Commentary on
The Challengein Building Market Demand"
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Dr. Hathaway hasgivenathoughtful and thorough presentationon
the subject o building market demand. | find mysdf in basic agree
ment with the tenor of his presentation.

Dr. Hathaway's paper reminds us that we need to go back to the
basics. He reminds us that the problemsd U.S. agriculturein the
1980s are not the result of our domestic agricultural programs. The
1981 agricultural bill wasnot al that much different from thosein the
1970s. And the problems are not the result of unfair competition,
which redly did not changethat much in adecade. Most o our prob-
lemscan betraced to unusual eventsin the 1970sthat led to considera:
bledisruptiond normal markets. Theoil shocksdf 1973and 1978, the
unusual weather patternsand droughtsin key productionareasduring
the 1970s, theextensiond unusualy liberal loanstoemerging markets
that temporarily spurred demand, our failureto dedl with escalating
inflationat home, and our low and even negativered interest ratesall
played a part in making commodity marketsin the 1970svery volatile
and, in general, unsustainably optimistic. And although this forum
deals primarily with international problems, | bdieve the agricultural
problemsadf the 1980s also have domesticoriginsaswdl and | will re
turn to that topiclater.

Theail shocksdrained liquidity from the Free World and especidly
the developingcountries, leading to excessve bank | oans, recyclingas
it was called. Eventually, thisled to somed om customersspending
part of their availableincomefor debt servicingrather thanfor the pur-
chase o grains and' oil seeds. Defensvely, some o our customers
sought to producemoreof their own grainsand oil seedsinan effort to
reducetheir imports. In thisenvironment, the transfer of production
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technology was grestly accelerated, contributing to increased loca
production in somecountries.

Since some, perhapsmost, of the causesdf our agricultura prob-
lemsaf the1980slieoutsideaf agriculture,it islikely that somed the
solutionsdo also. A more balanced federd budget, lower real interest
rates, and lessvolatilefinancial marketswould help.

We have seen how, despitea seemingly generous 1981 agricultural
bill with considerably higher target pricesand loan rates, that in the
succeeding four years, rel commaodity prices collapsed, incomes of
farmersfrom commercial marketsfell,and land prices plummeted —all
that despitetheinfusiondf severa tensaf hillionsadf publicdollarsinto
agriculture. Theeconomicsoverwhelmed the politics. What happened
in the world and domestic markets overwhelmed what happened in
Washington. We need to get back to the bascs—the expansiondf mar-
kets based on the customer's productivity and ability to buy—and to
our ability to produceefficiently at low cost.

That does not mean weshould not try to changeagricultural policy
or changeand improveagricultural programs. But weshould redlizeby
now that these programswill not dways prevent problems. | have de-
veloped consi derabl erespectfor the markets. To paraphraseDr. Hatha-
way's last sentence, We  havemet the marketsand they are bigger than
any of s"

| congratul ate Dr. Hathaway for hisemphasison marketsand mar-
keting. | have spent nearly 40 professiona yearsin the meat industry
and have lived and managed through an erad rapidly expanding do-
mestic marketsfor red meatsand morerecently an eradf contracting
markets. And | can assure you, many o Dr. Hathaway's statements
rang loud bdlls. For example, in hisconclusion, hestates,We havefo-
cused our attention on thecompetitionand have paid almost noatten-
tion to the problemsd market growth, but asalmost any businesscan
tell you, when markets are shriveling and overcapacity is growing,
thingsaretough?

Dr. Hathaway may have been discussing the export marketsof the
U.S agricultural sector when he penned thoselines, but he could have
been analyzing the U.S. domestic red meat industry. From the time |
started with Oscar Mayer in 1946, | saw the demand for red mest ex-
pand more rapidly than population until the early 1970s. Then, for
many reasonsthat wedo not havethetimetodiscusshere, thedemand
for red meat dowed during the 1970s, and, sinceabout 1979 has been
infull retreat.
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Although thisconferenceand Dr. Hathaway's paper are concerned
with international tradeand international markets, | believethe rgpid
declinein U.S. domestic meat demand that we haveexperienced,espe
cialy since1979, isamuch larger part of agricultural income problems
herein the 1980sthan isgenerdly recognizedand deservessomecom-
ment here. From 1979 to 1984, while personal disposableincomerose
49 percent, spending for all meat at retail increased only 11 percent,
and spending for begf and pork rose less than 8 percent. In only five
years, spendingfor beef, pork, broilers, and turkeysfdl from 4.23 per-
cent of disposableincometo just 3.15 percent. For thefirst hdf of 1985
it was 2.97 percent. To show the magnitudedf that Sx year decline, if
that downwardtrend of 1.26 percentagepointsinsx yearsweretocon-
tinue, therewould be no spendingfor meat by the year 2000.

Thereal demand for beef and pork at retail hasfallen about 20 per-
cent since1979. Ona per capitabass, it hasfalen about 25 percentin
that time. Most o the demand collapse has been exhibited in much
lower redl retail prices. Thiskind of demand declineis unprecedented
inour industry since the 1930s.

And| canassureyou it hashad an effect on our industry. Red sales
in the red mesat industry declined 30 percent from 1973 to 1984—and
24 percentin justfiveyearsfrom 1979to 1984. Red net earningsdf red
meat packersand processorsfel exactly 50 percent from its all-time
highin 1971to 1981, and 41 percentfrom 1979to thelow sofar in the
1980s. Thered net worth of all red meat packersand processorsfdl 42
percent from its pesk in 1973, and in 1984 waslower than at itslowest
level of the 1930s.

However bad thisdecline has been on meat packers, it has been as
bad or worseon agriculture, particularly the agricultured the upper
Midwest. From 1979 to 1984, the gross income derived from cattle,
calves, hogs, sheep, and lambsfell from $45.5 hillionto $41.4 billion.
In redl terms, it fell 33 percent in thosefive years—to the lowest leve
since 1965. In my career, | saw gross income from these animals rise
fromlessthan $31 billion(in1984dollars)in 1956toover $65 hillionin
1973 and back to $41 billionin 1984. And it islikely to belower again
in 1985. These tremendous changes in gross income from meat ani-
maswerelargdy the result of first increases, then decressesin the de-
mand for meat in the market.

The duggishness in the domestic demand for mesat in the latter
1970s was overshadowed completely by the.rapidexpansionin export
marketsfor agriculturedescribed by Dr. Hathaway. But when both the
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export and the domestic markets collgpsed in the 1980s, the agricul-
tural sector, now in a much more leveraged financial position, has
comeon very difficult times.

[t seemsthat Dr. Hathaway isreminding usthat we must look at the
importanced the market, that good marketsmust be built first on redl
incomeand productivity of the purchaser and not onincreased debt of
the latter aone. In addition, there are going to be other competitors,
other suppliers, other sellersin any reasonably open market. He re
minds us that the international market isfar more complicated than
the domestic market. The international market issubject to many po-
litical considerations, foreign currency fluctuations, globa weather
variations, and changesin productivity and technology that have an
impact on supply. Thereare also the variousdemand trendsin al the
many countries that make up the international market. It is a very
complex mechanism.

Weare reminded that the typeaof diet is very important to the total
demand for grains and protein crops. With a subsistence grain diet,
something like 400 to 500 pounds of grain is needed per person per
year. Asones diet changesto includethe consumption of animal and
poultry products, such aseggs, milk, cheese,and meat, the usedf upto
1,500t0 2,000 poundsaf grain is needed per person per year to provide
the diets that are common in the United States, Canada, much of
northern Europe,and the USSR. Typicaly and historically, thesediets
areattained only in higher income, developed countries. Thus, weare
remindedthat it isnot just popul ationsthat make markets, itisalsothe
ability to buy and the desireto buy. Thedevelopmentdf international
markets must begin with the development of sound producingecono-
mies. And as Dr. Hathaway correctly pointsout, a morecomplex and
expendveinfrastructureis needed to support the use and demand for
perishableanimal and poultry based products than is required for a
grain based diet.

The process of building more productive economies that increase
consumer demand generally a soinvolvesprocessesthat alow and per-
hapsencouragetheagricultural producing sectorsin thosesamecoun-
triesalso to become more efficient and productive. Thus, formidable
competitionfor the U.S producer isdeveloped and thegrowingforeign
market may not dwaysyield a new and enhanced outlet for U.S agri-
cultural production. Sometimes, we may be discouraged that we may
assistin building and rebuilding economiesonly to see them become
stronger competitors rather than stronger customers. Such a circum-
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stance must beconsidered asuccessfor humanity, even if it cannot be
considered acommercia success.

Itispossibly outsidethescopeof Dr. Hathaway's paper to comment
ontheroled populationgrowthrateson building market demand. | do
not know what an optimum population growth isfor an underdeve-
oped or a newly developingcountry. However, it appearsthat excessve
population growthin partsdf theworldisinhibitingthe paceat which
some countries can increase their productivity and red income and
thereby become consumers of a significant amount of animal and
poultry productsand thereforesignificant consumersof U.S grain ex-
ports.

| suspect that some basi csapplicablein our domesticbusinessesare
al so necessary toenhanceand build our export markets. We haveto be
areiablesourcewith consistent quality productsyear in and year out.
| beievethat we have the agricultural productive capacity, the trans-
portation, storage, and financial institutions to compete with any
other country in thisregard. We haveto know our customersand con-
sumers, how to do businessin international markets, and when price
reductionswill help make a saleand when they will not.

Likeitor not, at thistimein history,the U.S agricultural production
machineis capable o producing much more grain and protein crops
than the United Statescan consume internally. Recent trends toward
wesker domestic meat demand only magnify thisfact. The momen-
tum of changingfrom red meat consumptionto white meat consump-
tion adds to the excess capacity problem. It takesabout haf as many
acresdf grain to produce agiven amount o poultry mest asit doesto
producean equal amount of choicegrade besf and pork.

Thus, we havetolook outsideour bordersfor customers. Dr. Hatha-
way reminds us how much we need these markets—how important
they aretoour agricultural sector. It isback to the bascs—get our pro-
duction capability and cost structure to the point of efficiency where
wecan competeeffectively in the world market—and find and develop
the marketswith merchandisingskill that issecond to none.



