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Farm Financi

President Clinton revently signed legisiation
pmvzdmg wuditonal capital for the agricuitural sector,
This action bas again been the basts fos consiverable
disnussion seocerming the diffsrences inthe
perfomaerzzze of t‘ha genera econcrny and the

?&GKETARY POLICY ACTIONS AND AGRiCULTURE
QUTCOMES

1 he imsc of thei mg}aci of monetary pet:cy on

%ary ;*x.,_. ;s.z ms.f::ivars tha pmcess i:sy
akers manage the amount of mon

catied S;}QB ééhbﬁimaﬁy

the farm seclor through ‘easter”

: mén&tary f*efzd:wn . In fact, aitering monstary policy
from s primary objective of achieving price stability will
oy make agricultural conditions more difficult.

The chief focus of this articis is on the supply
and demand condifions in agricdlture. This first article
containg an anal 35:3 of recent irends in farm incomes

Janagement
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and why fam incomes wﬂi ,mys be volatiity. The
second article in this serigs will discuss the patticular
conditions of supply and demant in agr ral markets,
An analysis of outoomes forprine and suiput san ke
achieved by combining the analysis of supply and
gemand conditions For dlustrative purposes. the
agricultural sector 1s compared and contrasted with
computer manufaciuring, another industry characlerized
by rapid produclivity growth and faliing nrices.

income Volatility n Agri:mmre |

The United States is currently in the nidst of a
record-breaking business expansion: 112 months and
counting as of July 2000, Nearly as remarkable. the
current expansion follows on the heels of the 82-month-
fong expansion in 1882-90, and is more than wige a8
long as the average of all post-Warld War 1l business
expansions.  These two expaNsIons were separated by
ane of the mildest recessions in U G ﬁzstc:ry Smce
1982, the outpul of U S fing &
real GDP--has naariyﬁoabi&é grawmg atan average
annual rate of almost 3175 percent pervear. By
ew at about 2.25 percent per year
from 1872 to 1882, @ period wracked by two severs
sconormic downturns and high and rxsmg inflation. This
pericd preceded the “Bnancial crisis’ situation in the
agricultursl sector that is still refersnced today.

Eccm;ﬁnisfts will argue that 5 case tan be made
that improved monetary policy has played an impontant
role, though ce iy n»:;f t%?ze miy mie,, in achiew‘ng th’z’s»

of whatevar ezse msght h:ﬁwa t:veesn gmng on By marpiy
reduging the rate of price inflation and establishing firm
expeciations in the markeiplace that inflation would
remain low, monetary policy has contributed to ’zzgmf
productivity growth and enhanced the economy's
stability. In general the current business expansion has
bestowsd nurmercus henefils for virtuall y pvery
demeographic group in the United States’. SHL we know




that sorme mambers of our scorely ?‘;ava been left bemm
Many of those in farming an i respond to
hese words by thi rkmg “‘fes many af us in agncuibure
have been ieft behind *

indesd, the iast couple of years have been
mugh for UG agriculture, bt agricullure always has
bpen 2 rieky and unceriain business In ancient imes,
farmers suffared om droughts and ioousts. Today,

farmers stifl suffar from droughts and focusts. 1 add:tzém

angient farmers sulfered not only from natur;
but atso from market gisny 0t on Dy 4
adicts of smperors, and other man-made pmbiem&
When viewed in this context, s not surprising that

- income volanlity is an prevaiam chamnstm offammg »

’ehang&s in farm incomes :swmg the 2,%&5 Aﬁef fsing

g 2%t-year high of 354 5 hillion in 1896, real or
snﬁaﬁam;usiw net farm ncome subsequently fell 13
percent in 1987 and roughly ancther 10 S-percent in
1888 Although the final numbers are not yet available,
the iatest projections from the U.S. Department of
Agnwﬁw’e (JSDA) suggest that some improvement
orcured in 1998 This improvement will most fikely be
Ftributed emzfeiy © 2 nearly $11 billion jurnp In
government income transters to farmers. For 3 fonger-
term perspective (Figure 1), consider that reaf net farm
income averaged $47.7 @xﬁ;@m hetwesn 1590 and 1588,

foughly 20 percent more than the 529 8 billion annual
LrBYL BN dunng the ?m -

Figure 1. Real Net Farm Income, 1910-1988
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’ Symmp&nsm meeariy 19908, then, were not

%0 bad. However, fam income duning those years pales

next 1o ihe $62 6 hilion average resl net famm income
dunng the 1970s. The tumultuous 1970s, frankly,

an unusual decade. Some of agnwimfe 5 gaad fammaa .

for that perod was purchased at the cost of severs
problems in the 1980s. Although farm incomes during

the 19708 rose rather sharply for a few vears, thissuge

was the result of several ynsustainable factors, such a8
the United Siates aliomng the Sovietstoenterthe UG,
market 15 buy every bushel of som, wheat, and ’

soybean& they could. But by 198{} against the backdro;a :

=

of high and nsing inflation. high and nising intersst rates
and a depreciating doflar, real farm income had

plummeted. Just three years jater it piunge;d ancther 27
percent o $21 bilion. By 1983, fam ing
was down more than 80 pers

just & decade earlier and even lowes than 1 e $25»beii;m

low point reached during the depths of he ’;}egres&m i1

1832

Many specific factors which account for sham

 swings in fama income have been well chronicled inthe
_ literature and will be dis

issed beiow in fna context of
grmand over time.* Ressﬂg < gad
incomes dunng the 18708, which were boosted largely
by a2 s&am rise in exports, helped 1o fusl 30 cutbreak of
speculative behavior %:«y tarmers, ranchers, and investors
to counter the comosive effects of tigh and ising
inflation. As the real price of U S farmiand spared. 5o
did farm debt. The resulting financial imbalances that
pilt up gunng the 18708, not surpasingly, wers
aﬁsastamam

changes in supply an

Becaus& farming is an inherently nsxy business.

| swmg& in fatn incomen over trme can be, have been,
_and probably Wil continue 1o be, guite dramatic. The

guestion that many are asking in light of the recent
eg:siaﬁve Bnancial assistance for the agmu%mra% sector
zs. * is thers semet?wg inherently unstabie iy agricuitursg
hion—that is. iaeymd normad vanations i weather
or pemaps, mwo«;mcy mistakes—ihat contributes to

these swings in fann incomes over tme?’ The arawer,

o be blunt, is no. The basic characteristics of

: agnmituzai product markets that contribute 1o trends in

eadily explainable within the

oontext ofan anéiié;s that af the basics of supply

and demand conditions. the interaction of which

detarmings prices and z;uamztz&s »:}f agncuimraé pmducts
Suppty Conditions In &gf‘lcuﬁam

in ferras of sheer producing power per unit of
input. American agrcullure ranks as an unquafxﬁeﬁ ’

success. Indeed, for 100 years ormore. U5, agami%ﬁre

has been charscterizad by fantastic productivity

advances. Duning the past 75 years, the numberof

acres harvested for com grain has deciined by 18

percent while production has increased fvelold. The

nurnber of catlle and calves peaked at around 132
million in 1975 Since then the catlle inventory has
dropped by about 8 quarter whsae msat ;:mﬁucﬁm m
incregsed 115 percent

in thte aggreqate, the maunt of omm pvrwzwed
by each farmer, including fam smployees, has risen
from aimost 52,300 in 1910 to roughly 335800
i%-»gr a litde mare man 3 petmni a ysar 2 (These

: Bﬂiﬂagin. mmz 'Y "”ha Furm feckar in the s%m Sudden Coflapge ot
Sready Dowmn?® i?zx;z« Moy amw 1084, o 1775 :

’ Real frm wmm’ma:}mﬁateﬁn&c rmaz, Reserve Bank of St Lowis




. incluring the real ret farm income measurs cited
are in coostant dollars, with 3 base year of 1968}
{his mcrease has occurred since 1973, a period
huctivity in the noncfamm sector began 1o siow

- dra ¥ From 1973 (o 1998, the smount of farm

ﬁ autput ger worker rose at an average annual rate of
nearly 5 percent per year. In contrast, the productivity
growth in the non-tarm business sectar during this period
measired 1 Spen:&ntca yﬁar* ’

Given that agncuiture has been able to increase
» pfoductxm with fewer fanmers and ranchers is testament
o the wemendous benefits gleaned from technological
innovations, The advent of genetically modified
organisms in many Srops. which follows the advances in
genetxc improvements applied 1o livestork production,
promises both increased production and reduced
reliarce on pesticides. Likewise, the use of satellite
 technology fo better apportion fmi:zar and other soil
nutrients, combined with the increased usage of low-Sill
farming, offers the promise of mcreased production with
reduced chemical fartilizer applications. Some of these
technological innovations are controversial. But these
contrwers:es are a wmie ome{ sub;acf. What needs (o
agrzcuzture s a great Amencan tnumph and under-

- standing s essential o unmtanﬁsng ihe basics of
agncuiturai markets.

A useful way o summm this dxscnssim 50
anvision the usual upward-sioping supply curve with a
hig arow on it mmmg to the right, to indicate that the
antire supply curve is shifting out rapidly over time as
productiety improvements accumulate. But since supply
’ bounces around ffcm year o year depemfmg on gmwsng

nemsafy ta enwszcn a coupie of dashed wppiy curves

~ parailel to the solid one.

Demand Conditions In 'Ag:rlcutﬁxm

The demand for agnouftursg pmducts i;ke other
‘normal’ goods, of course, slopes down. Forour
purposes, though, the rejevant questions are how sieen
5 it and how does it move over time? »

L Let's stant mtﬁ the movement over ime. The
demand for food rises as the. poputation rses and as the
average income of consumers nises. The effect of rising
income has been understood for 2 long tme. The
demand for food products increases proportionately with
population, but increases more siowly than does per-
capita income. For example, if per-capita income rises
by 3 percent in renl tenms, the percentage increase in
demand ftor food products would be coﬂ&defabty less—
perhaps only 1 percert  Thus, expenditures on farm
commudities decline refative 1o the economy as a whole,

Figure 2 shows U5 food expenditures as 2
share of total expenditures from 1829 10 1898° During
the Depression years. and extending into World War i,
when per-capita real income growth was reiatively weak,
consumption of food as a share of total expenditures
rose from about 25 percent 1o pearly 35 percent, But as
real income growth picked up after World War 1.
expenditures on food 35 3 share of total consumption
expenditures foll, reaching sbout 14 percent in 1898

Figure 2. Food Expenditures as a Share of Total
Qmmer Expenditures ’

uf”*mﬂ“?"”ﬂ”ﬂmﬂ(*ﬂ*
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Nm&n?ﬁo&ﬁm%

The market for U 5, agricuitural production is
not, of course, limited to U $. consumers. The United
States, by virtue of it abundant natural resources and
plentiful supply of capital, enjoys a distingt comparative
advaniage in agricuffure producton refative to most
other countries. Given the limited upside to boosting the
domestic demand for farm products, one way 1o increase
sates of U S, famm products is 1 make therm available fo
consumers in other parts of the word, And, i fact, the
share of U.S. famm production that is exported has
steadily rended up over ime. From 1935 1o 1954, 118,
farm exports averaged 8 5 percent of total farm output.
This share reached a high of 28 percent in 1880 and has
averaged roughly 28 percent since 1988 {zee i igure 33
As important as sxports are o US producers, world
demand for U 8. tarm output is miska&y o gros rapidly.
Moreaver, as the recent Asian crisis showed,
unexpected demand disturbances from foreign markets
are afactof e 1t is probabiy true, then, that export
demand-—welcome though it certainty | is—is more

“yolatie than domestic demand.

, What abeut the shape of the demand Curve fs:}r
food? Consumers in most high-income countries, don't
consume very much more food when its price dedlines—
of, squivalently, very much fess when i3 price increases.
{See Figure 3.3 égncuitufﬁ demand conditions can be

* At the peesent tie, e Bwuau af Feovotic Amiysis had vet o relesse s
mvised NIPA messures back 10 1519 the dats are only available Fom 195%w
YI58. Actowdingly, the exloulred D sxpenditime share is besed o the
unrevised data. Huwever, the fond sxpenditure shars for 1955 rguanlent
for both tevised and unrevised dam, which sugeests tut dam revisions wait
have tittle, 1f suy, efftt vn the colinioted shave, - :
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