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cash production expenses-dropped from nearly 
five billion dollars to barely a billion and a half dol-
lars. Even this small income represented in con-
siderable part a living on capital, as farmers' ex-
penditures for capital replacements and repairs 
in 1932 fell short by half a billion dollars of 
covering current depreciation of building and 
machinery. • 

From 1929 to 1932 the reduction in farm income 
was as sharp as in the major industries most se-
verely affected by the depression. Only in the farm-
machinery industry, and in other acutely affected 
capital goods industries, did the decline in workers' 
income exceed the decline in agriculture. It is sig-
nificant that the greatest decline in any single in-
dustrial group existed in the manufacture of agri-
cultural implements.5 

The decline in farm income had far-reaching 
effects on the volume of business and the credit 
structure in agricultural areas. Farmers were 
forced to economize in the purchase of fertilizer, 
feed, and other products, and to defer replace-

4 Cash income from farm production, available after de-
ducting cash production expenses, was estimated at $4,890,-
000,000 for 1929, and $1,473,000,000 for 1932. Expenditures 
for purchase and repair of farm machinery and buildings in 
1932 were estimated at $261,000,000, while the estiinated de-
preciation of farm-owned buildings and equipment was 
$805,000,000 for the san1e year. See U. S. Dept. of Agric., 
Crops and Markets, Vol. 12, No.7 (July 1935), pp. 271, 272. 

5 See Appendix, Part E, pp. 77-78, where pay rolls for 
various key industries are shown for select€d years. 
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ments of machinery. This led to sharp contrac-
tion of industrial sales of such products. (See 
Chart, Addendum, pp. 28, 52.) 8 

Moreover, farmers were not able to readjust their 
debt and tax burdens with reductions in farm in-
come. Ibid. Widespread defaults, unpaid taxes, 
and bankruptcies followed. These undermined the 
financial solvency of States and local governments 
and of financial institutions dependent upon agri-
culture, caused heavy bankruptcy among rural 
banks (see Addendurn, p. 53), and a great reduc-
tion in the volume of credit. Prior to the bank 
holiday of March 1933 demand deposits in country 
banks had fallen to barely half of their predepres-
sion ]evel. (See Chart 10, p. 249, ,infra.) 

With the inadequacy of farm incomes in many 
cases to cover taxes and interest, forced sales of 
farms almost tripled between 1929 and 1932.7 

8 Reproduced from Economic Bases, supra, note 28, p. 9, 
and found also in The Agricultural Situation, U. S. Dept. 
of Agric., July 1, 1932, Vol. 16, No.7, pp. 8-10 (L. H. Bean, 
Trends in Gross Income and Expenditures, 1909-1931). 

7 The number of forced sales per 1,000 farms in the United 
States for the years ending March 15, 1930, and 1933 were 
as follows, for the two types of forced sales: 

1930 1933 

------------------------------------------
Bales for delinquent tayes__________________________________________________ 5. 1 15.3 
Foreclosures of mortgages, bankruptcy, etC--------------------------------- 15.7 38 8 

Total forced sales _________ -------____________________________________ 20. 8 54. 1 

See Table 12, p. 42, in The Farm Real Estate Situation, 
1932-33, by B. R. Stauber, lJ. S. Department of Agriculture, 
Circular No. 309, December 1933. 
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The long-continued depression of farm prices 
led to heavy bank failures in rural regious even 
before the financial crisis becan1e acute in cities. 
Bank failures in the Cotton Belt reached their peak 
in 1931. (See Chart 11, p. 253, 1:nfraj cf. Ad-
dendnin, p. 53.) Bet\veen 1922 and 1932, one-third 
of all small rural banks closed their doors. (See 
Econornic Bases for the Agr1:cultural Adjustment 
Act, U.S. Dept. of Agric., Dece1nber 1933, p. 11.) 

The relation of agriculture to the credit struc-
ture and to financial institutions is discussed more 
fully, 1"nfra, pp. 241-262. 

The severity of the farm depression was reflected 
in failures an1ong general business as well as among 
banks. In the Cotton Belt, the number of commer-
cial failures and the an1ount of liabilities involved 
increased sharply in major districts. (See Ad-
denduJn, folio pp. 117-124, follo"ring p. 68.) 

b. The decline of farm prices and incomes from 1919 to 1932 was 
due to causes beyond the control of farmers 

Farmers could not prevent or correct the foreign 
or dornesNc After the \\r orld 
War, wheat and other exportable farn1 products 
\vere super-abundant, due to the general inability 
of farmers to reduce their \Var-expanded acreages 
as Europe restored her production.8 

By 1925, Europe had generally restored her ag-
riculture to its prewar productivity. Meanwhile, 

8 See. The 1Vheat Sitttation, U. S. Dept. or .J:\gricnltnre, 
Yearbook or Agriculture, 1923, pp. 95-150. 
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the war-tinJe expansion in overseas exporting coun-
tries continued to press un\vanted supplies on 
European n1arkets. This situation, plus extreme 
tariff vrotectionisrn in this country, resulted in 
the crecti ou of trade barriers in European coun-
tries, aiiued at protectilJg their don1estic agriculture 
and restricting the nse of foreign products. As 
agricultural prjees clecliued in world rnarkets, re-
strictive measures in Europe becarne more and 
n1ore prohibitive, erubracing not only tariffs, im-
port quotas and contingents, and domestic con-
sunlption restrictions, but n1nnerous other devices, 
all reducing the volnrne of foreign trade. 9 

The difficultiPs of foreign exchange and financial 
collapse during the depression itself led to further 
action, including exchange regulation and import 
rationing and even prohibition of imports abroad, 
which still further intensified these effects. 

9 ThPse n1easures are described in detail in World Trade 
Ban·iet'.ro: in Relation to Anterican Agriculture, Senate Docu-
Inent No. 70, 73d Cong., 1st Sess. The report analyzes these 
measures as applied to 7 major agricultural products, namely, 
wheat, hog products, tobacco, fruit, cotton, dairy products, 
awl sugar ( pp. 145-288). The report also analyzes sepa-
l'at ely the various types of govPrnmental intervention affect-
ing agriculture (pp. 55-144) and describes agricultural price-
.;;upport ing n1easnrrs in ;)R foreign countries (pp. 291-540). 
Sec also E'co11mnic Bas()s, supra,, at pp. 14-19. Facts as to 
trade restrictions abroad and as to the decline in A1nerican 
exports were placed before Congress during the hearings 
which precedPcl the passage of the Agricultural Adjustment 
Act. Sec ..t\gricultural Adjustn1ent, Hearings before the 
Comn1itter on Agriculture, House of Representatives, 
Cong., 2d Sess., December 14 to 20, 1932, at pp. 142 to 145. 
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These policies of economic nationalism, espe-
cially in Europe, simultaneously expanded agri-
cultural production abroad and narrowed the out-
lets for AmeriC'an farm products. In wheat, 
Europe increased her output from 1,050,000,000 
bushels in 1922 to 1,500,000,000 bushels in 1932. 
At the sa1ne time, An1erican exports of wheat 
to Europe declined from 150,000,000 bushels in 
1922 to 15,000,000 bushels in 1932. (See Chart 3.10

) 

CHART 3 

Wheat: U.S. Exports* to Europe, and 
Production in Europe, 1921 to Date 

PRODUCTION U 5 EXPORTS 
8USHELS 
MILLIONS 

BUSHELS 
MILLIONS 

Russ1on sh1pmt!nfs ' 1,500 l.---4------t----1_---=-_____ , • -+-1 200 ,. ,-
1,200 

900 

1 ' ,, I '--

*{JNCttJDJNG l'"tOVR} 

160 

120' 

80 

40 

0 

U 5 DEPARTMENT OF AGRICULTURE N[C 25e 11! 1!1 !UREAU or AGRICULTURAL ECONOMICS 

In hogs, production in the leading European coun-
tries expanded to well above its pre-war leveL 
Our exports of hog products, \vhicb had exceeded 
the equivalent of ten million hogs a year after the 
War, fell to barely half that amount by 1931. (See 

10 Negative No. 25818B, Bureau of Agricultural Econmn-
ics; see also E co1w1nic Bases, at p. 17, note 2. supra, p. 182. 
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Chart 4.11
) In tobacco, exports were cut sharply 

as foreign production increased. (See Economic 
Bases, supra, p. 18.) 

CHART 4 
Inspected Hog Slaughter in Germany and Denmark. 
and United States Exports of Hog Products, 191 1·1933 
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The decline in foreign consumption of American 
farm products was quite obviously beyond the 
power of the American farmers to prevent or cor-
rect, as the foreign restrictions shut off exports 
even when prices of far1n products 'vere down to 
()xtraordinarily low levels. 

After 1929, the collapse of farm Inarkets 'vas in-
tensified by the decline in domestic buying power. 
rrhe income of industrial workers as a whole was 
cut in half from 1929 to 1932.12 Farn1 income from 

11 Reproduced fr01n Eco·no·mic Ba.Yes, at p. 18, note 2, 
8upra, p. 181. 

12 'Vages received in Inining, manufacturing, construction, 
and transportation dropped from $17,179,000,000 in 1929 to 
$6,840,000,000 in 1932-a decrease of 60 percent. See 
Report on National Income, 1929 to 1932, Senate Doc. No. 
124, 73d Cong., 2d Sess., p. 14. 
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products for the domPstir n1arket-dairy and poul-
try products, beef and lan1b, fruits, and vege-
tables-declined in the san1e proportion as indus-
trial pay rolls. (See Econo1nic Bases, supra, p. 29.) 
Export products, especially \vheat and cotton,13 suf-
fered fron1 the eo1nbined effects of reduced foreign 
de1nand, reduced don1estic demand, and aecumu-
lated surplus stocks; farn1 income fron1 these prod-
ucts started falling beforP the depression, and 
dropped by 1933 even n1ore sharply than industrial 
pay rolls. Ibid. 

Riqid 1narketin.u and tranSJJOrta.t,ion costs aggra-
vated reduced denLand.-Farn1ers could do nothing 

I'> In the case of cotton, the spec1tic conuno<lity at issue in 
this case, the trade restrictions abroad wet·e not so serious as 
in son1e of the other exports. But the trade restrictions in 
the other commodities curtailed economic activity over a 
large area and thus curtailed the purchasing power for cot-
ton both at hon1e and abroad. The cotton difficulties reflected 
1nore particularly continued unre,stricted production of cot-
ton during a period in which consumption, both here and 
abroad, was sharply curtailed by the depression. pro-
duction of A1nerican cotton exceeded the world consu1nption 
of Atnerican cotton in every year frmn 1929 to 1931. The 
world carryover of American cotton increased fron! four and 
one-half 1nillion bales in the beginning of the 1929 season 
to thirte0n n1illion bales by the beginning of the 1932 season. 
(See Addendum, p. 62.) Son1e decline in acreage, plus a 
moderate yield per acre, reduced production in 1932 so that 
there was son1e reduction in carryover. But in the spring 
of 1933, fanners again increased cotton acreages planted, and 
at the time the Act was passed by Congress, growing con-
ditions indicated another btnnper f'rop far in excess of 
current consumption. See official estimates in Crops and 
Markets, U. S. Dept. of Agriculture, .T uly 19:33, p. 234; Aug. 
1933, p. 282. 
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to correct depressed n1arkets. The declines in farm 
prices and incomes did not result in proportionately 
low prices to consun1ers. Freight costs do not re-
spond directly to econo1nic conditions, while mar-
keting margins and other distribution costs change 
only slowly when prices are declining. Farm prices 
of representative food products declined 60 per-
cent fro1n 1929 to 1932, vvhile retail prices of the 
sarne products declined only 40 percent. See 
Econo1nic Bases, supra, p. 47. Distribution costs, 
n1eanwhile, shovved practically no decline.14 Ibid. 

Farmers could not adjust prodttction.-The in-
ability of farmers to adjust production, and their 
maintenance of the vohn11e of production of agri-
cnltural products in the face of the decline in de-
Inand, led to excessive accumulation of surplus 
stocks and to intensifi0d depression in farm prircs. 

A sharp price derline for any one 
product is usually follovved by a curtailn1ent in sub-
sequent production, because farn1ers then shift 
land, labor, and equipment to other commodities. 
But when the price of all agricultural products 
declines, total production remains constant. This 
is exactly what occurred during the depression; 
fron1 1929 to 1932, the physical volume of farm 

H For detailed figures on changes in n1arketing costs, see 
Frederick V. Waugh, The Mar;rln Bd1ccen Fann P1·ices a,nd 
Retail Prices of Foods, J)ept. of Agriculture, BurC'au 
of Agricultural Econmnics, 193fl. Sin1ilar data on 
marketing costs were presented to CongTess in the lwarings 
on .Agricultural AdjustJnent legislation. S(le Agricultural 
Adjustment, Hearings before the Comn1ittee on Agriculture, 
House of Representatives, 72d 2d at pp. 
368-372. 
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production varied around the same level as before 
the depression. (See Addendum, p. 32.) 111 

Farmers cannot set a fixed price, and produce 
and sell only as much as consumers will buy at such 
prices, as many industrialists do.1

& A large part of 
farm labor is supplied by the farm operator and 
members of the farm family; hence agricultural 
labor cannot be discharged when demand declines, 
as is done by other industries. These difficulties 
were increased by the return of industry's unem-
ployed to agricultural areas. (See Addendum, pp. 
30, 54.) 

The inability of farmers to adjust production was 
clearly stated by the Federal Farm Board, in its 
second annual report: 

There are more than 6,000,000 farmers in 
this country, producing according to their 
own personal decisions. It is without effect 
to base appeals on what American farming 
might do if it were all organized as a single 
unit, for it is not so organized. Until farm-
ers are organized for production planning it 
is useless to expect them to act as if they 
were/7 

The inability of farmers to adjust production re-
sulted in the accumulation of large surpluses which 

111 Reproduced from Bean and Chew, at p. 3, note 99, 
supra p. 181. 

115 See G. C. Means, Industrial Prices and their Relative 
Inflexibility, letter from Secretary of Agriculture in re-
sponse to Senate Res. No. 17 (Senate Doc. No. 13, 74th, 
Cong., 1st Sess.) . 

11 Federal Fann Board, Second Annual Report (1931), 
p. 58. 

LoneDissent.org



193 

depressed farm prices and inco1ne.-The extent to 
which farm production was outrunning the effec-
tive den1and for farm products, even at the low 
prices, is shown by the accumulation of excessive 
stocks of every nonperishable commodity.18 (See 
Chart 5 19

; cf. Addendum, p. 58.) 
CHART [) 

COMMODITY CARRY-OVERS IN 
THE UNITED STATES AT BEGINNING 

OF EACH CROP SEASON 
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18 In the of perishables or se1niperishables, such as hog 
products and fruits and vegetables, whirh could not be stored 
for long periods, the excessive supplies were thro,vn on the 
overloaded dornestic markrt, forcing prices of these products 
nlso down to record low levels. 

19 Reproduced frmn Ecmwmic Bases, at p. 19, note 2, supra., 
p. 182, brought to date and published as Negative No. 29516, 

24926-33--13 
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These heavy surpluses exerted a continuously de-
pressing influence on farm prices and income, and 
so contributed still more to the downward spiral of 
economic disintegration. 20 This was especjally true· 
of cotton, wheat, and tobacco. 

The price received by farmers for their 
crop is closely controlled by the supply available. 
(See Chart 2, Addendum, p. 62.) From 1922 to 1924 
cotton supplies were greatly reduced by the boll 
weevil, and the price rose to a 30-cen t peak. 
Prices then fell in 1926, as supplies rose to a new 
record level, and then recovered to son1e extent as 
supplies "'ere again reduced. During the depres-
sion from 1929 on, prices fell steadily as total sup-
plies increased to the peak in 1931 and 1932.21 The 

Bureau of Agricultural Economics, U. S. Dept. of 
Agriculture. 

The temporary decline in tobacco stocks at the beginning 
of the 1933 season reflected the abnormally small crop of 
Flue-cured tobacco, types 11-14, of 376.8 million pounds, as 
compared with 669.9 million pounds in 1931, and a five-year 
average, 1927-31, of nearly 750 million pounds (Yearbook of 
Agriculture, 1935, p. 455). As to the cotton carry-over at 
the beginning of 1933, see note 13, p. 190, supra. 

20 These facts as to the piling up of excessive carryovers 
were before Congress during the development of .A.gricultural 
Adjustment legislation. See Hearings before the Conunittee 
on Agriculture, House of Representatives, 72d Cong., 2d 
Sess., at 142, 143, note 9, supra, p. 187; and Senate Hearings, 
Agricultural Adjustment Relief Plan, H. R. 13991, 72d 
Cong., 2d Sess., p. 432. 

21 Yearbook of Agriculture for 1935, U. S. Dept. of Agri-
culture, p. 433. 
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relation between the total supply of American cot-
ton and the average price received therefor is so 
close that it can be stated in the form of a mathe-
matical law. (See Addendum, pp. 39 and 62, chart 
2.) 22 The departures of prices for a given year 
from the average price for that supply are 
explained by variations in general business activity. 
the other major factor controlling cotton prices. 

The declines in the price of cotton with additional 
supplies are so great that, under normal conditionR, 
a large supply of cotton has less total val-ue at the 
farm than a small supply. The value of a cotton 
supply of 10 million bales is approximately 50 per-
cent greater than the value of a cotton supply of 16 
million bales. (See Addendum, p. 39; and U. S. 
Dept. of Agric., Technical Bulletin No. 50, Factors 
Affectt'ng the Price of Cotton, by B. B. Smith, Jan-
nary 1928, at pp. 3-7.) 

Between 1924 and 1926, the cotton crop increased 
30 percent and farmers' income from cotton and 
cottonseed fell 27 percent; this in spite of the fact 
that industrial demand was greater in 1926 than in 
1924. From 1926 to 1928, the crop fell 20 percent; 

22 Full information as to the relation between c-otton sup-
plies and cotton prices had be€n presented to Congress as 
early as 1928 during the hearings on the 1927 decline in 
cotton prices. See statement of Lloyd S. Tenny, Chief, 
Bureau of Agricultural Econon1ics, in hearings before sub-
con11nittee of Senate Conunittee on Agriculture and For-
estry, 70th Cong., 1st Sess., pursuant to Senate Res. No.l42. a 
resolution to inves6gate the recent decline in cotton prices, at 
pp. 1276-1318. These facts were also before Congress 
during the hearings on Agricultural Adjustment legislation. 
See Senate Hearings, at p. 358, note 20, supra, p. 194. 
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its value rose 18 percent. During these years in-
dustrial activity, the other major factor affecting 
cotton prices, was relatively steady. 23 In the case 
of hogs there is a similar relation between produc-
tion and value. Between 1924 and 1928, a 27 -per-
cent decline in hog slaughter was accompanied by a 
33-percent increase in farn1 income; and a 16-per-
cent increase in slaughter, by a 16-percent fall in 
income produced. 24 

The more excessive supplies accumulated, the 
lower both prices and income fell. Action to deal 

23 See the following table: 

I Relatwn between size and value of 
cotton crop 

Index of 
Year Industrial 

Productwn Farm m-
(1923-25= Cotton pro- Total come from 

100) ouction supply cotton and 
cottonsel'd 

}\fill ion 
1,000 1,000 

1924 ... ----------------------------------- 95 1:3.5:30 15, 508 1, 710 
1926 ______________________________________ 108 17. 978 21. 699 1, 251 
1928 ______________________________________ 111 14,477 17,291 1, 470 

Source· For lndustrinl production, Fed. Res Bull, Oct. }!):15, p G6fi; for 
cotton production and total supply, U. S. Dept. of Agric, Yrnr·lJoof, of .1qric , 
1!1:{5, pp 426. 4:10; for farm income from cotton and eottonSPPd, 
rnl!U'. Gross Income, nnd ('a81l from Fnnn ProductiOn, 1927-1'12fl, Part V 
(U. S. Dt>pt. of Agric, Oct 1930), pp. 1, 3, 5 

24 Changes in number of hogs an<l income to 
:farmers from hogs: 

Estunated 
Year total 

slaughter 

1,000 head 
1924________________________________________________________________ 79,6:31 
1925________________________________________________________________ 55.779 
1928________________________________________________________________ 76,59:3 

Grofls m-
come from 

hogs 

}\ftflion 

1,:324 
1, i5.j;j 
1, 474 

See, for slaughter, Yearbook of Agnculture, 1933, p 605, for gross mcome, Farm Value, 
Gross Income, and Cash Income from Farm ProductiOn, 1924-1929, U S. Dept. of Agncnlture, 
Bureau of Agncultural Economics, Mimeographed Report, October 1930, pp 2, 4, and 6. 
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with the over-supply problem was 
The situation was not correcting itself; it was, as 
has been shown (chart 5, supra), growing steadily 
worse, causing cumulative, progressive, and general 
economic distress. 
c. Previous private and governmental efforts to promote a more 

balanced agriculture demonstrated the necessity of assisting 
farmers in adjusting production 

The disparity between farm prices and indus trial 
prices could be corrected only by raising prices of 
farn1 products, or reducing prices of industrial 
products. American industry, however, when 
faced with declining demand habitually reduces 
prod uetion rather than price. 25 Fron1 1929 to the 
botton1 of the depression many great industries 
chose to bold their prices with but little decline, 
even though they lost three-quarters or more of 
their sales. 2

f\ No public power to force a do-vvnward 
2 r. See lndu8frial Price.'! and fhPir Relati,ve lnflerl'ibility} 

note 16, p. 192, supra. See also 0. "\V. Sprague, Recovery 
and Comm,on Seww (1933), p. 80; F. C. Mills, Price Aspects 
of M ondary Problems, in Proc. Acad. Pol. Sci., April 1H:)4:, 
p. 3; P. Douglas, Controlling Dep1'e8sions (1935). p. G5, 
et Cf. Report of Canadian Oo1n1nission on Price 
Spreads ( 1935). 

26 Tlw relative declines in prices and in production in va-
rious industries, frmn 1929 to the spring of 1933, are shown 
in the foll(nving tablP: 

Percent Percent 
drop in drop in 
pnres procluctwn 

Agricultural Implements __________________________________________ _ 6 80 
Motor vehiCles ___________________________________________________ _ 16 80 
Cement_ _____________ --_---- ____ ----------------------------------- 1R 65 
Iron and steeL ____________________________ --- __ -- ____ ------- __ ----- 20 83 
Auto t1res. _____________________ ----------------------------------- 33 70 
Textile products ___________________________________________ - __ ---_- 45 30 
Food products ____________________________ -_----------------------- 49 14 
Leather ___________________ -____ -- _--------------------------------- 50 20 
Petroleum ___________ - __ --- ____ --_----------------------- --------- 56 20 
Agncultural commodities .. _______________________________________ _ 63 6 

Sourct· Industnal Prias and thezr Rtlative Inflexzbilit 1/, p. 8. 
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adjustment of such "managed" prices was in ex-
istence. If attempted, it might have caused fur-
ther unemployment and still further declines in 
farm price levels. Even if it had been possible to 
force down industrial prices in line with low farm 
prices, this might have still further weakened assets 
behind loans, and intensified the general financial 
instability, causing still more contraction in eco-
nomic activity. Action to correct farm prices and 
raise farm incon1es by assisting in eliminating the 
excessive supplies, therefore, offered more real hope 
than any alternative progran1 of deflating prices of 
industrial products. 

The need for better balance bet\veen production 
and consnrnption of agricultural products was uni-
versally recognized prior to the enactment of the 
Agricultural Adjustment Act. 27 The basic diffi-
culty in private efforts to cope with the problem 
was tht1 fact that there are over six million farms 
in the United States, each a competitive unit and 
each conducted. for the most part, with little regard 
for the forces affecting the aggregate relation be-
tween production and consumption; and the fact 
that individual farmers can reduce costs but little 

27 See excerpts from Reports of Secretaries of Agriculture, 
Appendix, Part D, p. 70 et seq. It is interesting to note 
that the laws of numerous foreign countries are based on a 
recognition of the fact that action to correct excessive sur-
pluses was necessary in order to improve farm prices and 
income. See Appendix, Part F, p. 79 et seq. 
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by reducing production. 28 Agriculture Is the sole 
great basic industry in which there has been no 
developn1ent of centralized control of production 
policies. 29 

Tariffs had proved incapable of shielding farm-
ers. Although during the san1e period tariffs were 
inereasingly protecting industrial prices, and hold-
ing up the costs of thing that farmers buy, during 
the post-war years, tariffs on farm products were 
raised along \Vith the other general advances in 
tariff sehcdules in the 1922 anc11930 Acts. When a 
product i;-; sold freely for export, however, protec-
tive tariffs have no effect on the price within the 
exportiug count.ry.ao "\Vheat, cotton, hog products, 
most types of tobacco, and ma11y fruit products, 
were all being produced in excess of normal re-
quirenlents prior to 1933; and under these condi-
tions the tariff rates were practically ineffective. 

The existing institutions concerned with agri-
cultural production and distribution were unable, 

28A large proportion of agricultural costs are fixed, 
whereas a large proportion of industrial costs are variablf:l. 
Industrial concerns can eliminate 1nost of their production 
expenses by discharging employees and ceasing to purchase 
materials. Farmers depend largely on their own labor and 
that o£ their fmnilies. When they reduce production they 
are unable to make proportionate reductions in upke('p, liv-
ing expenses, interest, and taxes. These conditions in the 
past have hampered cooperative efforts of farmers to bring 
about a satisfactory balance between production and con-
suinption of agricultural products. 

29 Compare Industrial Prices arui the Relative Inflexibil-
ity, note 16, BUpra, p. 192. 

3° C. E. Griffin, Prhwiples of F m•eign Trade, p. 396. 
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for a number of reasons, to provide the requisite 
control. Those organizations dealing primarily 
with distribution of agricultural commodities were 
for the most part not concerned with adjustment of 
production, and in some cases were antagonistic 
because of their immediate financial interest in 
maintaining physical volume. See Economie 
BasesJ supra, p. 41. Cooperative marketing agen-
cies, while n1aking substantial progress in certain 
instances, vvere unable to develop a general solution 
of the problem. The localized character of many 
of these organizations, together with competition 
from other areas, and in any case the large number 
of con1peting nonmembers, have n1ilitated against 
the success of these undertakings in adjusting 
production on a wide scale. I de1nJ p. 42. 31 

Several cotton States made abortive attempts to 
bring about a reduction in cotton acreage and pro-
duction by legislative action. But it was impos-
sible to obtain any coordination of effective effort 
among the States involved, and the efforts were 
then abandoned. See p. 272, t>nfra. 

The Federal Government was increasingly con-
cerned with the problem of a balanced agriculture 
and increasingly active in encouraging it. The first 
efforts of the Government consisted in gathering 
and disseminating information. The Department 
of .Agriculture instituted a series of " intentions 

3P- See also Report of Secretary of Agriculture, 1926, p. 12; 
and Second Annual Report of Federal Farn1 Board, pp. 
61-63. 
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to plant'' reports and various price, competition 
and demand studies. (See Report of Secretary of 
Agriculture, 1925, p. 15, et seq.) The Department 
employed a staff of analysts to indicate prospective 
price trends. Annually and semiannually since 
1923 the Department issued economic forecasts 
based upon these studies, in a series of so-called 
"outlook reports." See Econornic Bases, p. 49. 
Extension agencies brought these reports to the 
attention of farn1ers through numerous local meet-
ings.32 Despite the accuracy of these reports and 
forecasts 33 they had little effect on procluction. 34 

In 1929, Congress enacted the Agricultural Mar-
keting Act, c. 24, 46 Stat. 11, which established the 
Federal Farm Board and gave it po,ver to purchase 
con1modities for stabilization purposes. At one 
ti1ne the Board controlled over 250,000,000 bushels 
of vvheat and 3,500,000 bales of cotton. See Eco-
nomic Bases, p. 50. vVhile these purchases exerted 

32 During the 1931-.32 season, 2,000,000 out look reports 
were and 2,675,000 were distributed in 1932-33. 
In 1932-a3, 15 percent of all fanners attended local meet-
ings arranged by extension agencies, as cmnpared with 2 
pereent in 1928-29. S('e U. S. Departmf_lnt of Agriculture, 
Exte,nsion Servic(', Ayric·ulho·al E con om ics Exten.-;ion 
lVork, 1932 (1933), p. 7. 

33 S('e 0. V. 'V ells, A C mnpari,rwn of Outlook Statements 
U'itll Subseque·nt Efforts, lT. S. Departinent of Agriculture, 
Bureau of Agricultural Econmnics, 1930; P. C. Campbell, 
American Agricultural Policy (London, 1933), pp. 105-165 
and Appendix. 

34 H. H. Tolley, The Iii8tory and Object1>oe of Out-
look Work, 13 Journal of Farm Economics, pp. 523-534. 
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some sustaining influence on n1arket prices at the 
time the purchafirs were made, they had practically 
no effect in bringing about the necessary adjust-
ments in production. Subsequently the existence 
of the stocks tended to depress tnarket prices, and 
they were disposed of at heavy loss to the Farm 
Board. I dent, pp. 51-52, and Third Annual Re-
port, Federal Farrn Board, 1932, pp. 63-81. 

No one \Vas n1ore aware than the Farm Board 
itself of the inadequacy of its operations to deal 
fundamentally with the problem of surpluses. In 
its First Annual Report the Board stressed the 
need of measures looking toward the adjustment 
of production :35 

FinaJly, the board regards n1easnres for 
prevention of surpluses, through control of 
excessive production, as absolutely essential 
to stabilizing farm prices and fartn 
Cooperative associations and stabilization 
corporations, supplen1ented by other devicDs, 
n1ay prove able to deal \vith temporary or 
occasional surpluses. But none of these, nor 
all together, nor auy Government agency can 
protect farmers fron1 the consequences of 
repeated or continuous production in excess 
of market requirements. Adjustments of 
production to market requirements are in-

aC'i This was reiterated in subsequent reports of the Board: 
Second Annual Report, 1931, pp. Third Annual 
Report, 1932, pp. 61-62. 
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dispensable, in agriculture as in industry, to 
the solution of surplus problems (pp. 25-26). 

The Board resorted to exhortation ; but this proved 
as ineffective as surveys and forecasts. In late 
1932 the Board reconnnended specifically tba t it be 
given the power-

to provide so1ne means of elevating the re-
turns to fartuers from the production of ex-
portable farm in surh a way as (a) 
to pay the costs, if any, on a continuous and 
self-sustaining- basis, and (b) to provide an 
effect,iyr systcn1 for regulating acreage or 
quantities sold or both. 311 

d. The Agricultural Adjustment Act was designed to aid in restor-
ing general economic activity and was soundly constructed for 
that purpose 

The title of the Agricultural Adjustment Act re-
veals that its first purpose was "to relieve the exist-
ing national economic emergency by increasing ag-
ricultural purchasing power." Section 1 of the 
Act describes briefly the situation ·with which it was 
designrd to deal and indicates that the Act was ex-
pected, by aiding agriculture, to promote the gen-
eral welfare. rrhe section declares that the "pres-
ent acute economir emergency'' is ''in part the 
consequence of a severe and increasing disparit:v· 
between the prices of agricultural and other com-

36 See Special Report of Federal Farm Board, House 
Dm·nment No. 489, 72d Cong., 2d Sess., p. 3. 
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modities, ·which disparity has largely destroyed 
the purchasing power of far1ners for industrial 
products, has broken down the orderly exchange 
of conunodities, and has seriously irnpaired the 
agricultural assets supporting the national credit 
structure.'' 

The means adopted in the Act to increase agri-
cultural purchasing po·wer vvere a logical develop-
ment of prior efforts to,vard the san1e end. The 
Act '';as designed, however, to avoid the shortcom-
ings of previous 1neasnres. The Agrien1tural Ad-
justn1ent Act, instead of attempting to support 
prices through stabilization operations or n1arket-
ing controls, proposed to assist in the readjustment 
of supplies then1selves, -vvith the expectation that 
more balanced supplies would the1nselves result in 
higher prices and larger incon1es. This expectation 
vvas in full accord 'vi t h the background of facts 
concerning agricultural prices and income, as has 
previously been shown. 

The mechanis1n provided by the Act to pron1ote 
adjustment of production of basic products ·was 
based upon a voluntary contract between individual 
producers and the Government. Under these con-
tracts, cooperating farmers agreed to adjust acre-
age or marketings in return for rental or benefit 
payments. 

The period 1909 to 1914 was chosen by Congress 
as the objective to which the purchasing power of 
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farmers should be restored. That period repre-
sented generally one of considerable agricultural 
and industrial stability, with a good balance be-
tween the production and consumption of each 
product, with equilibrium bet,veen the purchasing 
power of city and country, with well sustained in-
dustrial activity, and little une1nployment.37 The 
selection of this period set a reasonable limit to the 
increases in farm prices. Indeed, it would have 
been reasonable to select a higher standard than 
the pre-war period, in view of the long-time tend-
ency, already described, for wholesale prices of 
industrial products to fall (because of decreasing 
costs of production of industrial products) relative 
to -wholesale prices of agricultural products. See 
pp. 181-182, suprn. 

The principles of the act were tested in the cot-
ton progra1n in 1933, the \Vheat program in 1934 
and 1935, and the corn-hog program in 1934 and 
1935. In each of these programs the grtat major-
ity of producers voluntarily accepted the necessary 
adjustment and cooperated in the progra1n; the 
acreage was readjusted; production \vas likewise 

37 As early as 1921 it was recognized that the pre-war 
period was the latest period o£ relatiYe stability. See United 
States Departinent of Agriculture, Bulletin 999, August 26, 
1921. See also chart, .Addendtun, p. 5G. The period between 
1 U21 and 1929 was 1narkecl by abnormal relationships be-
tween agricultural and industrial prices and cosls and by 
mala(ljustments in the various branches of industry and in 
foreign trade. 
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readjusted; and the export surpluses 'vere 
1narkedly reduced. 38 

38 The significant developments in these three fully volun-
tary programs are as follows : 

.-1creages 

Acreage planted ( 1932) ------------------- ________ 36, 542, 000 
Acreage planted (1933) ---------------------------- 40, 852, 000 
Acreage harvested under voluntary program ( 1933) _ 29, 978, 000 
Acreage planted under voluntary program ( 1934) __ _ 

( })l'L'lim.) ________ ____________ _ ___ _____ _____ ___ __ 28, 412, 000 
Wht-at: 

Acreage planted (1933)____________________________ GG, OOH, 000 
Acreage planted under voluntary program ( 19:34) __ _ 

( tJrclim.) --------------------------------------- (i0, 371, 000 
Acreage planted under voluntary program (1H35) __ _ 

(prelim.) _ ------------------------ _ _ __ _________ ti:-i, 173, 000 
,Corn: 

Acreage planted (1933) --------------------------- lOil, H82, 000 
Acrt'age planted under voluntary program (1034 )___ 102, 000 
Acreage planted under voluntary 1n·ogram ( 1935) 

(,July 1 t'Stimatt' of aneage for han·(>:;;;t) _ -------- 93, ;)90, 000 

The fanners cooperating in these Yoluntary adjusbnent pro-
grams operated 78% of the total wheat acreage, 75-80% of 
the total corn-hog production, and 73% of the total cotton 
acreage. 

Source: (Wheat) Facts About Wheat, Wheat Circular No. 
1, p. 6; (Corn) Agricultural Adjustinent in 1934, p. 87, both 
by the Agricultural Adjushnent Administration, U.S. Dept. 
of Agriculture. (Cotton) Yearbook of Agriculture 1935, 
U. S. Dept. of Agriculture, p. 426. 

Production 

Prior to Subsequent to A. A. A. A.A. A. 

1Q31 1Q32 1933 }g34 }g3f} 

----
Wheat (mlllwn bu.) ___________________ 932 744 529 497 599 (prelim.). 
Cotton (rmlhon bales) _________________ 17 1 13.0 13.0 9 6 11.1 (Nov. 1, est.). 
Hogs-slaughter under Federal inspec- 44.8 4:5 2 47.2 43.8 

twn (m1lhon bead). 

The excessive reduction in hog slaughter in 1935 reflected 
the disastrous drought of 1934. Droughts also accelerated 
the reduction in wheat production and wheat surpluses. 
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It was, of course, necessary that the adjustment 
policies for cotton and wheat be arranged with a 
view to the fact that they are international com-
modities and that, consequently, reduction of pro-
duction in the United States could not correct the 
world surplus if acreage reductions here were ac-
companied by offsetting expansions abroad. As 
the United States ordinarily produces less than 
one-quarter of the world's wheat/!) control of wheat 
production in the United States alone could not 
have coped with the 'World wheat surplus. Other 
leading wheat-producing nations agreed to cooper-
ate in adjusting wheat production and exports, 
under the International Wheat Agreement signed 
at London ou 1'\ugust 25, 1933!() Partly as a result, 

Carru-overs 

Carry-over at begmning of crop 
season-

1932 1933 1934 Ul35 
--------

Wheat (in U S.), mllllon bushels _________________________ 385 393 286 162 
.American cotton (world total), million bale9 ______________ 13 0 11.6 10 6 9.0 

Source: U. S. Dept. of Agriculture, Agricultural Adjust-
February to December 1934, pp. 45, 71; official reports 

of Bureau of Agricultural Economics, U. S. Dept. of Agri-
culture, and preliminary estimates for 1935 from reports of 
Div. of Crop and Livestock Est., Bureau of Agri. Economics, 
U. S. Department of Agriculture. 

39 Yearbook of Agriculture, U. S. Dept. of Agriculture, 
1935, pp. 35&-357. 

4° Congress recognized the existence of this agreement in 
authorizing the Department to pay its share of the expenses 
oi the joint secretariat. Pub. No. 62, 74th Cong., 1st Sess., 
p. 3R, approved May 17, 1935. 
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adjustment in wheat acreage in the United States 
has been accompanied by reductions in other lead-
ing export countries. 

The world p1·ices of cotton are dominated by the 
production and price of American cotton. See 
B. B. Smith, Factors Affecting the Pr£ce of Cot-
ton, p. 195, supra. It \vas, therefore, reasonable 
to assume that reduction in the United States 
could improve the world position. It is true that 
commercial pi'oduction of foreign cotton ( exclud-
ing China) had gradually expanded from a level 
of about four million bales forty years ago to a 
level of nine or ten million bales since 1925 (see 
AgriculttPral Adjustment in 1934, U. S. Dept. 
of Agriculture, p. 59) ; and during that period 
American exports constituted a steadily decreasing 
proportion of the total foreign cotton consumption. 
Nevertheless, since prior to the adoption of the 
An1erican program other countries had seriously 
reduced their production, and since the area suit-
able for cotton production in other countries is 
lin1ited, it was anticipated that the reduction here 
would not be accompanied by such an expansion in 
production abroad as to cause a failure of the pro-
gram. These expectations have in general been 
borne out by subsequent developments. In 1933, 
1934, and 1935 the cotton-adjustment programs in 
the United States reduced American cotton produc-

LoneDissent.org



209 

tion by ten million bales. 41 During the sa1ne period 
cotton production abroad has totalled approxi-
mately one million bales in excess of that which it 
probably would have reached in the absence of 
stimulation from the higher prices due to the 
American adjustment programs.(2 

u A total of 10,497,000 acres growing cotton was taken out 
of production in 1933 and the harvested crop amounted to 
13,04 7,000 bales. It was estirnated that the reduction pro-
gram reduced the crop by 4,500,000 bales. (See Agricultural 
Adjustment in 1934, pages 45 and 46.) In 1934 a total of 
14,603:000 acres of cotton land were rented and kept out of 
cotton production (although it was n1ade available for pro-
ducing food, feed, and soil building crops). That prograrn, 
together with the drought, reduced production to 9,636,000 
bales, and the 1935 crop was estimated by the Crop Report-
ing Board on October 8, 1935, at 11,464,000 bales. In all, 
American cotton production has been reduced by a total of 
around 10,000,000 bales belo·w what it otherwise would have 
been, by the reduction programs of 1933, 1934, and 1935. 

42 Cotton production in foreign countries was reduced 
from 12,189,000 bales in 1930-31 to 10,499,000 bales in 
1931-32 and 10,937,000 bales in 1932-33, largely by unsatis-
factory growing conditions which reduceu per acre yields, 
and the cotton restriction progratns in Egypt. In 1933 
foreign cotton acreage was increased fr01n 40,561,000 acres to 
44,556,000 acres. That was approximately the sarne rPla-
tive increase as occurred in the planted acreage of the United 
States in 1933 and, as in the United States, rnost of the in-
crease occurred before the cotton-adjustrnent progran1 was 
put into operation and before it could possibly ha Ye affected 
plantings. Foreign production in 1!J33-34 totaleu 13,522,000 
bales and no in1portant part of the increase could have re-
sulted from the adjustment prograrn in the United States. 
In 1934-35 foreign cotton production rose to 13,!J86,000 bales. 
Production for 1935-36 has not yet been completely re-
ported, but it is expected to be approximately the sarne as 
that of 1934-35. It is doubtful, therefore, that rnore than 

24926-35--14 
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The soundness of the voluntary contract system 
depends both upon the correctness of the adjust-
ments sought to be made for each comn1odity and 
upon the sufficiency of the number of farmers co-
operating to make the program effective. The in-
itial voluntary programs were entered upon only 
when farm meetings throughout the regions con-
cerned indicated that a sufficient proportion of 
farmers ·would probably sign the contracts. Be-
fore entering upon a second prograrn for the same 
commodities, the willingness of farmers to continue 
to cooperate was determined by referenda open to 
all producers of the particular comrnodity. From 
67 to 96 percent of the producers concerned voted 
for continuing the programs. •3 

1,000,000 bales of foreign production can be attributed to 
the improved prices resulting from the adjustment pro-
grams in the United States as an offset to the reduction of 
10,000,000 bales in the American cotton crops of the past 
three years. (See World Cotton Situation, U. S. Dept. of 
Agriculture, April1935.) 

43 Results of referenda on continuing voluntary adjust-
ment programs: 

Contract-signers Noncontract Total farmers s1gners 

Commodity pro- Date of refer-
gram end a Favor- Favor- Favor-

Voting ing con- Voting mg con- Voting mg COD• 
tmu- tmu- tmu-
ance a nee ance 
---

Corn-hog •------- Oct 15, '34 .... 535,690 69 9% .4,026 33 1% 579, 716 67 2% 
Wheat •---------- May 25,'35 ..•. 398,277 89.0% 68,443 72 8% 466, 720 86 7% 
Tobacco •-- ______ Je • Jy • '35 ___ ("') (*) (•) (*) 377,271 9515% 
Corn-Bogs"------ Oct. 26, '35 ____ 745,415 :$% 195,988 67.6% 941,403 86.-t% 

• Separate figures not available. 
• See U S Dept Agr., Agncultural Adjustment in 1934, pp 108-109, 1935. 
• See U.S Dept Agn, Agn. Adj Adm, "Wheat Productwn AdJustment", No. 20, June 

25, 1935. Revised by additiOn of figures for Indiana 
<See U. S Dept. of Agn., Agn. AdJ. Adm. Pres<> Releases 32-36 and 268-36, July 6 and 

Aug 16, I9a5 
4 Prehmmary tabulation See U. S. Dept1 Agri. Adj. Adm Press Release 749-36, Oct. 

30, 1935 

(t:Jlh.) 
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In view of the known facts regarding the relation 
of supplies of farm products to farrn prices and 
farm income, and the relative stability of retail 
prices as compared 'vith fanu prices (supra, p. 
191), it was entirely reasonable to expect that with 
adjustment of production farm prices and incomes 
would rise and would do so much more sharply than 
retail prices. r:rhis expectation was borne out by 
the events. It is that the drought, the 
monetary policy, and other conditions also influ-
enced developments, so that the rise in farm prices 
and farn1 incon1es has been greater than n1ight have 
been expected frotn the operations of the adjust-
nlent p1·ogran1 alone. The adjustment of produc-
tion and consequent reduction of surpluses, bow-
ever, was no doubt a 1najor factor in producing the 
accompanying marked rise in farm prices, 44 the 
increase in farn1 income fron1 the products con-

H Changes in farm prices for the major products affected 
by adjustment programs may be indicated as follows: 

Average pnces received by flt.rm· 
ers August 15 

1932 1933 1934 1935 

------
Wheftt --t per bn-------·--·--·--------------------------- 38.5 74.7 89. e 81.5 
Corn -t per bu ______ ---------------------------- _ -----. _ 30 2 •8. 8 72. 7 80.8 
Cotton -t per pound __ ----------------- _________________ 6. 5 8.8 13. 1 ll.l'i 
Hogs-$ perlOO lb.-------------------------------------- •. 06 3.79 • 61 10.22 

Source: Crops and Markets, vol. 12, No. 9, pp. 367, 368. 
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cerned/5 and the greater relative increase in farm 
prices than in retail prices. 46 

Although the receipt of cash benefit pay1nents 
contributed materially to the increasing farn1 in-
come since the .Act was passed, the major increase 
in farm income was due to the resulting improve-
ment in the market situation and the consequent 
better prices for farm products. Of the increases 
in farm income in 1933 and 1934 over the low level 
of 1932, more than two thirds was due to the im-

45 Farm income fron1 the major products under adjust-
ment programs (including rental or benefit payrnents) In-
creased as follows : 

Millwns of dollars 

1932 1933 1931 
----

Grams (largely wheat and corn) _____________________________ 452 700 749 
Cotton and cottonseed _____ ------- ____________ ---- _______________ _ 464 862 sag Ilogs _____________________________________________________________ _ 548 617 817 _________________________________________________________ _ 108 185 277 

Source: Crops and Markets, Vol. 12, No. 7, Table 4, p. 271. 

•
6 Costs of a given quantity of ten itnportant foods ehanged 

as follows: 

Feh l"eb In-
1933 crease 

------------------ ------
Farm pnce_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ $5 00 $9. 77 95% 
Iteta1l price_______________________________________________________ 21.41 39% 

Source : Waugh, supra, note 14, at p. 13, table 3. 
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proved n1arket position and less than one third to 
direct cash payments as such. 47 

The total amount of the benefit payments made 
out of advances from the general fund of the Treas-
ury, and which the Government is contractually ob-
ligated to make, in connection with the adjustment 
prograrns for 1933, 1934, and 1935 is $1,350,616,379. 
The estimated amount of such payments to be made 
in connection with 1936 adjustment programs, 
under contracts now being offered, is $464,994,288. 
(Staten1ent of the Director of Finance, A. A. A.-
U. S. Dept. of Agriculture, dated November 4, 
1935.) 

In vie\v of the known facts concerning the rela-
tion between far1n income and expenditures, it \Vas 
entirely reasonable to expeet that an increase in 
farn1 incon1e \Vould be accotnpanied by econotnic 
recovery in related industries. Fron1 1929 to 1932, 
as g-ross inco1ne to farrners declined, their expeudi-
tures for fartn supplies such as feed, fertilizer, and 
itnplements had likewise fallen. See p. 184, supra. 
Registrations of auton1obiles in farm states fell 73 

47 The esti1nated increases are as follows, in 1nillions of 
dollars: 

lncreflse over 
1932 

1932 1933 (pre-
lum-
nary) 1934 

----------
Cash mcome from products sold _________________ 4, 377 5, 131 5, 673 754 1, 296 
Benefit payments under AAA adjustment 

programs __________________ . ___ - - - - - - . __ - -- - - - - -------- 278 594 278 594 
----------

Total ______________________ -------_-------- 4,377 5,409 6,267 1, 032 1, 890 

Source· Crops and J.Iarket1, U S Dept of Agnc, July 1935, Vol 12, No.7, p 272 
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percent from 1929 to 1933.48 Their funds for pur-
, chases of products for family consumption had 

fallen even more sharply. See p. 184, note 4, supra. 
Mail order sales (largely sales to farmers) had 
declined 37 percent, 49 and department store sales, in 
cities located in several agricultural regions, had 
declined 30 to 43 percent.11° Farm n1achinery and 

48 New passenger autOinobile registrations, during first 
half of year: 

Industrial 
States • 

Agricul-
tural 

States 
--------------------1---------

I, 26tl, 718 888,639 1933 ______________________________________________________________ _ 4-43,82-4 ZJS, 674 

Decrease, HI2Q to 1933. _____________________ ----- _________ percent __ 65 0 73.2 
1935---------------------------------------------------------------- 873,200 588, 'NO 

Increase, 1933 to 1935. ___________________________________ .percent __ 97 

• All southern states, all midwestern states except Illinois, Indiana, Michigan, &nd Ohio, 
and aU western states except California were considered agricultural; the remaining states 
were considered industrial states 

Survey of Current Business, U. 8. Dept. of Commerce, Bur. For. & Dom Comm , 
Sept , 1W5, p. 18 

49 Mail order sales of Montgomery Ward & Company tllld 
Sears, Roebuck & Co., combined, were as follows: 

(Monthly 
average orders) 

1929 ___________________________________________________ $61,249,000 
1932-------------------------------------------------- 38,R44,000 
1934 __________________ ----------------------------------- 4!}, ()40, 000 
1935 (April to July)---------------------------------- 58, 901,000 

Source: U.S. Dept. of Commerce, Survey of Current Business, 1932 Annual Snppl., p. 51; 
March JgaJ, p. 27; March 1935, p. 27. 

:;o Sales by department stores for the Unit-ed States and in 
certain selected Reserve Districts where agriculture pre-
dominates, were as follows: 

(Index of dollar sales, 100) 

1929 1932 1934 

----
United 100 (11 68 
Atlanta District ___________ --- __ ------ __ ------------ _____________ _ 100 (II 80 
Dallas District _____________ --- ___ -----_. __ --- __ . ______ ---- __ ------ 100 67 12 
Kansas City District.. __ --------- __ ----_---------------- __ ------ __ 100 (17 76 
Minneapolis District. ______ ---_----_------------ __ --- __ ----- _____ _ 100 70 73 

Source: Computed from d&ta in Survey of Current Business, U. s. Dept. of Commerce. 
1gg2 Annual Supp!., p. 51; March 1g33, p. 27; March Iggfj, p. 27. 
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buildings were badly run down ; purchases and re-
pairs in 1931 and 1932 had replaced less than half 
the depreciation during those years. 5 1 

Since 1932, the level of mail-order sales increased 
54 percent; 52 sales of department stores in pre-
dominately agricultural regions expanded from 13 
to 21 percent; 53 farmers' expenditures for machin-
ery and buildings increased. ninety percent (sef 
Chart 6); 54 and ne,v-car registrations in typieal ag-
ricultural states n1ore than doubled.55 Ship-
ments of industrial products from industrial 
states to agricultural states increased thirty-nine 
percent from 1932 to 1934, and shipments of goods 
used by farmers in their farm operations increased 

51 In 1931 and 1932, the depreciation of far1ner-owned 
buildings and equipment was estimated to total $1,648,000,-
000, the total expenditures on repairs and replacements to 
total only $782,000,000. Crops and Markets, Vol. 12, No. 7, 
pp. 271, 272. Cf. note 4, p. 184, supra. 

:;z See footnote 49, supra. 
53 See footnote 50, supra. 
114 Negative No. 29514, published by Bur. Agric. Econ. 

Farmers' expenditures on capital were $261,000,000 in 1932, 
$323,000,000 in 1933, and $495,000,000 in 1934. Crops and 
Markets, supra, note 51, p. 271. 

55 See Survey of Current Business, U. S. Dept. of Coru-
merce, Sept. 1935, p. 18. 
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seventy-five percent.56 In automobiles, the expan-
sion in sales in rural areas was much more than in 
industrial areas. In the first half of 1935, new-car 
registrations in agricultural states were 14 7 per-
cent larger than in the first half of 1933, whereas in 
predominately industrial states, the Increase was 
97 percent. 57 

CHART 6 
CASH INCOME PER OWNER-OPERATED FARM AND EXPENDITURES 

MAChiNERY AND IMPROVEMENTS.1926-34 
INCOME E XPENDITURES 

( PEI!CENT ) (PERCENT) 

r- -

100 100 

1\ -r-

80 (\ 75 \ 
I\ 

r- !noome I\ -

60 50 
I ' 

r- Expend,ture /1\ .J4 -
I \: 

40 25 .,.. 
I 

1926 27 28 29 30 31 32 33 34 35 36 
U.S OEPUTMENT Of AG.ICULTU•E IU.EAU OF AG•ICULTU•AL ECONCWICS 

56 These figures represent a tabulation of car-lot shipments 
on four railroads, originating in 16 states of the industrial 
northeast, and billed to 10 states of the agricultural south-
east. The changes noted were as follows : 

Carload shipments 

July 1, 1932, July I, 1933, Increase to June 30, to June 30, 
1933 1934 

(million (million 
pounds) pounds) 

All industnal and manufactured products except coaL .. 2,105 2,921 38 8% 
Goods used by farmers in farm operatwns_-- ___ -- ___ -- __ 61. 5 107 6 75. 1% 
DomestJC and personal goods ____ . _______ -----_.---.--.-- 115 6 182 3 57.6% 
Cash farm income in the ten agricultural states (millions)_ $451. 6 $722.0 59.g% 

Source: U. S. Department of Agriculture, Agricultural Adjustment in 1934, 
pp. 272, et seq. 

57 See note 48, supra. 

LoneDissent.org



217 

During the decline from 1929 to 1932, industrial 
activity, employment, and pay rolls in industries 
producing these products had fallen off as sales had 
declined. It was reasonable to expect that restored 
farm income and purchases would lead to renewed 
production and employment in these industries. 
This expectation, likewise, \Vas borne out by the 
subsequent developments. From 1932 to 1934 the 
purchasing power of employees in the farm ma-
chinery industry increased 136 percent; in auto-
mobiles, 77 percent; in fertilizer, 56 percent; in 
cotton goods, 61 percent. (See Appendix, Part E, 
pp. 77-78.) 

It was logical to expect that the recovery in agri-
culture and in related industries \vould be reflected 
broadly in other industries, due to the direct and 
indirect effects of renewed spending both by farrn-
ers and by \Vorkers in industries related to farming. 
A major proportion of the industrial une1nployed 
were out of work directly 0r indirectly because of 
farrners' reduced ability to buy.58 While by no 
means all the recovery in pay rolls and emploJinent 
from 1932 to date can be ascribed to the increased 
income in agriculture, it is significant that n1arked 
increases in the buying power of factory pay rolls 
occurred in industries directly affected by farrn 
buying power; that sirnilar 1narked increases oc-

Cis See analysis of unemployment data in Senate Hearings 
on Agricultural Adjustment (supra, note 20), page 431, and 
House Hearings on Agricultural Adjustment (supra, note 
20)' pp. 360-361. 
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curred in related indus tries, such as iron and steel 
products, 62 percent; general machinery, 58 per-
cent; rubber, 40 percent; chen1icals, 25 pereent. 
This improvement was reflected generally through 
other industries. (See Appendix, PartE, pp. 77-
78.) The physical volume of industrial production 
expanded 24 percent fron1 1932 to 1934; the volume 
of car loadings increased 11 and factory 
employment increased 24 percent. 5{

1 

During the period of declining farn1 prices, 
credit institutions collapsed generally in rural re-
gions, as bas already been shown (See supra, 
p. 186). It was reasonable to believe that increases 
in farm incomes would enable farmers to meet 
their taxes and interest payments, and to cease 
their drains on rural bank balances, and that the 
higher prices of farm products would raise land 
values, increase the security behind farm loans, 
and so stabilize rural credit conditions. These ex-
pectations have been confirmed by subsequent ex-
perience. Improvement in business began in the 
Cotton Belt, as the first adjustment program got 

On the base of 1923-25 = 100, the indexes are as follows: 

Percent 
1932 1934 increase 

11132 to 
11134 

Industrial Production .• --- ________________ •. __ •• ____ ..••• _____ •• M 711 24 
Loadings •• ------------------------------------------ 58 62 11 

Factory Employment. •• ___________ ---------- __________________ _ M 711 24 

See Federal Reserve Bulletin, October 1935, p. M5. 
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under way.80 Commercial failures in farm regions 
have shrunk to a small fraction of their previous 
level; 61 deposits in country banks have risen 
sharply (See Chart 10, infra, p. 249), and values of 
farm land have recovered materially.82 

That the increase in farm income was a very 
important factor in the business recovery which 
has taken place since 1933 is recognized 1n the 
monthly publication of the N atioual City Bank of 

60 See Addendum, :folio pp. 1:31-142, :following p. {)8. 
61 Liabilities involved in commercial failures in the Atlanta 

Federal Reserve District, since the cotton-adjustment pro-
gram began to function, totaled only $406,000, which, except 
for the month o:f May 1931, was the lowest for the period 
shown since August 1928. In the Rich1nond Federal Reserve 
District, comn1ercial failures in February 1934 involved lia-
bilities of only $850,000, the lowest for the period shown, as 
cmnpared with $9,783,000 in liabilities on account of com-
mercial failure..-; in February 1933. (See Addendum, folio 
pp. 117-123, following p. 68.) 

82 The estimated value per acre of the farm real estate of 
the United States, in terms of pre-war average value, on 
March 1 o:f selected years was as follows : 

[1912-14 Average=lOO] 

1, 1929------------------------------------------------- 116 
1, 1933------------------------------------------------- 73 

March 1, 1935------------------------------------------------- 79 
For figures through 1933, see The Farm Real Estate Situa-
tion, 1932--33, by B. R. Stauber, U. S. Department of Agri-
culture, Circular No. 309, December 1933, p. 8. For 1935 
figures, see Crops and Markets, Vol. 12, No. 5, May 1935, 
p. 181, published by the U. S. Department of Agriculture. 
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New York for October 1935, where the following 
appears, at pages 146 and 147: 

It is hardly deniable that the impetus to 
the general business improvement originated 
on the farms, in the improved relatjonship 
between farm and industrial prices, which 
gave farm products a greater value in ex-
change for the products of industry. * * * 

All the farm markets have had a vast irn-
provement, through the reduction or elimina-
tion of the surpluses accumulated even be-
fore the depression. Balanced relationships 
between supply and demand have been re-
stored, and buyers are no longer afraid of 
the markets, or unwilling to carry the stocks 
that accumulate during the season of pro-
duction. * * * 

The increase in farm prices and income was cal-
culated to expand incomes of industrial workers to 
a greater extent than it would increase living 
costs.-The foregoing facts make it clear, we be-
lieve, that the provisions of the Act under discus-
sion were soundly constructed to promote not only 
the welfare of agriculture but that of industry gen-
erally. By way of summary this conclusion can be 
made even more plain. The exceedingly low prices 
of farm products prevailing in 1932 did not mean 
simply that consumers could secure goods at low 
cost. On the contrary, such prices meant that farm-
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ers had lost in large measure their ability to buy 
industrial products; that industrial workers were 
without employment; and that the production and 
exchange of products between city and country was 
rapidly coming to a standstill. The expectation 
that increased prices and higher incomes to farmers 
would result in expanded production and employ-
ment in industry was supported by the experience 
in the last preceding depression. An expansion in 
agricultural purchasing power in 1921 to 1922 was 
a large factor in bringing about subsequent expan-
sion in purchasing power of other groups and emer-
gence from the first phase of the 1920-1921 indus-
trial depression. See Economic Bases, supra, at 
65-66. That expectation was further supported by 
the fact that the decline in farm income from 1929 
to 1932 had been accompanied by a corresponding 
decline in the income of factory workers. (See 
Chart 7.) 63 It bas been confirmed by the fact that 
the increase in farm income from 1932 to date has 
been accompanied by an almost exactly correspond-
ing increase in the income of industrial workers, as 
shown by the same chart. 

03 Reproduced from 1936 Outlook Chart Book on Dmnand, 
Crecht, Prices (U. S. Dept. of Agric. 1935), p. 2. 
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The previous decline in prices had not increased 
the welfare of industrial workers, since pay rolls 
had fallen twice as sharply as living costs. (See 
Chart 8.)M It was therefore logical to assume that 

' PERCENT L 
110 

CHAHT 8 

FACTORY EMPLOYMENT. PAYROLLS. 
PER VvORKER. AND COST OF LIVING 

1928•100 

I 0 0 
90 
80 
70 

60 
50 
40 

110 
100 iM-... 
90 
80 
70 
60 

JULY J!IN JU\.Y JIIN JULY JIIN JUL'I' JAH JULY J.&.N JULY JAN JULY JAN. JULY 

1928 1929 1930 1931 1932 1933 1934 1935 

higher and restored farm incomes would be 
accompanied by a more rapid rise in industrial pay 
rolls than in food prices. This expectation was ful-
filled. From 1932 on, industrial pay rolls increased 
much more sharply than living costs rose, reflecting 

64 Negative No. 29542, published by Bur. Agric. Econ. 
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both increased employment and higher wages; 
while average wages per worker employed rose 
more rapidly than their costs of living. From 1932 
to 1935, earnings per worker rose and food prices 
rose in the same proportion; but costs of living 
other than food, which had declined only half so 
much before, remained constant. By the middle of 
1935, those vvorkers actually employed had, on the 
average, regained the purchasing power they en-
joyed in 1929; and millions more were employed 
than in 1932. As ·was expected by Congress when 
it passed the Agricultural .Adjustment Act, higher 
farm prices were accompanied by increased eco-
nomic activity and a higher standard of welfare 
for the general population. 

One reason \V by increased fartn income can be 
expected to be accompanied by increased activity 
in industry is that farm products are sold and 
the income from them reflected in farm pur-
chases and general activity, n1onths before those 
crops ar2 purchased by consun1ers. Farmers re-
ceive a very large part of their year's income dur-
ing a fevv 1nontbs of each year, when crops n1ove 
to market. (See Chart 9.) 65 Consumers of farm 

65 Negative No. 20515, published by Bur. Agric. Econ. 
During the three months of heaviest 1novmnent for each, 
farn1ers 1narket ()0 prrcent of their wheat and cotton. l\1ills 
process only one-quarter of their annual consumption during 
the corresponding months. Yearbook of Aqricultnre for 
ltJ35, pp. a59, 429, and Production Indexes of Federal Reserve 
Board showing usual seasonal variation for wheat and cot-
ton milling. 
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products gradually buy these products over the 
succeeding t\velve months or longer, as they need 
them. Meantime, banks and other credit agencies 
backed by current market prices advance the funds 
to move the crops, and thus use their credit to put 
purchasing po,ver into the bands of farmers ahead 
of the time when consumers are called upon to 
make corresponding expenditures. During the 
period from 1929 to 1932, the declining far1n prices 
constantly reduced the funds advanced by credit 
agencies to n1ove the crops; the dec line in inco1ne 
received by farmers led the1n to curtail their ex-. 
penditures; and unen1ployment in the cities in-
creased in consequence. (Note on Chart 9 how 
declining farm income in the final quarters of 1930, 
1931, and 1932 \vas reflected in reduced rural sales 
in the same periods.) 

In view of the relationship which had prevailed 
during preceding years, it was reasonable to expect 
that higher prices for far1n products would increase 
advances by credit agencies, put more incon1e in the 
hands of far1ners ahead of the increased payments 
by consumers, increase farmers' den1and for indus-
trial products, expand industrial activity and em-
ployment, and so expand urban incomes more than 
food cost would be raised. These expectations 
were fully borne out, as is clear from Charts 7 to 9, 
inclusive, and other facts already cited. 

it is seen llmt Act was part of a group 
of Congressional measures designed to relieve the 
widespread distress of the greatest depression the 

I 
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nation has experienced. It was a vital part in a 
coordinated and deliberate attempt to restore the 
purchasing power of the farming communities and 
the economic well-being of the entire country. 

The appropriation made to finance this purpose 
plainly met \vhat Hamilton called "the only qnali-
fication'' of the power conferred by the \Velfare 
clause, "That the object, to vvhich an appropria-
tion of money is to be made, be general, and not 
local; its operation extending, in fact, or by possi-
bility, throughout the Union, and not being con-
fined to a particular spot.'' 3 Han1ilton 's ''r orks, 
IIa1niHon Ed., p. 250. See also Story on the ( ;onsti-
tution, Sec. 92·2. vV e submit that the levy of the 
processing tax and the appropriation of the pro-
ceeds thereof, in order to provide funds to rnake 
rental and benefit payments to farmers under the 
Act, \vere for the general welfare. 

8. The tax was laid and the proceeds thereof were 
appropriated for a public purpose • 

It has been argued that these taxes are not for a 
public purpose in that they take property frorn one 
rlass and give it to another class for the private 
benefit of the latter, and that, therefore, they violate 
the A1nendn1P11t. If by this argument it is 
1ueaut that the Fifth A1ncndrnent n1ight be used to 
strike down a tax because of its purpose, ·where the 
tax was levied for oue of the purposes expressly 
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approved and set forth in Article I, Section 8, 
Clause 1 of the Constitution, the vio-
latefJ fundamental principles of cons6tutional con-
struction. The purpose expressly approved by one 
part of the Constitution cannot be said to be ren-
dered invalid by dra\vn fro1n son1e 
other part of that instrn1nent. Brushaber v. Union 
Pac1:jic Ry., 240 U. S. 1, 24; B£ll-iugs v. United 
States, 232 U. S. 261, 282; M c01·ay v. U nitcd States, 
195 U. S. 27, 61. In Balings v. [Tu itcd States, 
supra, the Court said (p. 282) : 

It is also settled beyond dispute that the Con-
is not self-destructive. In other 

words, that the powers which it confers on 
the one hand it does not immediately take 
a-way on the other; that is to say, that the 
authority to tax which is given in 
tern1s is not limited or restricted by the sub-
sequent provisions of the Constitution or th(l 
amendn1ents thereto, especially by t h<· d ne 
process clause of the Fifth An1endment. 

In Article I. Section 8, Clause 1, the Constitntiou 
gives Congress the po\ver to tax for the purposPs of 
providing- for the general we have 
already shown, the tax here was laid for the gen-
eral welfare. If a tax for this purpose were to hf' 
struck down nuder the Fifth A1neudn1ent on the 
ground that this purpose is invalid, the result 
\vould be, as pointed out in Billings v. United 
States, supra, p. 283, to render the Constitution 

I 
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nnconstitutional.66 In the case of the Federal Gov-
erlnnent there is no need to resort to ilnplication 
to determine the purposes for which taxes may be 
laid, because the Constitution itself specifies those 
purposes directly and unambiguously. There is no 
occasion in the field of Federal taxation for the 
application of any "public purpose" doctrine snch 
as is recognized in the case of States and Inunici-
paliti es. Since the purpose of the levy imposed 
by is one of those specified in Article I, 
Section 8, Clause 1, the purpose cannot be held 
to be invalid under the Fifth Amendment. 

There is nothing to the contrary in Rat'lroad Re-
tirement Board v. Alton R. R. Co., 295 U. S. 330. 
The Railroad Retirement Act was not a revenue 
measure but was an attempted exercise of the power 
to regulate commerce. The point presented there 
was whether a statutory requirement that re-
tired employees should, be paid compensation was 
regulation of co1nmerce between the states within 
the interstate con1meree clause. 1"'hat presented a 

66 This principle is not inconsistent with such easet: as 
Nichols v. Ooolidye, 274 lJ. S. 531, 542; Untennyn· v. Ander-

27G U. S. 440: Ilcinel' v. Donnan, 285 lJ. H. 312. 
eases dealt with arbitrary exercise of the taxing p<nw•r. In 
those therP was no question of tlw Fifth ..AmPrHlnwnt 
by 1mplicat.ion rendering ineffective an express grant of 
power found in another pa.rt of the Constitution. The cases 
which have n1ost dearly enunciated the rule that the Consti-
tution rnay not be construed as self-contradictory have rec-
ognized that the principle does not deny the application of 
the Fjfth Arnen(hnent to prevrnt arbitrariness in taxa.t ion. 
See v. Union Pac. R. R., 240 U. S. 1, 24-25. 
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question of the right of the Federal Governn1ent to 
enforce compulsory legislation. The case \Vas dis-
tinguished (pp. 359, 360) from Noble State Bank 
v. Haskell, 219 U. S. 104, because the irnposition 
there was akin to a tax "in which the share of 
each party in the benefit of a scheme of mutual 
protection is sufficient cornpensation for the cor-
relative burden that it is cornpelled to assume." 

Rules applicable to municipal taxation are not 
relevant to the great power of Congress to raise 
revenues.ti 7 The public purposes appropriate for 
local taxes are not of the san1e orde1· as the pur-
poses vvhich of necessity Congress n1ust further. 
The distinction bet,veen the two types of taxation is 
clearly pointed out by Judge Cooley (1 Cooley, Tax-
ation, 4th Ed., pp. 388-390): 

In c-onsidering the legality of the purpose 
of any tax, a question of first importance ----

67 It is not without significance that while the re(]nirement 
of public purpose is well recognized as a test to be applie(l to 
state and local taxation, no reference to this concept appears 
in the decisions of this Court dealing with Federal taxation. 
Cf. Hearl Money Oases, 112 U. S. 580, this Court in 
the of its considPration of the objections raised to the 
exaction tlwre involved, not only made no nwntion of "pub-
lie purposp " as a test of the Yalidit:v of Federal taxation, 
but specifically stated (p. 595) that if the statute were to be 
tested by the criteria applicable to Federal taxes, "it would 
not be difficult to show,, that a 1evv to raise funds for the 
relief of immigrants in distress ( an1ong other purposes, see 
p. :190) 'vas "made for the general welfare." Tlw limite(] 
purposes of the levy were Inerel:v cited as further 

addition to the title and language of the Act) for the 
Court's decision that the statute was not meant to bt> an 

of the taxing power, since ordinarily our rPYPmle 
mPasnrPs are levieJ for general rather than specific govern-
Inental purposes. 
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n1ust al'Nays concern the grade of the gov-
ernnlent which assun1es to levy it. * * * 
There therefore, be a public purpose as 
regards the Federal union, which would not 
be such a basis for state taxation * * * 
A municipal government is one of delegated 
and limited powers, whose authority will re-
ceive a so1newhat strict construction, render-
ing it necessary that it shall find the purpose 
for which it may tax clearly and unmistak-
ably confided to its charge by the state. 
* * * it is otherwise \Vith the Federal 
union al:so, for though its po\Yers are not 
general like those of the state, but are lim-
ited and defined by the Federal Constitution, 
yet as they concern the most irnportant mat-
ters of government and relate to subjects not 
of domestic concern merely, but of interna-
tional intercourse, and to other matters 
which sornetin1es call for broad and compre-
hensive views, and make a policy of liberal 
expenditures wise and statesmanlike, it 
would be neither reasonable nor prudent to 
subject its action in the matter of taxation 
to critical rules. That which it decides to 
be an object of public expenditure must gen-
erally be accepted, and errors in its action 
n1ust be eorrected by discussion and through 
public opinion and the elections. 

Thus, while in local taxation, the courts may, in 
extrerne cases, review the legislative deterrnination 
that a particular object is for a public purpose (see 
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1 Cooley, Taxation, 4th Ed., p. 400), in :F'ederal 
taxation, Congress should be the final arbiter of 
what constitutes a Federal public purpose. And 
even if the courts will undertake to review the 
Congressional action, the determination of what is 
a public purpose in Federal taxation is not subject 
to rules as narrow as those applicable to state tax-
ation. The need for a broader and more compre-
hensive policy with respect to Federal expenditures 
requires a correlatively broad and comprehensive 
doctrine of public purpose as applied to Federal 
taxation. That doctrine should be satisfied if the 
tax is laid ·for the general welfare. That which is 
for the ''general welfare'' as those words are used 
in the Constitution, must of necessity also be for a 
public purpose. It is inconceivable that it could be 
held that it was not for a public purpose to use the 
proceeds of taxation to promote the general welfare 
of the Nation. Since, as we have shown, the tax 
here was for the general welfare, we submit that, 
by the same token, it was for a public purpose. 

Yet even viewed by the more narrow and critical 
rules applicable to state taxation, the purpose here 
was clearly public. In Loan Association v. Topeka, 
20 Wall. 655, 665, this Court held that one test of 
what is a State public purpose is "the course and 
usage of the Government, the objects for which 
taxes have been customarily and by long course of 
legislation levied.'' Applying this test in the light 
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of the long history of Federal aid to agriculture, we 
find no difficulty in concluding that the tax here 
is for a public purpose. 

And in Green v. Frazier, 253 U. S. 233, 240-242, 
this Court held that, even in regard to local taxa-
tion, public purpose must be construed in a broad 
sense to include anything that will tend to promote 
the "general well-being of society, and advance the 
present and prospective happiness and prosperity 
of the people.'' See also Hackett v. Ottawa, 99 
U.S. 86, 93-94; State ex rel. Reclamation Board v. 
Cla'USen, 110 Wash. 525; Egan v. San Francisco, 
165 Cal. 576, 581; Booth v. Woodbury, 32 Conn. 118. 
In accordance with this rule it is recognized that 
aid to agriculture is a fit subject for the expendi-
ture of state funds. Green v. Frazier, 253 U. S. 
233; Fallbrook Irrigation District v. Bradley, 164 
U. S. 112; State v. Robinson, 35 Neb. 401, 53 N. W. 
213; Cobb v. Parnell, 183 Ark. 429, 36 S. W. (2d) 
388; State ex rel. Reclamation Board v. Clausen, 
110 Wash. 525, 188 Pac. 538. As stated in Carman 
& University of Ky. v. Hickman Co., 185 Ky. 630, 
637: 

* * * public funds may be set apart to 
develop and promote the general agricul-
tural interest of the State, because it is a 
Ina tter of comn1on know ledge, of which 
everybody must take notice, that in the agri-
cultural interest of the state lies its chief 
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source of wealth, and that the prosperity of 
the state springing from this source con-
tributes to the growth and importance of 
every other industry in the state as well as to 
the comfort and happiness of the whole peo-
ple. .And it is in recognition of this indis-
putable and thoroughly known fact that 
appropriations made to stimulate the agri-
cultural interests of the state have always 
been regarded as made for a public purpose. 

It is true that in certain of the earlier state 
cases taxation for the relief of group distress was 
classified ·with uncons6tntional grants of aids to 
individual enterprises, without consideration of the 
public concern in the alleviation of comn1on dis-
aster. Lo1oell v. Boston, 111 Mass. 454; 
& Co. v. City Council, 23 S.C. 57; In re Relief Bills, 
21 Colo. 62; The State v. Osawkee To,wnship, 14 Kan. 
418. But these cases are contrary to the weight of 
authority and to the modern trend of permitting 
municipalities and States a wider range in under-
taking to promote the public welfare or enjoy1nent 
(Egan v. San Fra.ncisco, 165 Cal. 576, 581, 133 Pac. 
294) .63 The courts have recognized that the wants 

68 See Chest€r Collins Is Govern1nent Merchandis-
ing 52 American Law Review 215; State 
Taxation for the Relief of Group Distress, 41 Yale Law 
Journal 779; Frederick N. Judson, Public Purpose for which 
Taxation is ,Justifiable, 17 Yale Law Journal, 162; Note, 
41 Harvard Law Review 775; Note, 34 Harvard Law Review 
207; Jennings & Sullivan, Planning for Agriculture, 42 Yale 
Law Journal 878, 

I 
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and necessities of the people change and that \vhat 
could not be deemed a public use a century ago, 
may, because of changed economic and industrial 
conditions, be such today. Green v. Fraz1:er, 253 
U. S. 233, 242; Su/J'l Publishing Assn. Y. Mayor, 8 
App. Div. (N. Y.) 230, 236; Laughl,in v. City of 
Portland, 111 486, follo,ved in Jones v. Port-
land, 113 Me. 123, affir1neu 245 U. S. 217; Sterren-
son v. Port of Portland, 82 Ore. 576; State ex rel. 
Reclamation Board v. Clausen, 110 Wash. 525; 
lT1heelon v. Land Settletnent Board, 43 S. Dak. 551, 
!560-561. Accordingly in the more recent de-
cisions, taxation for the relief of group distress 
has been upheld, these later decisions expressly di::;-
approving the earlier cases as being opposed to 
the "'eight of authority and the 1nore enlightened 
view of the subject. J(enney v . . Astoria, 108 Ore. 
514,217 Pac. 840; State ex rel. CrJJdennan, v. lllicn-
rich, 54 Mont. 390, 170 Pac. 942, noted h1 (1918) 
16 L. Rev. 551; North Dakota v. Nelson 
County, 1 N. J)ak. 88, 45 N. vV. 33; State ex rel. 
Nc'U" Richrno,nd v. Dnr£ilson, 114 563) 90 N. W. 
1067; Cobb v. Parnell, 183 Ark. 429, 86 S. "\V. (2d) 
388; see State Taxation for the Relief of Group 
Distress, 41 Yale Law Journal 779.a9 

lin It shoul<l also be not(ld that the legislatnre of I\:ansas 
has disregarded the case of Thr State v. Osau·keP Tou,nship. 
supra, in two notable instances, for the relief of drought-

' "'tricken farmers in l{ansas; (Laws of 1S91, c. 42, c. n1H1 
f e. 1H9; Laws of 1895. c. 242). Trcad7N'7l v. Beebe, 107 

Kan. a 1, :38. l!JO Pac. 7GH, 771; B tr k v. 8/uunJu'e 0 au n ty, 1 o:-) 
1\::an. 325, :12!J-:3:3o. 

' 
r 
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After all, the question is not one ''of exclusive 
legal logic, but is one more or less of policy deter-
minable in the light of public welfare, present and 
future, in a broad sense'' (State ex rel. Reclarnation 
Board v. Clausen, 110 Wash. 525), and ordinarily 
the courts \vill not disturb the determination of the 
legislature if there be the "least possibHity" that 
it will promote the public \velfare in any degree. 
Booth v. TVoodbury, 32 Conn. 118, 128; Brod-
head v. The City of Miltvaukee, 19 \Vis. 624, 652; 
Schenley v. Ct'ty of Allegheny, 25 Pa. St. 128, 130; 
Perry v. Keene, 56 N. H. 514; State v. Cornell, 53 
Neb. 556. It is significant that this Court, in cases 
where it has held taxes not to be for a public pur-
pose, has never taken a view contrary to that urged 
by the public body appearing in the litigation. See 
Loan Assoc1'ation v. Topeka, 20 Wall. 655, 664-665; 
Parkersburg v. Brotvn, 106 U. S. 487; Cole v. Le-
Grange, 113 U. S. 1. 

We submit that the appropriation in this case, 
being in aid of distressed agriculture and for the 
national \Velfare, was such as would satisfy the 
doctrine of public purpose as applied to State and 
local taxation. 

The fact that the payments are made to individ-
uals does not destroy the public nature of the 
expenditure. These payments are authorized only 
"in order to effectuate the declared policy" (Sec. 
8 ( 1)) of balancing production and consumption 

LoneDissent.org



237 

of agricultural commodities so as to reestablish 
far1n prices at the defined levels (Sec. 2 (1)). 
Whenever the Government pays for its typical re-
quirements it of necessity pays to individuals. 

vVhere the individual receiving the n1oney is to 
perform some service in return, it n1ay be necessary, 
of course, to look beyond the person to whom the 
money is paid and to consider the service to be per-
fornled in determining whether the Inoney is being 

for a proper purpose. If, for example, money 
is paid to a citizen of the State of Nevv York for 
the construction of a Federal building, the expendi-
ture would be for a proper purpose because the 
service which the individual performs for his money 
is one appropriate to the Federal Government. 

The money was not given to the farmer as a 
gratuity. In return he agreed to reduce produc-
tion. The end sought was the balancing of pro-
duction and consu1nption of basic agricultural com-
modities, to increase farm prices and income, so 
that farmers would buy n1ore industrial products, 
all being with a vie\v to ccono1nic recovery. It 
is well settled that, in detcr1nining ·whether the 
purpose is public, the courts \vill be concerned 
only with the "ultimate use, purpose, and object 
for which the fund is raised." Sharpless v. Mayor 
of Philadelphia, 21 Pa. 147. The agency or means 
employed does not and cannot determine the nature 
of the end to be secured. M£lheittn v. Moffat Tunnel 
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Dist., 262 U. S. 710, 716; Mt. Vernon Cotton Co. v. 
Alabama Power Co., 240 U. S. 30, 32; Georgia v. 
Cincinnati So. Ry., 248 U. S. 26; Olcott v. The Su-
pervisors, 16 Wall. 678; Perry v. Keene, 56 N. H. 
514. 

The fact that the expenditure benefits certain 
individuals or one class of people more immediately 
than it does other individuals or another class 
does not rob the expenditure of its public char-
acter. Green v. Frazier, 253 U. S. 233; Nobel 
State Bank v. Haskell, 219 U. S. 104; Fallbrook 
Irrigation District v. Bradley, 164 U. S. 112. See 
also Clark v. Nash, 198 U. S. 361; 0 'Neill v. Leamer, 
239 U. S. 244; Houck v. Little River Drainage Dis-
trict, 239 U.S. 254; Mountain Timber Co. v. Wash-
ington, 243 U.S. 219, 238. 

The mere fact that the proceeds of this tax are 
appropriated so as to benefit one class more im-
mediately than another, does not, as contended by 
respondent, render the tax invalid as class legisla-
tion. The same thing in principle holds true \Vi th 
respect to the tariff. The fact that the tariff in-
directly, rather than directly, confers its benefits 
upon a class (the manufacturers) does not, so far 
as this contention of respondent's is concerned, 
destroy the analogy. 

From the beginning of our government, the pro-
tective tariff has been employed to encourage home 
industries. The second act adopted by the Congress 
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(Act of July 4, 1789, c. 2, 1 Stat. 24) contained the 
following recital: 

SEc. 1. Whereas it is necessary for the 
support of government, for the discharge of 
the debts of the United States, and the en-
couragement and protection of manufac-
turers, that duties be laid on goods, wares, 
and merchandises imported: Be it enacted, 
* * * (Italics supplied.) 

The consistent enactment and enforcement of a 
great number of customs and revenue laws drawn 
with a motive of maintaining a system of protection, 
since the revenue law of 1789, are matters of 
history. Madison, himself, was a strong advocate 
of the protective tariff, holding that the use of the 
tariff to protect and encourage home industry was 
a po"\ver intended to be conveyed to the central 
government. ( 4 I..jetters and vV ritings, 232-266.) 70 

And this Court has, of course, held that it is no 
objection to the validity of the tariff acts that they 
benefit 1nannfacturers as well as the country gen-
erally. Field Y. Clark, 143 U. S. 649, 696; Hamp-
ton & Co. v. U nitcd States) 276 U. S. 394, 411. 

As we have pointed out, the beneficial effect 
of those provisions of the Agricultural Adjust-

70 As Professor Hare points out, Madison, in advocating a 
protective tariff as an indirect means of accmnplishing an 
object not included within those powers enumerated in the 
Constitution after the general welfare clause, was not con-
sistent with his position on the welfare clause. I Hare, 
American Constitutional Law, pp. 243-244. 
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ment .Act here considered are not limited to any 
class. They are an attempt to aid a depressed in-
dustry, which did not share in the post-war pros-
perity, an increase in the income of which is essen-
tial to the restoration of the economic health of the 
country as a whole. As against any charge of class 
legislation, it is relevant to point out that these pro-
visions simply apply to agriculture an established 
Congressional policy toward industry, namely, an 
attempt to insure a price and income which will 
provide living wages, a fair return on capital, and 
the ability to purchase the goods and services of 
the other groups of our society. The Agricultural 
Adjustment Act has, not unjustifiably, been called 
the farmer's tariff. See Rieder v. Rogan, decided 
October 28, 1935 (S. D. Cal.). The country as a 
whole is as dependent upon the welfare of the 
farmer as it is upon the welfare of the manufac-
turer, and the people generally will be directly 
benefited by any steps looking to the alleviation of 
the farmer's economic ills. Certainly, money used 
to benefit the farmer is no less for the public good 
than the benefit bestowed on manufacturers through 
the protective tariff. 

"\Ve have shown that Congress has po,ver to tax 
(and appropriate) to provide for the general wel-
fare; that "general welfare" is to be construed in a 
broad sense to comprehend any object that n1ight 
be conducive to the national good; that the making 
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of rental and benefit payments to farmers in con-
sideration of reducing production is for the na-
tional good and constitutes a proper public purpose. 
It follows, therefore, that the appropriation of the 
proceeds of the processing tax to provide for these 
rental and benefit payments was valid. 

As we have indicated above, supra, p. 122, most 
of the respondents' objections to the taxes are, in 
reality, an objection to the use to which the tax pro-
ceeds are put. This use being proper, and the 
taxes being otherwise valid, it follo\vs, we submit, 
that the taxes must be sustained. The ruling of the 
court below that, considering the Act as a whole, it 
amounts to regulation and control of agricultural 
production, in violation of the Tenth Amendment, 
will be considered under point XI, infra, pp. 
262-279. 

X 
THE APPROPRIATIONS RY THE AGRICUL-

•.ruHAL ACT AIUJ A VALID EXI1JRCISE OF 
THE FISCAL PO\YER Oli' CONGHESS 

Heretofore the Government has argued that the 
expenditures of ·which the respondents complain are 
justifiable as measures designed to promote the 
general welfare of the United States during the 
depression. It is submitted that the expenditures 
may also be sustained as an exercise of the broad 
powers vested in Congress to stabilize and preserve 

24926-35-16 
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the credit structure of the nation, to protect the 
banks and other credit agencies which it had al-
ready established or sponsored, and to protect the 
credit of the Government itself. 

The Constitution confers upon Congress a series 
of broad powers-to borrow money on the credit 
of the United States, to lay and collect taxes, to 
coin money and regulate the value thereof-which, 
considered as an aggregate, may be referred to as 
the "fiscal" power of Congress. The source of this 
power and its sweeping nature are nowhere better 
defined than inN orman v. Baltimore & Ohio R. Co., 
294 U.S. 240, in which this Court approved a meas-
ure by which Congress had attacked this same crisis 
from another angle-the abolition of the gold 
clauses (p. 303) : 

The broad and comprehensive national au-
thority on the subjects of revenue, finance, 
and currency iR derived fro In the aggregate 
of po\lvers granted to Congress, embracing 
the po\vers to lay and collect taxes, to borrow 
money, to regulate co1nn1erce with foreign 
nations and among the several States, to coin 
money, regulate the value thereof, and of 
foreign coin, and fix the standards of weights 
and Ineasures, and the added express power 
"to make all laws which shall be necessary 
and proper for carrying into execution'' the 
other enumerated powers. 

The fiscal po,ver of Congress, in other words, is 
not derived from any one power granted to Con-

I 
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gress, nor is its scope to be measured by the limits 
of any one power taken alone. 71 

At a time when currency, as a medium of ex-
change, has been supplanted by checks and other 
instruments of credit in over 90 percent, by dollar 
volume, of all exchange transactions, 72 the national 
currency which Congress is authorized to supply 
and preserve must be taken to include our present 
system of loans and payments by means of trans-
fers of deposit credit. The language of Chief Jus-
tice White in First National Bank v. Union Trust 
Co., 244 U.S. 416, is peculiarly appropriate. Con-
sidering the povver of Congress to make the grant 
of specific povvers effectual, he said (p. 419) : 

In tern1s it vvas pointed out [in McCul-
loch v. Ma-ryland, 4 Wheat. 316, and Osborn 
v. Bnnk, 9 Wheat. 738] that this broad au-
thority was not stereotyped as of any par-

----
71 Compare United States v. Gettysburg' Electric Ry., 160 

U. S. 668, 683: " The power to conden1n for this purpose 
need not be plainly and unrnistakably deduced frmn any one 
of the particularly specified powers. Any number of these 
powers may be grouped together, aud an inferenee from 
them all may be drawn that the power claimed has bee,n 
conferred." 

72 See the statement to this effect by Marriner S. Eccles, 
Governor of the Federal RPserve Board, in Hearings on the 
Banking Bill of 1935 (H. R. 53!>7) 74th Cong., 1st Sess., 
p. 213. The figure was estimated at 94.1 percent in the Re-
port of the Comptroller of the Currency, 1919, vol. 2, p. !-36, 
and as 80-85 percent in The Use of Ored,it lnvestrnents in 
Payments in the United States, Sen. Doc. No. 399, 61st 
Cong., 2d sess., p. 201 ( 1909). For a general discus..-;ion of 
the significance of credit in present day life, see " The 
Formation of Capital", by Harold G. Moulton (1935), pp. 
84-99, 194-195. 
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ticular time but endured, thus furnishing a 
perpetual and living sanction to the legisla-
tive authority within the lin1its of a just 
discretion enabling it to take into considera-
tion the changing vvants and demands of 
society and to adopt provisions appropriate 
to rneet every situation vvhich it -vvas deemed 
required to be provided for. 

Clearly, Congress has traditionally acted upon 
this theory. To furnish an adequate and partially 
controllable system of short-tern1 credit for indus-
try Congress established the National Banks (c. 58, 
12 Stat. 665, c. 106, 13 Stat. 99), and later the Fed-
eral Reserve System (c. 6, 38 Stat. 251). In 1916, 
when it became evident that those engaged in agri-
culture 'vere in need of silnilar credit facilities, 
Congress provided the Federal Land Banks, the 
Joint-Stock Land Banks, and the National IT arm 
Loan Associations (c. 245, 39 Stat. 360), adding in 
1923 the Federal Intermediate Credit Banks (e. 
252, 42 Stat. 1454), and early in the present decade 
the Regional Agricultural Credit Corporations (c. 
520, 47 Stat. 709, 713), the Production Credit Cor-
porations and Associations (c. 98, 48 Stat. 259), 
and the Central and Regional Banks for Coopera-
tives (c. 98, 48 Stat. 257, 261, 264). In recent years 
it has also becon1e necessary to make rnore credit 
available to other classes. Many instances might 
be cited, but the Reconstruction Finance Act of 
January 22, 1932 (c. 8, 47 Stat. 5), as amended, pro-
viding credit facilities for banks, railroads, insur-
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ance and many other classes of bor-
rowers, the Federal Home Loan Bank Act (c. 522, 
47 Stat. 725), financing building, saving, and loan 
associations and similar organizations, and the 
Horne 0\vners' Loan Act (c. 64, 48 Stat. 128), sup-
plying long-tern1 credit with which to finance home 
1nortgages, serve as examples. 

Furthermore, the exercise of this fiscal power by 
Congress bas consistently been approved by this 
Court. M cC,ulloch v. Maryland, 4 Wheat. 316; 
Osborn v. Bamk, 9 Wheat. 738; Farmers) Nat,£onal 
Bank v. Deering, 91 U. S. 29; Veazie Bank v. 
l?enno, 8 "\Vall. 5:33; Ji1irst N(Ltional Bank v. Union 
Trust Go., 2'44 U. S. 416. With regard to the sys-
tem of agricultural credit which it is the purpose 
of the present Act immediately to protect, the most 
significant case is Smith v. Kansas City Title Co., 
255 U. S. 180, in which the power of Congress to 
establish the Federal Land Banks was upheld. 
The intimate relationship between those agencies 
and the credit structure has recently been recog-
nized in Fede,ral Land Bank v. Gaines, 290 U. S. 
247,250: 

The Federal Farrn Loan Act was adopted in 
response to a national demand that the fed-
eral govcrn1nent should set up a rural credit 
system by \Vhich credit, not adequately pro-
vided by con11nercial hanks, should be ex-
tended to those engaged in agriculture upon 
the security of far1n mortgages. 

Moreover, ahnost without exception the various 
institutions are authorized, or required, to invest a 
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certain portion of their assets In government se-
curities. In this manner they have performed a 
valuable function by furnishing, and aiding in se-
curing, a broader market for United States bonds. 
Especially in a time of depression, when huge emer-
gency expenditures had been made, and more were 
contemplated, to ameliorate widespread suffering 
and distress (See Lynch v. United States, 292 U.S. 
571, 580), the solvency and liquidity of these 
agencies was of substantial importance in sustain-
ing the credit and the borrowing power of the gov-
ernment itself. 73 Federal funds which had been 
deposited in many of them were jeopardized as 
their position became weaker. 

Finally, it cannot be doubted that Congress, once 
having established these credit agencies in the exer-
cise of its valid powers, bas the correlative power 
to take such measures as are necessary to protect 
and preserve them. McCulloch v. Maryland, supra, 
p. 424; National Bank v. Dearing, supra, 
p. 34. Even though the means en1ployed, if con-
sidered apart from their purpose, tnight have 
been without the bounds of Congressional po,ver, 
they have been upheld if necessary to enable 
the agencies to survive and perfor1n their 

73 The importance of the banks in sustaining the borrow-
ing power of the United States in tinws of crisi.., 
illustrated by the fact that banks now hold obligations 
representing over 53 percent of the total national debt, as 
compared with only 15 percent in 1U20. Dtu·ing the fiscal 
year ending J nne 30, 1935, the banks absorbed over 91 per-
cent of the new obligations jssnec1 by the Federal Govf'rn-
lnent. A rrnerican Banker, Vol. C, No. 24:3 (October 18, 
1935), p. 1. 
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proper functions. First National Bank v. Union 
Trust Co., 244 U. 8. 416, in which the Court upheld 
a statute allowing national banks to act as execu-
tors and administrators in States in which State 
banks were so empowered, in order that the na-
tional banks might compete on equal terms, fur-
nishes an excellent example. See also Westfall v. 
United States, 27 4 U. S. 256. 

The power of Congress to enact the present stat-
ute, therefore, is buttressed from three angles, for 
by it Congress is maintaining the credit structure of 
the Nation, protecting the Government's own credit, 
and preserving the agencies which it has already 
created to carry out these functions. All that is re-
quired, then, is that the means. employed be appro-
priate-'' conducive to the execution of any or all of 
the powers of Congress." Legal Tender Cases, 12 
Wall. 457, 539. In detern1ining the appropriateness 
of the measures taken, this Court will take into con-
sideration the economic and financial crisis, and 
recognize that there may be means which are ap-
propriate ''in seasons of exigency, which would be 
inappropriate at any other ti1ne.'' I d., p. 540. Not 
that the e1nergency creates the po·wer, but it is the 
occasion for the exercise of powers theretofore dor-
mant. Wilson v. New, 243 U. S. 332, 348; Ho1ne 
Building d· Loan Ass'n v. Bla1'sdell, 290 U. S. 398, 
426. 

It is submitted that the present Act bears a rea-
sonable relation to the ends sought to be achieved. 
Obviously taken alone, the benefit payn1ents would 
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not be adequate to restore the free flow of credit 
in farm regions and liquidate the "frozen" assets 
of the banks and other credit agencies, nor would 
they alone suffice to enable the government to re-
cover the enormous emergency investments which 
it had made in rural areas, and to preserve this 
important field for Federal borrowing. Nor were 
they intended of themselves to have that function. 
They serve rather as the consideration for the re-
duction in production, or acreage, or both, which 
the Act seeks to accomplish in order to bring about 
a better balance between production and effective 
demand. When the Act is recognized as designed 
to carry out a Congressional policy of providing 
by voluntary methods for the raising of farm prices 
in order to preserve the national credit structure, 
it is seen to be a valid means of accomplishing the 
Congressional purpose. 

It was inevitable that the sudden and tremendous 
decrease in farm incomes should have caused a 
serious strain on the farm-credit agencies which 
had already been weakened by the long price de-
cnne and general liquidation which had character-
ized agriculture since 1920. A gross income which 
had been estin1ated at about 17 billions of dollars 
in 1919, and which had varied between 11 and 12 
billions from 1923 to 1929, had suddenly dropped, 
in three years, to less than half of that amount-
to $9,454,000,000 in 1930, to $6,968,000,000 in 1931, 
and to $5,337,000,000 in 1932.74 Local credit a gen-

a Yearbook, U. S. Dept. of Agriculture, 1935, p. 673; 
Addendum, p. 27. 
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cies were largely dependent for their lending power 
on the flow of incon1e into their communities, and 
when farm prices went down this flo"\v decreased 
or dried up. By the beginning of 1933, demand 
deposits of country banks, following closely the de-
crease in farm prices, had fallen to about 50 percent 
of the average for 1923-1925. (See Chart 10.) 75 

As farm prices advanced, and gross farm income 
increased to $6,406,000,000 for 1933 and $7,300,-
000,000 for 1934,76 demand deposits rose corre-
spondingly. 

CHART 10 

Prices Received by Farmers and Demand Deposits of 
Country Banks in 20 States, 1923 to Date 
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Thus, when the flow of farm income was dimin-
ished, old loans could not be collected and new 
loans were not made. What in ordinary times was 

75 Reproduced from 1936 Outlook Chart Book on De-
mand, Credit, Prices (U. S. Dept. of Agriculture) p. 25. 

7ts Crops and Markets, Vol. 12, No. 7 (July 1935), p. 270. 
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actually a very large revolving fund of short-term 
credit had ceased to revolve. Non-real-estate loans, 
upon which farn1ers and banks alike had relied 
heavily for general short-tern1 financing, decreased 
sharply as fartners became unable to pay their old 
loans or to offer adequate security for new ones.77 

Moreover, the pressure upon rural credit institu-
tions was disproportionately high, because pay-
ments of a fixed nature, such as taxes, interest on 
Inortgages, and necessary supplies, many of which 
had to be made outside the community, showed only 
a slight decrease. 78 

The decrease in the values of farm products had 
an equally serious effect both upon the supply of 
long-term farm mortgage credit, and upon the in-
stitutions by vvhich it was furnished. The average 
per-acre value of farm real estate, which had been 
slowly declining since 1920, dropped abruptly 
from 1930 to 1933 with the fall in farn1 prices, and 
commercial banks and insurance co1npanies, as well 
as the Federal agencies which had been set up to 
supply mortgage credit to agriculture, were faced 
with a serious decline in the value of the collateral 

77 In 1923 commercial banks held $2,943,818,000 in other 
than real estate loans to farmers. By 1931 this had de-
creased to and by 1934 to $807,613,000. (The 
figures for other years are not available.) U. S. Dept. of 
Agriculture, Official Press Release of September 23, 1935. 

78 Between 1927 and 1932, while gross farm income was 
decreasing 50 percent? taxes decreased only 20.6 percent and 
mortgage interest decreased only 7.7 percent. Yearbook, 
U. S. Dept. of Agriculture, 1935, p. 673; see chart 1, Adden-
dum, p. 53. 
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securing their advances. 70 The extent of the farm-
mortgage holdings of the leading credit agencies 
is sho\vn by the following table: 

Farm-mortgage loans lleld by leadina aaencies 
[Mtlhons of dollars] 

Federal Joint·stock All life Federal Re· 
land banks land banks msura.nce serve rnern-

compames ber banks 

1925- - ----- -- -------- -------------------- - 1' 006 546 2,022 -------------
1926-------------------------------------- 1,008 fl32 2,115 
1927_ - - - - -- -- -- - -- - - - - - - - -- - - -- - -- -- -- - -- - 1' 156 607 2, 164 
1928.------------------------------------- 1, 195 605 2, 130 444 
1929-------------------------------------- 1,199 585 2, 100 388 
1930- - - - - -- -- -- - -- - - - -- -- -- ---- - - - - -- - - - - - 1' 188 553 2,050 387 
193L __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 1, Hi3 500 1, 997 359 
1932-- - ----------------------------------- 1' 129 409 I, 850 356 
1933-------------------------------------- 1, 233 354 1,622 •3t8 
1934______________________________________ 1,916 256 1,266 .262 
June30, 1935------------------------------ 2, 017 208 ------------ ------------

*Licensed banks only 
Ftgures for Federal Land Banks before 1932 from Yearbook, U_ s_ Dept of Agriculture, 

1935, p 694, smce 1932, from Federal Reserve Bulletin, Vol 12, No 8 (August 1935), p 520 
Figures for Joint Stock Land Banks before 1932 from Yearbook, op cit., supra; smce 1g32, 

from The Agricultural SituatiOn, Vol 19, No_ 9 (September 1935), p 18 
Figures for life msurance companies estimated on bas1s of reports to the AssoC1at10n of Life 

Insurance Presidents from companies havmg from 88 to 98 percent of all u_ S legal reserve 
companies lL S Department of Agnculture 

Figures for Federal Reserve member banks from Yearbook, op cit., supra. 

Actually the outstanding mortgage contracts 
were, with the drastic reduction of farm incomes, 

79 In 1920 the index number for the average value per acre 
o£ all farm real estate in the United States reached the high 
point of 170 percent of the average 1912-1914 value. It 
dropped to 157 percent in 1921, and from then until 1930 
the decline was gradual. However, between 1930 and 1933 
the index dropped £rorn 115 percent to 73 
book, U. S. Dept. of Agriculture, 1935, p. 686. Chart 1 in 
Addendmn, p. 53. Since the of the Act, it has shown 
a slight increase. The index nutnber for real estate rose to 
76 in H)34 and 79 for 1985. Crops and lVlarkets, Vol. 12, 
No. 5 1935), p. 181. The figures are in each case as 
of March 1. 
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in1110ssible of fnlfilln1ent. The prevailing type of 
n1ortgage \Vas for a comparatively short term, 
averaging 4.7 years Ro for other than land-bank 
loans, which comprised less than one-fifth of the 
total. Approximately $1,250,000,000 of farrn rnort-
gages \Vere normally falling due each year and re-
quired refinancing. Decreased real-estate values 
and \Vide-spread delinquency in 1932 and 1933, 
however, disqualified many loans for renewal by 
their creditor agencies and other sources for re-
funding were not available. Collection of loans 
and of current interest due on then1 becan1e gener-
ally impossible; on January 1, 1933, 45.2 percent 
of a representative group of 12,000 mortgaged 
farms, and 52.2 percent of the 1nortgage debt upon 
them, were reported delinquent.81 

The result of these combined factors was a wave 
of commercial bank failures in the rural areas, in-
creasing in numbers as farn1 prices continued to 
decline, until the whole banking structure had col-
lapsed. The striking correlation which exists be-
tween farm prices and bank failures in predomi-
nately agricultural regions is indicated by Chart 
11.82 Many agricultural communities \vere left 

80 1'Vickens, F ar1n Mortgage Orr?dit, {T. S. Dept. of .Agri-
culture, Technical Bulletin No. 288, p. 77. 

81 Agricultural Situation, Vol. 18, No. 12 (December 1934), 
p. 4. 

82 Published by the Bureau of Agricultural Economies 
(U. S. Dept. of Agriculture), as Negative 27, 512. 
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without credit facilities of any sort,S3 and even those 
banks which survived found it nec('>3sary to 1nake 
eadical changes in their investment policjes, 'vhich 
even further curtailed the credit available. 84 It was 
apparent that a more stabilized farm \Vith 
which to offset the fixed payments required to en-

these institutions to keep their credits in tnan-
ageable condition was essential to preserve the 
financial institutions and to keep the credj t struc-
ture generally intact. 

CHART 11 

BANK SUSPENSIONS, ATLANTA AND DALLAS DISTRICTS, AND 
PURCHASING POWER OF PRICES OF COTTON AND COTTONSEED 
BANK 
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Bank failures are given as the total number for each year v. lthin the two 
districts. The decline during- 1932, despite falling prices, v. as undoubtedly 
a result of the loans made by the Reconstruction Finance Corporation after 
its organization in the early part of that year 

83 During the decade ending December 1932, bank 
failures had largely been confined to the agrieultural areas. 
56 percent of the total having occurred in the north central 
states and 31 percent in the South. Compiled from Federal 
Reserve Board, Annual Report, 1933, p. 207. 

s• Many banks, as a result of the lack of confidence on the 
part of depositors, have felt the ne('essity of keeping an ]n-
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The Federal c-redit agencies, particularly the 
Federal Land Banks and the Joint Stock Land 
Banks, \vere in a correspondingly dangerous con-
dition. In 1932 these two groups of institutions 
held farm-n1ortgage loans amounting to $1,536,-
000,000, or about 18 percent of the total farm-
Inortgag-e debt.85 (Seep. 251, snpra .. ) The ·follow-
ing table indicates the result of the decrease in 
farm incon1e and in farm real-estate values. The 
delinquent loans of the Federal Land Banks in-
creased from $48,000,000 in 1925 to $594,000,000 in 
1932, and the percentage of their loans which were 
delinquent increased from 4.8 percent to 53.2 
percent during the same period. 

creasecl proportion of their assets invested in readily liqui-
dated securities, which were purchased outside the cmn-
Inunity. l\1any country banks, in order to avoid liquidation, 
were operating under so-called '· waiver agreernents ", under 
which depositors agreed to withdraw funds only at stated 
intervals and in stated arnounts. This plan of operation re-
quired the banks to guide their investinent policy by the 
requirements of depositors for irnmediate withdrawal of 
funds. Such banks were unable to provide any large arnount 
of credit. Moreover, large borrowings from correspondent 
banks, which had made possible the periodic expansion in 
nor1nal credit requirements, were discouraged, because of 
fear that they would be interpreted as a sign of weakness. 
The Farm Debt Problem, H. Doc. No. 9, 73d Cong., 1st 
Sess., p. 32. 

g;; 1 d.. pp. 32----34. 

I 
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Delinquency of Federal Land Bank Loans 

Unpmd Percent-
Farm prmctpal age of 
pnces Farm 
mdex num- mcome 
brrs, (milliOns 

of dollars) 

of loans loans out-
delm- standmg 

quent on Dec 31, 
Dec 31 whtch 

(m1lhons were 
100 of dol- delm-

lars)* quent 

1925.------------------------------------------- 156 11,968 -4o8 4 8 
1926- - ---- -- --- -- --- - --- - - -- -- --- - -- -- ---- - --- -- 145 11,480 67 6 3 
HJ27 _------------------------------------------- 139 11,616 78 6. 8 
1928- - ------- - - -- --- - - -- -- -- --- --- -- -- --- ---- - -- 149 11, 741 71 6 0 
1929- ------------------------------------------- 146 11,941 78 (j 5 
1930-------------------------------------------- 126 9, 454 137 11. 6 
1931.------------------------------------------- 87 6,968 305 26.2 
1932.------------------------------------------- 65 5, 337 594 53.2 

*Unpublished data supplied by the Farm Credtt Admimstratwn. 
Ftgures on farm prices and mcorne from Crops and Markets, Vol 12, No. 7 (July 1935), 

p. 270, Agncultural Sttuation, Vol 19, No 6 (June 1935), p. 16 

The ''distress assets'' of these institutions had 
also been increasing rapidly. By 1932 they 
equalled 8.3 percent uf the arnount of outstanding 
loans of the Federal Land Banks and 13.4 percent 
of the arnouut of the outstanding loans of the Joint 
Stock Land Bauks.813 Three of the latter banks 

sn In Decen1ber 1931 the Land Banks owned land 
valued at $24,347,681.11, and held sheriff's certificates, etc., 
on $13,734,819.44 nwre. By the end of the following year 
the land owned had increased to $35,608,099.76, and the 
sheriff's certificates, etc., to $25,492,411.84, increases of 46 
percent and 86 percent, respectively. The land owned by 
the Joint Stock LanJ. Banks, excluding those in liquidation 
through receivership, increased frmn in 1931 
to $29,963,691.49 in 1932, an increase of 87 percent, and 
sheriff's certificates, etc., increased from $4,163,016.79 at the 
end of 1931 to $13,169,125.66, an increase of 214 percent. 
Report of the Federal Fann Board for the Yeat Ending 
Decembe'r 31, 19392, H. Doc. No. 436, 72d Cong., 2J Sess., 
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had been forced into receivership and rnany of the 
others \vere actually in voluntary liquidation be-
cause of the necessity of purchasing their own 
bonds at a discount in order to show a profit. 87 

Moreover, these institutions were becorning less 
able to furnish the credit which they were intended 
to supply. The price at \vhich their bonds could 
be sold fell to a point where they could not relend 
at a rate high enough to n1eet operating expenseS.88 

The annual arnount of new loans by the Federal 
Laud Banks decreased from an average of approxi-
lnateJy $133,000,000 in the three-year period ending 
in 1927 to $28,000,000 in 1932, and those by the 
Joint-Stock Land Banks decreased from $112,000,-
000 to $2,181,000 during the same period.8

g 

The effect of decreased farm income and de-
pressed real-estate values on the lending of life-in-

pp. 114-121. Farm land held by corporations (banks, life 
insurance companies, etc.) which invest in farm mortgages 
increased from $293,864,000 in 1930 to $770,072,000 in 1932, 
an increase of 262 percent. Agrieultural Situat?:on, Vol. 16, 
No.6 (June 1935), p. 12. 

87 See Farm Debt Problent, supra, pp. 33-34; Annual 
Report of the Federal Farm Loan Board, supra, pp. 27-35. 

88 In 1927 the average interest paid by Federal Land 
Banks on their borrowings was 4.08 percent. In 1931 the 
average interest had risen to 5.34 percent, and for a time 
was higher than 6 percent. Inasmuch as the banks were 
limited by law to a return of 6 percent on loans granted by 
them, such rates did not permit the borrowing of funds for 
making loans at a rate sufficient to include the 1 percent 
spread for operating expenses which they were permitted. 
The Far1n Debt Problem., S1tpra, p. 32. 

811 I d., pp. 32-33. 
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surance companies had an equally serious effect on 
the credit supply. These agencies have supplied 
or held a greater a1nount of long-term mortgage 
eredit to agriculture than any other single class 
of institutions (See table p. 251, supra) ; forty of 
the largest of them in Septernber 1932 bad out-
standing $1,433,000,000 in farn1-mortgage loans.90 

However, the catastrophic decline in the value of 
farn1 products and farm real estate and the high 
perc(•ntagc of delinquencies (see table p. 255, supra) 
had caused rnany of thern to 'vithdraw their lending 
fron1 this field and had caused others to curtail their 
inveshnents drastically. 91 The volun1e of ne'v iu-
vestn1ents in farn1-n1ortgage loans reported by 
twenty-five insurance companies 'vhich had aver-
aged $3,130,000 per 'veek in the last half of 1928 
dropped to $2,827,000 in 1930, $2,111,000 in 1931, 
$904,000 in 1932, and to $600,000 in the early part 
of 1933.92 The percentage of total new investrnents 
'vhich these companies placed in farm mortgages 
averaged over 9 percent from 1928 to 1932, but fell 
sharply in the late months of 1933 to 2.2 percent. 113 

Their farm holdings, in consequence, decreased 

90 I d., p. 12. 
91 Decreases in fann lending were also ma.de necessary by 

the sharp rise in demand for premium notes and policy loans, 
which left less capital available. /d., p. 35. 

92 /d., p. 34; The Farm Estate Situation, 1933-1934,. 
U. S. Dept. of Agriculture Circular No. 354, p. 5. 

93 The Fa.rm Real Estate 8#uaNon, 1933-1934, supra, 
p. 42. 
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from 17.7 percent of their total assets in 1925 to 
8.9 percent in 1932.{)• 

This deereased supply of credit could be supple-
tnented in part by increased Federal emerg·ency ad-
vances, and such advances on a scale were 
made. Eveu before the crisis of 1933 some action 
in this directio11 had been taken. The Agricultural 
1\larketing Act of June 15, 1929 (c. 24, 46 Stat. 11, 
14), had established a $500,000,000 revolving fund 
to supply credit to cooperative 1narketing associa-
tions. In 1932, $125,000,000 was appropriated to 
purchase additioual stock iu the Federal Land 
Bauks, $25,000,000 of \vhich was allotted to supply 
the banks \Vith funds of \Vhich they tuight be d<)-
privcd by reason of extensions granted to borro\ver:-; 
(c. 9. 47 Stat. 12, 36). T'velve Regional Agricul-
tural Credit Corporations, with an aggregate capi-
tal of $44,500,000, subscribed to wholly by the Re-
·construction Finance Corporation, were established 
in July 1932 (c. 520, 47 Stat. 709, Sec. 201 (a)). 

Additional advances were made on a similar scale 
in 1933. En1ergency Farm Mortgage Act of 
May 12, 1933 (c. 25, 48 Stat. 41), which is Title II of 
the statute of which the present act is Title I, au-
thorized an additional $2,000,000,000 of bonds by 
the Federal Land Banks and provided a sum of 
$200,000,000 for Land Bank Com1nissioner loans for 
cases in \vhich special risks were involved, or for 

!H FedoYd !lome Loan Bank Rev., Vol. 1, No. 6 (l\farcll 
1935)' pp. 200-201. 
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refinancing indebted1iess too large to be covered by 
Pederal Land Bank loans.05 The Farm Credit Act 
of June 16, 1933 (c. 98, 48 Stat. 257), established a 
revolving fund of $120,000,000, in addition to set-
ting up twelve Production Credit Corporations, 
each with an initial capital of $7,500,000, subscribed 
for by the United States, and one Central and twelve 
Regional Banks for Cooperatives. By December 
31, 1933, the total volume of outstanding credit of 
the various lending institutions under the jurisdic-
tion of the ].,arm Credit Administration an1ounted 
to $1,856,110,403.96 

When it is recognized, however, that, in the 
absence of an improven1ent in fartn inco1nes, such 
advances can be, essentially, only palliative, the 
direct and intimate relationship between the in-
·trease in the prices of agricultural products and 
the stabilitv of the credit structure becomes even ., 
rnore clearly evident. Unquestionably, emergency 
refinancing by direct federal loans was necessary to 
prevent absolute bankruptcy throughout large parts 
of the country and the tremendous losses which that 
would entail, but the essential problem, that of in-
creasing the farmers' incomes to a point where the 

95 This amount was soon found to be inadequate to carry 
out the purposes of the Act, and by Section 9 of the Act of 
January 1934 (c. 7, 48 Stat. 344), the anwunt was in-
rreasrd to $600,000,000, to be tnade available from the . 

of bonds to be issued by the Fann Mortgage 
Corporation under Section 4 (a) of the same Act. 

HB Fir8t Annual Report of Farrn C1·edit AdmJnistratifm, 
19:13, p. 1. 
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ordinary credit system could ag·ain be able to func-
tion properly, could never be solved by such means. 
Borrowing is not and cannot be a subRtitute for in-
come. rrhe tremendous relative increase in fixed 
charges and the decreased returns per acre fron1 
1920 on (sec Addendum, p. 37) had in reality forced 
large numbers of farn1rrs to live on their capital, 
actually operating their farn1s at a loss. !) 7 Only by 
increasing the purchasing po,vcr of the farmer 
could the stability of the financial Rystem be re-
stored and the large inveshnents which the Federal 
government had n1ade in this field flver he liquidated. 

There can be no doubt that Cougrflss, in enacting 
the present measures, 'vas aware of the dangerous 

g 7 In 1932, out of a group of ovPr 6,000 fanners who rt>-
ported to the Bureau of Agricultural Econmuics as to their 
farm operations in that year, 42.6 percent were operating at 
a loss, and 48 percent more earned less than $500. Yearbook, 
U. S. Dept. of Agriculture, 1905, p. 676. As farm prices awl 
farm incmne increased in 1!):m the number which showrd a 
loss dropped to 17 percent. lb£d. In 19al and 1Ha2 tlw total 
depreciation of farn1er-owned buildings and equipment was 
estimated at $1,648 000,000, but the total Pxpenditure for re-
pairs and replacements at only $782,000,000. (!rops and 
Markets, Vol. 12, pp. 271, 272. major crops have, for 

years, been produced at an average net loss. Cotton 
was produced in 1932 at an average cost of 10.1 cents per 
pound, and sold for an average of 6.5 cents. "\Vheat was pro-
duced at an average cost of 67 centwper bushel to producer, 
and iU; average value was 31 cents. Corn cost 49 cents pel' 
bushel to produce, and its average value was :31 
Yearbook, U. S. Dept. of Agriculture, 1934-, pp. 702-705, 
for cost of production, and pp. 459, 387, and 414 for selling 
prices. See Kern, Federal Farm Leglslnlion., 83 Colutnbia 
Law Review. pp. 984, 985-986. 
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,effect of low prices for farm products upon the 
stability and preservation of the credit structure. 
Indeed, the present Act forms Title I of an Act of 
which the Emergency Farm Credit Act was Title 
II. The message of the President subn1itting the 
bill to Congress stated that it \vould serve ''greatly 
to relieve the pressure of farm mortgages and to 
increase the asset value of farm loans 1nade by our 
banking institutions." !)f; rrhe report of the House 
Committee reflects the policy even rnore clearly. 
rrhe report States: H!l 

* * * The increased returns will make 
available in rural connnunities additional 
funds, will increase the assets behind our 
rural banking structure, and, it is believed, 
will do rnore to relieve the banking situation 
in rural comnn1ni ties than any other type of 
legislation. The increased returns will aid 
farrners to meet their payrnents of principal 
and interest upon their indebtedness and 
will make liquid a large part of the assets 
of our credit structure that are now frozen. 

_Moreover, the Act itself contains a finding of these 
san1e facts. Section 1 of the Act, \Vhich is entitled 
Declaration of En1ergency, states: 

That the present acute economic e1nergency, 
being in part the consequences of a severe 
and increasing disparity between the prices 
of agricultural and other commodities, which 

''
8 H. Doe. No. [) 7:3d Cong., 1st Sess., 16. 1933. 

99 H. Rep. No. 78d Cong .• 1st Sess., p. 7. 
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disparity has largely destroyed the purchas-
ing power of farmers for industrial prod-
ucts, has broken down the orderly exchange 
of commodities, and has seriously impa.ired 
the agricultural assets the na-
tiona.l credit structure * * * (Italics 
supplied.) 

This declaration of is entitled to great 
Block v. Hirsh, 255 U. S. 135, 154; H 

Building & Loan £1ss'n v. Bla£dsell, 290 U. S. 398, 
444; Atchison, T. S. F. Ry. Co. v. [Jnited States,_ 
284 U. S. 248, 260, and "rill llot be disregarded un-
less it is manifestly vvithout foundation. It is sub-
mitted that the picture of the fi11ancial and credit 
situation which has been drawn above shows clearly 
that the finding of Congress was supported by the 
facts, and that the approp1·iations and expendi-
tures here considered were therefore reasonably 
designed to restore and rnaintain the credit struc-
ture necessary for the econo1nic life of the country .. 

XI 
THE ACT DOES Ncrr VIOLATE THE TENTH AMl'JNDMENT 

Whether the authority upon ·which the Agricul-
tural Adjustment Act rests be considered as the 
power to tax for the g·eneral \velfare or as the fiscal 
power there is no violation of the Tenth 
Amendment. 

The Tenth Arnendment requires only that the 
Act be a proper exercise of a power granted to Con-
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gress by tbe Constitution. Where an act is rested 
on the power to lay taxes for the general welfare 

inquiry as to whether the act is a proper exer-
eise of that power includes two questions: First, 
\Yhether the means adopted bear a reasonable rela-
tion to the pro1notion of the general welfare, and 
second, whether those mea11s are confined to the 
field of taxation. We have already rlisposeu of the 
first of these (supra, pp. 135-227). 

In considering \vbetber the n1eans of pro1notion 
of the general \vel fare adopted here are confined to 
the field of taxation it should be borne in mind that 
the po\ver to tax for th0 general \Velfare includes 
uot only power of appropriation of the proceeds 
(supra,, p. 136) hut also the right to spend the 
n1oney appropriated. \Vas stated by 
(9 and \"V Hunt Edition. 
png·c 425, Note) : "A power to appropriate money 
\Vithout a po,ver to apply it in execution of the ob-
ject of appropriation could have no effect but to 
lock it up frorn public use altogether.'' In n1aking 
an appropriation, of course, Congress n1ay direct 
that the money be spent only on specified condi-
tions. JJtfassachusetts v. "Jf ellO'I'/;, 262 U. S. 447. If, 
therefore, \vhat is done here is no more than the 
levy of taxes, the appropriation of the proceeds by 
Congress to be spent upon certain conditions and 
the spending of the n1oney by the adn1inistrative 
offieers in fnlfilhnPnt of those tbrn the 
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act is a proper exercise of the power granted to 
Congress to lay taxes to provide for the general 
\Velfare. 

The majority of the court below see1n to have 
felt that what was done was not merely spending 
but was regulation and control of agriculture, and 
tbat power to do this "'"as 11ot vested in Congress. 
'Ve sub1nit that no power of control ove1· or· regu-
lation of agriculture has been asserted, but that, to 
the contrary, the steps authorized by this Act and 
taken under it do not go beyond the appropriation 
and spr11ding of the 

That no eoutrol or regulation is asserted over 
agriculture is apparent \vhe11 the Act is carefully 

No provisions arc to be found that are 
bindh1g 011 producers of agricultural products. 
1'\..ny eoJnn1a11<1s or restrictions in the Act (other 
than thosr eoneerning t eollection of the taxes 
nud those juvoJYed iu the licensing and 1narketing 
agrccn1ent \vhicb arp not here in issue 
and \Vhirh arP based ou an entirely different 
power) are in1posed only upon the use by adininis-
tratiYP offi{·ialt> of the n1ouey granted. The author-
ity asserted by Congress ends \vith the expenditure 
of the 1noney. True, the Secretar.v of Agriculture 
is giYr11 the right to agree 'vitb any farmer "Tho 
rnay voluntarily wish to do so, that the United 
States \vi1l co1npensate hhn for reduction in pro-
duction. But ent1·y into these eon tracts is but a 
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necessary step and a part of the spending of the 
n1oney appropriated and does not interfere with 
the freedom or right of control over local n1atters 
possessed by the States or reserved to the People. 
The Act does not require that production be cur-
tailed or that producers agree with the Secretary 
to do so. Congress has not gone beyond its power 
of authorizing an expenditure. It has not sought to 
force or com1nand citizens to receive the money 
offered and to perforn1 the condjtions upon "vbich 
the funds are to be disbursed. It is left to the pro-
ducel·s of agrienltural products, subject to any con-
trol over the1n possessed by the States, to determin{\ 
whether the provisions of the Act relating to agri-
eulture \Vill have any effect \vhatsocver. The PX-

tent and the 111anner of agricultural production are 
to be, as hrl'etofore, the reRult of the individual 
decisions of the farn1ers, unclictated hy the Fedl'':nl 

rrhe eoutraets are a rnatter of negotiation and 
Yoluntary agreernent aud on the part of the United 
States a1nonnt to 110 n1ore than a method by which 
the Seeretary of Agriculture sees that the money 
appropriated goes to persons in the class speeified 
by Congress. In these eoutracts the farrner agrees, 
in consideration of being paid the rnoney, that he 
will bring himself within the specified class by re-
ducing production. It is, indeed, prohable that the 
Secretary \vonld be held to have the right to enter 
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into contracts of this sort even though he had 
not been specifically authorized by Congress to. do 
so. See United States v. Fidelity & Depos·it Co. 
of Ma.ryland (C. C. A. 9th), decided October 23, 
1935, not yet officially reported but may be found 
in C. C. H., 1935, Vol. 3A, Par. 9601. Similar 
contracts are entered into by administrative offi-
cials in ahnost every case where money is expended 
for such fa1niliar tnatters as the couRtruction of 
buildings and the de1ivery of supplies. 

It would be 1nost unusual to suppo8e that a coll-
tract of this nature, entered into freely by both 
parties, is an exercise of sovereign regulation and 
control ovel" one of the parties or over the subject 
1natter \vith \vhich the contract deals. "The United 
States, \vhen they contract with their citizens, are 
controlled by the same la\vs that govern the citizen 
in that behalf." United States v. Bosttvick, 94 
U. S. 53, 66. See also Cook v. United States, 
91 U. S. 389, 398; Smoots Case, 15 Wall. 36. No 
method of enforcement of these contracts has been 
provided by Congress. The rights of the United 
States under the contracts are no greater than 
would be the rights of a private citizen under 
similar contracts, and enforce1nent must be 
by ordinary judicial process according to the la'v 
of the forum. The contracts are not derogatory of 
any sovereign rights of the States; they are carried 
out pursuant to and nnder the protection of the 

I 
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laws of the States. "There money is to be paid out 
of the United States Treasury in advance of the 
occurrence of the condition on which it is to be pay-
able, the adn1inistrative officers have no \vay of 
carrying out their duty, of ensuring that the n1oney 
will be paid only for those purposeR and to the 
persons of the class specified by 
except by resort to the rncthod ordinarily 
used between individuals-that of contract. The 
purpose and effect of the contracts so entered into 
are sin1ply to accomplish the spending of the 
money on the conditions imposed by Congress, and 
in authorizing execution of such contracts Con-
gress was not exerting a power outside of the field 
of appropriation. 

A successful challenge of this Act on the ground 
that it goes beyond taxation and atten1pts to reg-
ulate local matters would have to point out provi-
sions therein which are obligatory in the conduct of 
local affairs. 11-,or regulation in1plicR coercion : 
rules of eo11duet, governing principles or laws that 
must be observed. This Court has defined a regu-
lation as being a law (Standard Scale Co. v. 
Farrell, 249 U. S. 571, 574, 577), and has defined 
the power to regulate co1nrnerce as being the po\ver 
to prescri he the rnle by which comn1erce is to hr 
governed (Gibbons v. Ogden, 9 'Vheat. 1, 195). 
In all cases where it haR been held that CongresR 
was invading a state field, rules of conduct were 
prescribed and coercion was attempted. See for 
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example H wrnmer v. Dagenhart, 247 U. S. 251; 
Child Labor Tax Case, 259 U. S. 20, 37. 

State authority in a field \vhich is covered by an 
Act of Congress is controJled by that ..:\ct, because 
\vhere Federal power exists, it doruinates. II oustotl 
<l· Texas Ry. v. Unz'ted States, 234 U. S. 342, 350. 
In the Act at bar, however, no provision is found 
\Vhich \Vill supersede State authority in the field 
of agriculture. To the eontrary, the effect of the 
provisions of the Act affecting agriculture is sub-
,ject to the control of the States or the individuals. 
The Governn1ent goes no further than offering· ben-
efits to those who comply with certain conditions. 
If po\ver over the 1natters to which those conditions 
relate is vested in the States, they remain as free 
after the passage of this Act as before to pass Ia,vs 
rendering it irnpossible for any of their inhabitants 
to comply \vith such conditions. In so doing the 
States \Vould not be clashing ·with any enactment 
of Congress, even though the result ·were to terrni-
nate completely the adn1i11istration of the agricul-
tural provisions of the 1\ct in those States. There 
is no atternpt to require the States to take or re-
frain fron1 a0tion \Vith respect to agricultural land 
within their borders, a polver vvbich this Court in 
Kansas v. f}olorado, 206 U. S. 46, has declared does 
not reside in the li-,cderal Governrnent. On the 
other hand, iusofar as producers are ilnmunc from 
eo11trol even by the States in these 1nattcrs, th(' 

I 
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operation of the benefit contract provisions of the 
Act on auy person would be subject entirely to i:1mit 
individual desire and decision. In either event, 
control over matters of local concern cannot be said 
to be usurped or interfered with by the Agricul-
tural Adjustment Act. 

This result is not changed by the faet that the 
Secretary of Agriculture has issued a publication 
entitled "Cotton Regulations Pertaining to 
Option-Benefit, Benefit, and Option Contracts 
* * *" (Cotton Regulations, Series 1, Agricul-
tural .Adjustment Administration, Department of 
Agriculture). The "regulations" so promulgated 
are simply statements of the procedural steps 
which must be follo\ved by any cotton producer who 
wishes to secure the benefits offered by the Agri-

Adjustment Act. There is nothing in these 
"regulations" which has the force of law or is bind-
ing upon any farn1er or other citizen. The pur-
pose of the publication is merely to elucidate and 
make known the method by which the farmers may 
make and perfect their applications for the money 
which is to be paid under the Act. 

The absence of attempt in the Act to oust state 
authority makes ineffectual any argument based 
on the constitutional and statutory provisions of 
many States forbidding monopolies and combina-
tions in restraint of trade. If those provisions are 
applicable to what is here being accomplished, 
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Congress has done nothing to prevent their en-
forcement. No one is required by the Act to vio-
late state law. In any State where it is unlawful 
for producers to reduce production in order to 
receive benefits, the state authorities may take the 
usual steps to prevent the producers from doing 
so. .Any contracts entered into between the Secre-
tary of Agriculture and farmers in such a State 
would not, \Ve presume, achieve an added validity 
because of any provision of the Act. Certainly 
the appropriation which has been made by Con-
gress would not be less valid because farmers in 
some localities were prevented by state law from 
performing the conditions which Congress has 
made prerequisite to the receipt of money from 
the As \vas said in ]f-,lorida v. Mellon, 
273 U.S. 12, 17: 

Congress cannot aecommodate its legisla-
tion to the conflicting or dissimilar laws of 
the several states * * * 

There is another answer to the argument based 
Dn these anti-n1onopoly statutes. We have exam-
ined all la\vs of this kind that were urged below 
together with sin1ilar laws of many other States, 
and none that we have seen pertains to the situa-
tion at bar. By express statutory provision or by 
legal interpretation in each of those States, the 
anti-monopoly laws are held not to apply to pro-
ducers of agricultural products. These producers 
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are permitted to combine and cooperate in order 
to better their position and to protect themselves 
from oppression. See Warren v. Alabama etc. 
Assn., 213 Ala. 61, 104 So. 264. Here the li-,ederal 
Government is using its spending power simply to 
supply the unifying ele1nent to cooperation among 
far1ners, enabling them to work together to protect 
the1nselves from the general bankruptcy which 
they faced. Cooperative action of this by 
farrners does not violate the puhlic policy expressed 
in the antimonopoly statutes. Poultry Pt·oduc-
crs of So. Gal1:{. v. Barlou', 189 Cal. 278, 208 
Pac. 93; UT ash1:ngton Granberry Grotver.c; Assn. v. 

117 Wash. 430,201 I->ac. 773; Burley Tobacco 
Society v. Gill aspy, 51 Ind. A pp. 583, 100 N. E. 89; 
IIrown v. Staple Cotton Co-op. Assn., 132 Miss. 
859, 96 So. 849. See also Appa.lachiwn Goals, I-nc., 
v. United States, 288 U. S. 344, 373, where it was 
held that a cooperative enterprise ·which carries 
with it no monopolistic n1enace is not to be con-
dmnned n1erely because it may effect a change in 
rnarketing conditions, where the change would be 
in mitigation of recognized evils and would have 
a wholesome effect upon the public at large. That 
state public policy is not violated by this .Act finds 

support, of a nature peculiarly of interest, 
in the fact that during 1931 and 1932, five southern 
states passed laws atten1ptiug to require, by man-
datory provisions, drastie reduction in or complete 
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elimination of cotton production in their states for 
the year 1932.100 

It 'vas the hope of Congress, of course, that the 
expenditure of money authorized by this Act would 
affeet production of aud priees received by farm-
ers for basic con1modities. But in this hope there 
is nothing unconstitutional or violative of States' 
rights. There are farniliar instances of heretofore 
unquestioned validity in which money has been 
spent by the Federal Government for the express 
purpose of affecting production or prices. A num-
ber of exan1ples are to be found among the appro-
priations set forth in our discussion of general wel-
fare. (Supra, pp. 153-170.) These include the 
efforts of the Fr(leral Fann Board to raise farm 
prices, the efforts of the Bureau of Mines to im-
prove n1ining n1ethods, the efforts of the Depart-
ment of Labor to better the economic status of 

100 The States were South Carolina (see Code of Laws of 
South Carolina of 1932, Vol. I, Sec. 1288-A); Louisiana (see 
Act No. 1, Acts of Legislature of Louisiana, Seventh Extra 
Session, 1931 ; Arkansas (see Act No. 1 of Extraordinary 
Session of the General Assembly of Arkansas beginning 
October 7, 1931); (see Act of October 13, 1931, 
c. 1, General Laws of Mississippi, Extraordinary Session, 
1931); and Texas (Act of October 13,1931, c. 2, Vernon's 
Ann. Civ. Stats., arts. 165a-165m). These efforts were un-
successful because the problem was a na.tional one rather than 
one which could be remedied by the action of individual 
states. The Texas statute, because of its mandatory features 
and penalties for violation, was declared unconstitutional in 
State v. Smith, 47 S. W. (2d) 642 (Tex. Civ. App.). 
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laboring men and women, the efforts of the Bureau 
of Fisheries to prevent depletion of the fisheries, 
and the efforts of the Department of Agriculture to 
achieve better agricultural conditions by distribut-
ing seeds, attempts at elimination of plant and ani-
mal diseases, dissemination of weather data, crea-
tion and support of experiment stations, and many 
other activities. 

It will be noticed that in these activities, as in 
the case at bar, Congress has not attempted to regu-
la-te or control production or 'prices, but rather 
has spent Inoney in such a way as to promote 
the general \Vel fare by affecting production and 
prices. The essential question is whether what 
is done by the Government is merely the spending 
of money. Congress, of course, may direct that 
the money be paid only to certain persons or for 
certain purposes and if, by means of choosing 
particular persons or particular purposes, Con-
gress is able to affect production and prices in such 
a \Yay as to promote the general \velfare, the Act is 
not to be held bad as going beyond the Rpcnding 
po\ver. v\7here the means adopted are properly 
within the power of Congress, their validity is not 
destroyed by the fact that results may be brought 
about which Congress could not have directly com-
pelled or required. United States Y. Dore1nus, 249 
U. S. 86; Child Labor Tax Case, 259 U. S. 20; 
McC't·ay v. Un£ted States, 195 U. S. 27. 

:.!.926-35--18 
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What is done here is tile payment of benefits to 
individuals who, by performing or agreeing to 
perform certain conditions, have brought them-
selves within a class specified by Congress. Use 
by Congress of its power over the purse to achieve 
Congressional purposes by paying benefits on 
like conditions is by no means a recent innova-
tion. It was done by the First Congress in the Act 
of July 4, 1789, c. 2, 1 Stat. 24, 27 (amended by 
c. 11, 1 Stat. 55, 65), \vhich provided for a bounty 
on the exportation of fish. The Second Congress, 
by the Act of February 16, 1792, c. 6, 1 Stat. 229, 
substituted for this a bounty to the owner and crew 
of fishing boats that spent at least four months of 
the fishing season at sea. It will be observed 
that these early legislators did not attempt to 
require or coerce the export of fish nor to require 
or coerce fishing vessels to spend at least four 
months at sea, but they used the spending po,ver of 
the Government to extend benefits to those whose 
conduct contributed to the desired result. 

The distinction between an application of the 
Federal lawmaking power to enforce compliance 
with the desire of Congress and the use of the 
spending power to offer benefits which might per-
suade people to that end, recognized in this manner 
by these first Congresses, was pointed out by this 
Court in Schechter Corp. v. United States, 295 U.S. 
495, where it was said (p. 529) : 

But the statutory plan is not simply one for 
voluntary effect. It does not seek merely to 
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endow voluntary trade or industrial asso-
ciations or groups with privileges or immu-
nities. It involves the coercive exercise of 
the law-making power. The codes of fair 
competition which the statute attempts to 
authorize are codes of laws. If valid, they 
place all persons within their reach under the 
obligation of positive law, binding equally 
those who assent and those \vho do not assent. 

The vital difference in their effect upon the 
States and the People between the exercise of the 
la·wmaking power and the offer of benefits is 
illustrated by the case of Federal Compress Co. v. 
J.llcLean, 291 U. S. 17. A cotton compress had been 
licensed under the United States \ 1{ arehouse Act, 
and it was contended that the supremacy of the 
laws of the United States prevented the State of 
11ississippi from imposjng an excise tax on the 
privilege of operating the compress. This Court 
said (pp. 22-23) : 

Appellant's license under the United 
States Warehousing Act did not confer upon 
it immunity from state taxation, for neither 
the appellant nor its business \Vas, by force 
of the license, converted into an agency or 
instrumentality of the federal governn1ent. 
The vV arehousing Act confers upon li-
cens(les certain privileges and secures to the 
national governn1ent, by means of the 
licensing provisions, a measure of control 
over those engaged in the business of storing 
agricultural products who find it advan-
tageous to apply for the license. The gov-
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ernment exercises that control in the fur-
therance of a governmental purpose to 
secure fair and uniform business practices. 
But the appellant, in the enjoyment of the 
privilege, is engaged in its own behalf, not 
the government's, in the conduct of a private 
business for profit. It can no longer be 
thought that the enjoyment of a privilege 
conferred by either the national or a state 
government upon the individual, even though 
to promote some governmental policy, re-
lieves hhn frorn the taxation by the other 
of his property or business used or carried 
on in the enjoyment of the privilege or of 
the profits derived from it. Susquehanna 
Power Co. v. Tax Commission, 283 U. S. 
291; Fox Film Corp. v. Doyal, 286 U. S. 123; 
Broad River Power Co. v. Query, 288 U. S. 
178, 180. 

When the United States goes no further than ex-
tending benefits to citizens who arrange their af-
fairs in a manner thought beneficial by Congress, 
there is no direct exercise of Federal power on 
those affairs and they re1nain subject to the un-
hampered control of the States. Consequently, in 
a case of this nature, the effect which the Act o£ 
Congress ·will have in a State is dependent entirely 
upon the voluntary action of that State and its in-
habitants. In the case at bar, as we have pointed 
out, Congress has done nothing more than offer 
the benefits. Acceptance bas not been required or 
coerced. When this is all that is done there can be 
no invasion of the powers of the State. The situa-
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tion is much like that in v. Mellon, 
262 U. S. 447, where it was said (p. 480) : 

Probably, it would be sufficient to point 
out that the powers of the State are not in-
vaded, since the statute imposes no obliga-
tion but simply extends an option which the 
State is free to accept or reject. 

There it '\Vas further held (pp. 482-483): 
Nor does the statute require the States to 

do or to yield anything. If Congress enacted 
it with the ulterior purpose of tempting them 
to yield, that purpose may be effectively 
frustrated by the simple expedient of not 
yielding. 

In the last analysis, the complaint of the 
plaintiff State is brought to the naked con-
tention that C·ongress has usurped the re-
served powers of the several States by the 
mere enactment of the statute, though noth-
ing has been done and nothing is to be done 
vvithout their consent; and it is plain that 
that question, as it is thus presented, is po-
litical and not judicial in character, and 
therefore is not a matter \Vhich admits the 
exercise of the judicial power. 

So, here, the statute does not require the States 
or the People to do or yield anything. There is no 
regulation. If power over agricultural production 
was reserved to the States or the People, they still 
have it unimpaired. The Agricultural Adjustment 
Act does not attempt to take any of that power from 
them or to interfere with their use of it. The deci-
sion as to how agricultural production is to be af-
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fected is still theirs. All Congress has done is to 
appropriate money and direct that it be spent upon 
certain conditions. In doing so Congress has not 
gone beyond its power of taxation and appropria-
tion for the general welfare. 

Furthermore, the taxes here involved would not 
be invalid even if it were to be held that the paying 
of benefits and the entering into contracts to pay 
such benefits to farmers on condition that the farm-
ers reduce production operated to regulate agricul-
ture. vVe have heretofore demonstrated the taxes 
to be valid \V hen considered a part from the use of 
the proceeds. Under the Act, as we have pointed 
out, the proceeds of these taxes go to a purpose 
designed to promote and having a reasonable rela-
tion to the promotion of the general welfare. As 
we have also pointed out, when the money is used 
to }JroJnote the general \velfare it is used for a public 
purpose. Not only, then, are the levies in this case 
valid as taxes but the proceeds are used for a 
purpose \Vi thin the power of Congress. All pos-
sible objections to the taxes are satisfied, and if the 
expenditure of the money results in regulation of 
matters normally \vithin state control, that result 
cannot deprive Congress of the right of taxation for 
the general welfare given it by the Constitution. 
McCray v. United States, 195 U.S. 27. 

Similarly, in considering this Act as an exercise 
of the fiscal po\vers of Congress, we have already 
sho\vn that the means adopted have a reasonable 

I 
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relation to the exercise of those powers. (Supra, 
pp. 241-262.) This being true, the Act is not a 
violation of the Tenth Amendment when viewed 
as a fiscal measure. An Act which is an exercise of 
the fiscal powers is not invalid because it invades 
state fields. First National Bank v. Union Trust 
Co., 244 U. S. 416; Lega.l Tender Cases, 12 Wall. 
457, 539. 

We conclude that, considered under either power, 
the Act does not violate the Tenth Amendment. 

CONCLUSION 

We submit the taxes sought to be imposed in 
this case constitute a valid exercise of the powers 
of Congress under the Constitution. Considering 
the taxes apart from the appropriation, they 
are valid excises, geographically uniform, and not 
violative of the Fifth Amendment. There has 
been no improper delegation of legislative author-
ity, and even if there had been, the subsequent rati-
fication by Congress has cured the defect. The 
taxes qua taxes being valid, the respondents have 
no standing to question the uses made by Congress 
of the revenues derived therefrom. Even if they 
1nay question the appropriation, the use of the 
revenues to make rental and benefit payments to 
producers, to bring about increased farm income 
and a resurgence of business activity, by balancing 
production and consumption, was clearly for the 
"general welfare" within the proper meaning of 
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that term. There is no violation of the Tenth 
Amendment, the action taken being confined 
strictly to authorizing expenditures. Aside from 
the taxing power, the act may be sustained under 
the fiscal powers of Congress. Wherefore, it Is 
submitted the decision below should be reversed. 
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