U.S. Agriculture: Review
and Prospects

By Mark Drabenstott and Alan Barkema

thing can be bad for your health. That to come.
maxim pretty well sums up U.S. agricul-

ture’s predicament irl994. The nation’s crop
producers harvested record crops, with bins over- A PRODUCTON BOOM IN 1994
flowing onto Farm BIt streets. Livestock produc-
ers sent record amounts of meat to the nation's meat  In many respects, 1994 was a record year for
counters. The abundance of food, however, broughtthe nation’s farmers. Crop producersvested the
the industry back to its traditional problem—record biggest corn and soybean crops on record. Live-
supplies bringow prices. Hence, farm income stock producers sent more beef, pork, and poultry
declined in 1994Fortunately, most farmers and to market than ever before. But much to farmers’
ranchers had healthy balance sheets to cushiornchagrin, the production boom quickly drove down
the fall. farm prices to the lowest levels in years. The result

In the year ahead, the farm economy should was a sharp fall in farm income, cushioned only by
stabilize. With biger grain stocks overhanging the the industry’sstrong balance sheet.
market, crop prices probably will stay low in 1995.
Export markets should lend some support to crop
prices, however, as recovering economies in A down year for farm finances
Europe and Asia boost world food demand. Also,
relatively low feed prices will brighten livestock Farm financial conditions turned down in 1994,
prospects, particularly if cattle ahdg prices con-  although returns were @ mixed across the indus-
tinue to recover from 1994 lows. A new farm bill try. Most crop producers had strong profits after
will be written in 1995 and, while the new bill will harvesting record crops, a welcome turnaround
have little if any effect on the farm economy in  from the weather-damaged crops the previous year.
1995, the major overhaul of farm programsthatnow |jvestock producers, dhe other hand, had fil

cult year as cattle and hog prices sank to levels not
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Chart 1
Net Cash Farm Income

Billions of dollars
60

Nominal

55

50

45

40

35

30 ] ] ] ] ] ] ] ] ]
1980 81 82 '83 '84 '85 '86 '87 '88 '89 '90 '91 92 '93 '94 '95*

* Forecast.
Source: U.S. Department of Agriculture, Econo Research Service, Agricultural Outlook.

1993 and was the lowest since 1986 (Chart 1). early summer when big meat supplieggered a
Adjusted for inflation, cash income was down 14 sharp slide in fed cattle prices (Chart 2). Feedlot
percent. A sharp drop in livestock earnings and losses quickly pushed down the price of feeder
government payments to crop producers accountedcattle, dragging down incomes for district ranchers.
for most of the drop. Net farm income, an alter- The big meat supplies put gradual downward pres-
native income measure which takes into account sure on hog prices until September, when prices
changes in farm invent&s, was almost un-  plunged to the lowest levels since tlagly 1980s,
changed from 1993 due to the huge 1994 harvest,triggeringbig losses for pork producers.
which refilled farm granaries to overflowing. The District crop producers fad better than live-
district's net farm income in 1994 fell even more stock producersin 1994, a switch fromrecent years.
than in the nation due to the iorpance of the  Crop prices remained high during the first half of
livestock industry in the region. the year, boosting incoméar those farmers who
District livestock producersdpoe the brunt of  waited to sell the small crop harvested in 1993. The
theincome dropin 1994.the cédtle industry, most  strong first-half prices also offered farmers an op-
feedlots began the year operating at a small loss,portunity to boost incomes further by selling in
which quickly widened to $100 to $150 per head in advance their newly planted 1994 crops. Anecdotal
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Chart 2
Livestock Returns
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Table 1

Farm Balance Sheets on December 31
(Billions of dollars)

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Assets
Real estate 542.3 5789 5955 615.7 6282 623.2 633.1 6560 6820 682.0
Nonreal estate 182.1 193.7 205.6 214.1 220.2 2191 2284 2290 2380 235.0
Total assets 724.4 7726 801.1 829.7 8484 8422 8615 886.0 920.0 91/.0
Deflated 747.6 7726 771.8 7640 7488 7162 7126 7174 729.0 707.0
Liabilities
Real estate 90.4 82.4 77.6 75.4 74.1 74.6 75.6 76.0 77.0 79.0
Nonreal estate 66.6 62.0 61.7 61.9 63.2 64.3 63.6 66.0 66.0 71.0
Total liabilities 157.0 1444 1394 137.2 1374 1389 139.3 1420 1430 1510
Deflated 162.0 1444 1343 126.3 121.3 1181 115.2 1150 1133 1144

Proprietor’s equity  567.5 628.2 661.7 6924 7109 7033 7222 7440 776.0 765.0
Deflated 585.7 6282 6375 6376 6274 5980 5974 6024 6149 589.8

Debt-to-assetratio  21.7 18.7 17.4 16.5 16.2 16.5 16.2 16.0 155 16.5
(percent)

Note: Figures for 1994 and 1995 are forecasts.
Source: U.S. Department of Agriculture.

evidence suggests, however, that relatively few ranches to $776 billion. In the district, the value of
farmers sold the new crops before prices plunged atfarm real estate, which is about sfeurths of the
midyear. The missed opportunity was made worse industry’s asset base, rose 5é¥gent dring the
when the high first-half prices led to a decline of year ending September 30, outpacing general price
more than $5 billion in government subsidies de- inflation (Chart 3). Gains in cropland values were
signed to compensate farmers for low prices. De- strongest in Missouri, where harvest of record corn
spite the lower prices, mofarmers will still net and soybean crops marked a major turnardénanal
more income from the big 1994 crop than they did the previous year. Rapid gains in ranchland values

from the disappointing 1993 harvest. in Colorado, New Mexico, and Wyoming under-
Despite an overall dip in farm earnings, agri- scored investor interest in scenic mountain lands.
culture’s béance sheet suggests the industry re- Farmers remained cautious financial managers

mains in solid financial condition (Table Eurther during the year, increasing their debt load only
gains in asset values outpaced a modest increase islightly. As a result, the indtrg’s debt-to-asset ratio
debt, boosting equity on the nation’s farms and remained a relatively low 15.5 percent. Farmers
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Chart3

Farmland Values
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began paying moréor credit duringthe year, stock prices, however, the year was one of substan-

though, as the five-year slide in farm interest rates tial losses for cattle and hog producers. Thoselosses

came to an end. In the district, farm interest rates wore down the substantiajaty cushion livestock

rose 78 basis points by the end of the third quarter. producers had built in recent years of strong earnings.

Despite higher interest rates,tdit bankers saw

their loan demand strengthen gradually throughout

the year. The average loan-deposit ratio in a surveyLivestock profits tumble

of agricultural banks in the district climbed above

60 percent for the first time in a decade. Livestock producers suffered setbacks in 1994.
Overall, most financial indicators paint a pic- First cattle prices and then hog prices sank to lows

ture of an industry in sound health, but that picture not seen for several years due to a major expansion

conceals the wide disparity in finaalcoutcomes  in beef and pork production. Despite falling feed

for crop and livestock producers in 1994. With a costsin 1994, livestock prices were so lowthat most

rebound in crop production, the year was one of producers had their worst losses in several years.

recovery for crop producers. With slumping live- Notwithstanding the red ink for red meat producers,
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Table 2

U.S. Farm Praluct Price Projections
(December 9, 1994)

Calendaryears
Livestock 1993 1994* 1995+ Percent change
Choice steers $76.36/cwt. $68.81/cwt. $65-69/cwt. -2.4
Barrows and gilts $46.10/cwt. $39.67/cwt. $34-37/cwit. -12.5
Broilers $.55/b. $.56/1b. $.50-.54/b. -7.1
Turkeys $.63/lb. $.65/Ib. $.59-.63/b. -7.6
Lamb $65.85/cwit. $66.17/cwt. $63-68/cwt. -9
Milk $12.83/cwt. $13.00-13.10/cwt.  $11.75-12.55/cwt. -7.3

Marketingyears

Crops 1992-93 1993-94* 1994-95+ Percent change
Wheat $3.24/bu. $3.26/bu. $3.35-3.55/bu. 58
Corn $2.07/bu. $2.50/bu. $1.95-2.35/bu. -14.0
Soybeans $5.56/bu. $6.40/bu. $5.00-5.60/bu. -17.2
Cotton $0.55/b. $0.59/1b. N/A N/A

* Estimated.

+ Projected.

Source: U.S. Department of Agriculture.

poultry growers turned in another profitable year in slump in prices in the second quarter. In addition,
1994. Overall, livestock profits in the seven Tenth the cattle slaughtered in 1994 were heavier than
District states were down substantially because theusual, further swelling beef production.
region produces far more beef and pork than poultry. Prices for finished cattle started off the year
With cattle accounting for roughly 60 percent comfortdly in the mid $70 a hundredweight range.
of farm sales across the region, the woes in the cattleA huge supply of beef in the second quarter then
industry were the leading factor in the dawrn of sent prices tumbling to the low $60s. Prices strug-
the district farm economy in 1994. While most gledto recover throughout the remainder of the year
analysts had expected more beefin 1994, the actuabnd finally moved above break-even levels in the
5.7 percent increase caught the market unpreparedourth quarter. For the year as a whole, prices for
and sent prices tumbling. Production was especially finished steers averaged $68.81, down more than
strong in the first quarter, setting the stage for a $7.50 from the year before (Table 2). Nearly all
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cattle feeders lost money in 1994, the world market, where U.S. turkey exports were
Pork producers also expanded production in up a fourth, posting a new record. Mexico has
1994 and consequently suffered sharplydopork become the leading market for turkey exports. Tur-
prices. Pork production jumped 3€rpent, aspro-  key prices averaged 65 cents a pound, up 2 cents
ducers took advantage of relatively cheap corn from 1993. The strong prices almv feed costs
prices to expand their hog herds. The rapid increaseadded up to strong profits for turkey producers.
in production also reflected a major expansion on
the part of large-scale commercial operators.
Pork prices held in the low $40 a hundred- Crop production bounces back
weight range in the first half of the year but then
broke in the third quarter as red meat supplies The district’s crop producers enjoyed a stellar
started to weigh down the market. By the start of 1994, a welcome turnabout after the disappointing
the fourth quarter prices had dipped to around $30, harvestin 1993. Most farmers eyed the spring plant-
the lowest level in several years. The price drop ing season warily, withmemores of the wet
continued to the mid $20s, creating big losses for weather and flooding that digpted planting and
nearly everyone in the industry. For the year as a destroyed many cropsin 1993. But spring 1994 was
whole, average prices for barrows and gilts in the warm and dry, and farmers raced to plant their crops
benchmark lowa—Southern Minnesota market well ahead of the usual pace in case the torrential
sank to $39.67 a hundredweight, handing pork pro- rains returned. When the rains arrived, however,
ducers their biggest losses in more than five years.they were at the righitme and in the right amounts.
Following a multiyear string of profits, however, As a result, the 1994 harvest was the biggest ever,
most prodicers still enjoy afinancial cushion. quickly replenishing the nation’s shrunken crop
Nonetheless, the extremely low prices seem likely inventories.
to continue for awhile and will probably drive some Wheat farmers harvested a good crop overall,
producers out of business. although the crop fell well short of yield or produc-
The only bright spot in the livestock industry in  tion records. At 37.6 bushels per acre, the national
1994 was poultry. Broiler productiondreased 7.3  average yield was down about a budhein the
percent, continuing the persistent upward rise in year before and almost two bushels below the 1990
chicken production and consumption. Demand was record. Wheat acreage was also down slightly, re-
strong in both domestic and foreign markets. Ag- sulting in a wheat crop 3 to 4 percent smaller than
gressive marketing afotisserie chicken led to a the previous year’s (Table 3).
higher demand for chicken in food service estab- Ample supplies and sluggiséxports held
lishments, one reason that per capita consumptionwheat prices down during much thie year, with
of chicken rose to a record 70 pounds in 1994. prices at the Kansas City Board of Trade languish-
Robust foreign demand led to a 39 percent surge ining below $3.50 a bushel through the summer har-
broiler expots.Exports now account forone than vest season. But then a gradual tighrtg of global
a tenth of domestic production. The strong demand wheat supplies began pushing prices upirig the
kept broiler prices at 56 cents aupd, $ightly 1993-94 crop markiety year ending May 31, farm-

higher tharthe previous year. With fegulices low, level wheat prices averaged $3.26 a bushel, up
most broiler producers garnered better profits in slightly from the previous year.
1994 than in 1993. Corn farmers, recalling the wet weather and

Turkey production rose 3.3 percent in 1994 as flooding that prevented them from planting some
producers responded to healthy profit margins. As fields the year before, welcomed the warm, dry
with chicken, demand was strong at home and in spring that enabled them to plant their crops rapidly
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Table 3
U.S. Agricultural Supply and Demand Estimates
(December 9, 1994)
Corn (bu.) Feedgrains (mt.)
September 1-August 31 June 1-May 31
1992-93 1993-94 1994-95 1992-93 1993-94 1994-95
Supply
Beginning stocks 1,100 2,113 850 34.0 63.1 274
Production and imports 9,489 6,365 10,015 278.7 190.9 2844
Total supply 10,589 8,478 10,865 312.7 254.0 311.8
Demand
Domestic 6,813 6,299 7,185 198.6 186.3 205.2
Exports 1,663 1,328 1,750 51.1 40.3 514
Total demand 8,476 7,628 8,935 249.7 226.6 256.6
Ending stocks 2,113 850 1,930 63.1 27.4 55.2
Stocks-to-use ratio 24.9 11.1 21.6 25.3 121 215
percent
Soybeans (bu.) Wheat (bu.)
September 1-August 31 June 1-May 31
1992-93  1993-94  1994-95  1992-93  1993-94  1994-95
Supply
Beginning stocks 278 292 209 472 529 570
Production and imports 2,190 1,875 2,528 2,529 2,512 2,405
Total supply 2,468 2,167 2,737 3,001 3,041 2,975
Demand
Domestic 1,406 1,369 1,472 1,118 1,243 1,207
Exports 770 589 785 1,354 1,228 1,250
Total demand 2,176 1,958 2,257 2,472 2,471 2,457
Ending stocks 292 209 480 529 570 518
Stocks-to-use ratio 13.4 10.7 21.3 21.4 231 21.1
(percent)
Note: Data represent millions of bushels or metric tons.
Source: U.S. Department of Agriculture.
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and much earlier than normal. Freed from the require- weather patterns that could affect crop prospects.
ment to hold land out ofrpduction under the gov-  Concerns about dry weather drove prices toamomen-
ernmentfarm program and encouraged by strong tary peak in mid-June, giving farmers one last
corn prices, farmers pltad 7.9 percent more acres chance to capitalize on higher prices. But then
than in 1993. Weather throughout the growing sea- prices plunged, falling by mid-July to the lowest
son was nearly ideal, with the dpyrisig folowed levels in more than two years. Despite the precipitous
by ample and timely rainfall during the summer.  summer drop, soybean prices averaged $6.40 a bushel

As harvest neared, crdprecasters steadily  during the 1993-94 markieg year ending August
ratcheted up estimates of threfw's size. The most 31, up 84 cents a bushel from the previous year.
recent eimate pegs the national average yield at a
record 138.4 bushels per acre, surpassing the pre-
vious record by 7.0 bushels. With the large acreage A STABLE YEAR AHEAD
and big yield, the crop is expected to be slightly
more than 10 billion bushels, the biggest crop ever Agriculture is poised for a more stable year in
and 58 percent larger than the weetlasaged 1995. With grain bins filled to overfldng, im-
harvest in 1993. provement in croprices will be slow. But farmers

Corn prices skyrocketed in the early weeks of will net more income from bigger government pay-
summer, as an anxious market worried the dry ments plus carryover sales of the big 1994 crop than
spring would turn to drought and shrivel the crop they did from the poor crop the previousyear. Cattle
needed to replenish a dwindling inventory. Despite and hog producers should return to small profits as
the high prices, many farmers who had harvested cheap feedstuffs ease pressure on the bottom line.
far less than expected the year before were reluctantn contrast to the record production and low prices
to risk selling theprospective crop until they were  of 1994, the rewriting of U.S. farm policy may be
more certain of its size. Others vl for stillhigher the headline event of 1995. A new Congress and a
prices, which never came. The rains arrived in time growing perception that a change in farm policy is
for the critical pollination period, and prices due suggest that a significant reworking of U.S.
plunged as markets quickly recognized a huge cropfarm policy may be in store.
in the offing. Desjpe the mid-summer slide, corn
prices averaged $2.50 a bushel during the 1993-94
marketing year ending August 31, well above the Steady farm finances
$2.07 average the previous year.

The 1994 growing season also proved ideal for The year ahead promises neither much im-
the nation’s soybean crop. During the favorable provementnor much derioration in farm finances.
spring planting weather, farmers raced to plant the Replenished invgories of most major crops prom-
most acres to soybeans since 1986. Nationally, theise to hold down crop prices apibfits, prompting
crop averaged a record 41.5 bushels per acre, excrop producers to look to the governméetm
ceeding the oldrecord established in 1992 by almostprogram for a bigger share of their incomes. Like-
four bushels. With planted acreage up and a recordwise, expanding supplies of red meat and poultry in
yield, a crop of more than 2.5 billion bushels is an already weak market point to continued low
expected, the biggest ever and more than a thirdlivestock prices and profits. The farm balance sheet
larger than the 1993 crop. should remain steady, with gainganmland values

With a small stockpile of soybeans left from the and a modest accumulation of debt.
year before, soybean prices during the planting Farm income may be steady in 1995. With crop
season were unusually sensitive to changing inventories newly replenished, major weather con-
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cerns will be needed to boost crop prices in 1995. A new farm bill in 1995
Much of the big 1994 harvest will be sold in finst
half of the year, keeping crop receipts even with Agricultural policy will be hotly debated in
1993 despite lower crop prices. The government 1995 as Congress considers a new farm bill. Farm
farm program will lessen the sting of lower prices, bills are witten under a five-year cycle, so much
however, rewarding farmers with an estimated $10 has changed since the last one was enacted. First,
billion to $12 billion in payrants, nearly half again ~ farm programs have cost about $12 billion a year
as much as in the previous year. under the 1990 farm bill, a level of spending that
Weak feed grain and soybean prices should continues to attract budget scrutiny, especially with
hold down feed costs for livestock producers, eas- the costly Conservation Reserve Program up for
ing bottom line pressures. But expanding supplies renewal. Second, the world food market hasvy
of red meat and poultry may hold down livestock considerably since 1990, but value-added products
prices, confirming the livestogiroducer’s slogan, are selling much better than the nation’s traditional
“Cheap grain makes meat cheap.” Overall, net cashmainstay—bulk commodities. And third, the rural
farm income could be steady in 1995 at about $51 economy remains weak, raising questions about the
billion, while edging down slightly in real terms. efficacy of farm legislation in addressingal eco-
Net farm income, which accounts for inventory nomic problems.
changes, could decline by 15 percent asfarmerscut  These changes frame three questions that will
grain stocks. be central to the upcoming debate. Will faam
With farm incomes flat, limitedmprovement program budget be cut? Will traditional commodity
is likely in the farm balance sheet in 1995. Weak programsbe scrapped in favor of other approaches?
crop prices and concerns that future government Will there be new legislation aimed at rural issues?
payments will be cut back in the new farm bill may Will the farm program budget be cuffe cost
slow gains in farmland Wwaes. Butfarm debtcould  of U.S. farm programs has fluctuated somewhat
continue its gradual increase, crossing the $150over the past five years, but on average has cost
billion threshold for the first time since 1986. With  $11.9 billion annually forall Commodity Credit
a bigger debt load and only modest gains in assetCorporation programs. Most of the funds have been
values, farm equity could edge down slightly. spent on commodity programs, disaster programs,
Credit conditions in 1995 may be slity and export subsidies. In an attempt to rein in a rapid
tighter than last year. Entering the new year, farm increase in ad hoc disaster payments, Congress
interest rates are abdutree-quarters of a percent- passed legislation in October thatorms the crop
age point higher than 12 months ago. While credit insurance program and discourages disaster pay-
will be somewhat more expensive, most agricul- ments in the future.
tural lenders signal that ample funds are available With steps underway to control disaster spend-
to fund solid credit requests. But with loan-deposit ing, commodity programs are likely to come under
ratios up, agricultural banks may eye creditrequeststhe most budget scrutiny in 1995. Traditionally the
more carefully. most expensive of all farm programs, commodity
The biggest question mark inthe farmfinancial programs may be questioned on three counts. First,
outlook is when livestock prospects will improve. by their very design commodity programs tend to
While few producers have exited the industry thus benefit larger farms. In 1990, the last year for which
far, many enter the new year with their financial compreherige data are available, the largest 6 per-
strength sapped by large losses in 1994. If marketcent of all farms (those with annual sales greater
weakness persists in 1995, farm lenders could facethan $250,000) received a third of all commodity
a new round of business failures. program payments. While that was less than their
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share of net cash farm income, it still meant that farm bill debate may be the firgine when propos-
billions of dollars wereemnt to farms with an aver-  als to scrap the system first adopted in the Great
age net worth of $1.5 million. Depression will be given any weight. Senator Rich-
Second, the ten-year old Conservation Reserveard Lugar, the new chairman of the Senate Agricul-
Program (CRP) is up for renewal, and dollars to ture Committee, stated in late 1994 that
fund the program will be difficult tbnd. The CRP policymakers need to consider othppaaches to
was enacted in 1985 as a means of taking marginalfarm policy, arare public statement for theighan
cropland out of production and putting it into con- of a Congressional agriculture committee.
serving usé. Although conservation has always The argument to scrap commodity programs is
been a goal, in 1985 the primary goal was boosting based on the simple premisatthey are a policy
farm income at a time when enormous surplusestool whose time has come and gone. Changesinthe
were depressing crop prices. Thus, the CRP was aworld food market point out some nbla draw-
serendipitous partnership between farm groups andbacks in the programs.
environnental groups. U.S. commadity programs encourage foreign
The CRP land contracts arew expiring and producers to expand production, hurting the U.S.
there is great pressure from landowners and envi-share of the world commodity market. By their very
ronmental groups to renew the program. The prob- design, commoditgrograms take U.S. acrest of
lem is the budget. The CRP has cost taxpayersproduction in an attempt to restrict slipp and
roughly $2 billion a year, dollars that were excluded raise crop prices. Recent history suggests that as
from the farm program budget when the program U.S. acreage has decreased, foreign acreage has
was enacted. With greater budget pressures inincreased. Foreign producers watch U.S. Depart-
Washington, Congress will renew the CRP only if ment of Agriculture announcements on acreage
it becomes part of the farm program budget, essen-idling guidelines as keenly as U.S. farmers do. In
tially forcing cuts elsewhere in the farm budget. short, U.S. farm programs have idled roughly 60
Thus, a major budget battle looms on the CRP. million acres annually in recent years and the result
Environmemal groups will be supportive, but it has been a smaller share of the world market for
remains unclear how much taxpayers will pay to U.S. farmers.
keep marginal land out of prodiart when farmers Commaodity programs tend to tie farmers to
are in good financial condition. bulk commaodities, which have been the slowest
Third, some may question why billions of dol- growing portion of the world food market. To re-
lars are being spent on commaodity programs when ceive program benefits, farmers musamnil the
a growing number of farmers no longer grow com- same commodity—year in, year out. This discour-
modties. In many segments of U.S. agriculture, ages farmers from moving to other commodities
farmers are growing speciptodicts under con-  that may have greater market poigint
tract. Among other things, these speg@adducts Commodity programs also hinder the export of
may be super lean hogs or white corn for tortilla value-added farm products, which have been the
chips. In any case, the farmer’s income is tied to fastest growing part of the world food market. By
consistent devery of a narravly defined farm supporting commodity prices, commaodity pro-
product, not a broadly defined commodity. Com- grams thereby increase the input costs for firms that
modity programs are simply not as important to the are producing processed food products like wheat
incomes of these farmers and thus play a smallerflour or pasta. This makes such products less price-
role overall in U.S. agriculture. competitive in the world food market.
Will traditional commodityprograms be Against all these drawbacks is the fact that
scrapped in favor of other approacheB?e 1995 commodity programs have been ghienary means
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of boosting farm incomes over time. This stream of do come under seriousrstiny, rural initiatives
government payments is extremely popular among may become one of the more popular alternatives.
a wide range of farm and commaodity groups and is

viewed as an entitlement with a major impact on

rural families. Export outlook

It is unclear what would replace rmmodity
programs if they were scrapped. Some may argue  Exports of U.S. farm productswid surge to a
for not replacing them at all. The real issue lies in new record in 1995. The big 1994 crops will boost
asking what goals remain for public policy as it supplies of farm products available for export,
relatesto agriculture and the rural economy. Among while a stronger world economy will increase
the many goals that may come forward, two seem global food demand. Agricultural exports during
likely to have strong support. Stabilizing farmers’ the 1995 fiscal year, which began October 1, 1994,
income and consumer food prices are both long- are expected to climb to $45 hillion dollarsfugpn
standing goals that can be met with tools other than$43.5 billion the previous year and topping the
commodity programs. Revenue assu pro- record set in 1981. Farm imports are also expected
grams are receiving more attention, for instance, asto rise to a record $28 billion, leaving a farm trade
an unconventional way to stabilize farm income surplus of $17 billion, down slightly from the pre-
without using commodity programs. vious year.

Another goal with wide public support is re- The long-term shift in exports from bulk com-
sponsible stewarding of rural America’s natural modities to higher value products may slow tempo-
resources. Thereis little test of how much taxpayersrarily, as more plentiful crop supplies boost grain
are willing to pay for this, but conservation programs and soybean exports. The volume of corn and soy-
like the CRP will probably reain part of the mix. bean exports couldimb about a fourth, but low

Will there be new legiation aimed at rural prices will limit gains in export value. Exports of
issues?The farm recovery of the past several years higher value products, the dominant source of ex-
has left farmers in strong finaat health while port strength in recent years, will continue to grow
leaving many rural communitiegrsggling. It has  at a healthy pace, anchored by strong sales of fruit
become ever more clear, therefore, that neither farmand vegetables, meat, and poultry.
policy nor the farm economy can pide a sustain- The direction of U.S. farm exports will also
able rural economy. This creates a policy paradox continue to shift, with some traditional markets
because farm policy has always been viewed as theslowing or fading and new markets emerging. In
framework for making rural policy. Russiaand other nations of tbemer Soviet Union

In the 1995 farm bill debate, some policymak- (FSU), once a leanly market for U.S. farm prod-
ers may argue for new approaches to rural policy ucts, falling incomes and dedlig livestock pro-
that might use dollars previously earmarked for duction point to weak demand for U.S. feed grains
farm programs on innovative rural programs. These and other products. Farm exports to the FSU could
programs might include investing in rural infra- remain nearly 40 percent less than in the late 1980s.
structure, creating an extension service to assistWhile Japan and Europe will still be U.S. agricul-
rural entreprengs, and enhancing edtca for ture’s best customers in 1995, growth in these two
rural youth and adults. Such legislative initiatives big markets has slowed in recent years. Japan’s
are made diffiglt by the lack of a galvanized rural purchases are expected to remain steady at about
coalition and the opposition of some farm groups $9.2 billion, while European purchases may climb
anxious to preserve the policy status quo. Notwith- to $6.8 billion, up 3.8 percent from the year before.
standing thesdifficulties, if commodity programs Emergingmarkets in Latin America and Asia
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are generally much smaller than U.S. agriculture’s demand. But consumers will have many tempting
traditional markets, but the emerging markets prom- choices in the meatcase from competing meats. As
ise faster growth in the years ahead. In these rapidlya result, prices for finished steers in Nebraska are
developing countries, consumer populations are expected to average $67 a hundredweight in 1995,
large and growing rapidly and consumer incomes down more than a dollar from 1994. Prices should
are on the rise. With newly affluent consumers be strongest in the second quarter, when prices may
intent on improving their diets, these developing top $70. Strong expt demand will help support
markets promise strong demand for U.S. farm prod- prices throughout 1995.
ucts. In 1995, farm exports to Asia could be up more Pork production is likely to increase in 1995;
than 4 percent, anchored by strong growth in salesthe only question is by how much. An expansion in
to South Korea and China. Sales to Latin America the herdin 1994 has placed more pigsinthe pipeline
could climb 5 percent, bolstered by a record $4.4 for 1995. In the most recent indication of their
billion in sales to Mexico under the second year of intentions, producers indited thatfarrowings
the North American Free Trade Agreement. would dip 1 percent in the first quarter of 1995,
partly in response to extraordinarily low hog prices
and huge losses in the fourth quarter. Although not
Livestock outlook evident at the time this article was written, produc-
ers may begin an aggressive liquidation of their
The livestocloutlook cdls for steadier condi-  breeding stock. Such sales would swell pork pro-
tions than in loss-plagued 1994. Altgh meat  duction in the near term while holding out the
supplies will rise again in 1995, the increase is promise of smaller supplies—and higher prices—
expected to be less than in 1994. Following the in the longer term.
record corn crop, feed costs will stay low in the In either event, pork producers face financial
coming year. Demand should remain robust, espe-difficulties in 1995. Pork prices are currently ex-
cially in light of a particularly bright outlook for  pected to average $35.50 a hundredweight, down
U.S. meat exports. Poultry growers will probably more than $4 from 1994. Prices will be weakest in
enjoy the widest nofit margins. Cattle producers the first quarter, as the market works off big supplies
should post narrow profits, while pork producers that may be swollen as some producers liquidate
will struggle to return to breakeven levels in 1995. their breeding stock. Depending thre size of that
Following a tough year in 1994, cattle produc- liquidation, prices could recovertioe low $40s by
tion will probably increase only modestly in 1995. summer or early fall. With a price forecast of $35.50
Beef production is expected to increase 0.9 percent,for the year as a whole, some of the most efficient
considerably less than 1994’s increase. The size ofproducers could earn slim profits, although most
the cattle herd on January 1, 1995 was expected tgoroducers will probably post losses.
be unchanged to slightly greater thaninthe previous  Poultry producer®bk forward to another good
year. Thus, the industry appears to have shruggedyear in 1995. No one in the livestock industry benefits
off 1994's losses and decided to maintain the cur- more from lower feedrices than broiler and turkey
rent expansion. Cheap feedstuffs have undoubtedlygrowers, and corn pricggomise to stay low all
discouraged aggressive cutbacks despite lacklusteryear long. Broiler producers are expected to boost
cattle prices. production 5 percent in 1995, roughly in line with
With large beef supplies on the market, cattle the trend rate of increase in recent years. Spurred on
prices may move little from the high $60s posted in by wide profit margins in the last half of 1994, turkey
the fourth quarter of 1994. Continued healthy producers are expected to grow 5.7 percent more
growth in the general economy should bolster beef turkey in 1995, nearly doubling 1994's increase.
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Consumer demand for poultry should remain foreégn and domestic—will be little changed from
generally song in 1995although prices will sl a year ago, despite a smaller wheat supply. As a
be pressured by large supplies of red meat andresult, the U.S. wheat inventory is expected to
poultry. Broiler prices are expected to average 52 shrink by almost a tenth. Withteghter inverory,
cents a pound, four cents less than 1994. Turkeywheat prices are expected to average $3.35 t0 $3.55
prices are expected thop to around 61 cents a abushel during the 1994-95 marketing year, arange
pound. Prices for both broilers and turkey would extending well above the previous year's average.
probably fall even furthewere it not for export In contrast to a tighter balance between supply
markets that will remain exceptionally strong in and demand in the wheat market, the huge U.S.
1995. Overall, with prices falling somewhat corn crop willfuelareboundin exports and domes-

more than feed costpoultry producersvill en- tic use and replenish the corn stockpile. Corn ex-
joy solid profits, though slightly smaller margins ports are likely to surge &sreign buyers substitute
than in 1994. ample supplies of low-co&l.S. corn for shrink-

ing supplies of competing feed grains. Drought
slashed Australia’s pduction of wheat and bar-
Crop outlook ley, both of which compete with U.S. corn in the
world marketplace. Gha, the world’'s second-
The outbok forthe major crops produced inthe leading corn exporter after the United States, will
district varies widely. District wheat producers look also offer less competition theworld market, as
forward to stronger wheat prices, buoyed by tighter steady gains in domestic demand shrink Chinese
supplies of wheat at home and abroad. In contrast,corn exports.
producers of corn and soybeans face much weaker  With alternative sources of feed graihsiisk-
prices, pushed down by ample supplies remaining ing, global demand for U.S. corn will strengthen.
from the bumper 1994 harvest. Bolstered by the North American Free Trade Agree-
The outlook points to a stronger global market ment, U.S. corn sales to Mexico are expected to
for U.S. wheat. Wheat production is down in most double. Sales to South Korea, the second-leading
of the major wheat producing nations, especially in customer for U.S. corn after Japan, could increase
Australia wher@rought slashed the crop by almost more than a fourth. In contrast, salesheformer
half. Overall, global wheat inventories are expected Soviet Union, once a leading customer, will shrink
to shrink by nearly a fifth, pushing up world wheat further to the lowest level in two decades as live-
prices. Althaigh higher prices may encourage some stock production continues to decline. Overall, U.S.
foreign buyers to trim their imports, U.S. wheat corn exports could increase more than 22 percent
exports are still expected to increakightly. from the previous year, when the small U.S. crop
In contrast to a slight gain in wheat exports, and high prices trimmed corn exports.
domestic wheat use may edge down dueto a sharp  The nation’s use of corn in 1995 could be the
drop in wheat feeding. The amount of wheat fed to highest on record. Bigger hog and beef herds and
livestock is expected to fall nearly 20 percent, as poultry flocksare expected to consume moagn
ample supplies of low-cost corn and other feed than ever, as cheap corn crowds out higher priced
grains crowd out more expensive wheat from live- wheat from livestock feed. Other doriesises of
stock rations, a marked turnabout from last year. corn are also expected to gréwrther increases in
The drop in wheat feeding will more than offset cornusedto make fuelalcohoal, higictose sweet-
further steady gains in the amount of wheat proc- eners, and starch could boost food and industrial use
essed into consumer foods. of corn 6 percent. In total, domestic corn use could
Overall, total demand for U.S. wheat—both climb to a new record of well over 7 billion bushels.
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Despite sizable gains, exports and domesticuse$165 a ton. Only a modest recovery is likely in the
will fall well short of using the mtire 1994 crop. inventory of soybean oil, due to the surge in oil
Instead, the nation’s corn inventory will balloon to  exports. Thus, soybean oil prices may remain rela-
nearly 2 billion bushels, about two and half times tively strong at 25 to 28 cents a pound.
as large as the alarmingly lean inventory of the
previous year. With markets reassured that supplies
will be ample, corn prices are expected to average CONCLUSIONS
$1.95 to $2.35 a bushel during the 1994-95 mar-
keting year, about 35 cents below the previous The farm economy turned down in 1994 as

year’s average. prices for farm commaodities sank unties weght
The soybean ouwtbk also points to sizable of record output of meat and crops. For most crop
gains in exports, domestic use, and inegn Soy- producers, profits went up aise rise in otput

bean exports, bolstered by the rebound in U.S. outweighed the drop in prices. More telling for
production and alight decline in foreign produc-  district and U.S. farm incomes, however, was an
tion, could be up nearly a third from a year ago, even bigger drop in livestock profits. Fortunately,
when the small U.S. crop curtailed exports. Mush- strong balance sheets cushiortied drop in in-
rooming demand for soybean meal and soybean oil,comes. That strgth is revealed in farmland values,
the main products produced when soybeans arewhich have risen briskly over the past year.
crushed by processors, may boostthe soybeancrush  U.S. agriculture could see limited gains in
to more than 1.36 hillion bushels, a new record. 1995. Sizable carryover stocks of grain will weigh
More than 80 percent of the meal and oil produced down crop prices, although an anticipated increase
from the U.S. crop will be used domestically. The in government payments will serve as atiph
meal will help satisfy the burgeoning appetite of the offset. Livestock producers are expected to recover
nation’s groving livestock herds anapltry flocks, to small profits in 1995, helped in large part by
while the oil will be used in a wide range of food cheap feedstuffs.
and industrial applications. Even so, exports of both Agricultural policy will command consider-
meal and oil are also expected to be up shégty able attention in 1995. For the first time in recent
a year ago. memory, Congress may seriously dadas whole-
Despite the record crush and the recovery in sale overhaul of the programs that for more than 60
exports, the huge 1994 crop will more than double years have been at the heart of the natitanis
the soybean inventory to 480 million bets, the policy. Changes in the world food market increas-
biggest inventory in eight years. With an ample ingly reveal drawbacks in commodity programs
supply on hand, soybean prices are expected tothat require the idling of millions ofcees. And,
average $5.00 to $5.60 a bushel during the 1994-95Congress may pay close attention to the distribution
marketing year, down $1.10 a bushel from the of farm program payments, particularly as it relates
previous year. The soybean meal inventory may to a rural economy that is struggy.
also double, pushing down meal prices to $145 to
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ENDNOTES

1 Farmers will pay a nominal processing fee to participate in 2 CRP land was taken out of production for ten years, with
a federally sponsored catastrophic insurance program. To the government essentially paying the landowner an annual
encourage farmers to use the insurance program, farmersrent check.

must participate in order to be eligible for USDA commaodity

programs.




