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Federal Reserve Dank of Chicago —

April 17, 1970

FERTILIZER PRICES will continue under strong down-
ward pressure during the 1970 season. Producers of most
types of fertilizers have faced an "oversupplied" market
throughout the 1960s and current domestic supplies of fer-
tilizer are estimated higher than ever before. Total supplies
are about 11 percent greater than last year with the largest in-
creases in nitrogen and potash, up 13 percent and 12 percent
respectively. Phosphate supplies are estimated to be 6 percent
greater.

Unlike practically every other major production item
purchased by farmers, the price of fertilizer has trended down
in recent years. Although fertilizer use has increased steadily
since 1950, demand has not grown as rapidly as supply, espec-
ially in recent years. As a result, farmers have been induced to
purchase ever larger quantities only at reduced prices. Adverse
weather during the planting season, a dim outlook for crop
prices, and an increase in the acreage idled under government
programs undoubtedly has dampened demand for fertilizer in
the past two years. In addition, an increased number of farm-
ers have probably reached optimum levels of fertilizer use.

Fertilizer Prices have Countered Trend
of Other Purchased Input Prices
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In 1969, an effort by fertilizer producers to increase
prices was thwarted by a continued buildup of excess produc-
tion capacity and a combination of the above factors which
retarded growth in demand. After a precipitous drop of $21
per ton the previous season, anhydrous ammonia continued to
lead the overall decline in fertilizer prices in 1969, and in April,
prices were $16 per ton less than a year earlier. Phosphate fer-
tilizer was more than $4 per ton less in April 1969 than the
previous year, and potash dipped nearly $1 a ton.

These price declines are reflected in the farmers' costs of
production. For example, according to the U. S. Department
of Agriculture, estimates for a large, progressively managed
cash-grain farm in east-central Illinois (an area which includes
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some of the Sevenidiftcpt trigctive soil), the direct
cost of producing a corn crop 'I tifflels per acre increased
from $48.90 per acre in 1968 to $49.50 per acre in 1969. But,
the cost of fertilizer in 1969 was about $1 an acre less than the
year before, partially offsetting the sharp rise in prices of other
inputs, notably labor, machinery, and pesticides.

Fertilizer producers are attempting to stabilize the down-
ward drift in fertilizer prices again this year. This effort is es-
pecially strong in the case of Canadian potash producers.
About three-fifths of the potash used by U. S. farmers is pro-
duced in Canada by eight firms, five of which are owned by
companies in the United States (a ninth firm is scheduled to
begin production this year). Canadian government officials
have established a quota for production in 1970 which limits
these plants to 55 percent of capacity and establishes a price
floor. This effort has been successful so far. During the first
quarter, the index of U. S. wholesale prices for potash averaged
over 20 percent above the depressed levels of a year ago.

The Bureau of Labor wholesale price series also shows a
10 percent jump in anhydrous ammonia prices in March. How-
ever, most ammonia is applied in a 10 to 20 day period in late
May and June. Thus, the higher prices now being quoted by
manufacturers have not yet been tested in the market. Whole-
sale prices of triple superphosphate (the most widely used -
form of phosphate fertilizer), on the other hand, were sharply
lower in the first quarter compared to a year ago. According
to the Bureau of Labor, first quarter prices averaged 47 percent
below year-ago levels. This steep decline may reflect a curtail-
ment in the commercial use of phosphates, especially in house-
hold detergents because of the recent publicity citing phos-
phates as a major pollutant. Furthermore, the availability of
sulfer which is widely used in the production of phosphatic fer-
tilizers has increased substantially, and sulfer prices have de-
clined sharply.

Given what appear to be more than ample supplies of
nitrogen and phosphate, price declines for these two com-
modities are likely to offset the artificially higher potash prices.
Thus, any increase in the farmer's total fertilizer bill for 1970
is likely to be minimal.

Dennis B. Sharpe
Agricultural Economist


