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STAFF PAPER 10

APPRAISAL OF ALTERNATIVE CONCEPTS AND MEAS-
URES OF AGRICULTURAL PARITY PRICES AND IN-
COMES

Geoffrey Shepherd, Iowa State University

The agricultural parity concept developed step by step during the
late 1920’s and early 1930’s.* “. . . the concept as we now know it
did not spring full blown from the brain of some economic Jupiter,
but rather grew out of the continuous groping for a concrete measure
of justice for the farmer, and was steadily modified by conditions
prevailing in the economic life of farmers and the Nation. In other
words, parity did not develop as the practical application of an
economic theory immaculately conceived, free from aYl taint of orig-
inal sin in the form of class interest. On the contrary, parity, like
Topsy, just growed ; and whatever economic justification can be found
. foritinits present form may be considered largely a rationalization.” 2

OBJECTIVE OF THE Parity LEGISLATION

The first specific parity formula was incorporated in the Agricul-
tural Adjustment Act of 1933. The objective stated in the act was to
“reestablish prices to farmers at a level that will give agricultural com-
modities 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 agricultural commodi-
ties except tobacco shall be the prewar period, August 1909—July 1914.
In the case of tobacco, the base period shall be the postwar period,
August 1919-July 1929.” 3

Parity prices, then, were to be prices which would give farm prod-
ucts the same purchasing power per unit (bushel, bale, etc.) for goods
and services used in both production and family living as prevailed
in the base period.

The legislation was passed, of course, not for the benefit of the farm
products concerned as such, but for the benefit of the farmers who pro-
duced these products. The objective was to restore the price condi-
tions that existed during the base period, on the assumption that this
would restore the economic situation of the producers of the products.

The word parity itself was not used in the AA Act of 1933. It first
appeared in agricultural legislation in the AA Act of 1938. The pur-
pose of that act, as stated in the opening paragraph, was to accom-

1 The development and present status of the present parity price formnla is well outlined
in Possible Methods of Improving the Parity Formula, Senate, 86th Cong., 1st sess.,
8. Doc. 18, pp. 8-13, 1957. See also An Alternative f’arity Formula for Agn‘cuuure,
Research Bulletin 476, Iowa State University. Ameg, lowa, I"ebrnary 1960,

SE. W. Grove, The Concept of Income Parity for Agriculture, Studies in Income and
Wealth, Vol. 6, New York, National Bureau of IEconomic Research, 19-43.

3 Agricultural Adjustment Act, Public Law 10, U.S. Statutes at Large, 73d Cong., 1st
sess.,, XLVIII, May 12, 1933, p. 32.
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plish a number of things “assisting farmers to obtain, insofar as
practicable, Parity prices for such commodities and parity of
Income . ., ..’

Pursuant to the objective stated in the AA Act of 1933, the parity
formula was developed to reflect changes in the prices of the “articles
that farmers buy.” Parity prices then could be computed for agricul-
tural commodities that farmers sell which would give those commodi-
ties the same purchasing power that they had in the base period.

CoNTENT OF THE Parity FormMULA

The Department of Agriculture had been compiling and publishing
the price data called for in the AA Act of 1933 for some years previous
to 1933. The index of prices reccived by farmers for the products-
they sell was compiled on a monthly basis beginning with 1909. It
was first published in 1921. ‘

The basic data for the index of prices paid for the “articles that
farmers buy” were more diflicult to obtain. This index was com-
piled on an annual basis beginning with 1909, on a quarterly basis
beginning with 1924, and on a monthly basis beginning with 1937.
This index of prices paid by farmers was first published in 1928.4
At that time, the pre-World War I base, 1910-14, seemed a reason-
able base to use for both series—the prices received by farmers, and
tli!e prices paid by farmers. That base was written into the AA Act
of 1933.

The parity formnla laid down in the AA Act of 1933 was amended
and reenacted several times after 1933.*> The prices of certain serv-
1ces were added to the prices paid by farmers, and “comparable prices”
were provided for some products which had not come into general
use until after 1929. In addition, the Agricultural Act of 1948 in-
troduced a table of loan rates that varied inversely with the supply
of the crop. :

PRICE BASES

The Agricultural Act of 1948 also included provisions which “mod-
ernized” the parity formula; it brought-the base period for comput-
ing the relative parity prices of individual farm products (the parity
prices relative to each other) up to a more recent date—the most re-
cent 10-year inoving average. The 1910-14 base period was retained,
however, for parity prices asa whole. This modernized formula was
to become effective in 1950. The Agricultural Act of 1949 modified
the formula by the inclusion of farm wage rates in the parity index
and the inclusion of direct subsidy payments on dairy products, cat-
tle. and lambs in prices received before it became effective.

To avoid extremely sharp declines in the parity prices of any
commodity, transitional parity prices were provided by the 1948 act.
They were to be used for those commaodities for which the new parity
prices are less than 95 percent of the old parity prices in 1950, 90
percent in 1951, and so on. In other words, the parity price as cal-

41In the Agricultural Acts of 1948 and 1949, the Index of prices pald by farmers was
legally defined ns the parity iIndex.

8°Tle detalls concernlug these amendments, and the steps involved in the computation of

E)nrlt.r prices for different products, are glven In B. R, Stauber, et al., “The Revised Price
ndexes,” Agricultural KEconomics Hesearch, 11; 2, Aprll 1950, pp. 33-62. Some Inter-
esting hnckgronnd an the evolution of the term “parlty™ iy given In R. L. Tontz, *Evolution

of the Term Parity In Agricultural Usage,” Southwestern Bacial Science Quarierly, March
1955, pp. 345-333.
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culated under the old method was to be reduced 5 percent each year
until the transitional parity was less than the parity prices as de-
fined by the new act. From then on, the new parity was to be used.
These transitional prices were incorporated into the 1949 act. In
actual practice, for several years, “dual parity” was used with the six
basic crops. The parity prices computed by the modernized formula
went into effect only if they were higher than prices computed un-
der the old formula.

For the purpose of illustrating the computation of parity
rices the calculation of the effective parity price for corn
ased on data for January 1960 is given below. The parity

price under the new formula of the amended act is computed
as follows: :

“The 120-month, January 1950-December 1959, average

of prices received by farmers for corn, adjusted to include
an allowance for unredeemed loans, etc., was $1.39 per bushel.
The 120-month average of the Index of Prices Received by
Farmers, adjusted to include an allowance for unredeemed
loans, etc., was 255. Dividing $1.39 by 255 gives $0.545 per
bushel, the adjusted base price.- Multiplying this adjusted
base price by 299, the Parity Index based on data for Jan-
uary 1960, gives the indicated price of $1.63 per bushel as
computed using the new formula.” . i -

Since the effective parity for corn, a basic commodity, was

the transitional parity based on data for December 1059, it
was also necessary to compute the transitional parity based
on data for January 1960. As noted above the transitional
parity for basic commodities during 1960 is 80 percent of the
parity price computed by the old formula. The parity price
according to the old formula is calculated by multiplying the
average price received by farmers for corn for the 60-montlis,
August 1909-July 1914, which was $0.642 per bushel, by the
January 15, 1960, unrevised Index of Prices Paid, including
Interest and Taxes, which is 315 percent. This gives an indi-
cated parity price of $2.02 per bushel under the old formula.
Multiplying by 80 percent gives $1.62 the transitional parity
price. Since this is lower than the indicated parity price
under the new formula of $1.63 per bushel, the parity price -
under the new formula is now the effective parity price for
corn.

Effective parity prices for most commodities have shifted

to the new formula, but for some commodities the transitional
parity isstill the effective parity price.®

WEIGHT BASES

In 1950, the weight base used in computing the index of prices paid
was moved up from 1924-29 to 193741, and the weights were revised
in line with the quantities used in the later period. In January 1959,
the weight-base period was moved up again, to 1955, with weights re-
vised in line with the 1955 Farm Expenditure Survey and the 1955
Food Consumption Survey.” The weight base for the index of prices

8 Agricultural Prices, Department of Agriculture, Agr. Mktg. Serv., Jan. 29, 1960, p. 44.

7B R, Stauber, R I Hale. and B S, Petersan, “The January 1959 Revision of the Price
Indexes,” Agricultural Economics Research, Vol. XI, Nos. 2 and 3.
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received was moved up to 1953-57 (the 5-year period was used so as
to average out most of the year-to-year variations in quantities sold
which result chiefly from irregular variations in weather).

The indexes of prices received and prices paid from 1910 to 1959
are given in Table 1. The ratio between the two indexes (the parity
ratio) is also given. The data since World War 1I are shown graph-
ically in Figure 1.

Fieure 1
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TaBLE 1.—Indewes of Prices Received.by Farmers for Commodities, and Prices
Paid for Commodities, Interest, Tawes, and Wage Rates, and Parity Ratios,

United States, 1910-59
(Index base, 1910-14=100)

Indexof { Indexof Parity Index of Index of Parity
Year prices prices Ratlo Year prices prices ratio

recelved paid received paid ¢
104 97 107 250 251 100
21 214 99 258 256 101
125 151 83 302 282 107
100 124 81 287 100
124 133 255 277 92
159 152 105 246 27 89
193 171 113 232 276 84
197 182 108 230 218 8
207 180 109 235 286 82
236 208 113 260 203 85
276 240 115 240 298 81
287 260 110

¥ Including interest, taxes, and farm wage rates.
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PERCENTAGES OF IPARITY Prices Usep as Bases For CCC Loan RaTes

In October 1933, the Commodity Credit Corporation was organized
for the purpose of stabilizing the supplies and prices of the basic
farm products. It operated as a storage agency, making nonrecourse
commodity loans to farmers and taking over the commodities for
which the loans were not redeemed.

For the first few years, the CCC set the loan rates at appropriate
levels for stabilization purposes. But in 1938, the Agricultural Ad-
justment Act of 1938 took the setting of the loan rates out of the
CCC’s hands and wrote into law the range of percentages of parity
Frice’s within which the loan rates were to be set. The range extended

rom 52 to 75 percent of parity. In the case of corn, the loan rate
varied within the range, inversely with the size of the crop.

In May 1941, Congress went further. It directed the CCC to set
the loan rates for the “basic” commodities—cotton, corn, wheat, to-
bacco, and rice—at 85 percent of parity. This raised loan rates about
50 percent higher than the 1940 rates on cotton and wheat and 13
percent higher on corn. The rates for most products were raised to
90 percent of parity in 1944, where they remained until they began to
be reduced in 1955. The data for corn are given for illustration in
Figure 2 and Table 2. '

F1oure 2

- CORN PRICE SUPPORT OPERATIONS

MiL. BU. Daihvaed to CCC TOTAL PLACED UNDER PRICE SUPPORT
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400 |- _./ - — . — A |
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TABLE 2—Corn: U.8. Loan Rates, U.8. Average Farm Pricea, and Dijfferentials
Between Them, Support Prices and Quantity Placed Under Support, 1933-56

An- Placed under price support Under
nounced | Average Average loan or
national price price minus owned

Year beginning | average | Novem- | snnounced Purchase, by CCC
October loan rate!|ber-May3 loan rate Loans? | agree- Total | Percent- | at end of
(dollars | (percent-| (dollars per | (miliion | ments | (mililon | ageof |crop year
per age of bushel) bushels) | (million | bushels) [ produc: | (million

bushel) | parity) - bushels) tion bushels)

$0.45 60 | $0.45 $0.00 268 11.2

.56 68 .83 .28 20 1.4

.45 b5 .86 .10 31 1.3

85 66| 1.06 .51 [C 2 PO

58 .61 .01 61 2.3

67 70 44 -.13 230 9.0

57 69 .55 —.02 302 1.7

.61 75 .58 —.03 103 4.2

75 85 .4 =01 111 4.2

83 85 .00 .07 56 1.8

80 8| 1.12 .22 8 .3

08 80§ 1.07 .09 21 .7

1.01 90 115 .M 3 .1

115 9| 138 .23 26 .8
1.37 90| 220 .8 ) N SRR S
1.44 90} 120 —.2¢4 551 15.3 493
1.40 90| 118 ~.22 387 11.9 650
1.47 90 155 .08 84 1.8 488
1.57 g0} 1.68 .09 26 .9 306
1.60 1.47 —.13 417 12.7 580
1.60 90| 142 —.18 471 14.7 736
1.62 9 | 1.38 —.24 259 8.5 870
1.58 87| L2l =.37 421 13.0 1.060
1.650 84| 121 —.29 477 13.8 1,295
140 77| 1.02 -.38 369 10.8 1,355
1.36 77| 105 -=.31 381 10.0 1,400
1.12 66§ 1.00 —.12 8512 107 |ecoeaaae

1.08 [11: 70 PO . - .

1 Applies to commercial area only in years when acreage allotments are in effect.

3 Average price recelved by farmers in period when most of the corn Is placed under price support. In
recent years, loans have been avallable from time of harvest through May.

1 Excludes purchase ageemem corn placed under lonn in the following year during the period 1948to date.

4 Included 14 million busbels of 1937 corn placed under loan for first time in 1938 under short-term loan
program,

3 Purchase agreements not avaflable prior to 1947.

¢ Loans were made to noncooperators at $1.25 per bushel in 1958, $1.10 in 1957, and $1.06 in 1958,

7 Minimum support; may be increased at beginning of marketing year if higher support is required.

& Preliminary. Compiled from reports of Commodity Stabilization Service. Data published currently
in: Department of Agriculture, Agricultural Marketing Service, The Feed Situation.

Source: Department of Agriculture, Agriculiural Outlook Charts, 1956, Nov. 1955, Table 35, p. 68; Depart-
ment of Agriculture, Grain and Feed Statistics, through 1954, Department of Agricnlture Statistics Bulletin
1569, March 1955, Tabhle 48, p. 46; Department of Agriculture Agricultural Marketing Service, The Feed
Situation. May 1959, p. 23,

EFFECTS OF USING PERCENTAGES OF PARITY PRICES

The effects of this use of percentages of parity prices as the bases
for loan rates were spectacular. They distorted the allocative func-
tion of prices in the direction of the supported commodities. Agricul-
tural production in the United States was already increasing faster
than the demand was increasing, under the impact of rapid tech-
nological development. The setting of price supports at percentages
of parity, above long-run free-market equilibrium levels, further
stimulated overproduction of the supported commodities above mar-
ket needs, and at the same time reduced the consumption of those
products.

As a result, huge stocks of corn, cotton, and wheat, particularly, ac-
cumulated in CCC hands, Desperate attempts to reduce production
by acreage controls and stimulate consumption by domestic and ex-
port consumption subsidies have been only partially successful. The
sizes of the stocks in recent years—several times larger than needed for
stabilization purposes—are shown in Figure 3.



GOVERNMENT PRICE STATISTICS 465
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On January 31, 1960, the “investment of the CCC in price-support
programs amounted to $9,239,499,000—made up of loans outstand-
Ing of $1,944,551,000 and the cost value of inventories, $7,294,948,000.”
The “realized cost” of “programs primarily for stabilization of farm
prices and income” in fiscal 1958 was $2,665,700,000,* Only a part
of these expenditures went directly to farmers. The rest went to other
groups, such as storage agencies for storage fees, and indirectly to
construction companies for the building of additional storage space.
These other agencies received a substantial part of the income trans-
ferred from taxpayers. In fiscal 1958, for example, the “realized
cost” of the corn program was $271 million. Of this amount, $110
million—more than a third—went to the grain trade and trans-
portation agencies to cover storage and handling charges. None of
this went to farmers.® The program thus was a “grain trade pro-
gram” as well as a farm program.

Arprrasar or THE Parrry Price INDEXES

The present parity price indexes and ratios may now be appraised
with reference to the job they were originally set up to do—to measure
the prices received by farmers, the prices paid by farmers, and the
ratio between the two, for agriculture as a whole and for individual
farm products. The parity price indexes and ratios may also be ap-
praised with reference to the uses to which they are now being put.
These are vastly different from the uses for which the indexes were
originally designed. The two appraisals are .given separately in
order below.

APPRAISAL OF THE PARITY INDEXES WITH REFERENCE TO THE USES FOR
WHICH THEY WERE ORIGINALLY DESIGNED

Type of Formula Used.—The parity price indexes are computed by
the use of an aggregative Laspeyres type formula, with base-year
weights.?

This formula meets neither the factor-reversal test nor the time-
reversal test, But the use of a formula such as Fisher’s Ideal (the
geometric average of a Laspeyres formula with base-year weights and
a Paasche formula with given-year weights) is impractical. The cost
of getting given-year weights for the index of prices [émd in time to
use for current calculations would be prohibitive. Getting given-
month weights would be clearly impracticable.

The Laspeyres t¥pe formula 1s subject to the problem of the increas-
ing obsolescence of the base-period weights with the passage of time.
The USDA has dealt with this problem by using the same weight base
period for a number of years, then using a more recent period and
splicing the twq indexes at an appropriate point. This has the dis-
advantage of causing a sudden change in the index of 3.4 percent, for

7 The “realized cost” is large In recent years partly because it includes the cost of
acquiring the large inventory bullt up In those years. If crops were very small in 1860
and later years, and prices rose enough to pull substantlal quantities out of storage for
sale on the market, the revenue from those sales would offset a large part of the total costs
in those years and “reallzed cost’” would be relatively small.

8 Correspondence from CCC.

*B. Rnli)h Stauber, Nathan M. Koftsky, and C. Kyle Randall, The Revised Price In-

ggg%s. Ag;‘ cultural Economics Research, USDA, Bureau of Agricultural Economics, Aprid
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example, when the last revision was made in January 1959. In prin-
ciple, this could be avoided or at least reduced to insignificance (actu-
ally, spread out in little steps over a period of years) by the use of a
recent moving average weight base period. But the cost of obtaining
the weights for the index of prices paid would be high and other dis-
advantages of a more technical nature would be incurred. On the
whole, the USDA practice seems justified, and their request for per-
mission and funds to put the gathering of the weight data on a regular
and more frequent schedule than in the past seems to be reasonable.

Adequacy of Coverage—Another feature of a price index is the
adequacy of its coverage of the prices it purports to measure.

T(Le index of prices received by farmers began in 1910 as a weighted
average of price relatives for 10 crops; the base period was the average
of December 1 prices for 1866-1908. Several years later, livestock
prices were added. In 1924, the index included the prices for 30
commodities, and the base period was moved up to August 1909-July
1914. In 1924, prices for 20 more products were added. Some changes
in the coverage were made in 1950. Under the latest revision in 1959,
the prices for 55 farm ({)roducts are included, which are weighted by
the quantities marketed in 1953-57, and represent 93 percent of total
farm marketings in 1953-57. The largest single item omitted is farm
forest products.®®

This coverage of 93 percent is close enough to 100 percent to be re-
garded as satisfactory. It probably represents an optimum allocation
of limited appropriations to alternative uses.

The index of prices paid by farmers began in 1910 with 142 com-
modities, expanded to 181 in 1927, to 335 in 1935, and to about 390
in 1959. The production component of the index contains about 230
items; the living, about 200 items (two-thirds as many as the BLS
consumer price index) and both production and living, 46 items.
These items are weighted by expenditures in 1955. They cover about
84 percent of farmer expenditures in 1955.

he most important fields not covered in the family living part of
the parity index are medical, dental, and hospital expenses, which in
1955 amounted to $1,444 million or 7.2 percent of all farm family
living expenditures. Others were personal insurance and recreation
which accounted for 2.6 and 2.1 percent, respectively, of all living
expenditures. In production, important omissions are machine hire
and custom work, marketing expenses for crops and livestock, cash
rent, irrigation, and business insurance, which in 1955 accounted col-
lectively for nearly 9 percent of all production expenditures.*

This coverage appears less adequate than the coverage of the index
of prices received. Larger appropriations would permit the USDA
to increase the coverage. .

Separate Parity Indexes for Individual Farm Products.—The pres-
ent legislation provides for the use of the same index for all farm
products (except for the use of the “Unrevised Index” for the few
commodities still on the transitional basis). The present parity in-
dex is a single index for the whole United States. It is based upon
the prices of about 389 goods and three services (interest, taxes, and

B, R. Stauber, Oritical Problems in Indew Number Construction, Agricultural Mar-
keting Service, USDA. Presented to a joint meeting of the American Statistical Assocla-
tion and the American Farm Economic Association, December 1859, pp. 18-14, 21,

1 Stauber, op. oit., p. 21.
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wages). The index shows the prices of goods and services for the
average farmer in the United States. _

But most actual farmers differ widely from average farmers. Some
of them are cotton farmers, using cotton machinery, fertilizer, and
labor; some are Corn Belt farmers, using corn planters, pickers, etc;
some are wheat farmers, using “one-way’s” and combines; some are
truck farmers, ranchers, fruit growers, etc., each with his own list
of goods and services purchased, differing in kind and quantity from
that of the others. The parity index—an average index for the whole
United States—does not accurately fit any of them.

The prices paid for different items in the parity index have risen at
markedly different rates since 1940. Hired labor wages have risen to
an index of well over 400 (1935-39=100). Machinery prices have
more than doubled. But fertilizer prices have risen or!;{y 50 percent.
The combination of resources used in the prodnction of different farm
products has changed in different ways in different areas. The use
of machinery on Southern Piedmont cotton farms exactly doubled
from 1935 to 1953, but on Central Northeast dairy farms it rose only
36 percent. The use of labor declined at different rates among the
different farm areas. Yet the same weights for all types of farms are
used in the parity index. The prices of the different factors of pro-
duction change at different rates, so the use of the same quantity
weights for all farm areas, when in fact the quantity weights change
at different rates, means that the single parity index for the United
States as a whole is not an accurate index of the prices paid in each
of the different farming areas. Parity prices for individual farm
products would more accurately reflect the parity purchasing power
of those products if the parity index were computed separately for
each product.

Separate indexes of prices paid for commodities used in production
for 27 types of farms in several major farming areas in the United
States, have been computed by the USDA. They are shown in Table
3, along with the index for the United States as a whole. Each one
of these indexes for important types of farms represents the situa-
tion on commercial family-operated farms of a particular type in a
particular location. For this reason, the indexes are not necessarily
representative of all farms involved in the production of a particular
commodity over the Nation as a whole. They approximate, however,
the differences in price trends for production items that might be ex-
gected between farms producing different commodities and also the

ifferences between areas producing the same commodity. ‘

Table 3 indicates that all the special prices-pair indexes for the
different types of farms shown from 194749 to 1955, ranged from a
4-percent decline for sheep ranches in the Southwest to an increase of
26 percent for wheat-pea farms in Washington-Tdaho. This is a total
range of 30 percentage points. The rise in the United States index
during the same period was 14 percent.

There is almost as much variation in some instances in the cost-
rates indexes in the production of the same commodity in different
areas s there is between different commodities. -For example, in-
creases in the specialized price indexes for cattle ranches range from
9 percent in the Southwest to 25 percent in the northern Great Plains
and Intermountain areas. Similarly, the increases since 194749 for
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TasLE 8.—Indexes of Prices Paid for Commodities Used in Production, United
Blates, and Types of Farming Areas

[1947-49=100}

193741 | 19047-49 | 1952 1953 1054 1958 1958

United States! 50 100 17 112 112 112 114
Dairy farms:
ntral Northeast %, oo ooeoooooanane. 50 100 115 110 109 107 108
Eastern Wisconsin 8___ ——ee] 3 100 118 114 114 112 115
Western Wisconsin 3. __. c——- 61 100 115 114 114 114 118
Hog-dairy farms, Corn Belt s ___________ 84 100 116 114 113 113 114
Hog-beof ralsing farms, Corn Belt3_______ 53 100 117 118 114 113 114
Hog-Leef fattening farms, Corn Belt______| 45 100 112 102 105 103 100
Cash grain farins, Corn Belt?..____~~ 777 5% 100 19| 12| 121 123 124
Tohacco-li vestock farms, Kentucky Blue-
Brase . . eiececnecncnccccacnraccnons 45 100 118 118 121 118 120
Tobacco-cotton farms, Coastal Plains,
North Carolina3....oemeeeneenenenns ® 100 114 118 118 119 123
Tohaceo farms (small), Coastal Plains,
North Carolina®_ ... ... (O] 100 113 115 117 17 117
Tobacco-cotton farms (large), Coastal
Plains, North Carolina % __._.._____... O] 100 109 110 117 118 123
Cotton farms:
Southern Pledmont 3o .. 48 100 118 112 108 118 112
Black Prairie, Texas? .. _..aoooo.... 46 100 s 111 111 110 1
Noulrrigated, ITigh Plains, Texas 3 47 100 112 119 104 109 112
Irrigated, I1igh Plains, Texas 8. __ ¥ 100 108 104 101 101
Small, Deltad .. g 100 113 110 109 108 107
Large-scale, Delta3. .. _____ 3 100 116 107 110 108 107

Wheat-small grain-livestock farms,

Northern Great Plains$. __..........._. 49 100 116 113 116 118 m
Wheat-corn-livestock farms, Northern
Great Plaing 8. vaeoaon 50 100 17 114 17 117 118
‘Wheat-roughage-livestock farms, North-
ern Great Plains®. oo 51 100 117 15 113 118 112
‘Winter whest farms, Southern Plalns ®___ ] 100 118 e | - 117 120 121
‘Wheat-pes farms, Washington and
Idaho?_ ... 51 100 121 122 120 118 126
8heep ranches:
Northern Great Plains livestock
area f.__. 7 100 133 119 17 118 118
Southwest 3 ® 100 123 103 87 103 96
Cattlc ranches:
Northern Great Plains livestock
aread. ________.._._ 50 100 126 121 119 121 128
Intermountain reglon 53 100 121 120 116 121 123
Southwest 3, ____ ... ... ® 100 128 . 108 110 104 100

1 Prices paid for production items, {nterest, taxes, and wages as published in monthly Agricultural Prices,
? Prices paid, including tazes (but not interest), and wages to hired labor as published in Farm Costs
av:d }fawvﬁl’ % jculture Information Bulletin No, 158, ARS, USDA.
ot available.

Bourex: Policy for Commercial Agriculture, Jolnt' Committee Print, 1067, p. 516.

cotton farms range from only 1 percent for irrigated operations in
the high plains of Texas to some 12 percent in the southern Piedmont.

The USDA study implies that this variety of experience even
within a given commodity area constitutes an argument against the
use of separate parity indexes. The report says: 2 “A specialized cost
rate or prices-paid index reflecting the average wheat farmer under
this variety of situations might be considered no more satisfactory
to producers in particular areas or particular kinds of operations than
the generalized parity index.”

To us, this variety of experience seems rather to be a point in favor
of using separate parity indezes for separate areas producing the
product under different conditions.

. 4 Separate Parity Index for Cotton.—We may form some quantita-
tive estimate of the effects of using separate commodity parity indexes

3 Doc. 18, op. cit., p. 24.
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by considering the case of cotton. Estimates for cotton are quoted
from a USDA report on cotton.®

An index representing the composite average price of items
used in producing the United States cotton crop was devel-
oped for each year 1945 through 1955 and for 1939. Items
included were labor, land planting seed, insecticides, fer-
tilizer, irrigation water, ‘fower and machinery, and gin-
ning. = Items not included were management and general
overhead. .

The index was computed in the following manner. A
weighted aggregate of actual prices of the production items
was obtained for each year, using as weights the average
quantity of each item used in 1947-49. In the development
of the weights, the total quantity of each item actually em-
ployed in production was used whether or not it was usually

urchased. The 194749 period was chosen largely because

etter data were available for those years than for any
others. However, this period is considered representative of
the postwar period before reinstitution of acreage allot-
ments and marketing quotas.

The price index for production items was calculated by
dividing the weighted aggregates for each year by that for
a base year and multiplying the result by 100. To derive a
parity price based only on items used in cotton production,
the price index for each year was multiplied by the parity
price for the same base year, as then calculated.

In addition to being an index for cotton rather than an
average index for all farms, this concept differs from the
present parity formula in two important respects. Items
used in family living are given weights and are-included in
present parity calculations but not in cotton’s own parity
calculations.* The present parity formula includes and
gives weight only to items which are purchased, and weights
are assigned on the basis of relative importance in total pur-
chased 1tems. In cotton’s own parity full weight is given to
each item even though only a part of the item is usually
purchased.

Table 4 gives results of the calculation of cotton’s own
Egrity in index form for selected {)ears and for 2 base years.

wo important comparisons can be made from these data,
For the period 1945-55, with 1945 taken as a base, the index
of cotton’s own dparity changed in about the same proportion
as did the old parity index. If such comparisons are
made from the prewar base of 1939, however, it will be noted
that the index of cotton’s own parity increased about three-
fold while the old parity index rose only to about 214 times
its 1939 level. This difference is due largely to the fact that
labor and land account for a substantial part of the total
weight in cotton’s own parity. Farm wage rates and farm-
land values have increased at a substantially greater rate

18 Report on Various Methods of Bupporting the Price of Cotton, 85 . .
8. Doc. 12. 1837. pp. 13-16, f 4 / ", 85th Cong., 1st sess.

3 It might be better to include or exclude items used in family living 8o as to make the
two comparable.
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since 1939 than have prices of items such as fertilizer and

farm machinery.
TABLE 4.—Indeves of Parity Prices of Cotton

1045==100 1939==100

Year Old parity | Cotto 01d parity | Cott
y otton’s own parity otton’s own

parity parity

1039, 70 51 100 100
1048 100 100 143 106
1950, 149 132 214 258
1088, 150 167 238 807

Representativeness of the Price Base Period.—Another important
question concerning the parity price indexes is the representativeness
of the base periods.

A recent USDA report on the parity formula stated the require-
ment for a base period clearly. It said, “The base period should be
fairly representative of the kind of agriculture that is likely to prevail
for some years ahead. Otherwise, the parity measurement wouEl have
little meaning in appraising the agricultural situation as it develops
in the future.” ** How do the parity price indexes measure up to this
standard ?

In the computation of “modernized” parity prices, the adjusted base
price for each farm product is computed by dividing the average of
the United States average price for that product, over the most recent
10 years, by the average index of prices received by farmers for the
same 10 years. This permits the parity prices for individual farm

roducts to reflect recent market forces, but keeps the parity prices
or farm products as a group on the original 1910-14 base.

This brings the relative parity prices in line with relative market
prices over the most recent 10-year averages. But it only “modernizes”
the relations among the prices. It leaves the parity prices all high or
low relative to the most recent 10-year average relationship, if the
1910-14 base is high or low relative to that most recent 10-year average
relationship. It leaves parity prices as a group, and the overall parity
ratio, as anciently based as before. ‘

In a world fulfof pronounced and rapid changes, it is anachronistic
to measure relative prices with reference to a 1910-14 base, 46 years
and two world wars in the past. Increasingly with the passage of time
since 1910-14, therefore, suggestions have been made that the 1910-14
base should be replaced by a more recent base.

Alternative Base Periods—A 1958 USDA report *® considered sev-
eral different more recent periods, and computed their effects on the
average level of prices. Their figures are shown in Table 5. We have
added two more recent bases, 1950-59 and 1955-59, to brizg
their table up to date. The report recommended that the base peri
be changed from 1910-14 to 1947-56. No legislation to that effect, how-
ever, has been passed.

15 Possible Methode of Improving the Parity Formula, Report of the Secretary of
Agriculture pursuant to Section 602 of the Agricultural Act of 1966, 85th Cong., 1st sess.,
8. uD}rg‘.‘ls, b. 1, 1967, p. 18.
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TABLE 5.—Indexes of Prices Received and Paid dy Farmers.and the Parity Ratio,
Selected Periods, 1910-59

Index of Index of Percentage

rices re- prices pald | Parity ratio |cbange inthe
Pertod celved (1910~ gmrlty in- (1910-14= | average level

14=100) ex, 1910~ 100) of parity

14=100) prices
1010-14 , 100 100 100 0
1925-29 147 161 01 -9
1935-39 107 125 86 -14
1947-51 275 258 108

1050-98 204 21 % 0
- 281 -10
1965-59. 237 280 83 -17

If 1947-56 was a good base for the USDA to recommend in 1957,
would 1950-59 be a better base to recommend in 1960¢

The answer depends upon what the parity index is used for. If the
purpose is still to compare the purchasing power of farm products as
a group now with their purchasing power in 1910-14, but without the
stigma attached to the use of this ancient base, then the use of the
1947-56 base would come within 2 points of doing the job.

If, however, the purpose is to follow the principle laid down in the
USDA report, that the base period should be fairly representative of
the kind of agriculture that is likely to prevail for some years ahead,
then the 1950-59 base would come closer to doing this job than the 1947—
56 base. The use of the 5-year base, 1955-59, would come still closer.
Agriculture for some years ahead is likely to be more similar to agri-
cg t9u1'5660ver the past 5 or 10 years than to agriculture in 1910-14 or
1949--56.

It is not within the power of the USDA to change the base period
on its own initiative. The base period is laid down as 1910-14 in the
legislation, amended by later legislation to permit the use of the
most recent 10-year average of market prices for individual farm prod-
ucts, but still retaining 1910-14 as the base for farm products as a
group. New legislation would be required to permit the use of a more
recent base than 1910-14. ~

APPRAISAL OF THE PARITY INDEXES WITH REFERENCE TO THE CHIEF USES
TO WHICH THEY ARE NOW BEING PUT

The present parity price indexes were designed originally simply to
measure the %I‘lces received by farmers, the prices paid by farmers
and the ratio between the two price indexes. But with the passage of
time, the indexes began to be used also for two other different purposes.

1. The garlty ratio—the ratio between the prices received and the
prices paid by farmers—is widely used now to measure the economic
status of agriculture.” This ratio is published on the front page of
the monthly USDA publication, Agricultural Prices,and is frequently

e 'a
uoted as 1t comes out by newspapers and farm magazines. When
the parity ratio is 78, for example, as it was in February 1960, that
¥ For example: ‘“The drop in prices . . . ennsed the pnrltg ratio—index of relative
farm prosﬁerlty—to fall one point . . .” (Des Moines Register, July 28, 1958).

“. . . the parlty ratio—meusure of the farmers' well-being in relation to the whole
ecopomy . . .’ (News ftem by Charles Balley of the Des Moines Register’s Washiogton
Bureau, Des Moinea Kegister, Nov, 30, 1957, ? 11).

“Regnrdless of the prus or cous of the parity formula in regard to gettlng price suppor
1t still 1s the natlon’s chief yardstick for measuring the relative position of the farmer ani

the long-term price trends.” (John Harms, ‘‘Outlook for Ag. Leaders,” County Agest
end Vo-Ag Teacher, February 1959). !



GOVERNMENT PRICE STATISTICS 473

ratio is regarded as indicating that the prices received by farmers are
too low ; some regard a parity ratio of 78 as indicating that the prices of
farm products are 22 percent too low. Some farm programs are be-
ing proposed with the objective of raising the prices of farm products
to 100 percent of parity, presumably in the belief that this would re-
store agriculture to its fair economic status.

In addition, the ratio between the actual market price for an in-
dividual farm product and the parity price of that product is widely
used as & measure of the economic status of the producers of that

roduct. This ratio for corn, for example, was 61 in February 1960.

hese ratios are also published monthly in Agricultural Prices. Such
a ratio, of course, does not measure the economic status of the producers
of the product but merely expresses a purchasing power ratio for the
particular commodity.

2. Since the passage of the Agricultural Adjustment Act of 1938,
the parity prices for some individual farm products (actually, certain
percentages of parity prices) have been used as bases for the price-
support operations of the CCC for those products. The operations in-
volve billions of dollars, as shown earlier in this report.

Are the indexes well suited to these two purposes ¢

It is obvious that the parity price indexes are not well suited to
these two purposes. Economic status depends upon income relation-
ships, not merely upon price relationships. The measurement of in-
come requires that quantities purchased and sold be taken into account
as well as prices. Price supports also need to be set with reference to
quantities as well as to prices.

One simple illustration of this inaccuracy is the situation in 1958.
The parity ratio then was only 85, but net income per person on farms
was at an alltime high. Even net income per person on farms from
flarxln Tources only was exceeded by only two other years, and then only
slightly.:s

inother illustration is the divergence between movements of the
parity ratio from 1951 to 1959 and the income per person on farms
over the same period. The parity ratio declined 27 points, from 107 in
1951 to 80 in 1959. But income per person on farms declined only 2
percent, from $983 to $960. Even income from farming alone declined
only about 14 percent. This point is important, since technological
developments in agriculture production have markedly changed the
output per unit of input over the past 15 or 20 years. Accordingly,
suggestions have been made that these changes in quantities shouﬁi
be included in the present parity price formula.

Here again the USDA is not free to include, on its own intitiative,
quantities as well as prices in order to measure the purchasing power
of the farmer. New legislation would be required for that purpose,
also. The USDA, however, has made some estimates of the effects
of taking quantities into account, for farm products as a group.®

1 Se¢ Table 7 later in this report.
¥ The next four paragraphs are quoted from 8. Doc. 18, p. 26 (see footnote 15).
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These estimates are presented and discussed below.

Illustration of an Efficiency Modifier and Its Effect on Parity
Prices.—

“The development of a price-support system which per-
mits the adjustment of price supports in line with changes
in efficiency involves the calculation of an index of efficiency
for a period of years. This index is referred to in this report
as the “efficiency modifier.”

A preliminary index treating agriculture as a whole has
been developed to reflect the trend in the use of productive
inputs per unit of farm output since 1940. This index and
the separate indexes of the total volume of selected farm in-

uts and of farm output from which it was derived are shown
in Table 6 and Figure 4.

TABLE 6.—Indexes of Selected Farm Inputs, Total Farm Output, and
the Ratio of Selected Inputs Per Unit of Output

[1940=100]
Index of se-
Index of se- Index of lected farm
Year lected farm total farm inputs per

inputs ! output ? unit of total
farm output 3
1040 100 100 100
1041 09 104 98
1942 103 118 89
1043 104 113 92
1944 104 117 89
1645 100 118 88
1046 09 118 84
1047 09 114 87
1048 100 125 80
1948 101 122 83
1950 09 120 82
1951 103 124 83
1952, 103 129 80
1053 103 130 7
1954 103 130 79
1955 104 1386 77

1 Preliminary. Based on cstimated inputs of total farm labor, land, buildings, machinery,
fertilizer and lime, combined on basis of average 194749 cost rates.

3 Published regularly on a 1947-49 basis.

# Preliminary index of selected inputs divided by index of total farm output.

Souroe: 8. Doc. 18, p. 27.

NotE.~The information in this table has been discontinued and replaced by the slightly
dtlgne{e&:t lisaeries given in Table 6a, based on estimated farm production output in terms of con-
8 ollars.

According to these preliminary calculations, which can
only be considered indicative of lt.]vme general trend, farmers
as a group, used some 23 percent fewer inputs per unit of
farm production in 1955 than in 1940. The chart also indi-
cates that the improvement in efficiency reflected by the re-
duction in inputs per unit of output was substantially greater
in the 5-year war period, 1940 to 1945, than in the ensuing
10 years.

For reasons of lack of data, the index presently cannot be
carried back to the 1910-14 base period. Thus, it is impos-
sible to appraise the effects of an adjustment for improved
efficiency on parity prices since that period. However, even
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F1GURE 4
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TABLE 6a.—Index Numbders of Inputs, Output, and Productivity,
United Siates Agriculture, 1940-58
[1947-49=100]
Year ‘| Production | Farmoutput| Produo-
inputs ! tivity 3
1940 o7 82 85
1041 97 85 88
1042 101 % 95
1943 101 04 B
1044 101 97 9
1045, 9 95 [
1048 29 98 29
1047 9 95 9
1648 100 104 104
1949 101 101 100
1950 101 101 100
1051 104 104 100
1952 104 108 104
1953 103 109 106
1054 102 109 107
1955, 102 13 m
1956 102 14 12
1957 100 14 14
1958 101 124 123

1 Combined volume of farm labor; land and service bulldings; machinery and equipment;
fertilizer and 1ime; purchases of feed, seed, and livestock; and miscellaneous production items,

in terms of constant dollars.
3 OQutput per unit of production inputs,

SoURCE.—B. R. Stauber, USDA.
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The USDA report then goes on to raise the question whether an
efficiency modifier should be used in the parity formula in any case.
Its use would imply that the gains from increased production effi-
ciency should be passed on to the consumers in the form of lower
prices. The report states that this is not the general practice in the
nonfarm economy, and concludes that it should not be adopted in

GOVERNMENT PRICE STATISTIC8

if only the efficiency increases that have taken place in ag‘ri-
culture since 1940 were given full weight in the parity for-
mula, the level of parity prices for all farm products would
have been reduced 23 percent in 1955. If the adjustment for
efficiency were to reflect only the improvement since 1945,
the parity prices would be reduced some 10 percent. In
other words, if-the base period for parity prices is moved to
more recent years, the effect of the efficiency modifier on
parity prices would be sharply diminished. Thus, assuming
the recent 10-year period as a base, the downward adjust-
ment to the parity level from the efficiency factor would be
about b percent.

agriculture,

The USDA report also developed an efficiency modifier for a specific

farm product, cotton.
Eficiency Modifier for Cotton.—

In order to calculate the efficiency modifier, it was neces-
sary to obtain estimates of the quantities of the major items
used in producing the United States cotton crop [inputs]
during each year of the 1945-55 period and for 1939. The
items iIncluded are the same as those listed on page 13 [of the
report]. The estimates of inputs relate to those actually
used in cotton production each year and do not make allow-
ance for resources that might have been unemployed in a
given year because of fluctuations in the size of the cotton

crop.

I;’roduction input data were obtained from several sources.
The acreage of cotton planted and harvested, the total quanti-
ties of labor, fertilizer, and planting seed used in producing
cotton and the cost of ginning were available largely from
published information. ~Estimates of power, machinery, ir-
rigation, and other items were developed from various local
area studies and from miscellaneous sources.

An index of the quantity of physical inputs required to
produce a bale of cotton for the years 1945-55 and for 1939
was computed as follows: A weighted measure of the total
quantity of inputs used in production was obtained for each
year by applying appropriate average 194749 prices as
weights to the quantity of each input item used in each year
and summing their products. These weighted aggregates
were converted to index numbers by dividing the total for
each year by the total for a base year and multiplying by 100.
An index of the number of bales of cotton produced was also
calculated. The index of quantity of inputs was divided by
the index of bales produced to derive an index of quantity of
inputs per bale of cotton, called the efliciency mocil.lﬁer.
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The results of these calculations using the year 1945 as a
base are given in Figure 5. In general, there has been a sharp
decrease 1n inputs per bale and they were 30 percent less in
1955 than in 1945. The inclusion or exclusion of land as an
input had relatively little effect on the index during the
1945-55 period.

A trend line fitted to the data shown in Figure 5 indicates
that the quantity of inguts per bale of cotton has decreased
at an average rate of about 3 percent per year from 1945 to
1955. Figure 6 shows the parity price for cotton that would
result from use of cotton’s own parity and the efficiency modi-
fier during the 1945-55 period. Asindicated above, the use of
cotton’s own parity (1945 equals 100) would have resulted
in substantially the same parity prices for cotton in most

ears as those resulting from the use of old parity. In this
instance the old parity price for 1945 and cotton’s own parity
for 1945 were assumed to be the same. The application of
the efficiency modifier (1945 equals 100) to the old parity
price of cotton and to cotton’s own parity would have reduced
the parity price of each substantially during most of the
years considered. For example, if In 1955 the efficiency
modifier were multiplied by the old parity price and by cot-
ton’s own parity, respectively, resulting prices would be about
242 and 23.9 cents a pound. Without use of the efficiency
modifier, cotton’s own parity would have been about 84.6
cents in 1955. Old parity in 1955 was 35.1 cents per pound.?®

The use of the efficiency modifier would have had a much larger
effect than the use of a separate parity index for cotton; the efficiency
modifier would have lowered the parity price of cotton in 1955 by 31

ercent.

P Parity Ratio Type Indewes for Different Income Classes 3’
Farms.—Just as a single parit¥ index is calculated for all farm prod-
ucts, so it is made to cover all farms, ranging from very small to very
large. Again the question arises: how important are the different
farm expenses, in this case for different size farms? To answer the
question, it would be necessary to compute separate parity-ratio type
indexes for different sizes of farms, with size measured by income
class. The indexes weighted by appropriate quantities for low-income
farms may differ appreciably from those for medium- or high-income
farms, and from all of them as a group.

-Data for prices received are not available by economic (income)
class of farm. Accordingly, only the regular United States index
of prices received could be used for all income classes. Data for
prices paid are available by economic class, but only based on the
1955 expenditure survey extended back to 1952.

Similarly, data on prices paid are not available by eco-
nomic class of farm, and it was likewise impossible to ap-
proximate 8 prices-paid index for low-income farmers prior
to 1952, when the current weighting data were first used.

. Expenditure data by economic class of farm were not avail-
able for earlier weight-base periods. In consequence, indexes

. ™8, Doc 18, pp. 15-186.
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of cost rates for goods and services for the several economic
classes éincluding interest, taxes, and wage rates) were
computed with 1955 equalling 100 and all linked to the cur-
rent index in September 1952. These approximations were
made using existing group indexes with weights appropriate
to each economic class.

These “approximations” probably measure with acceptable
accuracy the course of prices paid for commodities and serv-
ices for the several economic classes of farms since Septem-
ber 1952. It is doubtful that they can be considered as
having more than casual value as measures of comparisons
of the present with 1910-14 by economic class of farm, since
linking in September 1952 assumes that the indexes for all
economic classes were identical for that date—a most un-
likely assumption.?

479

Within these limitations, the USDA computed parity ratios for
large (classes I-II), medium (classes III-V), and small (classes
VI-VIII) farms from 1952 to 1959.

A summary of the weights used in the computation of the indexes
by economic class of farms is given in Table 7. The price indexes
themselves are shown in Table 8. The maximum difference between
them at any one time was 3 points. They ended only one point
apart in 1959.

TaBLy 7.—Farm Ezpenditures: Percentage Distribution by Hconomic Class of

Farm, United States, 1955, by Commodity end Service Groupings

88BesI=I |~ 1838

{Percent]
Economic class of farm
Item
All I-11 uI-v VI-VIII
Living. .. - .5 22.5 41.6 68.4
Food - 13.4 6. 69 14.2 24.7
Clothing. 6.34 3.63 7.07 10.3
Auto and supplies. 5.63 an 5.40 10.9
Household operatfons. .. 5.77 3.49 6.37 9.
Household furnishings... - 3.99 2.46 4,21 8.
Building materials. 4.37 3.12 4.35 6.
Production [ 50.9 62.6 50.7 28,
DT 12.8 17.0 1.6 7.
Tdvestock.. —— 4.60 7.51 3.31 1.
Motor sugpnes 8.39 8.43 9.93 5.
Motor vehicl 4.38 4.47 5.08 2.
Farm machinery. 5.21 5.95 5.85 2.
Bulilding and fencing. 5.20 6. 30 5.01 3.
Fertilizer and lime. .... 4.11 4.88 4.10 2.
Equipment and supplies 3.66 5.17 3.06 1.
Seeds. .. 2. 55 2.89 2.76 1
Total commodities 00.4 85.1 92.3 96.8
LI T 2.04 2.45 2.21 .88
Interest . 06 1.05 1.06 .58
Cash wage rates 6.60 11.4 4.43 1.78
Total commodities, taxes, interest, cash wage
rates. 100. 0 100.0 100.0 100.0

SOURCE.—Materials supplied upon request to the Price Review Committee by AMS, USDA.
v ;D'fihese paragraphs and tables were supplied by the Agricultural Marketing Service,

64846—61——81
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TaBLE 8—Parity Ratios for Al Farm Product Price and Ratio Approximations
by Type of Farm Groupings, United States, September 1952 and June 1953~59

Economio class of farm
Month and year
All I-II I-v VI-vIII
September 1952. _ 101 101 101 101
June 1953.__ 02 3 01 90
June 1954._ 88 89 87 86
June 1955.. 85 86 84 84
June 1956._ 86 87 85 84
June 1957.. 81 83 81 80
June 1958 . 85 86 84 84
June 1959.. - 81 82 81 81

BOURCE: Same. as Table 7.

The differences between the parity ratios by economic class of farms
in this brief period, then, were small. But the results raise another
type of question concerning the parity index for all farms as a group.
The low income farms (classes VI-VIII) account for only about 3.5
percent of the value of total farm products sold, according to the
1964 Census of Agriculture. These farms, however, account for 35
percent of the expenditures by farm operators for living, but for
only 10.8 percent of expenditures for production, other than interest,
taxes, and wage rates.”

This raises the question, then, whether these class VI-VIII farms,
which contribute so little to farm production but so much to the
weight of family living items in the computation of the parity index,
should continue to be included in the computations. Most of them
are not farms at all in the ordinary use of the term, but only country
residences, part-time farms, etc.

The new definition of a farm used in the 1960 Census, raising the
minimum size from 3 acres to 10 acres (unless it has sales of $250 or
more per year), will cut out a number of these “farms.” This may re-
duce the size of the problem, but the problem as such will still re-
main. There are good grounds for maintaining that the coverage
of the indexes should be restricted to commercial farms (classes I
through VI) defined as those with annual sales of $250 or more, with
operator not working off the farm as much as 100 days, and farm
sales greater than income of family members from off-farm sources,
with weights appropriate to those farms.

Farm Parity Indexes Reflecting Farm Income from Nonfarm
Sources—A. full measure of the economic status of farmers would
presumably cover as wide a range of farmers’ income as of their
expenditures. Since the indexes of prices paid by farmers cover
their entire living costs, it can be argued that the corresponding index
of prices receive% by farmers should reflect the large amounts of in-
come received from off-farm work, L

That is, the present index of prices paid by farmers covers living
as well as production expenses, so it obviously pertains to the farm
household as a consumer as well as producer. Accordingly, the index
of prices received should be equally comprehensive, and include farm
income from off-farm sources as well as from farm sources.

o Department of Agriculture Appropriations for 1960. Hearings before the Subcom-
mltfeee%f the Comz’n!ttee on Appropriations, H.R., 88th Cong., 1st Sess., p. 215.
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This argument is not quite airtight. The division of the two kinds
of costs (of farm production and of running the household) is not
the same as the division of income (from the farm and from off the
farm). But there are in any case good grounds for wanting two
price indexes—the present one representing the price component of
farm income from the sale of crops and products and a second one
representing the price component of farm income from nonfarm
sources. The two then could be combined to show the farm income
from nonfarm sources as well as from farm sources. Neither one
would be right or wrong; both would have their uses, much the same
as it would be useful to compile an index of professors’ income from
books, consultation, etc., as well as from salaries alone,

A parity price formula could be constructed to reflect farm in-
come from off-farm sources as well as from farm sources by assum-
ing that the off-farm income is all wage income (although in fact there
are numerous other minor sources) and adding a term in the formula
to the present prices-received term, made up of the off-farm wage ratio
multiplied by the percentage of net farm income that comes from
off-farm sources.

The USDA publishes two series of farm incomes in dollar terms—
farm income from farm sources and farm income from nonfarm
sources. Off-farm wages could be used as the prices, and the relative
size of the off-farm income could be used as the weights, to compute
indexes of “prices” received by farmers for their services sold off-
farms. The combined formula would include the present price term,
plus another one to represent off-farm prices, as follows:

] . ZP,Q./ZPo Qo W,
Index of prices received=Pr/| 1935-39 Avg. | +Porr W
of numerator °,

‘Where

P, in the first term is the 1935-39 average percentage of farm in-
come that comes from farm sources,

Popr in the second term is the 1935-39 average percentage of farm
income that is received from off-farm sources,

¥1 is the off-farm wage rate of the current year,

¥o is the average off-farm wage rate for 1935-39.

The off-farm term would have fixed weights, like the present (on-
farm) price index term does. It,therefore, would reflect only changes
in wage rates, not changes in the quantity of off-farm services. But
at least in this respect it would be similar to the present price index
term.

The weight base period for the present index of prices received is
1953-57. The price base period for the present ingex of prices re-
ceived, as a group, is still 1910-14. This base period cannot be used
for the off-farm income term, since the relevant division of farm and
off-farm income data runs back only to 1984. Accordingly, if the
two terms are to be comparable, a more recent base period (since 1934)
has to be used. The period chosen is 1935-39 anc{) the adjustment is
made by dividing both terms by their 1935-39 average.
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The annual indexes computed by the use of this formula are given
in Table 9. The shortcomings of these indexes are obvious. The as-
sumption that all farm income from off-farm source is received in the
form of wages is clearly an oversimplification. The off-farm income
may consist chiefly of factory wage income, but while the exact per-
centages are unknown, a substantial part of the off-farm income con-
sists of items other than factory wages—interfarm work, interest, in-
surance payments of one sort or another, miscellaneous receipts as from
hauling, custom work, and perhaps other items. There is no satisfac-
tory way of introducing the prices of such items into a price index.
It i1s difficult to put a price to be entered on an interest return, or on an
insurance indemnity payment, and to include a wage element for off-
farm work which may vary from merely the exchange of a little labor
with a neighbor down the road to virtually full-time employment in a
factory for some of the small “farmers” living in metropolitan or in-
dustrial suburbs.

TaBLE 9.—Index of Prices Received by Farmers for Income from Both Farm
Sources and Off-Farm Sources, United Siates, 1934-59

Million |Million {Million| Per- Per- | Index |Dollars | Index | Index | Index
Year dollars | dollars | dollars | cent cent

(¢Y) @ (&) @ (¢ ® @ ® @ | o)

=4

2,041 1,900 4,841} 60.75] 39.25 80
5,303 | 2,000 7,303| 72.61| 27.39 109

4,332 | 2,300| 6,632]| 6532 34.68 114 . 30,12 | 102.27
6,048 [ 2,500 8,548 | 70.75 | 29.25 122 77.2 33.36 | 110.57
4,405 | 2,300 6,705] 6570 | 34.30 97 . 61.39 | 33.89 05.28
4,489 | 2,500} 6,989 | 64.23| 3577 05 60.13 | 33.89 94, 02

4,570 | 2,700 7,270 | 62.8 ] 37.14 100

6,573 | 3,100 | 9,673 | 67.95| 32.05 124

9,924 | 3,800 13,724 | 72.31| 27.69 159
11,822 | 4,200 16,022 | 73.79 | 26.21 193
11,807 | 4,400 16,207 | 72.85| 27.15 107
12,411 | 4,200 | 16,611 | 74.72 | 2528 207
15252 | 4,300} 19,552 | 78.011 21.99 236
15,544 | 4,900 | 20,444 | 76.03 | 23.97 276
17,789 | 5,100 | 22,880 | 77.72| 22.28 287
12, 926 5,200 | 18,126 71.31 28. 69 250
14,000 | 5,300 | 19,300 { 72.54 | 27.46 258
16,334 | 5600 21,934 | 74.47 | 25.53 302

13101 | 54.88 | 185.89
208, 00

BRseBL
&
&

BE SRR IR AR Y SRR RRN2RRRIES
83%
228
SRI5NBB

SO PO D et e s et et bt e ot ottt et

15,337 | 6,100 | 21,437 71.54 | 28.46 288 182.28 272.13
13,278 | 6,000 | 19,278 | 68.88 | 31.12 255 161.39 | 95.23 | 256.62
12, 891 5,800 | 18,491 68.63 | 31.37 246 155.69 | 97.38 | 253.07
11,767 | 6,300 | 18,067 | 65.13 | 34.87 232 146.83 | 101.14 | 247.97
11,617 | 6,700 | 18,317 | 63.42 | 86.58 230 145.57 1 106.52 | 252,09
11,780 | 6,600 | 18,380 | 64.09 | 35.91 235 148.73 | 111.37 | 260.10
.| 14,017 | 6,400 | 20,417 | 68.65 ] 31.35 250 158.23 | 114.59 | 272.82
11,826 | 6,800 | 18,626 | 63.40 | 36.51 240 151,80 | 110.44 | 271.34
Column Legend

(1) Netincome of farm operators from farm sources, including government payments,
2) Net Income of farm operators from ofl-farm sources,
§3 Total net income of farm operators (col. 14-col. 2).
(4) Percent of farm operator income coming from farm sources (col. 1 divided by col. 3).
(5; Percent of farm operator income corning from off-farm sourees {col. 2 divided by col. 3).
gﬁ Current index of prices received by farmers.
7) Current hourly wages for all manufacturing production workers or nonsupervisory employees.
(8) First term of new index or prices received (Income from farm sources).
59 Second term of new index of prices received (income from off-farm sources),
10) Proposed new Index of prices received by farmers for income {rom botb farm and off-farm sources.

Coxceprs or Parrry INCOME

The preceding discussion has moved step by step from price in-
dexes, which reflect income very imperfectly, to various modifications
which bring the price indexes lgoser and closer to measures of income.
The present section takes the last step and deals with concepts of

parity income.
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HISTORICAL DEVELOPMENT OF CONCEPT

It was recognized as }})larity rice indexes were developed that prices
were only one of the things &at determined income. It was recog-
nized also that what farmers were really interested in was income,
not prices. So, along with the development of parity prices went
several legislative attempts to define parity income.

During the 1930’s the concept of parity income developed as an
extension of the parity price concept. It first appeared in legislation
in 1936. A declared purpose of the Soil Conservation and Domestic
Allotment Act of 1936 was the “reestablishment, at as rapid a rate as
the Secretary of Agriculture determines to be practicable and in the

eneral public interest, of the ratio between the purchasing power of
tg-he net income per person on farms and the income per person not
on farms that prevailed during the 5-year period August 1909-July
1914, inclusive, as determined from statistics available in the United
States Department of Agriculture and the maintenance of such ratio.”

There was a good deal of criticism of this definition of parity in-
come. In the Agricultural Adjustment Act of 1938, therefore, the
definition was changed to read as follows: “Parity, as applied to
income, shall be that per capita net income of individuals on farms
from farming operations that bears to the per capita net income of
individuals not on farms, the same relation as prevailed during the
period from August 1909-July 1914.”

The 1938 definition of parity income differed from the 1936 defini-
tion in four respects. glg The term “net” was used; it was applied
to per capita income of persons not on farms as well as to that of
persons on farms. (2) The “purchasing power” provision in the
1936 definition was omitted in the 1938 definition. (3) The income
of persons on farms included income from farming operations only.
(4) The limitation “as determined from statistics available in the
USDA?” was omitted.

The 1938 definition of net income avoided the difficulty of measur-
inﬂg intangibles—the nonmonetary items of income on the farm and
off the farm, such as the independence of the farm operator compared
with the dependence of the urban worker on his job, the open air
nature of farm work, the generally poorer schools in the country, etc.
It did not call for direct comparisons of current net incomes on farms
with current net incomes off farms. Thus if current income data
showed net farm income to be only half as much as nonfarm income

or twice as much) that would still represent income parity if half
or twice) were the relation that existed in the base period.

The Agricultural Act of 1948 changed the definition of parity farm
income again. Title II, Sec. 201 (2), defined parity farm income as
follows: “(2) ‘Parity,’ as applied to income shall be that gross income
from agriculture which will provide the farm operator and his famil
with a standard of living equivalent to those aﬂ%rded persons depend’z
ent upon other gainful occupation.” This new definition was incor-
gorated in the Agricultural Act of 1949 and became effective on

anuary 1, 1950.
This definition got away from the problems involved in any formula
which includes a base period. It got away, for example, from the

roblem of what base period to use (one period might have a much
Eigher or lower parity income than another). It also got away from
the problem of continuous obsolescence of any base period. But it got
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into a different problem—the problem of comparing levels of living in
different occupations. The new formula involved more than a simple
comparison of farm and nonfarm dollar incomes. It required in addi-
tion the determination of differences in their purchasing power, as
represented by their different levels of living. So far, this new defini-
tion, while “effective January 1, 1950,” has not been computed and put
into actual use.

The Agricultural Act of 1948 also defined parity gross income for
individual commodities as follows: “‘Parity’ as applied to income
from any agricultural commodity for any year, shalf)ge that gross in-
come which bears the same relationship to parity income from agri-
culture for such year as the average gross income from such commodity
for the preceding ten calendar years bears to the average gross income
from agriculture for such ten calendar years.” This was the first time
that a method of apportioning income parity among the individual
commodities was prescribed by law. Inasmuch as the overall level of
parity gross income could not be determined, this additional step has
not had much significance.

ALTERNATIVE MEASURES. oF FarmM IncoMEe

What income data are available which might make it possible to
measure the economic status of farmers more accurately than the
exist(iirég parity prices indexes, and permit parity income to be com-
puted ?

Measures of gross income (prices received times quantities sold)
and of cost (prices paid times quantities purchased) are available, and
they can be used to measure net income per farmer. The USDA com-
piles several measures of this character.

Fiaure 7

INCOME PER PERSON
FARM All s‘ources |

$ PER PERSON
1,000

500
FZZAMMMNINN RZEANNMNN
2,500 All sources “NONFARM‘
2,000 \ ; ,
1,500F

1950 1953 1956 1959

U. & DEPARTMENT OF AGRICULTURE ‘NEG. 8503<60 (10) AGRICULTURAL MARK ETING SERVICE
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FARM INCOMB PER CAPITA

The one that is most widely publicized is farm income per capita.
It is shown in Table 10 and Figure 7. These data are the basis for the
frequently repeated statement that farm income is only about half as
high as nonfarm income.

TABLE 10.—Average Per Capita Net Income, by Residence and by Source of
Income, 191058

Average net income per capita of—
Farm population Nonfarm population
Year From agriculture From all sources Total

popu-

From From From From | lation

Exclud- nonfarm agri- { nonfarm all  {from all
ing Govern- sources Percent of| culture| sources [sources|sources

Govern- ment |Total Amount | nonfarm
ment [payments average
payments

$147 0 $300
282 0 711

168 0 613

129 0 484

80 0 345

90 3 323

94 12 391

167 15 448

148 8 §02
207 9 558

153 12 506

147 21 537

153 21 588

230 16 716
360 19 920
476 21 1,126

497 27 1,211
528 26 1,205

618 26 1,204
634 10 1,287

756 9 1,433
561 6 1,381
616 10 1, 461

741 10 1, 641

701 10 1,712
658 1,764
644 10 1,724

593 9 1,830

576 21 1,017
586 41 933 44, 1,067
702 46 | 748 295 1,043 50.3 1,946

The averages in this table are derived by dividing appropriate totals appcaring in Tables 3 and § by the
population estimates In Table 6. QGaps arise Irom the same difficulty mentioned in footnote 4 of Table 3
(of the source publication).

SOURCE.—The Farm Income Situation, AMS, USDA, Feb. 1960, p. 32. Thisisa rcvised version of page
39, FIS-174, July 1959,

These figures, however, understate the average farm income per

erson in the usual sense of the word farm, because “farm” in this case
1s “farm” as defined by the Census. This definition includes “farms”
all the way down to 3 acres in size if the value of agricultural prod-
ucts exclusive of home gardens is $150 or more; it includes places of
less than 3 acres if the value of sales of agricultural products is $150
or more.

Most of the “farmers” on these small “farms” are not farmers at
all in the ordinary sense of the term. Their chief source of income is
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a nonfarm job, not farming. About 1.7 million of these small farms
are classed as noncommercial farms—part-time, residential, or sub-
sistence farms. These are really acreages where city people live, rather
than farms. They constitute more than a third of the total of 4.8
million farms of all kinds in the United States.?® This large number
of “not really farms” inflates the number of farms and farmers that
is divided into the total United States net farm income, and therefore
reduces the “average farm income” substantially below the average
income for commercial family farms, with the part-time, residential,
and subsistence farms taken out.*

In 1956, these part-time and residential farms, nearly one-third of
all farms, made only 2 percent of all sales of farm products. “Clearly,
the welfare of the families on low-production farms is more closel
linked with the expanding nonfarm sector of our economy than with
agriculture as such.” 2

In addition, the estimates of net farm income value the farm prod-
ucts produced on the farm and consumed by the farm household at
farm prices. There is some disagreement whether these products
should be valued at farm prices or at retail prices. People in town
have to buy their food at retail prices, so on the face of it, farm and non-
farm incomes would seem to be more nearly comparai)le if the food
produced on the operator’s own farm were valued at retail prices too.
Against this it may well be argued that a gallon of peas in the pod
just picked from the farm garden by the farm wife, for example, is
not at all comparable with the package of frozen peas ready to put
in the pot purchased by the city housewife. For another example,
however, eggs from the henhouse are just as ready to cook as eggs in
the retail store, and usually fresher. .

On the average, farmers get less than half the consumer’s retail food
dollar. The USDA estimates that valuing the food that is included
in farm income at retail prices would add a little more than $100 to
per capita farm income.?

The allowance for the value of housing provided by the farm, in-
cluding taxes, insurance, interest, maintenance, and depreciation, in re-
cent years has been about $300 per farm. Average nonfarm rental
runs about $600. Many farm homes, of course, do not have indoor
toilets or baths and other facilities that are usually found in urban
homes; but most of them provide more room, quiet, and seclusion than
the average urban home. Perhaps the USDA allowance 1s too con-
servative.

A part of the difference between the average farm and nonfarm
income results from the fact that a large part of the farm population
is concentrated in the South where incomes and prices are generally

#To include them in the farm average s about like computing the average salary of
professors by including numerous graduate students recelving part-time stipends, if these
ftipeuds were very small and the graduate students lived chiefly on other sources of
ncome.

#E. W. Gross and N. M. Koffsky made thig point clear in their article, “Measuring the
Incomes of Farm People,” Journal of Farm Economics, XXXI: 4, Part 2, Nov. 1949, g 1,
110, So do K. L. Bachman and R. W, Jones, Sizes of farms in the United States, USDA
Tech. Bul, 1019, July 1950, p. 7, where they say that this “often gives rise to serious
misconceptions,” and show that excluding these noncommercial farms raises the average
operator’s net income 27 percent.

But Koffsky and Grove, in their later article, “The Current Income Position of Com-
mercial Farmers,” Joint Committee Print, Policy for Commercial Agriculture, Nov. 22,
1957, pp. 78-90, overlook the matter, and conclude on the basis of United States average
data that “the level of income per Person on farms has averaged roughly one-half of the
non-farm level.” By this they unwittingly give support to the “‘serious misconception.”

: lsﬂc%nom;csxeport of the President, January 1959, p. 99.

. Doc. 18.
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lower than in the North where industria] workers are concentrated.
Income comparisons on a state or regional basis reveal about a 25
percent smaller difference between farm and nonfarm incomes than
the straight United States averages quoted above.

The U%DA estimates that adjustment to take these food and hous-
ing and location matters into account would increase per capita farm
income about 30 percent.*?

INCOME PER FARM WORKER

Another answer concerning relative farm and nonfarm income is
based on a comparison of income per farm worker # with the average
annual wage per employed factory worker. These per worker income
figures for 1958 were: farm $2,129; factor, $4,342. Conclusion: In-
come per farm worker is only about half as high as income per factory
worker. Income per farm operator was $2,990 in 1958. This is only
about 69 percent as high as income per factory worker.

This situation appears to confirm the conclusion that is usually
drawn from the per capita income figures Fiven in the preceding
section—that farm income is only about half as great as nonfarm
income. But it is also misleading. The farm workers include the
family workers, and the farm income includes a good deal of dis-
guised partial unemployment, whereas the factory workers include
only employed factory workers. The average farm worker’s income
data therefore understate the actual average income much as the per
capita income data do, partly for the same reason and partly for
different ones.

ALTERNATIVE MEASURES oF Parrry Farm IncoME

The USDA, well aware of the characteristics of the United States
average farm income data given above, has discussed their use in
parity income computations in the following terms: %

The idea of parity income centers on the relation between
incomes of farm people and incomes of nonfarm people.
Generally, there are two basic approaches to the problem of
determining }l)anty income. One involves the maintenance
of a historical income ratio which would provide for farm-
ers’ incomes and opportunities for a rising standard of liv-
ing to grow at the same rate as others. The alternative ap-
proach would establish the standard of equal incomes or
equal living standards as between farmers and others. Both
approaches have appeared in the farm legislation relating
to income parity. These alternatives lead to a wide range
in results. Historical incomes ratios as between farm and
nonfarm persons on which the two earlier parity income de-
finitions were based indicate that incomes in agriculture in
recent years were about at or above parity as compared with
1910-14. On the other hand, direct income comparisons
tend to show that farm income falls far short of the nonfarm

= The Farm Tncome Situation, p, 40. This 1
income from farming, inclualng éoeémlﬁent gynﬁext&g]dg%ata%dbsntllggst;fal"zed Age o
ber of persons engaged in agriculture during ghe year, including farm ope:}atgx?se I:xfde 3’#.‘3;

famil
am g? B’é’é“fﬁ? p('eaécipt those doing housework only) as well as hired workera.
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level, although there are considerable questions as to the
meaning of messures of this kind.

PARITY INCOME BASED ON HISTORICAL INCOME RATIOS

Table 10 (p. 485)— .
shows tﬁe available data on income per person living on
farms from all sources, nonfarm as well as farm, and income
per person not living on farms, from 1910 to 1958, as pub-
lished regularly by the Department. It should be noted that
estimates of nonfarm income received by farm people, such
as wages or salaries from nonfarm occupations, are mot
available prior to 1934. However, for purposes of indicat-
ing, in Table 11, at least roughly, how income ratios in
recent years compared with the 1910-14 period, we have
made an assumption that nonfarm income received by farm
people in the 1910-14 period totaled $1.5 billion annually.
This assumption is based on the probability that poorer
transportation in those days restricted nonfarm job oppor-
tunities to farm people as compared with recent years.

TaBLE 11.—Ilustrative Per Capita Income Parity Ratios of Farm Population to
Nonfarm Population, as Defined in Agricultural Legislation of 1936, 1938, and
1934-56

Ratio of per capita income Ratfo of per capita income

of farm population to per of farm population to per
capita income of nonfarm capita income of nonfarm
population population
Year Year
Income to Income to Incomse to Income to
farm people |{ farm people farm peopls | farm people
from farming from all from farming| from
only (1938 | sources (1936 only (1038 | sources (1938
legislation) legislation) legislation) | legislation)
74 85 | 159 149
115 115 150 144
85 94 162 163
109 112 122 124
91 9 128 1!
88 97 139 136
83 93 125 1
98 104 116 121
118 120 116 121
131 129 102 i
129 128 98 108
138 134

1 Tentative estimates; revised Mar. 5, 1957.

NoTE.—Assumes nonfarm income of farm gopulatiou averaged $1,500,000,000 in the base years 1010-14.
No reliable estimate of such income i3 avallable for that period.
For more recent data, see Table 11a.
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TasLe 1la.—Illustrative Per Capita Income Parity Ratlios of Farm Population,
a8 Defined in Agricultural Legislation of 1936, 1938, and 193459

Ratio of per capita income of farm
population to per c¢apite income
of nonfarm population

Year
Income to farm | Income to farm
people from people from
farming only all sources
(1038 legislation) | (1936 legislation)
19563 114 110
1954 116 12
10538 99 109
1956 04 108
1057 7 . 108
19568 117 128
1969 5 106

Nore.~Table 11 has been revised from 1953 forward,
and this table from B. R. Stauber, USDA, presents
the later data.

The chart (Figure 8) compares income ratios based on
the 1910-14 base period, illustrating the definitions involved
in the acts of 1936 and 1938 as follows:

Ficure 8
RATIOS OF INDEXES OF PER CAPITA INCOME OF PERSONS
ON FARMS TO INDEXES OF PER CAPITA INCOME OF
PERSONS NOT ON FARMS, 1934-56*
180 1910-14 =100 .
160
140 | Income From All Sources
120} \
W
AL \

100 F \7 oy Income From Farming #

80}

DATA POR 1956 ARE PRELMINARY
60 -— 1
1935 1 940 1945 1950 . 1955
® ASSUMED  BASIS, NONFARM INCOME OF FARM POPULATION DEDUCTED FROM INCOME OF
NONFARM POPULATION AND ASSUMED TO BE $).5 BILLION ANNUALLY IN 1910-14.
..0- S, DEPARTMENT OF AGRICULYURE NEG. ’I“_--ﬂ(_l) AGRICULTURAL .MARKETINO SERVICE
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(1) Ratios of per capita net income of the farm popula-
tion from farming to per capita net income of the nonfarm
population (1938 legislation). The data for 1956 indicate
that the income ratio of farm people to nonfarm people was
about the same as in the 1910-14 period, ranging from
slightly above the pre-World War I Ease to slightly below,
depending on whether or not income of the nonfarm popula-
tion ils adjusted to exclude nonfarm income received by farm
people.

(2p) Ratios of per capita net income of the farm population
from all sources to per capita net income of the nonfarm -

opulation (1936 legislation). Assuming income from non-

arm sources averaged $1.5 billion annually in 1910-14, this
series indicates that the 1956 income ratio was 8 percent
higher than in the 1910-14 period. However, a considerable
range is actually involved, depending on the assumption
made with respect to nonfarm income of farm people in the
base Feriod. If the size of that income is assumed to total
$2 billion for the 1910-14 average, which would imply ap-

roximately the same rate of farmers’ participation in non-
arm activities as in recent years, the 1956 income ratio would
be 2 percent lower than in the 1910-14 period. On the other
hand, if farmers’ participation in nonfarm activities was
even less than first assumed, and nonfarm income was only
$1 billion for the 1910-14 average, the 1956 income ratio
would be 20 percent higher.

The index or ratio which compares income of farm people
from all sources with income of nonfarm people appears to
be more appropriate as a measure of farm well-being than
the ratio including only the income of farm people from
farming. Nonfarm income is becoming increasingly impor-
tant as a source of income to farm people and as a means of
maintaining or increasing living levels.

It should be noted also that comparison of these ratios
need not be limited to the 1910-14 base period. If for ex-
ample, the last 10 years (1947-56) were considered as the
base period, the ratio involving income per person on farms
from farming would be 22 percent under the base average
ratio, and the ratio involving income per person on farms
from all sources some 15 percent lower. The parity price
ratio for 1956 was also 15 percent under the 1947-56 average.

Finally, in considering the appropriateness of historical
income ratios, the comparison can involve other series such
as earnings in agriculture as compared with earnings in
selected other occupations, which are shown in Table 12 from
1929 to 1956. For example, the ratio of hourly earnings in
agriculture, after allowance for capital investment, to
hourly earnings in manufacturing could be used in place of
an income ratio.
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TABLE 12.—Average Hourly Earnings in Agriculture and in Selected Indusiries,

1929-59
[Dollars]
‘Workers in Production workers in industry 3
agriculture
Realized
return | Compos-
Year per hour { ite hired Bitu-
to all farm Manu- | minous | Build- | Class I Tele- ‘Whole-
farm wage |facturing coal ing con- rail- phone sale
labor rate per mining |struction | roads trade
and hour
manage-
ment !
0. 269 0,241 0. 568 0. 681
172 .228 .552 084 {o_.._... - .e-
.172 .515 . 847
058 L1290 4468 . 520 .
106 115 .442 . 501 O A
172 .129 . 5632 .673 0.795 ..
.142 . 650 . 746 .816 - 0.648
232 . 182 . 556 L7984 [ 1 PR F—— .867
221 .172 .624 .856 . 903 0.774 . 698
187 . 168 .627 .878 . 908 818 .700
. 199 .186 .633 .886 932 0.730 8! 716
169 . 661 .883 L7133 827 .738
3156 206 L7120 .093 1,010 743 820 .783
450 268 .853 1. 059 1.148 837 843 . 880
610 353 961 1.139 1 852 870 .933
618 .423 1,018 1.186 1,310 . 048 a1 .085
. 684 472 1.023 1.240 1,379 . 955 . 962 1.029
.858 516 1.088 1.401 1.478 . 087 1,124 1.150
1.010 . 547 1,237 1.636 1. 681 1,186 1.197 1,268
.45 . 680 1.3560 1,828 1.848 1.301 1,248 1,358
.803 . 669 1.401 1.941 1.935 1.427 1.345 1.414
. 826 . 561 1. 466 2.010 2.031 1,672 1.398 1.483
920 . 625 1589 2.21 2.19 1.73 1.49 1.58
.879 .661 1.67 2,29 2.31 1.83 1.50 1.67
.874 .672 1.77 2.48 2.48 1.88 1.68 177
. 805 .661 1.81 2.48 2.60 1.93 1.76 1.83
.64 .676 1.88 2. 56 2.66 1.66 1.82 1,90
.839 .706 1,08 2.31 2.80 2.12 1.86 2.01
776 .728 2.07 3.02 2.98 2.28 1.95 2,10
970 L7567 2.13 3.02 3.10 2.44 2.05 2.17
716 .788 2.22 3.25 3.22 2.54 2.18 2.24

1 After allowance for capital investment. Derived in Table 10.
3 Eeonomic Report of the President, January 1967, p. 149.
3 Preliminary.

Data since 1956, and revisions of some data before 1938, from Murray Thompson, USDA.
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DIRECT COMPARISONS, FARM AND NONFARM

The alternatives relating to direct standard of living or in-
come comparisons between farm and nonfarm people present
unusual and difficult problems of measurement and of inter-
pretation. For example, the Agricultural Act of 1948 defined
parity income, effective January 1, 1950, as “ ‘Parity,’ as ap-
plied to income, shall be that gross income from agriculture
which will provide the farm operator and his family with a
standard of living equivalent to those afforded persons
dependent upon other gainful occupation. ‘Parity,’ asapplied
to income from any agricultural commodity for any year, shall
be that gross income which bears the same relationship to
parity income from agriculture for such year as the average

ss income from such commodity for the preceding 10 calen-
ar years bears to the average gross income from agriculture
for such 10 calendar years.”

This Department has not been in a position to bring statis-
tical meaning to this definition. The determination of
equivalent standards of living involves much more than
equivalent dollar incomes. A family’s well-being depends not
only on income but also on other factors such as the accumu-
lation of assets and consumer goods over the years, the avail-
ability of adequate health and educational facilities, and
such 1ntangible factors as are involved in evaluating life in
the country versus life in the city. It is noteworthy that in-
dexes developed to measure changes in levels of living of farm
operator families indicate that there has been persistent im-
provement each year in farm operator family level of living
since (11951 despite declines in farm income during most of that
period.

COMMERCIAL FAMILY FARM INCOME, BY AREAS

The preceding discussion has run in terms of national average in-
comes, with all the shortcomings of those incomes that have been
pointed out. A more appropriate measure of farm income for our
purposes is the average income for commercial family {arms.

The USDA publishes another set of figures which show this income
er commercial family farm, by types of farming in different areas.
hese figures are compiled differently from those given above. They

do not show income per farm for the United States as a whole; they
show income per commercial family farm for each of the 32 chief
types of farming, separately for each of the relatively homogeneous
areas shown in Figure 9.
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The average net income per farm for the past few years is com-
puted separately for each area, and published annually in tabular
form.** The most recent data are given in Table 13. The unweighted
average of these incomes was $7,238 in 195852 This on the face of it
looks like a pretty good income. It is about 75 percent higher than the
average annual wage per employed factory worker in 1958.

TasLE 13.—Net Farm Income, Specified Types of Commercial Farms, 1958, With
Comparisons

|Dollars)

Average
Type and locatlon of farm 1955 1056 1957 | 19581

1937-41 | 104749 | 1048-57

Dairy farms:

entral Northeast. ................ 960 3,802 4,020 | 4,248 4,170 | 4,641 4,810
Eastern Wisconsin. 1,480 4,365 3,837 1 2,816 | 3,456 | 3,656 3,360
Western Wiseonsin...ooooceenn.. 1,236 3,284 3,146 | 2,434 | 2,078 ) 3,286 | 3,341

Dalry-hog farms: Southeastern M inne-
P S, 1,217 3,868 3,871 | 3,427| 3,026| 3,019 4,302
Corn Belt farms:
Hog-dalry .o ccececceeeceeeiceeeel 1,642 5,639 5796 | 4,419] 5108| 6,339 7,448

Hog-beef raising...

Hog-beef fattening -

Cash grain -
Poultry farms: New Jersey (egg-pro-

-- 928 3,370 3,727 | 3,016 | 3,160 | 4,135 5,488
.- 2,521 10,665 8,658 | 4,433 [ 6,899 | 7,445 9,619
2,627 8,930 8,495 | 6,737 | 9,382| 7,239 7,811

AUCINE) - -+ e eS| 8,975 3,875 | 3,273 | 2,326 | 2,127 2,693
Cotton farms:
STouthern Pledmont. _..ucuccaceeooe 495 1,585 1,776 | 2,207 | 1,570 | 1,529 2,473
exas:
Black Prairle.... oo 1,019 3,090 2,491 | 2,572 903 | 1,790 2,885
High Plains (non-irrigated).... 1,875 6,411 4,143 | 2,544 | 2,526 | 6,718 9,265
High Plains (irrigated) 10,761 10,045 | 7,039 | 12,594 | 11,228 | 17,819
MIssissippi Delta: :
[3511:Y 1 SIS SN 1,923 1,802 | 2,033 ) 1,714 | 1,271 1,344
Large-sealea e oaaemcmcnccmaaca)omooaaoas 20, 465 21,018 | 25,921 | 20,383 | 12,020 | 13,598
Peanut-cotton farms: Southern Coastal
D 34 1131 T 2,313 2,519 3,133 2,759 | 2,265 3,410
Tobacco farms:
Kentucky, tobacco-livestock._.....| 1,102 3,334 3,365] 2,850 3,200 2,873 | 3,414
North Carolina:
Tobacco-cotton 3,208 3,338 | 3,550 | 3,674 2,290 8,304
Tobacco-cotton (18rge) . cccoccoc|oceaaaaan 3,923 4,158 | 4,463 1 4,944 | 2,779 4,430
Tobacco (SIal) eeaceeceaecaeac]accacanane 2,354 2,618 | 2,885{ 2,970 [ 2,021 2,667

8pring wheat farms:
Northern Plains: .
Wheat-small grain-livestock.... 872 6,323 5,007 | 6,090 | 6,830 4,053 6,867
Wheat-corn-livestock. ... 1,127 5,972 4,310 | 2,547 | 3,278 5,332 7,104
Wheat-roughage-livestoc 533 5,370 4,012 | 4,259 2,899 4,475 5,032

Winter wheat farms:
Southern Plains:
Wheat. . oeeeeeriaenes 1,174 10,016 7,050 | 4,014 | 3,764 5,923 | 12,446

Wheat-grain sorghu 1,082 9,433 4,302 | 1,647 | 2,332 | 5,178 | 11,465
Pacific Northwest:
Wheat-pefi......... 2,764 11,864 12,404 | 9,980 | 13,3063 | 15,040 9, 845
Wheat-fallow. ....ccoceecenccens 2,026 12,776 12,460 | 6,664 | 7,637 | 14,785 | 12,107
Cattle ranches:
Northern Plains......cccececaaaaan. 6, 439 4,954 | 2,863 2,108| 4,164 6,409
Intermountain region. . 8, 665 8,039 | 4,625 | 5728 | 8,382 | 13,115
Southwest . - ceoceicccacecccccoaans 5,698 3,898 3,016 |[—1,245| 4,873 9,242
Sheep ranches:
Northern Plains.coceoveceaaaes e 6,914 7,975 | 4,557 | 6,057 | 10,949 | 13,289
Southwest . oo ccicaaceas 5,224 4,380 | 3,294 723 | 6,062 | 11,328
t Preliminary.

Source.—Farm Costs and Returns, ARS, USDA, Agr. Info. Bul. No. 176, revised August 1950,
I:Osﬂarm Costs and Returng; Commercial Family-Operated Farms by Type and Location,

These farm cost and income data are not obtained by a survey of actual farms. They
are synthetic figures, calculated by applying estimated changes in prices, yields, inputs,
ete.,, to model type farms. They are estimates of the average costs and returns, not of
all commercial family farms in each area, but of the type of farming specified in each area,

31 This unweighted average is not as accurate an average as If the data were weighted
by the numbers of farms In the different types. These numbers are not available at
present. I believe that this lack of accuracy is small compared with that of the other
averages discussed {n the preceding sections. In any case, national averages do not mean
much because of the great diversity behind the averafes, as shown later in this paper.
I use them here only because they are used so much in national policy discussion. My
chief point is made later with the diverse area data.
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But before we conclude from this that average net farm income
for commercial family farms really was substantially higher than
nonfarm income, we need to recognize that these net farm income
figures include what is called the “charge for capital.”$2 Deducting
this charge for capital from the net income leaves the return to the
operator and his family for their labor and management only. This
is done for the years 1954 to 1958 in Table 14.

TABLE 14.—Return to Operator and Family Labor, 1954-58
[Dollars)

1954 1955 1956 1957 1958

Dalry farms:
Central Northeast. 2, 551 2,984 2,758 2,887 2,844
Eastern Wisconsin... 1,800 1,489 2,044 1,798 1,372
Western Wisconsin... 1,493 1,653 2,033 2,040 1,
Dalry-hag farms: Southeastern Minnesota.. 2,119 2,056 2,438 1,986 2,231
Corn Bi1t farms:
Hog-dairy ... _- 4,729 2,689 3,345 3,991 5,061
Hog-beef ralsing. 1,573 1,624 1,679 2,116 3.
Hog-beef [AttoNiNg.ceceeceecvacancacnacaaaaaacnan 6, 551 1,905 4, 426 4,286 6,287
Cash grain.__..__. 5,107 3,200 , 556 2,125 1
Poultry farms: New Jersey (egg-producing)......... 3,520 606 —703 ~565 -
Cotton farms:
,Sl%uthem Pledmont..eeaaeeercaccmmmcccaaaaen 680 1,521 756 567 1,479
X08: :
Black Prairie.......---- 756 1,501 —-260 204 1,287
High Plains (nonirrigate: 2,012 929 880 4,222 6. 542
High Plains (irrigated). 9, 3, 663 9,054 6,449 12, 538
Misslssippi Delta:
Small.... - 1,197 1,627 1,233 649 649

Large-scale. ...
Peanut-cotton farms: Southern Coastal Plaips.......
Tobacco farms:

11,012 19,798 12,133 2,360 2,820
1,804 2,760 2,444 1,644 2, 604

Kentucky tobacco-livestock. < caeemcanamancnaan 2,817 1,908 2,261 1,477 2,021
North Carolina:
Tobacco-cotton 1,889 2,513 2, 606 1,087 2,081
Tobacco-cotton (18r8e) . ceeeonacacanvaccumanan 1,419 2, 580 38,034 618 2,145
Tobacco (small). L83 | Z3s4| 2430 1,410 2,014

Spring wheat farms:
Ngorthern Plains:
‘Wheat-small grain-llvestock
‘Wheat-corn-livestock_..
‘Wheat-roughage-livesto
Winter wheat (arms:

421 4,428 5,078 1,633 4,384
867 , 5 629
1,244 2,678 1,190 2,339 2,702

Southera Plains:
Wheat....... ae- 4,426 1,808 702 2,025 8,018
‘Wheat-grain sorghum 261 | 1,454 ~718 1,415 7,373
Pacific Northwest:
‘Wheat-pes. . .. 10, 450 3,915 6, 480 6,152 359
Wheat-fallow ® [0) . () 8,215 5,250
Cattle ranches:
Northern Plains.... 979 05 —841 633 2,171
Intermountain Region.. ccncceeiaaaianaacaaaaaan 1,995 2,004 2,033 5,101 9,211
SOUthWeSt..oeeeeeonen -5,113] -2,174 | —6,411| —1,701 ,
Sheep ranches: .
Northern Platns 1,107 1,260 2,609 6,628 8, 560
Southwest. -6,337 | —3,81 | -—6,366| —3,004 1,530

1 Not available.
Source.—Ag. Inf. Bul. 176, ARS, USDA,

2 “Thig charge is the current value of land and buildings times the current interest
rate on farm mortgages on this kind of property in the area plus estimated current value
of working assets (machinery and equipment. livestock, and crops on hand January 1)
times the interest rate on intermediate and short-term farm loans” (ARS, USDA, Costs
and Returns, Commercial Family-Operated Farms dby Type and Size, 1930-1951, Statistical
Bulletin No. 197, November 1956, puge 7).

“There are slight differences In our net farm income as presented in the various
statistics on commercial farms and the net farm income released by AMS and given in
figure 2, tpuge 5, of AIB No. 176. Our farm serfes are based on owner-operated farms.
Our net farm Income therefore Is the return to operator and family for their labor and
management and for return on all capital or investment regardless of ownership. The
net farm income used in figure 2 includes as expenditure interest on farm mortgage debt
and net rent to nonfarm landlords’” (letter from Wylie Goodsell, Assistant Chief of Costs,
Income, and Efficiency Research Branch, USDA, December 17, 1959).

The charge for land and buildings in the charie for cagltal was computed differently
before 1954, so the returns to operator and family lahor before that date are mot com-
parable with the returns for the years after 1054.

64846—01——82
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These labor and management returns are roughly comparable in
concept with the United States average farm income data shown
above, but they show the average net income for regular commercial
family farms 1n the areas shown in Figure 9, separately by types of
farming in the different areas, rather than for all “farms” as defined
in the Census, for the United States as a whole.

The labor and management returns are also more clearly compar-
able with the earnings of employed factory workers than the net farm
income figures given above; they both show the returns to labor, not
including a charge for capital in either case.’®

Significance of the Return to Operator and Family Labor Data.—
The simple United States average of the net farm incomes for com-
mercial family farms in 1958 was $7,288. The United States average
“return to operator and family labor” after the charge for capital
is deducted from the net farm income, shown in Table 14, was $3,702.

This $3,702 is about 24 percent higher than the United States aver-
age “farm” income from farming of $2,990 for 1958. Neither series
is perfect for showing average farm income, but the data given in
the table show more nearly what most people have in mind when they
talk about farm policy.

Two things need to be pointed out here. First, practically all the
discussion about farm income is based on the United States average
“farm” data which include all census “farms” and yield the avera
farm income figure for 1958 of $2,990 just quoted. Not one man in
a thousand who quotes these figures ever quotes these other more
meaningful figures for commercial family farms ($3,702 for 1958),
perhaps because in most cases he does not know that they even exist.

It would be illuminating if average farm income from nonfarm as
well as farm sources could be compared with the incomes of similar
small business entrepreneurs in other sectors of the economy. But
the author does not know of any such nonfarm data. Discussions of
farm income policy, which usually means commercial fangly farm
policy, will not be very accurate until they are based on commmercial
family farm income data.

The second point is of a different nature. It concerns the dispersion
behind the United States average farm income data. Table 14 shows
that there are wide differences among the average returns to operator
and family labor in the different areas. In 1958, the average returns
to ogerator and family labor ranged from —$239 in New Jersey egg-
producing poultry farms to $12,536 in the irrigated High Plains cot-
ton farms in Texas.*

Furthermore, most of these differences persist over long periods of
time, even in contiguous areas. There is great variation from year

& The factory worker ordinarily would not have a ‘‘charge for capftal” as such, but
would have a return on his investments of his savings, comparable in some sense with a
farm operator’s return on his own savings invested in his farm. :

The factory workers’ earnings are not perfect for comparison with the labor and manage-
ment retnrns to the farm operator. The factory workers’ earnings do not include returns
to management as the farm returns series does. Also, factory workers are not strictly
comparable with farm operators in some other respects, Ordinarily, thﬁy do not exerecise
much management; that i3 the prerogative of “the management.” urthermore, any
fncome from other members of the family I8 not included In the factory workers’ earnings,
whereas they are included in the farm series if the other members of the family worked
on the operator’'s farm, as they do in most cases. But the author does not know of any
other authoritative serles which is more nearly comparable with farmers’ returns for labor
and management than the earnings of factory workers.

™ The average net farm incomes in 1958, not shown in the table, ranged from $1,344 for
the small cotton farms in the Mississippl Delta to $17,819 for the irrigated High Plaing
cotton farms in Texas.
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to year due to weather and other such causes, but by and large the
incomes in most of the different areas stay in about the same relation
to each other year after year. The high areas remain high and the
low areas remain low.

The compilation of parity income ratios by areas would show the
economic status of farmers, not only for the United States as a whole
but area by area. This would facilitate accurate identification of
the problem areas within agriculture.
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A MEASURE OF PARITY INCOME
. The preceding discussion of parity farm income leads to the follow-
ing comment: The economic status of farmers can be more accurately

measured by income per farmer than by prices alone. Several meas-
ures of farm income are compiled by the USDA. The one that re-



498 GOVERNMENT PRICE STATISTICS

ports the income of commercial family farms by type of farm in the
chief producing areas could be compared with the incomes for com-
parable ability in other occupations. The ratios between the two,
area by area and for the United States as a whole, could be used as
income parity ratios. )

Many problems would be involved in a shift from measures of parity
prices to measures of parity incomes.®®

PARITY PRICES AS BASES FOR PRICE SUPPORTS

We are now ready to appraise parity prices in their present wide-

read use as bases for the price-support and storage operations of
the CCC. These are tremendous operations, as shown earlier in this
report, running into billions of dollars.

It is clear that parity prices are quite unsuited to this purpose.
They are subject to the same disabilities as the parity ratio—they are
based on the same out-of-date 1910-14 base, unrepresentative of “the
kind of agriculture that is likely to prevail for some years ahead.”
Modernized parity mitigates this shortcoming to some extent, so far
as the relations among the prices of farm products are concerned, but
leaves the basic situation—that the indexes for farm products as a
group remain on the 1910-14 base—unaffected. The use of a more
up-to-date base would remove one of the obvious shortcomings of
parity prices as bases for loan rates. But a more basic shortcoming
would still remain.

Commodity loans and storage operations can be used to stabilize
prices against year-to-year variations in supply, if the loan rates are
set at or a little below long-run average premarket levels. These levels
reflect long-run supply and demand. But parity prices, even on a re-
cent base, are not suited to this job. They reflect only changes in sup-
ply (i.e, in the quantities that producers stand ready to bring to
market at different prices) and do that very imperfectly, since parity
indexes reflect only the prices of cost items, not their quantities. In
addition, as a group, parity prices ignore changes in demand entirely.
They therefore, leave out three-quarters of the picture.

The size of the accumulated CCC stocks :mdp the cost of acquiring
and maintaining them has amply demonstrated that loan rates can-
not for long be set above the long-run market levels determined by
demand and supply. Parity prices which reflect demand and supply
so imperfectly are obviously not suitable as bases for loan rates. Their
use for this purpose has cost billions of dollars, only part of which
has gone to farmers, and has brought the farm program into dis-
repute.

What can be used instead that would be any better? The USDA is
understandably reluctant to give up even such an inaccurate instru-
ment as parity [irices if the alternative would be to throw the deter-
mination of the loan rates each year to the wolves of pressure groups
bearing down upon Congress.

An objective basis, however, is available, Recent-period moving
averages of open market prices could be used. A 3-year moving aver-
age of this sort is already in effect for corn. A similar average is
being considered for wheat. This procedure brings together the
forces of demand and supply into one price figure which would be

% Some of these problems are discussed in An Alternative Parity Formula for Agri-
culture, Iowa State University Research Bulletin 476, February 1960.
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close enough to the long-run free-market price to serve as the basis for
loan rates to stabilize prices at about that level,

ProBLEMS IN THE APPROACH TO INCOME PArrTY

The parity-price ratio, and the parity prices for individual farm
products, are evidently inappropriate for the purposes for which they
are being used. One reason for this is that they were developed
on the basis of what has turned out to be an incorrect diagnosis of
the agricultural problem in the first place.

It is incorrect to diagnose the agricultural problem as a price
problem, ignoring quantities and costs. In reality, the agricultural
problem is an income problem ; and it is not a zotal gross agricultural
income problem, but a net per farmer income problem. This net per
farmer 1ncome problem requires quite different programs from those
that might solve a price problem.

‘What is needed is to develop and use new and more appropriate
measures to deal with the farm problem. Using more recent price
bases would at least bring the existing price indexes more up to date.
Replacing them by per farmer net income indexes or actual dollar
figures would be better, although it would take more time to work
out the problems involved. S%me of these problems are outlined
below.

1. WEIGHTS DERIVED FROM COMMERCIAL FARMS

The quantity weights used in the existing f)arity rice indexes
could be based upon commercial farms é:lasses through VI) rather
than upon all farms as defined in the Census. It would not include
the part-time and residential and subsistence farms, which numbered
1,682,000 in 1954, roughly one-third of the total number of all farms,
4.782,000. Even with class VI included, these farms account for only
about 3.5 percent of the value of total farm products sold, but for 35
percent oxP the expenditures by farm operators for living. They thus
give an unrepresentatively large weight to family living in the parity
index which 1s chiefly relevant to commercial farmers.

2. SEPARATE PARITY INDEXES

Consideration might well be §1'ven to computing separate parity
indexes for some of the major farm products, in order to compare
them with the single parity index now used for all farm products,
measure their differences, and determine how great these differences
are in relation to the costs of computing the separate indexes.

3. MORE RECENT BASES

. The ancient 1910-14 bases now used in computing the parity price
indexes could be replaced by bases that more closely represent “the
kind of agriculture that is likely to prevail for some years ahead.”
New legislation would be required for this purpose.

To this end, the moving average of the most recent 10 years, already
being used for the relations among the prices of individual farm
products could be apglied to the indexes for all farm products as a
group. Alternative bases might be 1950-59 or 1955-59. This base
then would apply both to the indexes of prices paid and to the indexes
of prices received. '
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Parity prices on this base would be more useful as well as more
representative of current conditions than parity prices on the present
1910-14 base. Most farmers are more interested in a measure of their
economic status now compared with their average status over the past
10 years than they are their status in the horse-and-buggy 1910-14
period before most of them were born. .

In principle, the weight bases could be the same as the price bases.
But some features of this possible arrangement need to be considered.

a. If a moving average base, say for the past 10 years, were used
both for prices and for weights, the index would not be an unequivo-
cal price index. It would reflect changes in quantities as well as in

rices.

P Let us take the index of prices received as an illustration. Suppose
that a drought or other disaster struck the country one year, and agri-
cultural production declined 3 percent, as it did in 1947, and prices
rose 17 percent, as they did then (although the drought was not the
only reason wh prices rose to that extent). The next year, the
inclusion of 194{ when crop production was low, in the new 10-year
average weights, would change the composition of the weights. The
price index for 1948 therefore would reflect the change in the com-
position of the weights as well as the change in prices. Conceivably,
prices from 1947 to 1948 might not change at all, but the price index
would change because of the change in the composition of the weights
for the different items in the price index.

This effect would be small, because the change in the composition
of the weights for the 10-year moving average base would be only
one-tenth as large as the change in the one year 1947. It might be
considered preferable to have this small change each year rather than
have the large one that takes place when the weight base is moved
from one fixed period to the next (such as the 3-point decline that
took place in January 1959 when the weight base for the index of
prices paid was moved up from 193741 to 1955).

b. The weight base for the index of prices paid could not well be a
recent moving average, for a very practical reason of cost. The
quantities of the different goods and services purchased by farmers
are determined by a survey, and surveys are expensive. A period of
18 years elapsed between 1937—41 and 1959, when weight data from
the survey in 1955 permitted the most recent revision to be made.
The cost of making a fresh survey every year, to include in a moving
average base, would be prohibitive. B. R. Stauber of the USDA sug-
gests that regular 5-year intervals between weight-base years would
be a reasonable compromise between cost and obsolescence.®®* He fur-
ther sug%:asts that the revisions of the several major Government in-
dexes be based on the same weight-base and price-base periods.s” We
endorse these suggestions,’® with the proviso that the price-base pe-
riods for the agricultural indexes include 5 or 10 years, so as to aver-
age out most of the effects of the irregular variations in production
and };l)rices which result from irreguﬂ.‘r year-to-year variations in
weather.

% B, R. Stauber, “The 1959 USDA Index Revisions and Some Related Policy Questions,”
Jogrxnb% of F%’an Economics, Proceedings, XL1:5, December 1969, p. 1286.
- Ibld:: xl;.' 1302.' discussion by Geoffrey Shepherd.
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4. MEASURES OF PARITY FARM INCOME

The fundamental difficulty with the existing price support programs
is that they use indexes of price instead of indexes measuring value
received on cost incurred, or net income. And the inaccuracy of
Earity price indexes as measures of economic status would remain,

ecause they are only price indexes, not value-received and cost-
incurred indexes, showing net income. Neither do they permit a break-
down by type of farming or economic producing areas to show the
economic status of farmers in those areas separately.

One possibility would be to include efficiency modifiers for farm
roducts as a group and for individual farm products in the parity
ormula, Separate parity indexes for individual farm products could

also be included. These have been computed experimentally for cot-
ton, as shown earlier in this report.

This would be a step toward the measurement of income. There
is something to be said on psychological grounds for making progress
a step at a time. But this step would result in only an approxima-
tion, and would involve difficult problems of how the gains from tech-
nology should be divided between producer and consumer. It might
seem better to go to measures of income directly.

Indexes of gross and net income, by type of farming in different
economic areas, would provide relatively accurate and detailed meas-
ures of farmers’ economic status. The basic data for measures of
this sort have been compiled for years by the ARS, USDA ; they are
published annually in bulletin form, but are not widely used. These
measures could be refined and extended and used to replace the exist-
ing parity price indexes. These measures of net farm income, or
measures of net returns to farm labor and management, area by area,
could then be compared with the wages of industrial workers, or other
nonfarm groups, with due allowance for differences in purchasing
power angT other-intangibles, to provide measures of parity income
with incomes in other occupations.

5. MOVING AVERAGE PRICE BASES FOR LOAN RATES

Many farmers are alarmed at the thought of using more recent
bases, because that would reduce parity prices, which have been used
as the bases for loan rates. These farmers fear that the loan rates
would be lowered along with the parity prices. But experience with
storage programs in recent years has demonstrated that parity prices
are anachronisms, unsuited as bases for loan rates used with price
stabilization programs.

More suitable bases would be recent moving averages of market
prices, such as have been adopted for corn. These averages integrate
the forces of demand and supply objectively into a single price figure,
which is well suited to use as the basis for loan rates to attain the
objective of smoothing out prices about their long-run market equilib-
rium level, without trying to raise that level. .

This smoothing out of prices about their long-run market level is
all that storage programs can do over the long run, and recent moving
averages of market prices approximate this long-run equilibrium level
closely enough to serve well as the bases for loan rates for this
purpose. )

Setting the loan rates about 10 percent below the moving average
price would provide a high degree of stabilization yet still permit the
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storage programs to recoup some of their costs from the sale of their
stored products at (ideally) 20 percent above their cost of acquisition,
in years of short crops.

e moving average would have one shortcoming, in that it would
always be a few years behind the times. This could be overcome
by developing an index of demand, projected into the future and
used to adjust the moving average price up or down as needed.

If the level of loan rates thus determined would provide incomes
too low to be deemed acceptable, the causes of those low incomes would
need to be determined and rectified by means appropriate for those
causes.

The replacement of percentages of parity prices by moving averages
of open market prices as bases for loan rates, would reduce the natural
objection which farmers now feel toward the use of recent bases
which would reduce the level of parity prices. For that reduction
then would not reduce the level of loan rates.



