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AGRICULTURAL PRICES CONSIDERED IN THEIR
REIATIONSHIP TO THE WHOLE ECONOMY
CHAPTER I: INTRODUCTION

Our system of modern capitalism is composed of numerous functionally inter-
related parts, each of which is inextricably bound up with the other sectors.
If maladjustments appear in any part of the economy, the proposed solution
should not fail to consider the whole economy and the relationships that sur-
round the particular problem, It is apparent, however, that this is easier
said than done. The difficulty of studying the "relationships" of various parts
of our economic system with the rest of the economy appears almost insuperable.
However, the present stwuly was designed to develop an approach to a specific
econonic problem which would not lose sight of the whole economy and its inter-
relationships,

The specific economic problem chosen for this study has sometimes been re-
ferred to as the "farm problem,” This problem, in brief, is the low average
inomes of farmers in the United States. Our govermment has aimed at the solution
of this problem by establishing the parity price program., It is the purpose of
this paper to examine this government program and to offer suggestions for a
different approach to the problem, This different approach has been given the
name "holistic" since it is directed toward the "whole" econoumy,

Numerous studies have been made concerning the fam problem. Some writers
have attempted to find the cause of low income to farmers. They have noted two
essential reasons for low farm income in the United States. Some have felt that
the cause lies in "the fundamental tendency for agricultuwral production to expand
more rapidly than domestic and foreign markets will sbsorb the supplies at pre-
vailing prices."! Others attribute low income to "the long-run excess of manpower

1 walter W. Wilcox, The Famer in the Second World War, ps 6e
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in famming,"? Many have considered both of these causes as applicable to the
problen.

We are not concemed with the cause of low incomes in this study. The de-
termining of causes is a complete atudy in itself. We are interested here in
some solution to low farm incomes which will also benefit the rest of the economy.
The main purpose of this study, therefore, is more than simply a solution for
the low incomes that are received by farmers., The general idea to be expressed
is simply that perhaps 2 holistic approach to the problem would have more satise
 factory results in both agriculture and the rest of the economy ss well than
the present parity approach.

2MM..p.6.



CHAPTER II: THE PARITY PRICE COHNCEPT

In this analysis the attempt is made to explain the origin of parity price,
the meaning of parity price, how it is determined, and to give the viewpoints of
a few well-known students in the field of Agricultural Feonomics as to the place
of the parity price principle in government policy in the future.

The Origin of Parity Price

"During World War I farm prices rose somewhat faster than other prices,
but they also dropped faster mnd farther than other prices in 1920 and 1921,
As a result of this drop in prices there was a great deal of agitation for some
fornm of agricultural relief during 1921 and 1922, Almost without exception, the
ideas and devices that were evertually written into the Agricultursl Marketing
Act of 1929, The Agricultursl Adjustment Act of 1933, The Agricultural Marketing
Agreement Act of 1937, and the Agricultural Adjustment Act of 1938 can be traced
back to this general agitation for famm relief that was first started on a nation-
wide scale during 1921 and 1922,3

In the early 1920's George Warren, who was then in charge of agricultural
economics at Cornell University, went to Washington and prepared an index for
farm prices, In developing this first index of prices paid to farmers-—or, as
the term is now used, of prices received by producers-—the prices for & number
of comodities were used and the period of sixty months, August, 1909, through
July, 191, was selected &s a base, This particular period was used because it
was believed that a reasonably normal relationship existed between the prices
received for this group of comodities and between the prices these producers
paid for commodities they purchased. Warren was trying to cbtain a rough measure
of the purchasing power of famm products. He, therefore, compared fam prices

3 Geoffrey S. Shepherd, Agricultural Price Analysis, pe 191
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with a1l wholesale prices. The following quotation from Warren's bulletin will
indicate his comcern regarding a price parity,

"Practically nothing that the farmer sells can be exchenged for the

ususl quantity of other things., It is physically impossible for farmers

to absorb the products of factories, Farm prices have dropped much more

than wholesale or retall prices of fam products, The low

purchasing
mwmmmmnwmmwwmw
amount of other things and has been a contributing cause of unemploymen

Warren's comparison between prices received by farmers and all prices at
wholesale was not very satisfactory as a comparison, Farmers do not spend
their money for goods at wholesale, Accordingly, Dr. 0. Ce Stine, assisted by
others in the Bureau of Agricultural Fconomics, devised an index of prices paid
by famers in local markets for goods used in family living and production, This
index was published for the first time in 1928, From that time forward the
comparison between prices received for the main agriculturel commodities and
this new index of prices paid by farmers has been used to measure the parity re-
lationship.”

Tt wasn't until the passage of the Agricultural Adjustment Act of 1933 that
a legal definition of parity was given, This act declares that it is the policy
of Congress, among other things, to "reestablish prices to farmers at 2 level that
will give agricultural commodities a purchasing power with respect to articles
that farmers buy, equivalent to the purchasing power of agricultural commodities
in the base period. The base period in the case of all agricultursl commoditles
except tobacco shall be the prewar period, August, 1909, to July, 191k. In the
case of tobaceo, the base period shall be the postwar period, August, 1919, to
July, 1929.%6

b mia., pe 193.
5 Thide, ppe 192<193.
6 nid., pe 19k,



The Meaning of Parity Price

The main purpose of the whole parity program of the government is to bring
the price and income of the producers of farm commodities to a2 fair parity re-
lationship with other commodities which they ordimarily purchase, The parity
price for any comsodity is that price which gives the commodity the same purchase
ing power in terms of goods and services purchased by farmers that it had in
1910-1li. In other words, when farmers sell their commodities at parity, the

income they receive will purchase approximately the same amount of goods and
services as they did for the same commodities they sold in 19101, This is the
essence of the parity concept.

How Parity for Farmers Is Computed

In the computation of parity price for a particular commodity, we must find
two things: (1) the average local market price for this particular farm product
in the base period, and (2) the index of prices paid by famers including inter-
est and taxes, Then if further measurement or comparison of this parity price
is desired, a parity ratio msy be computed. This involves the computation of
an index of prices received by famers,

The average local market price for any particular fam product in the base
period has been computed and is availsble in the United States Department of
Agriculture. A few of these prices are quoted as follows: wheat, per bu. 08.4¢;
corn, 6l.2¢; oats, 39.9¢3 cotton, per Ib. 12.L¢; hogs, per cwb. £7.273 and eggs,
per doz. Z1.5¢.

The index of prices paid by famers (including interest and taxes) shows
the level of prices of commodities famers buy. It is often called the "parity
index,” Tt is based on the prices of 86 items used in femily living and 94 items

used in farming, These items include clothing; household supplies; food; furnie
ture and furnishings; building materidls; automobiles; trucks and tractors;y feedj



fam machinery; fertilizer; ecuipment and supplies, including gas, oil, and tires;
and seed. Also, each of these items is weighted statistieally, according to its
importance, The index of prices paid in the base period is shown as 100, Prices
pald by famers at other times are shown as percentages of this figure—more than
100 if prices are gemerally higher--less than 100 if generally lower., (Prices,

interest, and taxes paid by farmers July 15, 1947, had en index of 231.7)

The parity price for a commodity such as wheat is one that will give the
commwodity the same purchasing power per bushel thst it had in 1909-1l. The parity
price for a product is found by multiplying its 1909-1l average local market
price by the index of prices paid., For instance, the average price farmers got
for a bushel of wheat in 1909-1l was 88.L cents. On July 15, 1947, the index
of prices paid was 231, which means that these prices were more than double
19091k, Multiply 88.L by 231. The result is $2.0L, the parity price for a
bushel of wheat on July 15, 1947. (This parity price is the price that the
farme r mast receive in order to have a purchasing power per bushel that he had
in 1909-1);, Tt should be noted that parity prices change as the index of prices
paid, interest, and taxes changes.)

If further measurement is desired, we can find to what extent parity has
been achieved by the farmers in general during any particular past peried, This
is found by a determination of the parity ratio.

To determine a parity ratio we must first eompute an index of prices received
by famers. This index shows the general level of these prices at a particular
time. ILike the prices paid index, it is 100 for the base period, Prices in
other periods are shown as wore than 100, or less, depending on how prices have
acted. Again each item is weighted statistically, to reflect its importance to

7 5% report, Agricultural Prices, Us S. Department of igriculture, (July,
19L7) pe he




farmers, The price of wheat, for example, is more important generally, than
the price of rye, and is given a greater weight in the index,

The parity ratio indicates how the prices farmers get compare with those they
pey. It is found by dividing the index of prices received by the index of prices
paid, In the 1935-39 period, for example, the prices received index was 107 and
the prices paid index 128, The former divided by the latter gave a parity ratio
of 8L, This means that in genersl prices received by famers were lower compared
with prices peid than in 1909-1. On Jamuary 15, 1947, the opposite was true,
the parity ratio being 121,%

Backgrownd Needed for Better Understanding of Parity-Price Principle

To understand the background of this parity-price principle which is under

eriticism, the writer offers three major influences which indicate the reasons

for the adoption of this approach to the problem of low farm incomes.

(1) Stems from the idea of "fundsmentalism" which stresses agriculture as
the fundamental uniit of owr economy., According to this idea, if
agriculture is prosperous, other parts of our economy will benefit
since they are all dependent upon agricultuwre.

(2) Based on the theory that our economy is simply the sum of its separate
parts and that any part of our economy can be segregated and assisted
if it fails to function properly. These 1deas were characteristic
of the early economy dominated by nmumerous indeperdent productive
units under pure competition,

(3)Asx-lcu1m-alpnntic:lm, farm organizations and the farm bloec have all
been interested in greater incomes to farmers and the parity price con-
cept is easily understood and ordinarily effective,
The doctrine of fundamentalism claims that agriculture is the foundation
of the wealth of 2 nation., This doctrine, which could perhaps be traced back to
the economic thecry of the physiocrats of the 18th century, is deeply rooted in

the historical experience of nations., "Agriculture is said teo be different from

smm, "How Parity for Farsers Is Measured," The ultural
Situation, Bureau of Agricultural Lconomics, Vol 32, Number 7, s%. k7.



all other production because of its biological nature, because it is eternal,
because it keeps man close to the soil and mother earth, because it provides
food, clothing, and shelter—the three basic needs—and because it is mentally
and physically & healthier occupation than most industrial work, and as a craft
of artisans gives greater satisfaction in work than most urban occupations."’

The second influence mentioned above will be further amplified in Chapter IV.
The third influence--that of pressure groups--has undoubtedly been responsible
for the development and growth of the parity concept. Much of owr legislation
now in effect is embodied by this principle and as already indicated this concept
is firmly inbedded in our thinking. It seems unlikely that the government will
abandon a parity price approach to our present problem, At any rate, the need
for a change of policy is apparent.
Wealmesses of the Parity Doctrine

One of the main wealmesses of the parity principle lies in the retention of
the relative price structure within agriculture as it existed in the base period.
This structure is now out of date because of the different pace of technical
improvement in the production of various commodities, Simce parity price is
determined by multiplying the average price of a particular commodity in the base
year times the present index of goods purchased by farmers, if the cost of produc-
ing that commodity has dropped materially since 1909-ll, the parity price computed
will be too high. It is conceivable that many of our present parity prices are
too high considering the steady reduction in unit costs of a mmber of our com-
modities, 10 To illustrate this weakness, let us consider a particular commodity
such as wheat., We have already seen that the average price of wheat in the base

9 Karl Brandt, The Reconstruction of World Agriculture, p. 2h2.

mMLM,WMﬂM@W}&
Canadian Journal of Economics and tical Sei Vol, XIII, Number 3
.m_m.__ﬁi____ﬂv s »
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period was 88.L¢ per bushel, If we assume that the price index of goods purchased
by farwers is now 200, our hypothetical parity price would be approximately #1.77.
If any reduction in cost of producing wheat has taken place since 1909-1) due

to improved equipment and use of better methods of production, it is obvious that
£1.77 is too high as a parity price for wheat at the present time,

Another major weakness of the parity concept is the rationalisation for
parity based on particular interests and emotional drives of a large group of
individuals, "The emotional drive behind agricultural policy has been the feel-
ing of famers, especislly of the more well-to~do fammers, that they have not re-
ceived 'justice' in the distribution of the product. Too much agricultural policy
in the past has been based on an essentially false syllogism, The major premise,
with which most of us would agree, is that the poor should be helped. However,
the minor premise and the conclusion—farmers are poor, therefore famers should
be helped--are open to searching question. The truth is that some farmers are
poory and we might well conclude from this that some farmers should be helped.
But some miners and some gamment workers and some retailers and some unemployed
workers are poor alsoy while some famers are by no means poor. Hence, policy
which is directed towards *helping famers' on the ground that farmers are poor
has no foundation in justice. It is unjust to help poor famers when we do not
help poor retailers, and it is unjust to help rich famers, One cannot help
suspecting that a great deal of so-called 'aid to agriculture' is, in fact, a
great political bluff engineered by the wealthier farmers who are, of course,
the more politically active, il

Perhaps the greatest weskness of the parity approach is based on the lack
of understending the complexity of our economic system and the change which has

Boulding, loc. gite



taken place in our economy.

Many people still consider our econonmy as & large organization of inde-
pendently operated businesses which is coordinated and united by millions of
individual economic decisions, According to their philosophy, these independent
business organizations exercise little influence on the whole ecconomy by them-
selves. Similarly, the various industries of the country such as trade, transporta-
tion, manufacturing, mining, banking and agriculture all operate rather inde-
pendently. Any one of these industries could be assisted if it fails to operate
efficiently, and it would not affect the rest of the economic system appreciably,
In other words, they think of our econony as simply the sum of its separste
parts and that any part of our economy such as agriculture can be segregated
and assisted if it fails to function properly. They advocate a piecemeal solu-
tion to all of the maladjustwents which occur within the economic system., Their
approach to all economic problems would consist of a whole series of particu~
larized progrems aimed to assist each problem separately.

Our complex econony today is so interrelated that each part or sector has
a material effect on every other part. The interrelationships are extremely
important. They can no longer be neglected as they have been under the indie
vidualistic parity doctrine. An approach to the problem of low farmm income must
be holistic. Tt must consider the interrelationships between the various sectors
of our economy. Parity does not meet this requirement.

The Futare of Parity Price As a Definite Government Policy

Some students of this question feel that the government's present price
policy can do much toward the assistance of famm income. One noted writer ex-
presses the conviction of meny when he stated, "Should this policy, already in
effect, be significantly eltered in the near future? The answer to this question




must be in the negative,"12

The government price policy was developed first as a temporary method for
aid to agriculture during an unsettled period in our economy. Its apperent
effect upon farm income has led to the conclusion that "A positive price policy
for agriculture will surely be a part of our national program for many years
“m'n

It is quite evident from the sbove statements that the government intends
to continue its present policy concerning agriculturzl products as the best
approach to the problem of low farm income, We may expect interest in govermment
price policy to be kept slive by fam organizations and other political groups
which benefit directly from parity prices. History shows an umistakable trend
toward definite price policies for agriculture, Earlier attempts to influence
farm prices were tariffs, freight rate controls, and monetary policies. Later
approaches are more direct--government loans, diversion programs, marketing
agreements and production restrictions, During the war direct price controls
have inereased, Also, it should be noted that national price policies are not
limited to agriculture., linisum wage standards have been developed for labor
end recognized by law, Pederal and State govemments regulate puilic utilities,
banks, insurance companies and many other types of businesses. A national
agricultural price policy is only a part, but & very important part, of 2 general
development involving virtuslly every phase of the nation's economy.ll

A few students on the subject, however, have pointed out that price policy
is not the sole solution to the problem, They have indicated that the problem

12
Jde Ge "A Price Policy for Agriculture," Journal of Farm Economics,
XXVII, (November, 19L45) p. 872.

13 1, H. Simerl, "A Price Folicy for Agriculture," Joumal of Farm Economics,
mn.(m,wﬁS)p.ﬁ%- . o

1 stmerl, loc. git.
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is so large that it cannot be solved by one simple approach such as parity prices.
The following quotation shows this general doubt expressed by many:

e are sorely in need of an income policy designed to increase fam
welfare-—and general welfare for that matter—-by improving personal income
distribution and establishing minimm conswiption standards of health and
decency, _ cannot do., What should be expected from price
policy is of exchange between farm and non-farm
products as a whole, and to improve the allocation of farm resources among
the various lines of production by reducing the uwncertainty of future
price expectations and by keeping intercommodity price relationships in
line with changes in demand and coste.

"It is important to realize this limitation of price policy because
the basic intent of existing parity price legislation is clearly to imple-
ment the goal of 'equality for agriculture! t?l tparity income for farmers,.'
Price policy alone cannot attain that goal,"

Yet even though the author of the above quotation feels that any price
muwmmwmduxmu,mrmm
@wmwmmmmmmormwmm.
"Although there are powerful economic arguments against the parity price concept,
it has become so firmly imbedded in the thinking of farm organizations and in
farm legislation that a complete departure from parity prices in postwar price
policy may not be politically feasible,"16

Since some students on the subject of government price policy have tended
to doubt the effectiveness of the "parity" principle to promote greater general
welfare, the writer feels that the alternatives to the present price policy
should be further explored. Chapter III gives the alternative of "Forward Pricing."
Chapter IV is an attempt to present the necessity of viewing the problem in a
broader light, It stresses the importance of the whole economy and in general
criticizes the basic principles underlying the parity price concept,

15 Rainer Schickele, "A Price Policy for Agriculture," Journal of Fam
Economics, XXVII, (November, 1945) p. 879.

16 gemickele, Ibides pe 880



CHAPTER III: THE FORWARD PRICE PRINCIPLE

An slternative to the parity concept has been suggested in the principle of
forward pricing, This alternative has been developed by T. W, Schultz as much
move desirable than parity. Mr. Schults, in eriticizing the present policy of
the Department of Agriculture, makes the following statement, "Thus it might
be said that parity mrices have provided the Department with an over-all policy,.
In this, the aim has been to control supplies, use loans and storages and other
devices to attain parity prices. Thus, parity prices have been looked upon as
price goals, as ends, to be attained., Consequently, prices have not been used
as a technique for gulding and directing farm production except as the resulting
production favored parity prices. It is now quite apparent that parity prices
are inappropriate guides for managing agricultural rescurces."l7

"Before it is possille to forge a new policy, many old attitudes and beliefs
about the function of prices will have to be re-examined and changed. Prices
mthmmduplundummdcdimﬁmmﬂmtusmho“m The fore
ward price principle is based on the idea that prices have a fimction, and that
function is to direct and regulate economic processes. Prices can be used to
induce farmers to use their resources most effectively, Prices can also be used
to distribute the food among consumers most wisely, Prices are the most basic
and far-reaching administrative technique yet devised for directing and coordinating
both the production and distribution of the food supply., Famm production involves
the decisions of millions of entrepreneurs, each confronted with a different
set of resources. Consumption involves the decisions of even more millions of

A7 7. W. Schults, Redirecting Farm Policy, pe G.

18 Sﬂhﬂtﬂ. Ihido’ Pe Ts
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agricultural commodities results from numerous independent decisions, gluts often
appear for different products. A greater supply of a particular commodity is
produced than can be sold at a price sufficient to cover its cost of production,
The income to the farmers whose commodities are overproduced will then drop to a
very low level, The forward pricing prineiple, if it could be made to operate
effectively, would surely prévent mmch of this unbslanced production in agriculture,
This factor, together with the minimum prices resulting from forward price floors,
would tend to improve agricultural incomes for farmers in general., However,
this progrem is not sufficient, by itself, to bring about greater incomes for
farmers to the extent necessary. "Other farm programs will have to be reshaped
to complement and support a price policy of the type outlined., It is important
to emphasize that a famm price mechanism administered as a system of forward
prices will not of itself be sufficient; in other words, supplementery programs
will be required,"2"

A brief analysis of the forward price program has been presented, No attempt
has been made to point out the mumerous problems which the adoption of such a
program would inwvolve. The purpose of including this analysis in the present
study is simply to indicate an alternative plan which has been suggested to
replace parity, lr. Schultsz felt 2 need to examine the agricultural problem in
a broader light than is evidenced by the parity doctrine. "Another and more
fruitful approach in giving breadth and insight, however, is to examine agri-
culture as a part of the total economy and to study the economic difficulties
that arise within this larger relationship,">X "This trend in agricultural
economics is realistic and healthy. However, it has not yet penetrated very far

20 schultsz, Ibidesy Pe 59

2L Sehultz, Ibides De 2.
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Some other approoch, oonsidersbly bmader in seops, s desiratle 1P we are

to solve the apricultural problen =W mumercas other mladjiustuents that exlst

in our modern capitalistic economy. This zoproach should emphacize increased

production not only in zpricyliure but in indastry as well, & fuller ubiliza-

tion of resources and the resulbing increzsed preduchion of all comsodities
would &id everyone in our sconony. Tols approach exanines agriculture as a

part of the tobal econory. Thisz is 2 holistic sporcoch.
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A Holistie Approasch to the Farn Problem
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of 1iving for every individusl within the economye. MNob only will farvers in

gereral benedlb frow such offective use of nenpower and noturgl rvesouwrces, bub
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industrial workers, bankers, merchants, doctors, lawyers, and even school teachers
will maintain higher living standards than are now realized. This main objec~
tive inwlves a much broader frame of reference than the parity price concept
of maintaining high prices for agricultural commodities through subsidy by the
government. The study of this mein problem involves the holistic method of
economic snalysis, The old additive methodology which forms the basis of the
parity approach camnot be used in this analysis.

The following quotation is given to show the importance of this main objec-
tive of fuller utilization in our economy.

"It becomes spparent that the development and adoption of techniques
for bringing about and maintaining reasonsbly full employment of men and
machines is not only 2 major problem, but is today the Nation's most

pressing economic problem, relegating all other economic problems to a
tion so long as it remains wnsolved. Its solution would

to manageable proportion most, if not all, of the
other important economic problems of the day, while the lack of reasonably
full employment intensifies and constitutes such a major element in each
of these other problems that a sound solution of them cannot be worked
out in the presence of extensive unemployment of men and mechines,
"This does not mean that the problems of getting better balance and
efficiency in the use of resources, of dealing with technological

every one of these problems is intensified and made more difficult to deal
mwmh:hiﬁdﬁ{mmwwmmtwahmm
The parity price prineciple can do little toward the main objective of fuller
utilization of resources in our econony since parity aids only one segment of
our complex and interrelated economy.
Fuller Utilization of Resources Offers 2 Solution to Farm Problem
A broader solution is necessary regarding our present problem and this solu-
tion is directed toward fuller employment of all nationsl resources including mane

power, natural resources, and productive plant, If a fuller employment of man-

28 Gardiner C. lieans, Structure of the American Economy, Part 2, p. 6.
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beozuge of the complexity of ouwr pregent eff‘ﬁl mie gysl This conpisx eoonory

is of pather regernt origin., Tt has been bullt up over @ long pariod of geoary
with consbant readfusivent to meel now condilions. Singe these changes book
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30 yveans, Ibid., Part 1, p. 106,
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of resources would seem tc offer suwch a solution.

The people of this country must become more concerned with the problems of
economdc growth and change. First of all they must become more familiar with
the complexity of our present system and the change that has taken place in our
econony, After the change in our economy has been sufficiently understood and
apprecinted, then they will feel the meed for something beyond the inherited, addi-
tive methodology as indicated by the parity doctrine. In order to understand the
change in our economy we must examine the change that has taken place in our
pr cing system.

Fullor Utilization of fesources Hampered by Price Rigldities

Price flexibility or price sensitivity characterized the old economy of
small independent producing wnits, The sensitivity of prices during this period
tended to force correction of serious maladjustments in production. Owr present
economy, however, no longer is featured by price sensitivity. On the contrary,
price-rigidity distinguishes our National economy.

With the growth of large-scale enterprise, we have noticed a growth in
rigid prices in a number of basic commodities, These rigid prices are due to
the way in which these prices are determined. Two main processes by which prices
are arrived at are as follows:

sellers. The price of wheat in the Chicago Wheat Pit and the
price of steel shares on the New York Stock Exchange are examples
of prices made in a free market.

prices

(b) Administered Prices. In a more restricted market, these
are mace by admimistrative decisions influenced to a greater or
lesser extent by market conditions, The wholesale prices of
automobiles and agricultural implements are set by the
manufacturers, and these result from administrative decision.

32 yeans, Ibid., Part 1, p. 109.
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Those avministered prices are debumdned o a grest extent by large producers
vihe agrec collusively as Lo the wrices vhich will prevail. Irices are thevefore
wt@:&%u by definite price mlicics. Thcse administered prices & nob wove as
a result of & chenge in effective derand, They tend o remain rizid or sticky
when demnu slackens in a particular market, These price-rizidities or adminise
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tion, lahar, lurber, mohine parts, obc.s often remain sbout the same. Thig in
turn causes redwtion in wtilization of naturel TOSOUTCES,; manpower, and produce
tive plants. As this unemployment in €11 resowrces starts to decline, it pre-
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33 yeons, Yoid., Part 1, p. 116,
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normal years, Many times prices of basic raw materials such as steel, coal,

lusber, anl ribber are maintained at a higher level than their costs of produce
tion would justify., This in twn would cause higher prices for consumption and
production goods, This would in tum discourage expenditures for these goods.
Therefore, business activity would be maintained at a level somewhat lower than
its potentialities due to these price rigidities.

At this point, it should be emphasized that there is no single solution to
the basic problem of under-utfilization of resources, Price rigidity is only one
single cause ard should not be considered as the most important factor in our
problem, Tull employment will require a group of policies aimed at the national
economy as a whole, In dealing with this problem all of owr economic institutions
must be studied and considered as to their possible influence on the economye.
These institutions should include: the government's budget and taxation policiess
money and banking; goods prices, wage rates and security prices; consumer incomes,
and national income; international trade and finance; corporate finance and
dividend policies, Since owr basic problem involves the whole economy, its solu=
tion must be directed toward the whole economy. "No amount of piecemeal adjust~-
ment on the basis of piecemeal policies is likely to inswre reasonably full
employment of resources."3l

Tt should be realised, therefore, that price rigidity is only ome of the
many causes of unemployment of resources, Yet it might be beneficial in this
study to proceed somewhat further in the analysis of rigid prices. The purpose
will be simply to give a possible line of action which might reduce one of the
causes of unemployment of resources, Other suggestions can be developed for the
remainder of the causes of disutilization of rescurces and improvements can be

3I‘Iml:m,.'El'.".'..:h,!’n't2,p.54.
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The sinple additive appresch w11 have Yittls effect
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an the solution o the peoblons vl
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voloped shich con cope with the complexityy of ouxr prosent

apyroa‘, > develoment of nolicles ohieh will

provide g fuller wtilizztion of ressurces,

The Neanine of Teros

¢ second difficulty of significant importance is the determination of the
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meaninu of the terus Peffectdive use™ or "fuller wiilization" of resourcez. In
the development of a group of policies %o bring sbout 2 more efficient ubilizae
tion of yesources we are faced with the difficulbdy of determining whab grester
efficiency means. ihe writer Peels that g prester sun total of satisfaction

could be accomplished if all resources were utiiized more exiecilvely. iud yet

the difficuity o deciding wles resources have cchieved o zops elfective ubiliza-
“ion 3.5 apparentbs vihab best cou be spplied o delerminw 1 vesources are wore
efiectively euployed &l vne Liue Yian sn0LLer? How will we Rnow wien we aave
antumcx.a faider wtilisadion of resowrcesy

If the grestest possivle suw tolal of savisiscilon to a people resalted

fron the employment of owe resources, bhe ubilizaticn of resources wuld W

%

Yol we ave faced with the sase ciiiieulby woen we abisuph bo measurs e sua bobal

of gatisfaction. It is lupossible to decide wiether Uw proauction of oie
parbicuiar comandity would convribuic move wotal gabisfacidon vo taz general

public thain auother. Jherelore, it s evidens thau the berms “fwiicr wllidization

of resources? and “greaber sun bobal of salisdacidon’ are lacapatie of edatt

measuranents 1oL this should not preveni ds iren toying o reduce wiEnployuent
ol cesouress @i much vasle e taies plece dn vae producbien of our dggrepate
zools and servicess There are nany ideslileblic goais within Wie feila Ol Vel

oue's eiporience which érc dise incapeble of imasurcueate Happlness is one of

bs owad WhACn eVeEyone SUriVed, IV cauuov L8 neaiureds 86 bids wes

not reduce the exnthusiass Lo acquire heppiness. Bluilariy, & fulicr winllisalion

i resources shouldd bo 4 gosl W vwnlch every pecsen sUbhin our wounomy SWives

ifle  JWr pOVeImENNL 1o the proper sgency Yo cvorainalte wess dodivicusl

goals so thav bhey cen finc oxpression in & genersl plan of policies wimed an &

fuller ant more effective use of PesSUWCEeSs
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felection of Iolicies

NE A AERY: .o T X NP 2K 3N R N N T WO . PP I - TR TR § PR, . 2P LA, - O - it
fnothes difficullyr o the selection of policdies o accomplidh tidg inercase
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sk ek b mwaooed an to the ottont
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in effestive wun of rooonmoen. 2lso i
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o vhich each policy In pureucd. Sowme fisgcal policies wyioubledly would have

han others. It siy be Lfount desirable te

pid
ik
&

crestor effect on the basle probler

covobe move attention te money amkd banking conbrels than vo baxation snd Ladgetd

policios. dr it e deeitiod that conbrol of consuer and nsbiensl ineone

should oceupy & more important plove in the genergl plan of velicies thon corporade
finsnoe ond dividend polisies. Intomebiongl trade mishh be selectod as the
Institution which could be used most adventageously tormard the solubion of our
basie problem. i the otler hand, the control over poods prices, wage mabtes,
and security prices muy be nobed with greator fever by the majoridy of policy

tskerie

%)

Yeforo any effective plan for inereasing employuent of rescwrces can be
aceonplished, we st obbain gensrel aprecuent concerndng the various poveris
nental policies sdopted and the extent to which eady policy should be developeds
Tndoubbedly meny diffeveices of opinion will be voiced and meny disapresvents
will arise before sy setdsfactory plan of policies can he pub into effect. £

£y

Fingl comprondse op i pelides to be used wiil have to bo schieved,
&

ool ¢

I

forz the finel plan of policies nagy toke, it suct be clear thel It will be
continually cubjeat to change to meet 2 rapidily chenging econonye. Juecess will
depend to a great oxbent on its foxdibility.

In applying the selected policy plan, trisl and error must be the procedure,.
I anlicipoted resulic are not reslized, the policy mkers should not hesiiabte

to alter the plan. The

gifficulty of propey tisming will reoudrs considerable
cxperinentation. Those responsitle for the poligy together with all of ihe people

within the econosy st exercise patience and sndurance Curine the exyerimental
A -



period, Success will 1ikely be realinzed only Shvou

]

after muerons Lﬁsw nz have hesn mede,

‘fhe Heed for Public Support

An lwmprovement in nur present cconory ic possille if dmborest con be hixgee

lated awong &1l the gibisens thvoushoul this cownbry, Public support of sy
govermaent progran would be o vrinc requisiie. Cooperelion ds er ol To GUGw

cess. If‘ t?m people within the sconoy are neb inherested in the progran ox if
they do not believe the plan of pelicies will be sucsessfuld, 1% iv doomsd o

failure. Falth in the pregrom and in the drectors of e crem gt be ine

culcated in the minds of the meonle. This presents snegbher difficuliy to be ene
countered in any atbenpt to increese our rescurce wiilization., Cther difficulties
would wndoubtedly develop if a eouprehensive plan of policies were selected and
put into effect. The sbove difficuliles and any others that night arise would
bave %o be wet amd solved before any solution to our basic problen could take
place.



The purpose of Lthis whole shtudy iz to examine ¢ partisadar cconouis )

in relation to the whole econosy, Farny 2 wan fownd bo bo oan econondo

rroblem which 4 mmﬁ in need of o solubion. Comsecuently,y it was elozgen for
the presest sbody. % Le atiternpbing tw solve the famm neoblen by

the use of parity, The loziecal bopinning of Lis re therefors, in the develope

nent of an wnderstending of parity prices,

The evigin of pardty medce Is slven to show tie perdicvlor ciraumstonces

7,

which caused the need for asgistance to apricalture,

£

fhe meaning of parddy mrice
enc the way In whilds i is compubed is presented to show bow pardfy ocon provent

4

low incowmo to famrers.s The backoround of the pavity princlple Indicates three

mejor infinences which broushbt sbout the adption of this approinha

importent of these three influcnces was the theory that our econory io

sun botal of its separate perts ad the complex interreletionships &
have no Imporbanes. This is 2lso the ander weskneso of the paridy Sootring.
The zévogaies of parity do net wxerstand the change that has Yaken plece

in our present cconory vhich renders ¢ plecenesl prosram sigh ao parity

inadequate, £ nuwhey of students of asviculiwal econprdos axpect mariiy 40 ro-
main an s defindte sovermnent poliey lor mony years to comw. ¥t conn shudents
of the subject dowbit the effectiveness of the parity princisle to prowoie sreater

peneyad welfare. OSonsecuenily, the «lisomelive progras loem sy Toward wrisl

io briefly presented. This approoch, Iwwever, dreg mot concenbrehe atbenidion on

the whole econony. I does not exanine spricwdture ao a part of total economy

=40

nor does it consider the Interrvelationships in cur economic gysten. 2 ol
approdch which considers the commladity of owr present economy isn repessary A8
we are to solve any or dl of our ceonomis prebloasn

Guy hishdy conplex systan came as & result of sradwl avovbh. Targe corpovate
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eiforts should - divected toward policies wideh will schidowe vore effective

use of our rosouress inoluding mapouer, produsitive equlprens, 2o naturdl poe
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rabes and security pricoss cormpumer incomey, and naiiongl lmcome; indestionsd

2

S

brage and finance; corporebte finemce and dividend policles. 4 vihole group of
:,avumﬁfeﬂt policios must Le developed for the purpess of imreamn; tie utdlizge
tion of our resowrecs throughout our whole cconomy. Those policies must be caveloped
into & general poldsy plan of action based on the whole economy. This polley
plan mast bo highly flexidle o meet a repidly changlng sconouys |

Such 2 generdl plen of policies will not be an easy task to pub into effect.

Zany cdifficities wmuld wmdoubtedly dovelops Uesulis could mot be expected for

a consideralle pexicd of time. Yeb the wrdter fecls thab thls different spproach
woule evmtu&w give greater results not only to sgriemlture bub to every other
sec*?;az? of our gysterm i 1 were adopted in preference o sither the parity spprosch
oy the forward price approschs

The likelihood of obbtodning sulficient support for & new, holistie approach

o all econonde proviess inclwling the agriculiural problen is higaly question-
gilc. | Te have geon that many students of the subject feel that "a pesitive price
poidicy for agriculiure will surely be & part of our nationsl progran for nany
years Lo eozm,*ﬁﬁ Ye camnot bope to aceomplish 2 redical departure from this
pubt-noded apmroach in a shord time, This ides was expressed by one writer and
was previously ¢ited, "Although there are powerful econoric arguments against

the pardiy pries concept, it has become so firely inbedded in the thinkdng of

s

fam drganizatims and In farm legislation thel a complete departure from parity

ISy
prices in postwar price policy myy not be politically feasible, 37  Tewerful
lobbyist organizstions are meintained in order to perpoiuate ths oul~dated,

facividualistic appreach to many economle problems, Sroups such as the Pam

3

3( Zohickele, LD Eitey Do 850,
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erafacturers, end hundreds of obhors gre continually brying o obiein concegs
siono for thely omm partleular interests. Small groupe of business xsn frequente

Iy apperl Yo Congyess fop provantion of t8riflf reduction on spody which directly

iomm of dollcre sre zpent maeelly to win ublie support fox

conmern ther. ML
indfvidusl proposals. Idbile congern is given for the pessible effects of many
of these proposals on @he rest ol the econoy. This selfish, distinetive stiiluce
has oo permested our thinkdng In the pest theb only & very gradusl change o 2
Flurelistic attitude msy ve expected if ab «ll.

If a resricntation In our thinking is to be ablenpled, we will have to
e:zﬁtaéize consbantly the benefits $het will acerue %o everyone through & hoiistic
aporoach to econorde problems. IF they een be shown hov o fller utilizstion
of regources vill aid &%) proups wilhin our econouy, then the way will be easier
in abtempting to estellish this pluralistic appronch. Vhen mosh of the peorple
tiroughont the country bave understsod the chonge %hat bas taken plase in ouwp
capitallistic systen ot heve realized fhe signifisance of his chonge, much of
the individuslistic philossphy exemplified by the parity doctrine will have
disappeared. When people cun be mede o view the econmy in tobal rather than
in seperebiony then o fuller wiilization of our regsources iy beo possible, o

&

rosrientelion in oyr thinkkdns

v .

iz possibde AP there is genersl Lack of wxiers

shbanding of the structursl snd functionzl characteristies of modern cepitalisn,

“hore would be the logienl plase o develop an underctending of our corplex

econony?  Certainly we could nol expect much suwecess if ve tried to re-educate

the poople who hove lony since comploled thelr formel sducation. Iost of them

have femed very definite idess regerding our economie systen and 2 corplete chonge

is nob very probeble, On the other hand, our educational institutions are £illed
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at present with people who have a very superficial understanding of the economiec
system known as modern capitalism, Herein lies a great opportunity. The develop-
ment of an understanding of our present sconomy can tske place much easier before
an individual has formulated his omn philosophy concerning the economy. A person
in school is probably more receptive to actual facts concerning the system than
he would be later in life after he has become influenced by his own limited
individual experiences.

Thus we see the burden that owr educational institutions must assume if we
ever expect to accomplish a reorientation in our thinking from an individualistic,
selfish approach to a pluralistic, social approach concerning economic problems.
Before we can expect to increase the effective utilization of our resources,
to improve cur personal income distribution, and to establish minimum standards
of health and decency, we must achieve this reorientation in our thinking, If
we cannot change from the outdated, individualistic approach as indicated by the
parity concept to a modern holistic approach as exemplified by a fuller utiliza-
tion of resources, then we can expect low income to certain groups; superabundance
to others; extreme business depressions; periods of great inflationy and untold
human suffering to millions of people within the economy at all times.

As to the likelihood of obtaining suppert for the new approach given in
this paper, it would be difficult to predict. Much will depend on our educationsl
system, Ii the educators can carry out the difficult task of changing the way
in which we look at economic problems-——that is, to an emphasis on the whole
economy--then great expectations for a solution to most of our economic problems
would result.
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