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Session 29

December 1/ 1982

AGRIBUSINESS IN THE 1980'S: EXPORTS OR EXCESSES?

Joseph D. Coffey*

The U.S. agricultural sector is suffering from the deepest

AND LONGEST ECONOMIC SLUMP IN 50 YEARS. REALIZED NET FARM INCOME/

ADJUSTED FOR INFLATION IN 1980/ 1981 AND 1982 HAS BEEN LOWER THAN

DURING THE GrEAT DEPRESSION. ADMITTEDLY/ THIS NET FARM INCOME IS

SPREAD AMONG FEWER FARMERS/ BUT EVEN ON A PER FARM BASIS IT IS THE

LOWEST ON A SUSTAINED BASIS FOR OVER 2 DECADES. ThE RETURN TO

FARM EQUITY CAPITAL IS THE LOWEST IN AO YEARS.

The economic ills of farmers have spread to the manufacturers

AND distributers OF FARM INPUTS AND THE BUYERS AND HANDLERS OF

FARM OUTPUTS. ALMOST EVERY ISSUE OF THE WaLL STREET JOURNAL

REPORTS CLOSINGS OF FERTILIZER PLANTS AND FARM SUPPLY STORES/

DECLINES IF NOT NEGATIVE NET EARNINGS/ SHOTGUN MERGERS TO SAVE

FALLEN FIRMS/ AND THE FINANCIAL WOES OF FARM MACHINERY MANUFAC-

TURERS. Only those in the grain bin business seem to be prosper-

ing.

It is tempting to succumb to the present gloom and doom and

TO FORECAST MORE OF THE SAME. INDEED/ THERE ARE SEVERAL REASONS

FOR PESSIMISM. ThE ANTICIPATED RECORD CARRY-OVER GRAIN STOCKS FOR

1983-8^/ THE SNAILS PACE OF THE ECONOMIC RECOVERY/ THE HIGHLY

COMPETITIVE AND TIGHTLY PROTECTIVE NATURE OF WORLD AGRICULTURAL

it «•«•**** * *•«•«•* #

*Di RECTOR OF Economics and Planning/ Southern States Cooperative/

Inc./ P. 0. Box 2623^/ Richmond/ Va. 23260. Talk prepared for

Agricultural Outlook Conference/ U.S.D.A./ Washington/ DC

December 1/ 1982.
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MARKETS/ THE SLOWING POPULATION GROWTH, AND THE ESCALATING BURDENS

OF GOVERNMENT FARM PROGRAMS ALL POINT TOWARD A CONTINUED SQUEEZE

ON FARM INCOME FOR AT LEAST ONE IF NOT TWO OR MORE YEARS, ThUS

THE SHORT-TERM OUTLOOK FOR FARMERS AND HENCE FOR AGRIBUSINESSES IS

NOT BRIGHT.

What about the longer-term outlook for the remainder of the

I980's? Is IT ALSO ONE OF GLOOM AND DOOM OR IS THERE A BASIS FOR

OPTIMISM? In attempting to come to GRIPS WITH THE QUESTION OF

WHERE IS AGRIBUSINESS HEADED, I WILL FIRST ASSESS WHERE THE FARM

SECTOR IS COMING FROM. SECOND, I WILL REVIEW HOW AGRIBUSINESSES

HAVE BEEN DOING, ThIRD, I WILL FORECAST FARM CASH RECEIPTS AND

FARM USE OF FEED, SEED, FERTILIZER, FUEL AND PESTICIDES ASSUMING

A MODERATE AND A BRISK 8% EXPORT GROWTH RATES, I WILL CLOSE

WITH AN EXHORTATION TO AGRICULTURAL ECONOMISTS AND AGRICULTURAL

LEADERS NOT SIMPLY TO ASSESS THE PAST AND FORECAST THE FUTURE,

BUT TO CREATE THE FUTURE OF U.S. AGRICULTURE.

WHERE AGRICULTURE IS COf-lING FROfI?

The past two decades of U.S, agriculture can be subdivided

INTO THREE DISTINCT ERAS; 1965 TO 1971 AN ERA OF STEADY EXPANSION;

1972 TO 1979 AN ERA OF BOOM AND VOLATILITY, AND 1980 TO 1982 AN ERA

OF SEVERE RECESSION. Let's BRIEFLY EXAMINE THE FARM TRENDS FOR

EACH OF THE THREE ERAS, (SeE TaBLE 1.) In ORDER TO REMOVE THE

OVERALL INFLATION RATE, ALL DOLLARS IN TaBLE 1 HAVE BEEN CONVERTED

TO CONSTANT ("REAL^) 1982 DOLLARS BY ADJUSTING WITH THE CONSUMER

Price Index.
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1965-1971; Era of Steady Expansion :

The 1965 to 1971 era evolved from the burdensome surpluses of

THE EARLY 1960's, PRICES PAID AND RECEIVED BY FARMERS CREEPED UP

3% COMPARED TO A MODERATE 5% RISE IN THE CONSUMER PRICE INDEX,

The prices paid for fertilizer actually declined and the prices paid

FOR FEED/ PESTICIDES AND FUELS ROSE LESS THAN 11 PER YEAR. ReAL

CASH RECEIPTS ROSE 17 PER YEAR. ReAL VALUE OF EXPORTS WERE STEADY.

Real expenditures on consumable inputs rose at a brisk 57 per year

WHEREAS CROPLAND ACREAGE WAS CONSTANT, OVERALL/ THIS WAS A RATHER

TRANQUIL AGRICULTUAL ERA OF A TRANSITION FROM AN ERA OF SURPLUSES

TO AN ERA OF SHORTAGES, An ERA OF QUIET BEFORE THE BOOM,

1972-1979; Era of Boom and Volatility :

The Soviet Grain Deal ushered in an era of boom and volatility

IN AGRICULTURE, DEVALUATION OF THE DOLLAR/ CROP FAILURES/ OIL

EMBARGOES/ AND INFLATION PROMPTED A SERIES OF UNPRECEDENTED

GOVERNMENT INTERVENTIONS IN AGRICULTURAL MARKETS DURING PEACETIME.

Grain exports were embargoed/ fuel was allocated/ and price

CEILINGS WERE CLAMPED ON FOOD. EaRL BuTZ/ THE IRREPRESSIBLE

Secretary of Agriculture/ gotswept-up in the events and began pro-

pounding "planting fence-row-to-fence-row" and "food power,"

Prices received by farmers galloped upward by 137 per year -

FASTER THAN THE 117 ANNUAL RISE IN THE CPI. PRICES PAID BY FARMERS

SHOT UPWARD 157 PER YEAR. FaRM FUEL PRICES ROSE 227 PER YEAR.

Seed and fertilizer prices rose 167 per year. Real cash receipts

ROSE 37 PER YEAR, HaLF OF THE INCREASE IN REAL CASH RECEIPTS WAS

DUE TO THE DOUBLING OF AGRICULTURAL EXPORTS. NeT CASH FARM INCOME

INCREASED FROM AN AVERAGE OF $^5 BILLION DURING 1965-71 TO

617



$55 BILLION DURING 1972-79,

The rise in real net cash income induced farmers to triple

THE NOMINAL VALUE OF FARM LAND AND TO EXPAND CROP ACREAGE BY

46 MILLION ACRES. ALTHOUGH FARM OUTPUT AND CROPLAND ROSE FASTER

IN 1972-79 THAN DURING 1965-71/ REAL EXPENDITURES ON CONSUMABLE

INPUTS ROSE MORE SLOWLY, APPARENTLY THE RAPID RISE IN CONSUMABLE

INPUT PRICES INDUCED FARMERS TO PARTIALLY SUBSTITUTE LAND FOR

CONSUMABLE INPUTS.

CLEARLY/ THE YEARS 1972-1979 WERE VERY DIFFERENT FROM THOSE

BEFORE OR SINCE, ThE RECORDS ESTABLISHED FOR INCREASES IN EXPORTS/

NET INCOME/ LAND PRICES/ AND CONSUMABLE INPUT EXPENDITURES WILL

NOT BE ECLIPSED ANY TIME SOON.

1980-1982; Recession

The BOOM that began with the Soviet Grain Deal ended with

President Carter's January 4/ 1980 partial embargo on Soviet grain

SHIPMENTS, Since 1980/ expanding production in face of sluggish

U.S, AND FOREIGN DEMAND RESULTED IN A SEVERELY DEPRESSED FARM

ECONOMY. Prices received by farmers stagnated while the CPI rose

9% PER YEAR AND PRICES PAID ROSE BY 5%. ToTAL REAL CASH RECEIPTS

AVERAGED $15 BILLION BELOW 1972-79. ThIS DECLINE RESULTED FROM A

DROP OF $21 BILLION IN THE DOMESTIC MARKETINGS AND A $6 BILLION

INCREASE IN EXPORTS. ReAL NET CASH INCOME AVERAGED $35 BILLION

IN THE 1980'S VS, $55 BILLION IN 1972-79 AND $45 BILLION IN 1965-71.

In 1982/ FOR the first time in 13 yearS/ the nominal value of

AGRICULTURAL EXPORTS DECLINED. FOR THE FIRST TIME IN 30 YEARS/

FARM LAND VALUES SLUMPED RATHER THAN JUMPED. HoWEVER/ CROPLAND

618



USED HAS BEEN MAINTAINED AT VERY HIGH LEVELS. In FACT, THE 319

MILLION CROPLAND ACRES USED IN 1981 ECLIPSED THE PEAK ESTABLISHED

DURING World War II, With farm land prices declining and

CROPLAND USE PEAKING, THERE IS LITTLE MENTION OF THE FARM LAND

SHORTAGE WE HEARD SO MUCH ABOUT JUST A COUPLE OF YEARS AGO,

Lessons

This quick synopsis highlights four key lessons to remember

AS WE TURN TO ASSESS THE REST OF THE 198Q's,

(1) Exports have become the major driving force of the

DEMAND FOR ii.S, FARM PRODUCTION. In 1965-71, ALL

THE EXPANSION IN REAL CASH RECEIPTS CAME FROM THE

DOMESTIC MARKET, In 1972-79, 50% OF THE EXPANSION

IN REAL CASH RECEIPTS CAME FROM EXPORTS. In

1980-82, ALL THE EXPANSION IN CASH RECEIPTS CAME

FROM EXPORTS,

(2) Contrary to the widespread pronouncements in the

1970's, WE HAVE NOT ELIMINATED THE EXCESS CAPACITY

OF U,S. AGRICULTURE AND ENTERED AN ERA OF SHORTAGES

BROUGHT ABOUT BY INSATIABLE EXPORT MARKETS.

(3) The ups and downs of agriculture have largely sprung

FROM CHANGES IN GOVERNMENT POLICIES AND ECONOMIC

CONDITIONS OUTSIDE THE AGRICULTURAL SECTOR AND INDEED

OUTSIDE THE U.S. MaNY OF THE MOST INFLUENTIAL CHANGES

SUCH AS THE SOVIET GrAIN DeAL AND GRAIN EMBARGOES,

DOUBLE DIGIT INFLATION, THE ENERGY CRISIS, ENVIRON-

MENTAL MOVEMENT, THE DOLLAR DEVALUATION, LIFTING OF

THE Bamboo Curtain, greater health and diet

CONSCIOUSNESS WERE NOT ANTICIPATED BY THE MANY
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DISTINGUISHED SPEAKERS WHO HAVE APPEARED AT

PREVIOUS Agricultural Outlook Conferences,

(A) Farmers respond to economic incentives. They

HAVE A REMARKABLE ABILITY TO ADJUST THE MIX OF

COMMODITIES PRODUCED AND INPUTS USED, If THE

PROPER ECONOMIC SIGNALS ARE TRANSMITTED/ NO FARM

COMMODITY IS LIKELY TO BE IN PERPETUAL SURPLUS OR

PERPETUAL SHORTAGE. BUT ADJUSTMENT REQUIRES TIME

AND MAY BE THWARTED BY WEATHER AND OTHER RANDOM

EVENTS,
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HOirS AGRIBUSINESS BEEN DOING?

Farmer Purchases of Consumable Inputs ;

Farmer expenditures on the major consumable inputs - feeD/

SEED/ FERTILIZER/ FUEL/ AND PESTICIDES - EXPRESSED IN CONSTANT

1982 DOLLARS HAVE RISEN EACH SUCCESSIVE ERA/ BUT THE AVERAGE RATE OF

GROWTH HAS FALLEN. FIOST DRAMATIC HAS BEEN THE REVERSAL OF PESTICIDE

AND FERTILIZER EXPENDITURES WHICH GREW THE FASTEST DURING 1965-71/

BUT DECLINED THE FASTEST DURING 198Q-82.

Per dollar of cash receipts/ farmer purchases of all the

CONSUMABLE INPUTS/ EXCEPT FEED/ HAS BEEN RISING. EXPENDITURES ON

CONSUMABLE INPUTS HAVE RISEN FROM 25^!^ PER DOLLAR OF CASH RECEIPTS

IN 1965-71 TO 31^ PER DOLLAR IN 1980-82, The long-term increase

IN THE SHARE OF PURCHASED INPUTS AND DECLINE IN THE SHARE OF FARM

PRODUCED INPUTS HAS CONTINUED DURING THE PAST TWO DECADES. BUT/

THE PACE OF THIS SHIFT IS SLOWING. ,'^OST FARMERS TODAY ALREADY

USE CHEMICAL FERTILIZERS/ PESTICIDES/ FEED ADDITIVES/ GASOLINE

AND PROVEN SEED VARIETIES. FUTURE EXPANSION OF FARMER PURCHASES

OF CONSUMABLE INPUTS WILL LARGELY ARISE FROM EXPANSION OF FARM

PRODUCTION RATHER THAN EXPANSION OF THE SHARE OF FARMERS USING

THEM.

Return to Equity ;

The thousands of agribusiness firms who manufacture and

DISTRIBUTE THE $^5 BILLION OF FEED/ SEED/ FERTILIZER/ FUEL AND

PESTICIDES SPAN THE INDUSTRIAL SPECTRUM FROM THE GLOBAL GIANTS

DuPont and Exxon to the mom and pop general stores. Sale of

FARM INPUTS IS THE SOLE BUSINESS OF SOME FIRMS AND A MINOR

SIDELINE OF OTHERS. AbOUT 207 OF THE CONSUMABLE INPUTS ARE
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DISTRIBUTED BY FARM COOPERATIVES AND 80% BY PRIVATELY OR PUBLICALLY

HELD CORPORATIONS,

No SINGLE AND CONSISTENT SET OF PROFITABILITY ESTIMATES FOR

FARMER COOPS, PRIVATELY HELD CORPORATIONS, AND PUBLICALLY HELD

CORPORATIONS EXIST. ThE BEST AVAILABLE DATA ARE THE RoBERT flORRIS

Associates median returns by Standard Industrial Code (SIC) for

PUBLICALLY HELD CORPORATIONS, THE FoRBES f^AGAZINE MEDIAN RETURNS

ON EQUITY FOR THE 1023 LARGEST U.S. PUBLIC COMPANIES AND THE

ANNUAL REPORTS OF FARMER COOPERATIVES.

The median returns to equity published by Robert i'Iorris

Associates for publically held corporations engaged in fertilizer

MANUFACTURING, RETAIL FARM SUPPLY AND FEED MANUFACTURING WERE 12%

DURING 1966-71, ROSE TO 20% DURING 1972-79, AND DROPPED TO 15%

DURING 1980-82 (Table 3). The medium returns to equity for all

MANUFACTURING FIRMS AVERAGED ABOUT 19% DURING EACH OF THE 3 ERAS.

The AGRIBUSINESS RETURNS WERE ONE-THIRD LOWER THAN ALL MANUFACTURING

COMPANIES DURING 1965-71 AND ONE-SIXTH LOWER DURING 1980-82. ThEY

WERE ABOUT THE SAME AS ALL MANUFACTURING RETURNS DURING 1972-79.

Agribusiness returns to equity were 150% above the prime interest

RATE DURING 1972-79 AND 10% BELOW IT DURING 1980-82. ThE FoRBES

DATA REVEAL SIMILAR TRENDS OF FAVORABLE AGRIBUSINESS RETURNS

DURING THE 1970's AND DEPRESSED RETURNS DURING THE 1980's, A

QUICK SURVEY OF THE ANNUAL REPORTS OF THE LARGER FARMER COOPERA-

TIVES REVEALS SIMILAR TRENDS OF HIGH EARNINGS DURING THE 1970'S

BOOM AND LOW EARNINGS OR LOSSES DURING THE 1980's.
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The answer to the question, "How's agribusiness doing today

AS MIGHT BE

PROSPER AND

EXPECTED, IS THAT AGRIBUSINESSES PROSPER WHEN

SUFFER WHEN FARMERS SUFFER,

9 "
I

FARMERS

623



AGRIBUSINESS OUTLOOK

1990 Projections :

As ALREADY DEMONSTRATED/ THE OUTLOOK FOR FIRMS SELLING FEED/

SEED/ FERTILIZER/ FUEL/ AND PESTICIDES TO FARMERS PARALLELS THAT

OF FARMERS. ThE FARM OUTLOOK IN TURN DEPENDS UPON THE GROWTH IN

DEMAND FOR FARM PRODUCTS RELATIVE TO THE GROWTH IN SUPPLY,

Let's first briefly examine the supply side, The record of

THE PAST TWO DECADES SUGGESTS TO ME THAT U.S. FARMERS WILL BE ABLE

TO EXPAND SUPPLY BY ABOUT TL PER ANNUM WITHOUT ANY SIGNIFICANT

INCREASE IN PRICES RECEIVED RELATIVE TO PRICES PAID, STATED

DIFFERENTLY/ I EXPECT A 11 ANNUAL RATE OF PRODUCTIVITY GROWTH IN

AGRICULTURE. I WILL NOT DETAIL MY REASONING IN SUPPORT OF 2%

PRODUCTIVITY GROWTH/ BUT WILL SIMPLY NOTE THAT THIS IS ABOUT THE

HISTORICAL TREND.

On the demand sidE/ it is necessary to distinguish between

DOMESTIC MARKETS AND EXPORT MARKETS, DOMESTIC DEMAND IN THE

remainder of the 1980's is likely to expand at a much slower pace

THAN DURING THE PREVIOUS 3 DECADES, AVERAGE ANNUAL POPULATION

GROWTH RATE HAS DROPPED FROM 1.7% IN THE 1950's TO 1.3% IN THE

1960'S/ to .9% IN THE 1970's and early 1980's. Per capita domestic

DISAPPEARANCE OF FARM PRODUCTS IS NOT LIKELY TO INCREASE VERY

RAPIDLY BECAUSE OF THE MODERATE GROWTH IN PER CAPITA INCOME/ THE

DECLINING INCOME ELASTICITY OF DEMAND/ AND INCREASED DIETARY

CONSCIOUSNESSES. CONSEQUENTLY/ I EXPECT DOMESTIC DEMAND TO EXPAND

ABOUT 1% PER YEAR IN THE 1980's,
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The major question is at what rate will we be able to expand

AGRICULTURAL EXPORTS. I HAVE MADE PROJECTIONS OF CASH RECEIPTS

AND EXPENDITURES ON CONSUMABLE INPUTS ASSUMING ANNUAL EXPORT GROWTH

OF AND 8%. (Table 4.) All values have been projected in terms

OF CONSTANT 1982 DOLLARS THEREBY REMOVING THE EFFECTS OF INFLATION,

The export growth combined with 1% domestic market growth results

IN A 2% ANNUAL GROWTH IN CASH RECEIPTS, ToTAL REAL EXPENDITURES

ON CONSUMABLE INPUTS. CORRESPONDING TO THE 11 CASH RECEIPT GROWTH.

ARE PROJECTED TO INCREASE PER YEAR. ThE AMOUNTS OF THE VARIOUS

CONSUMABLE INPUTS SOLD WOULD BE GREATER OR LESS THAN DEPENDING

UPON WHETHER THEIR RESPECTIVE PRICES INCREASED SLOWER OR FASTER

THAN THE RATE OF INFLATION (CPI). i^Y GUESS IS THAT FOR THE REST

OF THE 1980'S, PRICES PAID BY FARMERS WILL NOT INCREASE AS FAST AS
f

INFLATION.

Cash receipts, assuming an 8% export growth, are projected

TO INCREASE 3% DURING THE REMAINDER OF THE 1980's. ThIS WOULD

RESULT IN A 6% GROWTH IN REAL CASH EXPENDITURES ON CONSUMABLE

INPUTS.

If exports do not grow by ^1 or more. I believe U.S.

AGRICULTURE WILL EXPERIENCE CONTINUED NEED TO CONTROL PRODUCTION.

New Technologies ;

The preceeding projections are predicated upon "business as

USUAL." But. if the 1970's have taught us anything, it is to

EXPECT THE UNEXPECTED. I AM ESPECIALLY OPTIMISTIC ABOUT THE MANY

EXCITING DEVELOPMENTS IN SCIENCE AND TECHNOLOGY. ThE REVOLUTION

THAT IS OCCURRING IN COMPUTERS. COMMUNICATIONS. GENETIC ENGINEERING.
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AND MICROBIOLOGY WILL HAVE PROFOUND EFFECTS UPON FARMERS AND

AGRIBUSINESSES, My VIEW IS THAT THE PHYSICAL VOLUME OF INPUTS

WILL BE REDUCED BY IMPROVEMENTS IN PRODUCTIVITY PER UNIT, ThE

KEY INPUT MAY BECOME INFORMATION.
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SUMflARY

We should not simply be content to forecast the future of

U.S, AGRICULTURE, ThE FUTURE IS NOT PREDESTINED. IT IS TO BE

CREATED, We should NOT WHILE AWAY OUR TIME READING TEA LEAVES,

We should roll up our sleeves and create the future we want for

AGRICULTURE,

Let me hasten to add that I am not advocating that the U.S,

GOVERNMENT DEVELOP SOME GRANDIOSE 5-YEAR AGRICULTURAL PLAN AKIN

TO THOSE IN THE SOVIET UNION, NOTHING COULD BE WORSE,

flANY OF today's AGRICULTURAL PROBLEMS STEM FROM SERIOUS

MISTAKES IN PREVIOUS NATIONAL POLICIES AND ACTIONS. INDEED, U.S.

GOVERNMENT INVOLVEMENT IN AGRICULTURE MAY BE AT AN ALL-TIME HIGH,

Price support programs presently apply to one-half the crop output

AND TO ONE-FOURTH THE LIVESTOCK. GOVERNMENT STOCKS OF WHEAT, CORN,

SOYBEANS, TOBACCO, AND MILK ARE AT OR NEAR RECORD LEVELS, ThE

USDA HOLDS MORE FARM REAL ESTATE DEBT THAN ALL COMMERCIAL BANKS

AND MORE NON-REAL ESTATE DEBT THAN THE FaRM CREDIT SYSTEM.

Government expenditures on farm programs are expected to break all

PREVIOUS records.

By creating the future, I mean creating the overall policies

AND ENVIRONMENT WITHIN WHICH AGRICULTURE CAN FLOURISH, I AM

DEEPLY CONCERNED THAT WE WILL BE TEMPTED TO CONTROL PRODUCTION AND

THEREBY PRICE OURSELVES OUT OF THE INTERNATIONAL MARKET. I BELIEVE

IT WILL BE DIFFICULT TO HAVE A VIABLE AND PROGRESSIVE AGRICULTURAL

SECTOR UNLESS OUR EXPORT MARKETS EXPAND.
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