “Inaugurated in the fall of 1933, povernment lending of farm-
stored corn is now recognized as a valuable device in carrying surpluses
from one year to another, provided it is coupled with sound production
control. . . . In planning to make loans on farm-stored corn and by
tying the loan program to production control, the government is, in
effect, inaugurating the ‘ever-normal grapary’ policy, If weather is
neasly normal in 1935, plenty of corn for reserve supplies will be
raised in this country. The ‘ever-normal granary’ plan would help
materially in offsetting variations in yield per acre due to weather,
officials believe, Whatever kind of adjustment program is in effect, there
always remains the factor of weather which, in any given year, cannot
be controlled. The weather factor tends to even up over a series of
years and thus 2 sound farm-storage plan to hold over a part of the
hatnper crops from favorable years would assist in maintaining a faitly
constant grain supply. With adequate reserves once established by means
of an ‘ever-normal granary’ plan, subsequent plantings could be fitted

largely to the current requirements estimated on effective demand out-
look.” News Digest, AAA, Feb, 2, 1935, Vol. 2, No, 2, p. 2.
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consumption and, second, the price necessary to bring
this about, Some account would have to be taken of, or

some control exercised over, the production of substi-
" tute feeds, including hay and even food grains such as
wheat and rye. Wide margins of error in the forecasts
would be unavoidable.

Even if the forecasting problem could be solved, it
" seems quite impracticable to attempt any exact control
of the annual supply. Assuming that it would be possible
to control the number of acres planted to corn, an aver-
age carry-over of 500 million bushels of corn would
be required and in individual years might involve carry-
ing over I billion bushels,”” The most that can be ex-
pected, therefore, is that the more extreme fluctuations
in the annual supply could be removed.

To the extent that corn prices were stabilized, the an-
nual value of the corn crop would be destabilized. This
is a serious objection, even though most corn is not sold
for cash but fed to livestock. In the marketing year fol-
lowing a large crop, producers would have the “nor-
mal” corn supply to feed and an additional cash income
from borrowings on the stored corn and from benefit
payments. In marketing years following short crops they
would have to use the cash benefit payments to repay
corn loans, or to accept payments in kind, in order to
obtain even a “normal” supply of feed. The making
of benefit payments in kind would be difficult and cum-
‘bersome to administer. The stored corn would be located
largely in “surplus” producing areas, while the demand
for payments in kind, if any choice in the matter were
to be offered producers, would perhaps be largest in
“deficit” areas.

Perhaps the most serious difficulty in carrying out

™ This problem would arise when, in order to build up reserves fol-

. lowing a short crop, acreage was expanded and yiclds happened to be
considerably above average.
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an “ever-normal granary” plan for corn would be en-
countered in setting loan values. Could the government
set loan values high enough, but no higher than enough,
to accomplish this objective? Though this difficulty is
recognized by the AAA, its record to date as evidenced
by the 1933-34 corn loan program, by the 10 and 12
cent cotton loan programs, and by the attle purchase
program, does not offer very convincing proof that the
government can successfully resist political and group
pressure. Admittedly, conditions were very “unusual”
when these programs were initiated, but are not condi-
tions always more or less “unusual”? The government
could, of course, protect itself in the event that loan val-
ues had been set too high, resulting in an unnecessarily
large carry-over in its hands, by requiring an additional
cut in production the succeeding year. But the govern-
ment would either have to maintain corn prices at this
“artificial” level or incur a loss on the corn taken over
from the borrowers. This loss would have to be financed
by the Treasury, by additional processing taxes, or in
some equally unpopular manner, Of these alternatives,
an attempt to maintain prices at continuously higher and
higher levels by repeated downward readjustments in
production seems the most likely. The impossibility of
continuing the process indefinitely is obvious, and the
longer it was continued, the worse the debacle would be
when it finally collapsed.

It may be that this is altogether too pessimistic a view
to take, Certainly it is extremely hazardous to forecast
the outcome of a proposal stated in as general terms as
the “ever-normal granary” has been to date. It is entirely
possible that a way will be found to overcome the objec-
tions to the plan that at this distance appear insurmount-
able.



CHAPTER XII

EARLY RESULTS OF THE AAA LIVESTOCK
PROGRAM

The economic status of livestock producers improved
greatly between 1932 and 1935. This much is incon-
trovertible. How much of this improvement was due to
the activities of the AAA is less certain, however, since
its activities were accompanied by a record-breaking
drought and other non-AAA factors which greatly af-
fected the situation.

Part of the gain in preducers’ incomes came through
the advance in livestock prices brought about by the im-
provement in domestic demand. Consumers’ incomes
increased during the period, and this favorably affected
the income from livestock. It is not enough, however, to
allow for this influence and credit the remainder of the
improvement to the AAA. Instead, it is necessary to.
make the most careful estimates possible of the changes
in livestock production and prices that would have taken
place, not only in the absence of a livestock program but
also upon the assumption that no AAA activities (or
other comprehensive “farm relief” measures) had been
undertaken. The real measure of the achievement of the
AAA is not in the changes in the economic status of
livestock producers that took place between 1932 and
193§, but in the difference in that status in 1935 as com-
pared to what it would otherwise have been.’

* AAA publicity commonly fails to recognize this distinction. (See, for
example, 4 £ 4 Press Release No. 2530-34, May 13, 1934, with its head-
line “First Year under Adjustment Act Sees Farm Income Climb 3¢
per cent)” and #AA4 Press Release No, 1087-35, Dec. 12, 1934, which
concludes with the statement: “Consequently, the farm recovery of the
last two years is the result mainly of domestic changes, in which the

237



238 LIVESTOCK UNDER THE AAA

The first step in an effort to evaluate the importance
of the several factors that have affected livestock prices
and the incomes of livestock producers is to set forth just
what changes in prices and production have taken place
in recent years. The next step will be to evaluate the
influence of the adjustment efforts in 1933-34 and
1934-35 1n bringing these changes about. The final step
will be to measure the effect of these changes on pro-
ducers’ incomes,

THE HOG MARKET SITUATION SINCE 1932

Hog prices reached the lowest level in 50 years in
the 1932-33 marketing year,” the farm price averaging
$3.36 per hundredweight. Since that time they have
advanced more or less continuously, and at times rapidly,
both in terms of actual prices and in their relation to
“parity.” These changes are shown by the following data
{prices are in dollars per hundredweight).

Farm Price as

Year Farm Price “Parity” a Percentage
Price of “Par:’ty”
1932-33 ....... $3.36 $7.66 14
1933-34 ... .. 3.73 8.74 43
1934-35 ....... 6.92 912 76

activities of the federal government have been the most important ele-
ment,”) It is, however, quite natural for any such agency to try to make
the most favorable showing pomible, and the releases of the AAA do
not contain as much bias as might perhaps be expected. Farmers and the
public generally also fall into the same error when making comparisons,
They find it much easier to compare two knowns than one known and
one unknown.

* Unless otherwise specified the hog marketing year refers to the period
October 1-September 30. Most of the hogs produced in a calendar year
are marketed during the last three months of that year and the first nine
of the next. Note, however, that (z) the “official” marketing year as
defined by the Secretary of Agriculture by authority of the Agriculroral
Adjustment Act begins November 5, and (2) that the “pig survey” year
begins December 1.
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Farm prices in 1934-35 were more than double those
of 1932-33 and nearly double those of 1933-34. In
1934-35 hog prices were about three-quarters of “parity™
as compared to less than one-half of it in the two pre-
ceding years.

During the same three-year period unprecedented
changes took place in hog supplies. These changes are
roughly shown by the following data (in billions of
pounds).

Federally Total Slaughter
Year Inspected Slzughte‘r Including Farm
Slaughter for Sale Slaughter®
193233 ...... 10.9 13.1 16.6
1933-34 ...... 9.9° 11.3 14.5
1934-35" ...... 6.7 8.0 11.0

A reduction of one-third from the 1932-33 level of
hog supplies took place in 1934-35, and a similar reduc-
tion in marketings seems to be in prospect for 1935-36.

* Hog prices were actually slightly lower in terms of “parity” prices
in 1933-34 than in 1932-33 because the index of the cost of commodities
farmers buy advanced more rapidly between the two years than did hog
prices.

Because the data are more adequate and accurate the analysis in the
following pages will be based on the volume and cost (excluding process-
ing taxes) to packers of hogs slaughtered under federal inspection. In
1932-33 the cost to packers was $3.68 per hundredweight and in 1933-34,
$4.07; for 1934-35 it is estimated as $7.70. The average annual farm
price is usually about 94 per cent of the cost to packers.

* Obtained by applying the ratio between estimated slaughter for sale
(as given in Farm Production and Income from Meat Amimals 1930-34,
mimeographed release of the Burcau of Agricultural Economics) and fed-
erally inspected slaughter for the calendar year to federally inspected
slaughter for the marketing year,

* Calendar year total slaughter (sce the same) adjusted to a marketing
year basis in the same manner as slaughter for sale.

* Including about 380 million pounds (live weight) of hogs slaughtered
for relief distribution, Sce Chap. IV, especially note 17, p. 75.

" Estimated on the basis of slaughter under federal inspection for the
first nine months,
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It was through reductions in supply that the AAA ex-
pected to obtain an increase in hog prices. But the prob-
lem is to decide (1) how much of the reductions that
occurred was due to the activities of the Adjustment
Administration and (2) what effect these reductions had
on hog prices. Before making these decisions it will be
necessary to consider the influence of several other fac-
tors that may have affected hog prices from 1933 to
1935. It is impossible to do this in any exact statistical
manner, for some of these factors are not susceptible of
statistical measurement. What weight should be given,
for example, to the effect of the whole Roosevelt recov-
ery program? Did NRA retard recovery or promote it?
What importance, if any, should be attached to the de-
valuation of the dollar? It is possible to go even further
afield but a line has to be drawn somewhere.

Direct monetary influences may be dismissed at once
as of negligible importance in the increase of hog prices.
The export market was only a small factor in determin-
ing the price of hogs during this pericd. Whatever
stimulative effect dollar devaluation, gold buying, or
other monetary influences may have had on commodities
that bulk large in international trade and thus in turn on
the general price level, they were responsible for little if
any of the advance in hog prices, which remained at or
near their low level of 1932 throughout the period dur-
ing which the price level was advancing most rapidly.
Ample allowance is made for this factor through the con-
sideration given to changes in consumers’ incomes.

Improvement in domestic demand was responsible
for part, but not for nearly all, of the increases in hog
pricesin 1934~3 5 as compared to 1932-33. In the absence
of other factors, hog prices would have been nearly $1.00
a hundredweight higher in 1933-34 and perhaps an
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additional §0 cents higher in 1934-35 solely due to
changes in consumers’ incomes.” In Chapter I it was
pointed out that from 1921 to 1933 the total amount
expended by consumers for any given supply of pork
products tended to vary directly with their incomes, so
that the price per unit at retail also tended to vary direct-

ly with income. Since the unit cost of slaughtering and
distributing a given supply tended to remain the same,
the unit price of hogs increased more rapidly than the
increase in consumers’ incomes—indeed nearly twice as
rapidly. The relation between changes in hog prices and
changes in the index of consumers’ incomes is shown in
Section 11 of the chart on page 2 50.

The post-war relationship between rezail prices and
consumers’ incomes apparently continued through 1933-
34, for the retail value of the hog products consumed
bore its usual relation to consumers’ income. There is,

* Throughout this chapter an index of mational income will be used
as the measure of changes in domestic demand. The indexes for the years
prior to 1934 are shown in “The Direct Marketing of Hogs,® Mis-
cellaneous Publication No. 222, U. §. Department of Agricolture, p. 213
(1934); and are based upon figures of realized income from the pro-
duction of poods and services in M. Leven, H, G. Moulton, and C. War-
burton, America’s Capacity to Consume, 1934, p. 152. A comparable
index for 1934 and a preliminary estimate for 1935 were supplied by
the Agricultural Adjustment Administration. These indexes, which are
for calendar years, have been adjusted to a marketing year basis by
weighting the index for the calendar year which contains the first three
months of the marketing year by three, and the index for the calendar
year which contains the last nine months of the marketing year by nine.

It will be assumed throughout that domestic demand would have
changed virtually in the manner that it did even if no AAA program had
been undertaken. This assumption will be questioned by those who con-
tend that the AAA was an important factor in general economic recovery.
The final volume in this series, which will appraise the Adjustment Act
as a whole, wiil give consideration to its effect upon general recovery.
Much can be said for omitting this subject from the present volume, in
which the analysis is already sufficiently complex. Those who believe
that the matter is important can modify the conclusions to be found
in this chapter accordingly.
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however, considerable doubt that it continued through
1934-35, for the retail value of pork consumption was
less than would be expected in view of the improvement
in domestic demand. The amount of pork available for
consumption was unprecedentedly low.” Per capita con-
sumption of pork in 1934-3 5 was the lowest for any year
for which records are available, and probably the lowest
in the history of the country. It seems quite probable
that, when such a Jarge decline in supply takes place, con-
sumers no longer continue to pay the same total amount
for a very small supply as they would for moderate to
large supplies. Instead, they shift to other meats; or if
the supply of these is also small, to other foods entirely.
Additional evidence in support or disproof of a more
positive statement of this reasoning should be available
by the end of 1936, since supplies of pork in 1935-36

promise to be no larger than, if as large as, those in
1934-35."
EFFECT OF THE PROCESSING TAX ON MARKET PRICES

The discussion now turns briefly to one of the most
controversial matters in the whole AAA program—the
processing tax on hogs. It has been contended by some

* Since changes in net exports and earry-overs were amall relative to
the total supply, the decline in consumption between 1932-33 and 1¢34-
35 was roughly equivalent to the decline in production. See the table on
P- 239.

The hog supply-price curve is obtained from data covering a period
when the supplies of other livestock products were also fuctuating. The
supply-price curve for all livestock products is probably somewhat more
inelastic than the one for any individual livestock product. Consequently,
consumers might actually pay more for a small supply of pork than for
a large supply if the volume of other livestock products was corre-
spondingly reduced,

"It is sometimes argued that consumers tended to refrain from buying
pork in 1934-35 because of their objections to the hog processing tax.
There is little evidence that this was an important factor. A processing
tax was collected during most of 1933-34 with no measurable effect of
this kind on retail prices.
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that it is “passed on to consumers” and by others that it
is “passed back to producers.” The matter is of interest
at this stage in the analysis of the results of the AAA
livestock program because the unit costs of distribution,
as measured by the “spread” between live hog prices and
product prices at wholesale, doubled between 1932-33
and 1934-35. Since changes in unit costs were a factor
that altered livestock prices between 1910-14 and 1928-
32, it is essential to evaluate the influence of similar
changes since 1932, no matter what the cause.

The spread between the price of 100 pounds of live
hogs at Chicago and the value of all the product there-
from is shown for recent years by the upper line in the
accompanying chart. It declined slowly from early in

MONTHLY SPREAD BETWEEN THE PrICE oF A HUNDRED-
weIGHT oF Live Hocs AND THE VALUE oF ITs
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* Bureau of Agricultural Ecoromics,

1926 to 1931, then dropped sharply from the fall of
1931 to the fall of 1933, with none of the usual sea-
sonal increase in margin in the fall of 1932. This decline
represents, in major part, the lagging adjustment of the

¥ See pp. 18-19.
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“costs” of distribution to the decline in prices associated
with the depression.

Before the advent of the AAA, spreads tended to
decline for some months prior to, and during the early
part of, a period of sharply rising prices. Thus in 1924-
2§ the hog supply declined 1§ per cent and prices rose 50
per cent. For a year from the spring of 1924 to the spring
of 1925 spreads were about a dollar below “normal.”
This grows directly out of the effect of rising product
prices on the value of storage stocks. Pork products are
commonly considered perishable but they are not com-
pletely so. Stocks in the process of cure and in storage
may be built up or reduced. When packers foresee an
advanang market they can build up stocks by advancing
prices slightly to consumers.™ This in itself makes for
larger “profits” on the storage stocks they do sell. At the
same time, packers tend to bid up the price of hogs even
more than they raise the price of products, because they
expect to sell the product from these hogs at still higher
prices. Packers thus tend to anticipate the effect of a
decline in hog supplies upon hog prices, and while they
are doing so the current spread between hog prices and
product value is low. Conversely, when an increase in
supply is looked for, the spread tends to be wider than
the average.

By the early fall of 1933 packers’ operating costs had
begun to increase because labor and supply costs were
increasing; but at the same time packers could foresee
with considerable certainty a sharp drop in hog supplies
beginning in the fall of 1934, as well as some further

¥ The raising of prices to producers is not apt to increase supplies (ex-
cept for a very few days)} because it makes hog feeding appear more
profitable to producers and thus tends to reduce marketings while pro-
ducers feed to heavier weights. Later, as a result of the increase in
average weights, the tonnage does increase.
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improvement in domestic demand. It is important to
realize that a considerable reduction in hog production
in 1933-34 Wwas in prospect even if no AAA program
had been undertaken™ and that packers were able to fore-
see it. At this point steps were taken to reduce market
supplies in 1933-34, and about the same time a process-
ing tax was levied on hogs at a rate which was increased
until it reached $2.25 per hundredweight on March 1,
1934. The effect of the processing tax &y szself will first
be considered.

With a fixed domestic supply of a perishable product
which is not on an “effective” export basis, the result
when a processing tax 1s levied on domestic consumption
is the smmediate lowering of prices to producers by the
amount of the tax. This lowering of producers’ prices
will tend to discourage production so that during the next
marketing period a smaller supply of the product will
come to market, consumers will pay more for this smaller
supply, and prices to producers will be higher than in
the preceding marketing period. After enough time has
elapsed to complete the adjustment, prices to consumers
will be somewhat higher, those to producers somewhat
lower, and supplies somewhat lower. The amount of
change in each item will depend upon the reactions of
consumers to the prices they pay and of producers to the
prices they receive.™

With a non-perishable product the ulzimate effect will
be the same but the immediate effect will probably be
different. Holders and speculators will immediately ap-
preciate the effect that the lowering of prices to producers
will ultimately have on supply, and will tend. to hold on

 For the basis of this statement, see pp. 247-54.

“1In other words, on the elasticity of the demand for and the supply
of the product.
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to the existing supply in order to obtain the gains ex-
pected in the future. Competition for the existing supply
will thus cause some immediate increase in prices to pro-
ducers. If the consumers’ demard is very inelastic, that
is, if only a smalt decrease in supply will cause a large
increase in prices paid by consumers, these prices will
almost immediately advance by an amount equal to or
even larger than the tax.

Hog products are not on an “effective” export basis.
Exports constitute only a small proportion of produc-
tion; and tariffs, import quotas, and absolute prohibitions
at present preclude any possibility of materially increas-
ing American exports of hog products, almost regardless
of prices at home and abroad.

Pork products tend to be perishable—at least relative
to the length of time it takes for a decline in the profita-
bleness of hog production to affect market supplies ma-
terially.” Consequently the short-time effect of the
imposition of the processing tax on hogs is to reduce
prices to producers by about the amount of the tax and,
with the exceptions noted in the next paragraph, to in-
crease spreads correspondingly. However, even with a
product as perishable as pork, the attitude of packers may
have some offsetting influence on live hog prices right
from the first. If packers felt that the imposition of the
tax itself was soon going to have an apprediable influence
on hog supplies, through influenang average weights,
for example, hog prices might not decline by the full
amount of the tax. There is some reason for believing
that this was a factor (although a2 minor one) in the situ-
ation in 1933-34, as will appear shortly.

Before turning to the effect that the processing tax had

™ See the following section for a consideration of the influence of the
processing tax alone on bog supplies.
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on supplies, either directly or through being used to pay
for control of production, two more points need to be
made with respect to spreads. (1) If the entire amount
of the processing tax is deducted from the total spread
in 1933-34 and 1934-35 the remainder, presumably
comparable to the gross spread prior to the imposition
of the processing tax, is shown to have declined almost
continuously, though somewhat slowly, even from the
unusuzlly low level of 1932-33. (See the lower line on
the chart on page 243.) It is difficult to account for this
solely on the basis of the decline in supplies and the con-
sequent rise in prices that could be expected if no AAA
program of any kind had been initiated. (2) There seems
to be considerable reason for believing that throughout
both years there was some small “absorption” of process-
ing taxes by the packing industry. This would further
help to account for the low spreads of 1933-34 and
1934-35. Both of these points are considered further in
a later section of this chapter (pages 270-73).-

ADJUSTMENT RESULTS IN 1933-34

So far it has been reasoned: (1) that “general price
level” influences had little effect on hog prices between
1932-33 and 1934-35; (2) that the increase in con-
sumers’ incomes would, in any case, have resulted in a
rise of a dollar a hundredweight in hog prices in 1933-34
and an additional 50 cents a hundredweight in 1934-35;
and (3) that the processing tax on hogs by itself tended
to lower hogs prices by something less than the full rate
of tax, which was about $1.60 a hundredweight in
1933-34 and $2.2§ in 1934-35. There remain to be con-
sidered the effects of changes in supply on market prices
and the importance of the AAA in determining that

supply.
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The slaughter of hogs under federal inspection for
commercial sale in 1933-34 was about 9.5 billion
pounds.” It seems certain that the emergency measures
—the hog marketing campaign and relief purchases—
were responsible for a gross reduction in the commercial
supply of hogs in 1933-34 of about 1.4 billion pounds
(see Chapter IV). The net reduction for the year was,
however, further influenced by two other AAA factors,
the processing tax on hogs and the 1933-34 corn loan,
both of which were initiated in November 1933.

During the winter of 1933-34 the hog processing tax
with its periodic increases in rate tended to lower the
market price of hogs while the corn loan tended to raise
corn prices. The result was that it was more unprofitable
than ever to feed hogs. This tended to increase market-
ings temporarily but shortly to decrease tonnage because
hogs were being marketed at lighter weights. By the late
winter or early spring the reduction in tonnage due to
the emergency programs had caused enough increase in
market prices to offset the effect of the tax, so that the
balance started to swing in favor of feeding to heavier
weights. By the middle of 1934, however, corn prices
had risen greatly owing to the influence of the 1934
drought. Since hog prices from early spring onward
were shightly higher than they would have been in the
complete absence of any AAA program, and since the
corn loan and pig buying made more corn available in
the summer of 1934 than would otherwise have been the
case, the corn-hog ratio from early summer to the end
of the 1933-34 marketing year was less unfavorable than

* Fotal federally inspected hog slanghter was nearly 9.9 billion pounds
(see p. 239), but nearly 400 million pounds live weight slaughtered on
government account for relief distribution has to be dedncted (sce Chap.
V),
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it would have been if the AAA had not been in existence.
But the profitableness or unprofitableness of feeding corn
to hogs was probably not as important a factor as usual
in the summer of 1934. Producers were forced to act by
the absolute lack of feed as well as by the unfavorable
feeding ratio. For the marketing year as 2 whole, though,
average weights mught have been shghtly heavier with
no AAA program than they actually were, and slaughter
under federal inspection might easily have been as much
as 11 billion pounds.™

Under the conditions of domestic and foreign demand
existing in 1933-34 a hog supply of 11 billion pounds
would have sold for not more than $3.75 a hundred-
weight. (See the chart on page 250.)” Thus the net

Changumthemm-hog ratio affect hog supplies in two ways The
first and immediate effect is on average weights. The second is on farrow-
ings, and this influtnces the pumber of head marketed for two succeeding
marketing years. Thus the imposition of a tax on hog slaughter by nsl:lf
tends to reduce tonnage the first year and numbers the second and third
years. The reduction in tonnage would cause increases in prices which, in
turn, would tend to simulate hog production. I no concomitant control
over supplies were exercised through the use of the tax to pay for such
control {or by other means) the distribetion of the “burden® on producers
and consumers would depend on the relative elasticity of the demand for
pork products and the supply of bogs In fact, of course, the proceeds
of the tax are used to control numbers so that the elasticity of supply,
except as it acts through average weights and through non-signers, has no
significance unless the reduction asked for is less than the “normal™ re-
sponse of producers to the change in the situation resulting from the
imposition of the tax. The average weight at which bogs will be marketed
will depend on whether the price-depressing effect of the tax is greater
or less than the price-raising effect of the reduction in supply. Thus from
the point of view of producers’ the program would mos effectively in-
crease their income (sales plus benefit payments) if the tax were suffi-
cientdy high to more than offset the increase in market prices due to the
reduction in supply, thereby discouraging all producers from defeating
mpanthemtmtnfthepmgnmbyfcedmgmhamcrwughtsthntheg
otherwise would and discouraging non-participators from increasing
numbers. See, however, pp. 273, 293-94

™ Since packers could have forescen a reduction in supply ir 1934-35
even with no AAA intervention, they might have tended to bid up the
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effect of the AAA program on market prices in 1933-34
was to increase them slightly over what they would
otherwise have been,
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Actual hog slaughter under federal inspection in
1934-35 has been estimated (page 239) at 6.7 billion
pounds, What would such slaughter have been in the
absence of the AAA? It seems extremely doubtful if
federally inspected slaughter in 1934-35 would have
been as high as 7. billion pounds in the complete absence
of any AAA program.

Most of the hogs slaughtered in 1934-35 were far-
rowed in 1934. The 1934 spring pig crop was 27 per cent
below that of the previous year.” It was farrowed during
the year that farmers representing about 75 per cent of
the United States hog production had agreed to reduce
the number of hogs produced for market by 2§ per ceat.
It was farrowed during a period when hog prices were
being affected by the emergency measures and by the
processing tax. It was farrowed when comn prices were
being “pegged” by the 1933-34 corn loan. In spite of
these facts less than half this reduction can be credited
to the AAA™

For a year and a half prior to the spring of 1934 the
corn-hog ratio had been extremely unfavorable to hog
production (about 8.5 in the Corn Belt). Moreover the

price of hogs to a point slightdy higher than the level indicated by the
average relationship between supply and price shown on the chart.

® Judging by the Dec. 1, 1934 pig survey rcport. (Sec Market Re-
vises and Statistical Summary of Lioesiock, Meats and Wool, U. S. De-
partment of Agriculture, July 3, 1935, Vol. 3, No. 27, pp- 519-20.) In
this report the “spring™ season runs from December 1 to June 1, the
“fall” season from Jone 1 to December 1.

™ As soon as the June 1, 1934 crop report was released the AAA
hastened to take credit for most of the reduction in spring farrowings and
those in prospect for the fall. ® . . the reduction called for under the
cors-hog contract is the major factor in the corrent adjostment.™ (£44
Press Release No, 7-35, July 2, 1934, p- 2.} Eight months later the re-
duction was laid to the drought. “In the case of hogs the adjustment and
corn loan programs had the effect of bringing about a more orderly re-
duction of slaughter than would in any cast have resulted from the
drought,® 444 Press Release No. 13591-35, Feb. 16, 1933, p. 1.
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ratio might have been a little lower during the period
if no activities with respect to corn and hogs had been
undertaken. If farmers had reacted as in the past (and
in the absence of the AAA there is no reason for believing
that they would not) this would have meant at least a
I§ per cent decrease in the number of pigs saved in the
spring of 1934.

Other evidence supports this view. Non-signers who
answered the June 1, 1934 pig survey questionnaire re-
ported that they were reducing their hog production as
much as the signers who answered this questionnaire.
Farmers in states in which the sign-up was low reduced
their production not only as much as, but more, than
farmers in states where the sign-up was high. In states
in which the 1933 drought was severe and 1934 pros-
pects poor, farmers reported only from one-half to two-
thirds as many pigs saved as in the preceding year.™ The
1934 corn-hog contract could hardly have been respon-
sible for much of these large reductions.

The 1934 drought, and resulting high prices and
scarcity of feed, must be held entirely responsible for
the 48 per cent decrease from the previous year in the
number of pigs saved in the fall of 1934. The corn-hog
ratio continued to be highly unfavorable to hog produc-
tion, and it might have been even a little more unfavor-
able in the absence of the AAA.™ Perhaps a few pro-
ducers in areas where the corn crop was good might
have raised more hogs than they actually did, but the ef-
fect on total supplies would have been negligible. In the
drought areas, of course, it was not the unfavorable ratio

® South Dakota reported a percentage decrease of 47, Oklahoma 45,
Kansas and North Dakota 37, and Texas 3s.

® Indeed, if the AAA is correct in its estimates of the feed “saved”
and the additional feed produced, the corn-hog ratio might have been
considerably more unfavorable if there had been no program.
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but the absolute lack of feed that caused the fall pig
crop to be so small.

The total number of pigs saved throughout 1934 was
3§ per cent less than in 1933. Since at least one-half of
the reduction in the number of pigs saved in the spring
of 1934 and all the reduction in the fall of 1934 would
have taken place anyway, the net reduction for the year
attributable to the AAA cannot be more than 10 per cent
and was probably nearer to § per cent.

Slaughter under federal inspection in 1934-35 will
not be down as much from the previous year as the de-
crease in the number of pigs saved would indicate. It may
equal 30 million head, a decline of 32 per cent. Pre-
sumably if there had been no AAA program slaughter
would still not have declined as much as the number of
pigs saved, so it méght have been as much as 34 million
head.

The next question to answer is what the average
weight of these 34 million hogs would have been. Per-
haps it would have been not far from the average weight
that actually appears in prospect, 220 pounds.® The
corn-hog ratio would have been somewhat more favor-
able to feeding since the processing tax lowered market
prices in 1934-35 somewhat more than the additional
cut in production attributable to the AAA raised it (see
page 254) and since there might have been a small ad-
ditional quantity of corn available. But it is doubtful if
this supply of feed could have been stretched far enough
to cause the average weight of 34 million head to be

® One surprising feature of the sitvation in the summer of 1935 was
the unexpectedly heavy weights of the hogs marketed. Probably there
was more old corn in the country than was thought, Also farmers, when
forced to, can make much more efficient use of the feed available than
they are accustomed to. An additional factor was that, with the exception
of March, the winter of 1934-35 was unusually mild.
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higher thanit actually was on 30 million head. Federally
inspected slaughter might thus have equalled 7.5 billion
pounds,

The final question to decide is what the production
would have been worth. Assuming (1) that with a
slightly larger supply the supply-price relationship
would have tended toward that existing from 1921 to
19335 and (2) that packers’ spreads would have been
lower than “normal” though slightly higher than the
actual spread less the processing tax, “cost to packers”
would have been not less than $8.75, and might have
been as high as $9.00. (See the chart on page 250.)
The price would thus have been higher without the
AAA program than with it. This would have been be-
cause the processing taxes tended to lower the actual
prices received by an amount not much less than the
tax, while the net reduction in supply due to the AAA
increased prices only a little. Thus market prices were
somewhat higher in 1933-34 (perhaps 50 cents), and
somewhat lower in 1934-35 (perhaps $1.25) than they
would have been in the absence of the agricultural ad-
justment program.

Changes in market prices, however, are not necessarily
an indication of change in the economic status of hog
producers. It is essential to consider at the same time the
volume of sales, producers’ costs, and, under the AAA
procedure, benefit payments.

INCOME FROM HOG PRODUCTION

The concluding steps in an appraisal of the effect of
the AAA on the economic status of hog producers involve
an analysis of its influence on the changes in the gross
income from hog production and an estimate of what
this income would have been in the absence of the AAA.
Inall three years the income actually received came from
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two sources: sales of hogs and benefit payments. The
market value of the hogs sold for slaughter under federal
inspection, the benefit payments received, and the total
for the two are shown in the accompanying table (in

millions of dollars).

Market Benefit
Year Value Payments Total
1932-33 ........ 402 28* “ 439
1933-34 ......... 401 60% 461
1934-35 ........ 511 140 651

The market values of the hogs slaughtered under fed-
eral inspection in 1932-33 and 1933-34 were almost
identical, while in 1934-35 the value was more than 2§
per cent higher than it was in either of the two preceding
years. Income from sales plus benefit payments was
$0 per cent larger in 1934~3§ than in 1932-33.® The
next problem to be determined is what the annual income
of hog producers would have been in the absence of the
AAA

The market value of the hogs sold in 1933-34 was
slightly less than if no AAA program had been under-
taken. This was because the increase in market prices did
not offset the reduction in tonnage sold. Packers paid just

™ Represents the amount paid for the pigs and the premium on the
sows bought during the emergency hog marketing campaign.

® Represents benefit payments on the 1934 contract received before
Oct. 1, 1934

™ Estimated for the last three months of the marketing year.

™ Represents balance of payments due under the 1934 contract but
does not include any payments made under the 1935 contract. See p. 258.

®The market valuc of federally inspected slaughter is somewhat less
than the cash income received by farmers from the sale of hogs and hog
products. Total cash income from all sales plus benefit payments is esti-
mated at 485 million dollars in 1932-33; 512 million in 1933-34; and
725 million in 1934-35. {Calendar year cash income as shown in Farm
Production and Income from Meat Animals 1930-34, adjusted to a mar-
keting year basis.)
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over 400 million dollars for the hogs actually slaugh-
tered under federal inspection (9.9 billion pounds). They
might have paid $3.75 a hundredweight (see page 249)
or about 410 million dollars for 11 billion pounds if this
much had come to market.

Four other elements remain to be considered in order
to obtain 2 comprehensive picture of the actual results
in 1933-34:

1. Net collections from processing and related taxes
on hogs aggregated 123 million dollars during the year.
Nearly 32 million of this amount had to be repaid to the
Treasury for advances made during the emergency hog
marketing campaign and 11 million was used in purchas-
ing products for relief,” but the remaining 80 million
was later turned over to producers in rental and benefit
payments. Producers were indeed paid about 6o million
dollars in hog benefit payments by September 30, 1934,
and so their cash income in 1933-34 from sales for
slaughter under federal inspection and from berefit pay-
ments was 460 million dollars or 50 million more than
it otherwise would have been.

2. The total “production cost” of the 9.9 billion
pounds of hogs actually marketed was less than the total
“production cost” of the 11 billion pounds would have
been. Probably the total “cost” of raising even the 9.9
billion pounds was more than the 461 million dollars
received from sales and benefit payments, but the “loss”
must have been materially less than it would have been
if 11 billion pounds had been raised.™

™ The effect of the latter has already been allowed for by using 9.9
billion pounds rather than 9.5 millicn pounds in determining producers’
income in 1933-34.

® Farm account records for 1934 bear out this statement. Those for
Iowa, for example, show the largest “management return” since 193o0.
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3. The 1.5 billion pound reduction in commercial

supplies in 1933-34 greatly faalitated the collection of a
processing tax on hogs. 1f a tax averaging $1.60 per hun-
dredweight for the year had been levied, and no reduc-
tion made in supplies, market prices in 1933-34 might
have averaged less than $2.50. Probably too, though this
was entirely fortuitous, the reductions brought about by
the emergency pig marketing campaign and the 1934
corn-hog program resulted in somewhat less liquidation
of “half-fat” hogs and breeding stock when the 1934
drought became serious.
4. Producers got what was in effect an “advance pay-
ment” in 1932-33 during the emergency hog marketing
campaign. The cost of this campaign was met out of taxes
collected in 1933-34, and the pigs purchased would
otherwise have come to market in 1933-34. The 24 mil-
lion dollars which farmers received at the time can thus
be considered 1933-34 income received in 1932-33."

In 1934-35, producers received 5§11 million dollars
from hog sales and 140 million in benefit payments un-
der the 1934 contract—a total of 651 million dollars.
If no AAA program had been undertaken they would
apparently have received about 666 million dollars.*
This somewhat unexpected result grows out of the fact
that there is a definite limit to the increases in gross

In 1932 the management loss was as large as the management gain in
1934.

* One aspect of the emergency hog marketing campaign bears some
resemblance to the drought cattle purchases of 1934. Many pigs which
otherwise might have died were purchased in 1933 drought areas. Cer-
tainly producers in these areas who sold them were in better financial
condition to weather both the 1933 and 1914 droughts and were con-
sequently somewhat less of a relief burden than they otherwise would
have been.

¥ Estimated non-AAA marketings of 7.5 billion pounds (sse pp. 253-
54} multiplicd by an estimated non-AAA price of $8.87 (see p. 254).
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income that can be obtained by reducing supplies, Beyond
that point any further reduction in production results in
a decrease in gross value rather than in an increase. This
point was reached and passed in 1934-35. At the 1934-
35 level of consumers’ income the maximum gross
income would have been obtained from a hog crop of
about 7.6 billion pounds.” The tendency for the gross
value of hog production to decrease when supplies are
reduced beyond a point determined by the level of con-
sumers’ income is accentuated when large reductions in
supply are made, because then the rezail value of domes-
tic consumption of hog products at a given level of con-
sumers’ income tends also to decline.™

It would be instructive, if it were possible, to round
this analysis off with the results obtained in the 1935-36
marketing year, as this is when the hog crop affected
by the 1935 corn-hog program will be marketed. This
would involve so many assumptions, both with respect
to actual production and prices and with respect to pro-
duction and prices in the absence of the AAA, that the
results would be of little value. The next best thing,
therefore, is to strike a balance as of the end of the
1934-3§ marketing year, neglecting any benefit pay-
ments made in it under the 1935 program. The actual
income for the three years ending 1934-35 and the esti-
mated income for the same three years in the absence of
the AAA program are as follows (in millions of dollars).

® Even if the relation between supply and prices as shown in the chart
on p. 250 had continued in a straight line (as indicated by the dotted
liueg as supply decreased instead of tending to flatten out {as tentatively
indicated by the broken line), a supply of 7.3 billion pounds would have
had the maximum gross value.

™ The importance of changes in consumers’ income on hog prices and
the income from hogs is considered further on pp. 294~98.
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Estimated
Sales Benefit Pay- Receipts
Year ‘Receipts ment Receipts Total without
AAA
1932-33 ... .. 402 25 427 400
1933-3¢4 ..... 401 60 461 412
1934-35 .. ... 511 140 651 666

Total ... 1,279 225 1,539 1,478

The analysis thus far indicates that hog producers’
income was increased by about 60 million dollars or
by just over 4 per cent for the three years 1932-33,
1933-34, 1934-35, over what it would have been if no
AAA program had been undertaken. But this does not
tell the whole story. (1) Very considerable savings in
production costs were realized. (2) Producers as corn
growers received during the same period 110 million
dollars in corn rental payments. Of this total 37 million
came from the Bankhead fund, 12 million from process-
ing taxes on corn, I§ million from the “defiat” expected
on November 5, 1935, and 46 million from processing
taxes on hogs. With this 46 million paid on corn but
collected on hogs added to the 61 million dollar gain
received by farmers as hog producers, the gross income
from hog production was over 7 per cent larger than it
would have been in the absence of the AAA. (3) Hog
producers obtained less tangible though none the less
real gains, in part from the corn-hog program, in part
from AAA activities as a whole, and in part from other
activities of the Roosevelt Administration such as the
farm mortgage refinancing of the Farm Credit Admini-
stration. It is difficult to measure the overall effects of
these several activities and almost impossible to separate
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out the contribution thereto of the corn-hog program,
but it is significant that farm land values, which had been
declining continuously from 1920 to 1933, advanced
per cent in 1934 and an additional 4 per cent in g@é
The greatest percentage increases occurred in the South-
ern states but the increase in the Corn Belt was equal to
the average for the United States.

EFFECTS ON CORN PRICES

The analyses of the actual influence of the AAA pro-
gram on corn production and prices in 1934 and early
1935 is less complex than that for hogs since the domi-
nant factor was the 1934 drought, but the difficulties in
the way of deading the effects of the corn program on
producers’ incomes are almost insurmountable. The av-
erage farm price and farm value of the 1932, 1933, and
1934 corn crops are shown below.

Farm Price Farm Value
Year (In cents per (In millions
bushel) of dollars)
1932 ... 29 925
1933 ... 36 945
1934 ... ... 79% 1,086

The December 1934 farm price of corn was nearly three
times as high as the average price of the 1932 crop and
more than twice as high as that of 1933. The price of
the 1932 crop was less than one-half of “parity”; the
December 1, 1934 farm price was practically at its “fair
exchange value.” This had come about primarily because
the 1934 corn crop was the smallest since 1894. The
harvested acreage of corn and corn production for 1932,
1933, and 1934 are shown in the accompanying table
(in millions).

® Dec. 1, 1934 farm price.
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Acres Bushels
Year Harvested Produced
1932 ... ... . 108.7 2,907
1933 ... ... ... 103.3 2,352
1934 .. ... ... ... ... 87.5 1,381

Several factors besides the AAA program influenced
the acreage of corn harvested in 1934. Extensive aban-
donment of corn occurred. Fields planted in the spring
included nearly 8 million more acres than were har-
vested in the fall.* The problem, then, is to decide what
the planted acreage in 1934 would have been in the ab-
sence of the AAA program. It seems probable that it
would have been less than the 106 million acres planted
in 1933. Acreage had increased sharplyin 1931 and 1932
because the downward “trend” in corn acreage in the
southeastern Corn Belt was temporarily halted while
expansion in the northwestern Corn Belt continued.
There was, moreover, a sharp increase in corn acreage in
the Cotton Belt. These changes probably reflected the
fact that the prices of the livestock to which the corn
was fed were relatively higher than the prices of such
cash crops as wheat and cotton. By 1934 wheat and cotton
prices were high relative to livestock prices and pro-
ducers were planning in-any event to reduce hog produc-
tion.

Another factor tending to limit plantings in 1934 was
the continuation of the 1933 drought through seeding
time in the northwestern part of the Corn Belt. Farm-
ers in states where the drought was serious in 1933 and
grew steadily worse in 1934 must have felt that it was
useless to plant corn as long as the weather remained

* Planted acreage of corn for 1933 and 1934 as shown in Crops and
Markets, March 1935, Vol. 12, No. 3, p. 74. Corn abandonment in 1933
is estimated at 2.7 million acres.
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dry. Corn acreage in the South in the absence of the
AAA corn and cotton programs would have been no
greater and perhaps slightly less than in 1933.” In the
absence of the AAA, 103 million acres might have been
planted to corn in 1934. Actually, 95.3 million acres
were planted, a decrease of 7.7 million acres or 7.5 per
cent.

Corn production in 1934 was not reduced by the AAA
as much as corn acreage because most of the reduction
due to the corn-hog program took place in the Corn
Belt, where yields were most affected by the drought.*
Moreover, yields were equal to or above average in the
cotton states east of the Mississippi and acreage in these
states was larger than it would have been in the absence
of the AAA cotton program. Corn production was thus
reduced perhaps 6 per cent, or 90 million bushels, in
1934 by the AAA program.®

The price of corn in 1934-35 (the 1934 crop) tended
to be a little higher than it would otherwise have been
because of this 9o million bushel reduction in supply, but

*¥ Corn acreage in the South tends to increase when cotton acreage de-
creases and to decrease when cotton acreage increases. The cotton acreage
in 1934 would probably have been at least as large as in 1933 if no cotton
program had been in effect. See Henry I. Richards, Cotton and the AAA,
Chap. XI.

* The average yield on the 18 million acres harvested in South Da-
kota, Nebraska, Kansas, and Missouri was under four bushels per acre,

* No allowance has been made for the influence of the AAA activities
with respect to livestock, or for the influence of the 1933-14 corn loan.
The livestock program had been operating only a few months when
farmers had to decide on the acreages they planted to corn. During this
period the gross income from hogs was a little less than it would other~
wise have been (see p. 248) while the net income was perhaps a little
larger. It is doubtful if this appreciably affected corn plantings either one
way or the other. The influence of the corn loan on 1934 plantings
also appears to have been unimportant, probably because the borrowers
were required by their corn-hog contracts to decrease their corn acreage.
By itself a corn loan at a rate above the market price would tend to
stimulate corn production,
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this influence was offset in large part by (1) other ac-
tivities of the AAA which resulted in an increase in the
total supply of feed available and (2) the reduction in
demand that grew out of the AAA programs for reduc-
ing livestock supplies.

The 5—cent processing tax on corn had no appreciable
effect on corn prices. It was absorbed by corn processors
or passed on to consumers. This, in the nature of the case,
would be expected. Corn prices are determined largely
by the supply of corn and the demand by those who feed
it. A 25 per cent drop in commercial use would increase
the supply available for feeding by less than 1 per cent.
In fact, the industrial use of corn was not only main-
tained but increased in spite of both the tax and the much
more significant increase in corn prices.

There is no satisfactory way of determining the net
effect of the reduction in corn production resulting from
the AAA program in 1934 on producers’ incomes, The
90 million bushels not raised in 1934 would have been
worth 72 million dollars at December 1, 1934 farm
prices. But most of this corn would have been fed to
livestock, and farmers as a whole would have had to
consider the return they obtained from the livestock or
livestock products sold rather than the value of the corn.
It is perhaps to be doubted if the 9o million bushels of
corn would have been worth anywhere near 72 million
dollars in returns from livestock. Cattle feeders, because
of the rapid increases in cattle prices in the winter of
1934-35, “made money” feeding 80 and 90 cent corn,
but the returns from other livestock and livestock prod-
ucts were not so satisfactory.

As an offset against whatever “loss” was incurred by
reason of not having 9o million bushels of corn to sell,
either for cash or through livestock, contract signers re-
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ceived 110 million dollars in benefit payments. Nearly
46 million dollars of this has already been credited to
hogs since it was derived from hog processing taxes, Of
the remaining 64 million, 37 million came from the
Treasury via the Bankhead fund, and 12 million from
the corn processing taxes; the remainder, comprising the
defiat expected at the end of the 1934-35 marketing
year, will eventually have to be obtained from the Treas-
ury or from processing taxes. If it is assumed that the
corn program by itself had no measurable effect on the
gross income from livestock because of the overwhelm-
ing importance of the drought and of the cattle and hog
programs, and no effect on the cash income from sales
of corn for industrial uses because market prices were
much the same as they would have been with no AAA
program of any kind, then the gross income of all pro-
ducers was increased by 64 million dollars (the corn
rental payments minus the 46 million dollars already
credited to hogs).*

EFFECTS ON INDIVIDUAL PRODUCERS

The 170 million dollar increase in income obtained
by corn-hog producers as a group as a result of the emer-
gency hog marketing campaign, relief purchases of hogs,
and the 1934 corn-hog reduction program was not uni-
formly distributed among individual producers. It is ob-

“1t may be argued with some reason, especially if it is assumed that
because of the severity of the drought the fedeml government would
even in the absence of the AAA have undertaken jost as comprehensive
measures to conserve feed supplies and reduce livestock numbers, that
producers as a group would have had larger incomes if no corn redaction
program had been undertaken; because then, for example, hogs could
have been fed to heavier weights, and as has been indicated above (p.
ag7) the gross value of the hog crop would have been larger than it
actually was. But it is doubtful if the increase in income of this and
similar kinds would have been equal to the 64 million net that prodocers
receive in corn rental payments.
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vious, of course, that producers in the drought areas
benefited greatly because of what the AAA refers to as
the “insurance features” of the corn-hog program. Since
the decline in hog production would have been large if
there had been no AAA program in 1934, this means
that producers in non-drought areas received 2 somewhat
smaller income from hogs than they would otherwise
have obtained. This may not be undesirable if individual
producer “risks™ are the same or if the “premiums” paid
are in proportion to the risk. It is undesirable, however,
when it tends, as the existing procedure does, perma-
nently to subsidize producers in “submarginal® areas.

The increases in income derived from the corn pro-
gram varied in part for somewhat different reasons.
Contract signers who normally sold most of their corn
for cash and who produced a crop in 1934 had somewhat
less corn to sell than they would otherwise have had and
their gross incomes were consequently somewhat lower
than if no program had been in effect. But livestock feed-
ers who would otherwise have purchased the corn were,
as a group, better off, if the assumption is correct that
the corn reduction by itself had little effect on the income
from livestock, As a matter of fact, farmers outside the
drought area frequently harvested crops from the land
which would otherwise have been planted to corn that
were as valuable as the corn would have been.

Benefit payments were distributed among producers
in accordance with the production of each during an his-
torical base period. Farmers whose farms, farming prac-
tices, and ability may have been almost identical received,
due to factors over which they had: no control, greatly
different “rewards” both in terms of benefit payments
and in terms of permitted production in 1934. If the
base period hog production of a farmer was below his
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“normal” production during 1932 and 1933 his benefit
payments were small, and at the same time his permitted
production in 1934 was also small. (See Chapter V.)

There was, however, a third kind of “inequality” in
the effects of the program on individual producers. This
grew out of the fact that the corn rental payments were
financed to a considerable extent from the proceeds of
a tax on hogs. This would not be a serious matter if the
relation between the importance of corn and hog pro-
duction on individual farms was the same. But some
farmers grew corn only, while others raised hogs only,
buying all the corn they fed. If the hog raisers and the
corn growers had been entirely distinct, the former would
have been inclined to take the same attitude as the datry-
men in the Northeastern states took with respect to the
proposal to pay for feed grain adjustments by levying
a tax on all hivestock and livestock products and to ob-
ject to contributing to 2 fund that, as far as they were
concerned, did nothing but raise their costs, at least for
the time being. Since most corn growers were also in
some degree hog producers, the “inequality” was not so
serions. This was particularly true in 1934, when less
than 40 million dollars from hog processing taxes was
paid for reducing corn production. It will be more of a
problem in 1935, when over 100 million dollars of proc-
essing tax collections on hogs will be distributed as corn
acreage rental payments.

Another difference grows out of the fact that the pro-
ducers receive hog benefit payments per head while taxes
are collected per hundredweight. In the past, in part be-
cuse of the geographic variations in the relations be-
tween corn prices and hog prices, it has paid to grow 200-
pound hogs in Ohio and 350-pound hogs in Nebraska.
It will probably pay to continue this practice even if a



EARLY RESULTS OF THE PROGRAM 267

AAA corn-hog program is in effect. But the Nebraska
producer makes a greater contribution to the reduction.
in tonnage which is the immediate objective of the pro-
gram, and is paid less for it than the Ohio preducer. He
is paid even less if the value of the reduction is used asa
citerion.” Yet administrative difficulties have so far
precluded any attempt to make payments on any other
than a “per head” basis.

A final difference grows out of the fact that produc-
tion costs vary greatly as between regions and as be-
tween farmers in the same region. It has already been
pointed out that corn-hog producers, both as individuals .
and as a group, gained more from the whole program
than 1s indicated by the increase in their gross returns,
It is difficult to measure these gains in any exact way,
but they must névertheless have been apprecable. The
“cost™ of raising a small crop either in terms of money
or effort is less than that of raising a large crop, though
not proportionately less. “Net” income, and conse-
quently producers’ general well-being, increased more
than did gross returns. The relative increase in “net”
income was larger for low—cost than for high-cost pro-
ducers. Moreover, the proportion of fixed and variable
costs vanes widely between farmers. In some areas, for
example, corn yields tended to be high because a large
amount of fertilizer is used. Rental payments were made
on appraised yield, which meant that these producers got
a high payment per acre for the land taken out of corn
and at the same time were able greatly to reduce their
outlays.

" An extreme example is the case of prodacers who s0ld roasting and
suckling pigs. These pigs frequently were not taxed ar all, but the pm-
ducers were paid several times what the pigs wonld have been warth if
they had been prodoced and sold
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RESULTS OF THE CATTLE PROGRAM

The results of the cattle program can be discussed
briefly for at least two reasons. It was not an integral
part of the AAA production control scheme but an 2p-
pendage to it that grew out of the drought. It was
financed by an appropriation from the Treasury and not
from the proceeds of a processing tax.

The farm prices of beef cattle and the average prices
per hundredweight paid by packers for cattle slaught-
ered under federal inspection in 1932, 1933, 1934, and
the first half of 1935 are compared below. The total
amounts paid by packers for such cattle are also given
(in millions of dollars).

Total Amount

Farm Packers’ .
Year Price Price Il;::ll( : ri
1932 ........ $4.07 $4.94 355
1933 ........ 3.63 4.14 242
1934 ........ 3.88 4.55 420
1935 (first six
months) .... 6.27 7.11 270

By 1935 the farm price and the average price paid for
cattle slaughtered under federal inspection were nearly
75 per cent higher than in 1933.

The market price of cattle in 1934 was much higher
as a result of the drought cattle purchases than it would
otherwise have been. If only an additional 2 million
cattle would have been slaughtered under federal in-
spection in 1934 (see page 214) if no government pur-
chases had been made, the total live weight of cattle
slaughtered would have been nearly 11 billion pounds—
as compared to a previous high of 9.8 billion pounds in
1926, This increase in the number of cattle slaughtered
would have caused a corresponding increase in the supply
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of hides and lowered hide prices. With a relationship
between cattle supplies and prices even approximating
the usual post-war relationship, the average cost to pack-
ers of all cattle slaughtered under federal inspection in
1934 would have been less than $3.00 per hundred-
weight, and the total cost of the 11 billion pounds would
not have been more than 300 million dollars. Producers
consequently obtained 120 million dollars more from the
cattle they sold through commerdal channels than they
would have done if no emergency purchases had been
made. In addition they received 112 miilion dollars for
the cattle sold to the government. Consequently the total
income from cattle in 1934 was 532 million dollars in-
stead of not more than 300 million, an increase of at
least 75 per cent.*

Cattlemen in drought areas were not the only benefi-
daries; cattle producers everywhere gained by the re-
moval of the distress cattle from the market. Probably
some small gains also accrued to hog producers in 1934,
since the total meat supply in commercial channels was
reduced and since the Relief Administration seems to
have been relatively successful in preventing the relief
meat from competing with commerdal supplies.*

In spite of the fact that the entire cost of the cattle pro-
gram was borne by the Treasury, taxpayers may obtain
some future benefits from it. The net reduction in cattle
numbers in 1934 may have been somewhat less than if
no purchases had been made (1) because those in

“The & million dollars paid for sheep and goats was probably a net
addition to the incomes of sheepmen.

* At least this appears to be the attitude of the packers, and they should
be in a position to know. On the other hand, if there was more competition
from the relief supplies of beef and pork than is commonly believed, it
would help to explain the failure of the hog supply-price relationship
to function in its characteristic post-war fashion in the 1934-35 market-
ing year. See p. 243,
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drought areas were enabled to retain some of their
foundation stock and (2) because cattlemen who had
feed supplies decided to hold rather than sell their cattle.
Beef supplies in the near future will not, therefore, be
quite so short as would otherwise have been the case.
Perhaps too, the supply of beef available for consumers
asa group in 1934 was slightly more because of the relief
aspect of the program,

In 1934 and 19335, but particularly in the latter year,
cattle prices were higher than the normal post-war rela-
tion of cattle prices to commercial supplies and consum-
ers’ incomes would indicate. This was apparently the
result of the reduction in hog supplies, due primarily
to the drought and secondarily to the corn-hog program.
Apparently the competition between beef and pork is
greater than between pork and mutton, since sheep and
lamb prices were not measurably affected by the short
supply of pork. The shift from pork to beef that occurred
in 1934 and 193§ lends support to the contention that
the prices of one kind of livestock cannot be effectively
maintained by adjusting its supply without doing some-
thing about other kinds.

EFFECTS ON PACKERS' MARGINS

Brief mention has been made in an earlier section of
this chapter (p. 243) of changes in recent years in the
spread between hog prices and the concurrent wholesale
value of the products of 100 pounds of live hog.* These
changes need to be considered somewhat further. The
net spread® was much lower in 1933-34 and 1934-35

% The spreads between retail and wholesale prices remained practically
unchanged until about January 193s. They then widened noticeably
as the reduction in supplies begran to have a substantial effect on retailers’

volume. .
“ The value of the product minus both live hog price and processing

tax,
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than in any post-war year. (See the chart on page 243.)
Whether this is in whole or in part attributable to the
AAA program is another question.

Packers’ spreads tend to decline on the eve and dur-
ing the early part of a reduction in supply arising from
competition to store pork products in order to take ad-
vantage of the rise in the value of inventory. Perhaps
this competition was somewhat keener in 1933-34 and
the net spread consequently somewhat lower because
packers were inclined to believe that, since the govern-
ment was going to take 2 hand in it, the reduction would
be somewhat larger than would otherwise have been the
case.

Perhaps more important reasons for the continued
low spread through both 1933-34 and 1934-35 were
tax evasion and the legal postponement of tax payments
without the setting up of reserves adequate to permit
eventual payment. The small packers (particularly in
the East) whose business is largely in fresh pork, have
been increasingly vociferous in asserting their inability
to pay the processing tax. The scores of suits to obtain
relief from the payment of processing taxes during the
first seven months of 1935 bear witness to this fact.
These packers all stress the impossibility of operating on
current spreads and cite an increasing volume of untaxed
pork as one cause of their difficulties.*® Even before any
effort was made to contest the legality of processing taxes,
collections were less than slaughter statistics indicated
they should have been (see page 144). This fact like-
wise suggests that there was an appreciable amount of
tax evasion or postponement. The average tax paid on all
slaughter has thus been somewhat less than that indicated
by the tax rate and the net spread somewhat wider than

“ Big packers and interior packers have other advantages over fresh
pork packers, particularly those located in the East, and it should be
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is indicated by subtracting the tax rate from the difference
between live hog prices and product values. Since evasion
and postponement were not uniformly distributed among
all the units in the industry, those units not evading
taxes or postponing payment without setting up ade-
quate reserves probably had to “absorb” some of the tax
(though presumably not a great deal of it) in order to
compete with packers, local retail slaughterers, and pro-
ducers who were neither paying the tax in full nor set-
ting up adequate reserves.

On the other hand, profits from slaughtering opera-
tions in 1934 were nearly 30 million dollars, § million
larger than in 1933, nearly §0 million larger than in
1932 when the industry operated at a loss, and the
largest since 1929.*" But of the 30 million dollar profit
on slaughtering operations in 1934, the ten largest pack-
ers made 26 million, or nearly 4.7 per cent on net worth,
while the small general packers and pork packers made
less than 3 million dollars or about 2.1 per cent on net
worth.

remembered that fresh pork packers are always “squeezed” when pork
prices are advancing because, mnlike the “big” packers, they do not
obtzmanmventorygamonmngestoch.'l‘heuhoeuontheother
foot when pork prices are declining, as then.the big packers are suffer-
ing losses on inventory stocks. As the sitwation existed iz 1934 and
1935, however, the little packers felt the “squecze” when they wrote
out the check for the pavment of taxes and blamed the tax rather than
advancing prices for their difficulties. It is pomible, moreover, that the
big packers applied somewhat more pressure than they would otherwise
have done, knowing that the government tax would get the blame, Too,
the big packers (and the middle-sized interior packers) may bave been in
a better position to apply pressurc becanse they typically were the ones
who handled most of the hogs and cattle slaughtered for government
account. They were well paid for this work and the additional volume
must have greatly reduced the “overhead” on the commercial product.

“ Based on reports by packers subject to the Packers and Stockvards Act
to the Packers and Stockyards Division of the Bureaun of Animal Industry.
‘The net profit on slanghtering operations in 1934 represented just over
4 per cent on pet worth. Packers also made pearly 10 million dollars on

non-dlanghtering operations in 1934
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Probably the volume of business packers handled in
1934 was larger because of the AAA than it would other-
wise have been. The volume of hogs was down 1 bil-
lion pounds but this was offset by the additional cattle
slaughtered because of the federal government’s drought
cattle purchase program. Packers’ volume was almost
as large in 1934-35 as it would otherwise have been be-
cause the drought and not the AAA was responsible for
most of the decline in supply. The chief effect of the
first two years of the AAA program for the packing in-
dustry has thus been to cause some change in the relative
position of the companies in addition to the changes that
would have occurred in any case. The AAA program
may have resulted in slightly lower spreads for the
group, but these were offset by the profit on the proc-
essing of hogs and cattle for government account. The
more important effect has been to place the big packers
and the interior packers in a somewhat better position
to squeeze the small packers who largely handle fresh
pork and often no other kind of product.

EFFECTS ON CONSUMERS

During the first three years it was in effect, consumers
were not greatly affected by the AAA livestock pro-
gram.® This was solely because the major change in hog
supplies was due to the 1934 drought and not to the
AAA. The processing tax as such did not cause consum-

“ Most of the comparatively small reduction in hog supplies attrib-
utable to the AAA resulted from the emergency programs and took place
in 1933-34. The remaining reduction caused by the AAA resulted from
the reduction in the spring pig crop of 1934, which was marketed in
the winter of 1934-35. Very little, if any, of the drastic reduction in
marketings of hogs in the late summer of 1945 can be laid to the AAA,

During the late summer of 1935 it was frequently asserted and re-
ported by such well-known organizations as the Associated Press (see, for
example, the Washington Ecening Star, Aug. 10, 1935, p. 1) that one
cause of the current scarcity of hogs was the slaughter of 6,200,000 pigs
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ers to pay more for the pork supply that was available.
In a superficial sense, consumers never would pay the
bill even if the program were effective in reducing sup-
plies, because they refuse to increase their outlay for
pork when the supply decreases, In fact, if the supply
decreases enough, they may even decrease their outlays
for pork. However, consumers’ expenditures for meat of
all kinds might actually increase if the total supply were
decreased. In a real sense, of course, consumers are ad-
versely affected by an effective program to reduce hog
supplies because, though they may not pay out a larger
proportion of their incomes for pork, they have either
to increase their purchases of other foods or actually eat
less. In the former case their total food budget is in-
creased and their real income, in terms of the sum total
of goods, services, and leisure, is reduced.

It should be noted, however, that during the initial
three-year period, pork products with a live weight
equivalent of perhaps half 2 billion pounds were ob-
tained in the course of the reduction in supply and dis-
tributed to consumers on relief rolls. It is probable, also,
that there was actually a larger quantity of beef available
for consumption as a result of the AAA cattle program
than would otherwise have been the case. A great many
of the cattle bought by the government in 1934 would
never have reached the market if the cattle program had
not been undertaken. Perhaps the canned meat obtained
from these animals was not of the highest quality, but it
must surely have been better than no meat at all.

and sows during the emergency campaign in the fall of 1933. This is ab-
surd, These pigs would normally have come to market in the winter
and spring of 1933-34. Even the pigs from the sows purchased during
the campaign as well as the sows themselves would all have come to
market long before Jan. 1, 1935.
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SUMMARY

A casual inspection of the chapter may lead to the
conclusion that some gains accrued to farmers as a result
of the AAA corn-hog program, and that neither dis-
tributors nor consumers were adversely affected—that
the income of one group gained and that no other group
lost. This is not entirely correct. The income of farmers
was increased, though not very greatly. A small part of
the increase was diverted from the distributing industry:
the remainder will have to be paid largely: from
processing taxes or from general taxes. About 37 million
dollars was appropriated under the Bankhead amend-
ment to the National Industrial Recovery Act. A deficit
of 15 million dollars at the end of the 1934-35 market-
ing year remains to be financed from processing taxes
or by the Treasury. The 112 million dollars paid for the
drought cattle and the additional sums paid for shipping
and slaughtering them came out of the Treasury. The
Treasury in turn will have to be reimbursed from present
or future taxes. The same is true of the sums paid by the
Federal Surplus Relief Corporation for relief purchases
of hogs and pork. Because of the competitive situation in
the packing industry, a small part of the payments made
by the government for handling its cattle and hogs
filtered through to hog producers in the shape of lower
spreads on the slaughter of hogs for commerdal ac-
count. Consequently it seems that most of the gains of
the livestock industry in the first three years following
the passage of the Agricultural Adjustment Act have
come, or will come, from the pockets of taxpayers in
general, including producers themselves. A considerable
part of this burden upon taxpayers must be attributed
directly to the unprecedented drought, and not to the
planned reduction programs of the AAA,



CHAPTER XIII

POSSIBILITIES AND LIMITATIONS OF
THE AAA LIVESTOCK PROGRAM

The previous chapter has analyzed the causes of the
improved conditions in the livestock industry in 1934
and 193§ when the adjustment effort as such was largely
eclipsed by a drought of exceptional severity and was
affected by various factors outside the AAA program.
It does not mean, however, that under other conditions
the adjustment program for corn and hogs would not
have been effective in securing results earnestly desired
by the AAA.* For this reason the present chapter at-
tempts to determine what results might have been at-
tained in the absence of the drought, and to appraise the
possibilities and limitations of the livestock adjustment
program if continued into the future. This involves two
general issues—one as to what effectiveness might be
expected of the production control devices in the absence
of disturbing factors such as were present in 1934 and
1935; and the other as to whether their effectiveness
promises to increase or to decrease with the passage of
time. The first step in this appraisal is to consider what
results the AAA would have obtained in 1934-35 if
weather conditions had been more nearly normal.

ABILITY TO EFFECT INITIAL REDUCTIONS

The experience of the AAA with corn and hogs in
1934 and 1935 does not offer convincing evidence one
way or the other of the ability of the control procedures

* The fact that the plans of the AAA were thrown so far awry by factors
over which the Adjustment Administration had no control may raise
some question, however, as to the feasibility of undertaking any such
scheme of economic planning.

276



POSSIBILITIES OF THE PROGRAM 277

to secure even initial reductions in production, There 1s,
however, some reason for concluding that the corn-hog
program would have been reasonably effective in reduc-
ing feed grain and hog supplies in 1934 and 1935 if
the weather had not conspired for the same purpose. This
conclusion is based on three considerations.

1. Producer participation in the 1934 and 1935 pro-
grams would have been large enough to insure that the
major portion of the commercial supply of corn and
hogs would have been under contract. It is probable
that the proportion of the base period production under
contract might have been a little smaller in 1934 if hog
production had appeared more profitable. But prospects
for profitable hog production would have had to be
much greater than appeared at all possible in view of the
low level of consumers’ income and the large hog sup-
plies on hand.* With more normal conditions in 1934
the sign-up in 1935 might have increased somewhat
rather than decreasing. Certainly corn and hog prices
would have been lower in the spring of 1935 when pro-
ducers had to decide whether or not to sign a 193§ con-
tract.

Under normal conditions the response of non-signers
both in 1934 and in 1935 to the combined AAA and
non-AAA influences might have tended to offset in part
the reductions made by contract signers. This tendency
was actually negligible in 1934 and of no great signifi-

? Early in 1934 an “average” hog farmer in lowa would have had to
sell his 1934 hog crop for $9.00 a hundredweight in order to gain more
by not signing 2 1934 com-hog contract than by signing one (assuming
average yields and 50 on}. A cash corn farmer would have had to sell
$6.00 hogs and nearly go-cent corn (at local markets). A southern Iowa
cattle-raising farmer would have nceded $8.00 hogs in order to break
even. See John A. Hopkins, Jr., “Prospects for Agricultural Recovery, 111,

Estimating Advantages of the Corn-Hog Plan to the Individual Farm,”
Iowa Agricultural Experiment Station Bulletin No. 3r2, Janvary 1934.
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cance in 1935. But in any case most of the commercial
production would have been under contract, as well as
most of the land best adapted to corn and consequently
to hog productien, The expansion would have had to
take place in areas where other types of farming have a
comparative advantage over the growing of corn and
hogs.”

Finally, even under normal conditions, the incentive
to expand hog production because of actual or antici-
pated increases in hog prices would be minimized by
the effect of the hog processing tax on these market
prices. As long as the tax was in effect, both signers and
non-signers would continue to adjust the weight at
which they sold hogs to the relation between the market
prices of hogs and corn. In addition, non-signers would
adjust hog numbers on this same basis.* This “auto-
matic” curb on hog production would become less ef-
fective only if prices of corn gradually declined owing to
the inability to control corn production,

2. The base corn and hog production allowed on ac-
cepted contracts would have been, judged by the actual
experience in 1934 and 193§, not much above the ac-
tual base pertod production of contract signers,” This
means that the reduction which producers agreed to
make would have been an actual one and not simply a
paper one. Obviously no net reduction is obtained when
producers agree to make a 20 per cent reduction from a

* Other programs attempting to reduce the acreage of cotton and wheat
might have facilitated increases in corn acreage in cotton and wheat areas,
but even this tendency would have been at [east partially offset by provi-
sions in the several commodity contracts designed to prevent such shifts,

*The ratio between market prices of corn and hogs would be less
significant than in the past in determining hog numbers only if non-
signers felt that they could build up a big base and then participate in
some future program on the basis of it.

* See pp. 103-16.
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base 2§ per cent higher than their actual production in
the base period. It actually made little difference to hog
production in 1934 and 1935 (though it did to the
volume of benefit payments) whether or not the base
period hog production reported on contracts was approxi-
mately correct, since producers would have reduced pro-
duction anyway due to the influence of non-AAA fac-
tors. Under normal conditions it is highly essential that
such bases be correct.

3. Most producers would have complied with the
terms of their contracts in such manner that most of the
reduction they had agreed to make would have been
obtained. This conclusion is based upon compliance ex-
perience in 1934, which appears to be a fairly satisfactory
indication of probable results for the first year or two
following the initiation of a program. Relatively few
cases of intentional violation of the provisions of the
1934 contract were reported.’ Moreover, there is no evi-
dence to indicate that many intentional violations were
not eventually discovered and reported. This is under-
standable, The majority of farmers are not intentionally
dishonest. Their first reaction is to fulfill the obligations
of any contract that they enter into. It is only when they
discover that a neighbor has not been living up to his
that they begin to wonder whether they can be expected
to. Even then their first reaction is either to report the
violation or to talk it over with friends, in which case
the authorities are likely to hear of it eventually. If
nothing is done about the violation, the belief spreads
that contracts are meant to be violated. But it takes time
to build up such a sentiment and in the meantime com-
pliance is fairly good.

*Lers than 3 per cent of the 1914 contract signers did not fulfill their

obligations to the letter, and many cases of non-compliance were uninten-
tional, See pp. 124-32.
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Even were “violation sentiment” to become fairly
widespread, still further time would elapse before the
best ways and means of evasion were developed. In some
communities the sentiment would develop more quickly
than in others. In areas where the government has been
notoriously lax in collecting seed loans it would probably
develop quickly. In other sections producers have a
wholesome respect for government contracts and a feel-
ing that the violator, if caught, will be severely penal-
1zed. Most of these producers feel that the gain is likely
to be too small to compensate for the risk. How long it
might be before violation became serious is a matter to
which attention will be turned shortly but the conclusion
seems warranted that, even with normal weather condi-
tions and other non-AAA influences, compliance would
have been quite satisfactory in 1934 and 1935.

There is no basis for estimating what the combined
influence of the actions of non-signers, “inflated” bases,
and non-compliance would have 