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T:IE longer- TERI''i PRODUCTION OUTLOOK

Talk by Sherman E, iJohnson^ Director, Farm and Land Manage-
ment Research, Agricultural Research service, U. S. Depart-
ment of Agriculture, at the 3'3rd Annual Agricultural Outlook
Conference, V/ashington, Do C,, November 29, 19^5

The Outlook Approach in Farm and Home Development Work

I assume we all agree that outlook information is designed to guide
farmers in their production and marketing decisions. Those decisions have

time spans. Some are of relatively short duration; for example,
the question ol whether to market hogs at light weights or feed them out to
heavier weights. On the other hand, the question of iiow many sows to breed
for spring or fall farrow, covers a production cycle of nearly a year, as do
most decisions concerning annual crops. When a farmer makes a decision as
to whether to go into or out of beef or dairy production, he is concerned with
farm planning over a longer time span. But the effect of such a decision is
of shorter duration than the one confronting the young man who is consider-
ing farming as a career. Such a decision covers a farming generation, and
whei a young farmer decides to buy a farm, he may also make a commitment
that covers most of his active years on the farm.

As I recall the request for tliis part of the outlook program, it was
in terms of .providing an outlook framevrork for farm and home development
work. In that activity you are called upon to provide outlook information
for a longer time span than the year ahead. You are working with farmers
in helping them to develop the most profitable systems of farming for their
special situations over a period of years. This requires looking ahead for
at least U to 5 years and sometimes much longer. But perhaps ii to 5 years
ahead, or what we might call the middle term outlook , is of .most importance.
It is also necessary to recognize that farmers start with their present
farming systems and their current financial and family situations.

Because changes are likely to require extra time, money, and manage-
ment, the roughest part of the road to be travelled will be the period of

transition from the present farming system to the potentially more profit-
able one. Frequently, net income actually declines while the change-over
is in process.

Although the middle term outlook is the most important in the farm
and home development setting, it is also necessary to have in mind the longer
term prospects, partly because a longer look ahead might indicate the desir-
able directions of adjustment that should be carried out in the next ii to 5
years. At the present time, for example, we need to consider the most rapid
growing points in the market for farm products, and try to determine what
adjustmaits in farm production would achieve a better balance in relation
to markets, say, 10 years from now.



There are at least five principal factors to consider in the outlook

approach to farm and homo development; (1) karket prospects, (2) the supply
prospects in relation to prospective markets, (3) the farm programs in

prospect, (U) the local production and marketing situation, and (5) the indivi-

dual farm and family situation.

The middle and longer term market prospects have already been discussed
by Mr, Wells and Mr, Gavin. Apparently, we can be more optimistic about the

market outlook over the longer term than for the I4. or 5 years immeaiately
ahead of us. But even for the middle term , they look for improvement in

meat animals and in some of the fruits and vegetables. I also get the impres-

sion from the "Livestock and Meat Situation" that roughage consuming meat
animals arc likely to be in a relatively favorable position.

For a real "bright spot" in the market outlook from 1956 to I96O, however.

We have to turn to timber. This product is a relative newcomer in our outlook

discussions. But I suggest that we give it a more prominent place in the out-

look programs. Those who have timber stands which can be harvested on a sus-

tained yield basis are relatively fortunate. Thu longer term timber outlook
indicates that we should undertake studies to dc,termine x^heither some of the
land now in crops might return a larger income over the longer term if planted
to trees. Unfortunately, the long waiting period tends to retard such adjust-
ments even whai a long term income advantage seems apparent.

If my interpretation is correct, market prospects for products other
than timber can be summarized as follows; Under favorable conditions we can
expect a 9 to 10 percent increase in demand for farm products during the next

5 years. This is likely to have the greatest impact on the market for meat
and other livestock products. If we look ahead for some 20 years, the market
for farm products may increase about I4O percent from the level of the past

2 years. Again, the market expansion is likely to favor livestock, especially
the roughage consuming animals.

When we turn to the production side of the picture, we also need to
distinguish between the middle term and the longer term outlook. If we begin
with the longer look ahead, a UO percent increase in the market seems like a
large order to fill in the next 20 years. But under peacetime conditions, I

see no reason for worry about the ability of farmers to supply all the farm
products that the market will take at profitable prices. For one thing,

1955 production is running much higher than utilization, oven at present
prices. The needed increase in output from present levels is closer to

30 percent rather than the I4O percent market projection. Barring unfore-
seen emergencies, and considering the potential capacity of the farm plant
as well as the technical advances in prospect over the next 20 years, the
question of "food enough" is not likely to arise. The principal question is
much more likely to bo how to produce the needed products efficiently, and
with returns to farmers comparable X'd.th other sectors of the economy.
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Markt-t expansion, howevisr, shonid provide an opportunity for achieving
a better balance betX'j’een production and markets than we now enjoy. But farmers
have to survive the next few years in order to benefit from the- more favorable
long term prospectsv, hnd unless serious drought or international emergency
intervenes, or unless new foreign markets arc opened up, aggregate food .and

fiber supplies will continue to press heavily on available markets for the
next h to 5 years* kfe are producing nearly enough now for the projected
normal market of I960* Farm output in 19^5 is about ij.8 percent above the
average of the years 1935-39 and 12 percent above 19hl-h9»

Wo are also badly unbalanced in production. We need to recognize that
our farm plant is geared up to produce for wa.r emergency and rehabilitation
needs; that farmers made great strides in technical progress and invested
large amounts of capital to meet those noodsc The rvjsult is an overall
productive capacity more than ample for today's markets, and with serious
unbalance in wheat and cotton production.

Those who are not familiar with farming frequently ask why farmers don't
gear their production more closely to prospective markets. Mostly because as
relatively small individual producers they do not consider the effect of their
output on the price of the product. But also because technical change is not
reversible . Once investments have been made in improvements to increase out-
put, they become imbedded in the cost structure as fixed costs. Unless prices
drop precipitously, individual farmers cannot cut down on oven the variable
expenses for hybrid seed, pesticides and fertiliser. without reducing gross
income more than expenses. Moreover, nearly four-fifths of the farm work is
done by the operator and members of his family. On most farms, therefore, a
reduction in output will not reduce labor costs.

Once farmers have committed themselves and their investments to farming,
their alternatives are limited. They can shift to other enterprises if other
products have more favorable income prospects, and if their farms are located
in areas where other crops or livestock can bo produced. In some areas, the
younger members of the family, and even the younger farm operators, can turn
to nonfarm employment. If many operators give up farming, their land becomes
available for purchase or lease by other farmers. This may provide an oppor-
tunity for farm consolidation with resiilting lower unit costs and higher farm
incomes for those who remain.

But giving up farming, or buying additional land, are major decisions.
Most farmers require some time to work them out. Perhaps the first inclina-
tion when income drops is to weather the storm by maintaining total output,
or even increasing it in an atterrpt to hold income at former levels. Conse-
quently, much of the job of balancing production with peacetime markets is
still ahead of us.

Farm price and production programs were developed to help balance
production with markets. And I shall make one forecast vhth considerable
confidence that it xcill prove to be correct. Farm price and production
programs of some kind will continue in operation, at least for the next few
years. It therefore behooves us to think about the fuiiction of farm programs,
and how they should enter into our outlook analyses.



Tu^y .'4^^. int.-ndod to nationally oosirobl^ obj^-cliv^s — oota
for f^r’iiv^rs : nd in tiV public intci-est. If the changes in farrdng propiot^d

by larfri oro-gr'ams could provide the. most profitable opportunities open to

fariiers^ ‘t-h-cy Tijould constitute powerful incentives in achieving program
objectiy_-s.

In tha outlook approach to farm and home dovelopmv^nt, tha market and
procuction prospects, as th^se may ba modified by farm, programs, become thL

I r '
^rfcT'Jork within whicli fcirm families develop farm and home pla.ns which seem

most suita.ble .and profitable in th^ir specia.l situations.

Although the local end couimunity conditions m.ay introouce important
moaif ications, I shall go directly to a considerauion of the adjustment probleni

on individual farms in the light of the farm and family situation.

• The iidjustment Problem on Individual Farms

In view of the market outlook for the next fivo years, uhe probable cost

structure, and the farm programs in prospect, what adjustments can farmers

make to carry through th'o transition years, and to take advantage of the better
opportunities that may folloxv? ¥e have already said that production mey

continue to press heavily on available markets, but that the market outlook

is better for most of the livestock products than for the price- supported crops.

Apparently, no relief can bo expected from lower cost rates. Prices of build-
ing and fencing materials, farm machinery and motor V'.,hicles are edging up,

and taxes may continue their upward march of thu last 10 years.

Wo general prescription will fit the div^^rse situations in which farm.urs

find themselves in different farming areas, on different types and sizes of

farms and with varying tenure, financial, and family situations. You arc all
aware that the problem has to be analyzed separately for each type situation.
All that I can do here is to illustrate by shoT'dng the ramifications in one
farming area. Suppose we take a family-op erated farm in the corn-hog-d.airy
area of the Corn Belt, where the recent drop in hog prices has caused sharp

reductions in net income.

Table 1 gives the average results on owner- op crated family farms in
this area as well as in three other areas, for 19^0, 195^;, and 19^^. Prelirrln-

ary results indicate that, on the average, net cash income may drop about :;t»700

on hog-dairy farms in 1955* Suppose -wo try to illustrate what adjustments
farmers with different financial and family situations could make in vi.j;W of

the prospects for the next 5 y^ars. Perhaps the illustration will bo clearer
if we take two extreme situations with respect to iinancial and family conditions;

1. A young couple with children too small to help with the x>iork.

The operator, a war veteran, who started farming as a tenant
after the war, and later bought a farm, say about 1951 • His
present real estate and short-term debts equal about 75 percent
of thG..presont value of his farm assets.

2. An older couple with no debts and some savings in addition
to the farm investment. No children at home to n^lp with
th^ workj therefore, dependent on hired labor.



Inc young fnrmi^r will havo interest and amortization pajonents of

vl,96& to subtract from his net cash income, leaving '•^2,906 available for

family living and for maintenance of the farm plant. He may actually have

semex^hat less than that because he would hire more labor than the average

farm in the a.rea.

Can farmers who find themselves in such circum.stanccs increase the cash

income available for famdly living and farm maintenance? Is it possible to

reduce operating costs and maintain output? To reduce costs more than gross

incoric by reducing output? Can not cash incomie be increased by increasing
output? VJha.t arc the ^lomicnts of flexibility for a farmer in similar finan-
cial circomstances?

Debt service must bo paid. This is also true of taxes, insurance, and

electricity. Those are fixed charges. Scrrie machinery and building replace-

ment can be postponed, but only temporarily. If hired labor is reduced, the
operator will have to work even longer hours than ho is now doing, and perhaps

also sacrifice some cf the output. It miglnt be possible to buy loss protein

feed, but unless previous arrangements have been made to substitute nome
gr-ov/n legumes, the output of dairy products and pork might be reduced by more

than the reduction of the fov^d bill.

If a larger acreage is devoted to grasses and l^^guraos, it might bo

desirable to fertilize the remaining feed grain acrc.age more hea.vily in order

to maintain production. The ev>:.ntija.l result then would be an increase in

total output, and proba.bly also an increase in net income to a farmer in such

financial circumstances. But it would invola^e extra cost and risk.

Suppose we n^ov/ consider the older family with no debts and no children

to help with the work. ¥e are assuming that they are not old enough for retir-'

ment and Social Seeijrity benefits. But they probably could afford to slr.ckon

the pace of farm operations even at consid.crablc sacrifice in farm income.

They might seed a rather largo acreage to grasses and legumes, raise fewer

hogs, keep fo'wer cows, or even shaft from dairy cows to beef. They would buy

less food and hire less labor. The risk would be lessened. Net income would

be reduced, but this would be compensated by the opportunity for partial

retirement. The basic capacity of the farm would be maintained, but it would

bv, held in a partial reserve status. Output could be stopped up whenever such

action seemed desirable.

Perhaps there are not many farm famili-jS who find t/homsolvcs in these

circumstances, but under present conditions, thoS'.; who work "with farm families

could render excellent services by pointing out opportunities for slackening

the pace of production ir^fhere income is not the decisive determinant.

The results shotm for Piedraont cotton farms in Table 1 illustra.te

another problem. Incomes on cotton farms in this area were at relatively

low levels even in more prosperous years. Growung local markets may furnish

some fux'ther opportunities for production of Grade A milk, meat, and some

fruits rud vegetables. But there has been little opportunity to accumulat'j

capital for neodf-.d changes in farming.



Because limitud incorri^- oppertunit-i^s in farming, m-.’.ny farmers in tnis
ar>-a nav^ shifted to nonfarm ^mploymt^nt, but th^^y havv^ c^ntinuv^d to liv^ on

farms. Perhaps this shift creates an opportunity for farm consolidation, for
changes in the farming system and for higher incom'-s to those who remain in

full time farming. But how is this change to be financed and carried out?

Unless better income opportunities are available in full-time farming, should
'/oung people be encouraged to enter farming with the prospect of continuing
at the income levels shown in Table 1?

I recognize that these ar^ extreme illustrations, but perhaps they por-
tray tho wide variety of adjustment opportunities and of probl.^ms that arise
in the outlook approach to farm and home developmoit.

Balancing Production with Potential Markets

Hew rapidly we can achieve a better balance of production with markets
than We now have xjill depend upon hawr manj'" farmers can afford to operate less
intensively as illustrated by the d^^bt-free elderly farmer; and how many wmll
have to maintain or even increase output; also on howr many wall find nonfarm
jpportunitics more attractive than farming. The last change is likely to

result in farm consolidation and higher incomes per family for those w7ho

remain in farming, but may not reduce total output v^ry much.

As a re'sult of mechanization and other improvements there are many
farmers who ha.ve equipment and family labor that is only partly utilized, if

they cut total production they in.ll r..CLUCe the part of their output that is

produced at the lox^rest cost per unit. If they also have pressure for incr-..-.s-

ing net incomes they are more likely to increase output than to reCiUCe it.

Let me emphasize that I am referring to total output rather than to
output of a single commodity. Output of specific commodities may change in
line with alternative income opportuniti-^s, farm programs and other fact'ors.

Assuming average weather conditions, I do not see much prospect of a reduc-
tion in total farm output in the next few years. Our current programs
attempt to control specific commodities, but not total output. And, as
mentioned, technological advances are not reversible.

A continued cost-price squeeze undoubtedly discourages neW investments
in farming that would increase mtput. To some extent, technical progress
also is retarded. Better income prospects in other employment tends to reduC'

the number of workers in agriculture. But these forceS operate rather slowly.
In the meantime, most farmers maintain their operations in the hope of better
days ahead. If they see a margin over variable costs, they may actu.ally

increase output as previously indicated,

Increast s in total farm output, despite unfa.vorable cost-price relati iTi-

ships, is not a now phenomenon. It Happened in the 1920 's. Farm output
increased 10 percent from 1918-20 to 1929. It has increased l6 percent from
19U^~a7 to 1955. Although rcas^oning from historical analogy is always dangtr-
ous, there- are a surprising numb, r ;f similarities between the two periods,
-ilso some important differences.



l/ooking forWcird., perhaps "there is more hope for "the m?,rkfc"b "to grow up
to our producti"vc capacity than for a.ny shrinkage of farm productive capacity
to fit the size of the market. It shoula be empnasized, however, tha.t market
prospects call for shifting of production rather than for much of any
in output during the next few years. The shiftsrthat seem to be called for —
away from surplus cash crops and into hay, pasture, and eventiiany roughage
livestock — arc of truly heroic proportions. The longer term market outlook
points in the same direction. In many areas of the Great Plains, the cotton
South, paid elsewhere, these shifts also may mean larger family farms and
fewer workers in agriculture, but improved incomes to those who remain in
full-time farming. Hcjw the needed shifts can be made profitable to all farm
people is a challenge to researchers, to extension workers, arjd to farm
program agencies.

In the midst of our present worries about surpluses, perhaps w^e should
reflect on how fortunate we are that our concern is with overabundance rather
than with shortage . After all, the mcorgin between surpluses and deficits is

rather small, as we learned after the invasion of Korea in 19^0. A severe

drought could reduce our large stocks of feed grains and wheat rather drastic-

ally. In the present state of world uncertainty,.

-

^e need reserve capacity ,

but we do not need all-out current production . We should seek out ways of

maintaining reserve capacity instead of largo suqfplus stocks; ijays of shift-

ing farm resources in the direction of the ,,'astost growing points in

the market; and "ways of achieving a more prosperous agriculture for the

benefit ','f all farm people.
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