
Southeastern Agriculture 
in the 80s 
Changes in factors affecting the supply of farm products will be the dominant 
forces in southeastern agriculture in the 80s. Since farmers in the region use 
more energy-related products than their national counterparts, cropping 
pat terns in the Southeast may be changed by increasing energy costs. Farm 
credit volume will grow, but business will shift away from traditional lenders. 
The region is in good position to share in the growing agricultural export 
markets . 

Southeastern agriculture seems likely to 
change dramatically dur ing the decade of the 
1980s. A number of economic forces have 
already set some of those changes in mot ion. 
Undoubtedly, other factors, as yet unrecog-
nized, wi l l also have important impacts. 

The changes that appear most prominent 
from this vantage point are developments 
that wi l l influence the future supply of farm 
products. 

Energy 

At the top of the list is the rapidly rising 
cost of energy. Energy affects not only the 
fuels required to operate machinery but also 
the whole complex of agricultural inputs of 
chemical origin, including fertil izers, insec-
ticides, fungicides, and herbicides. 

In the spring of 1980 when farmers were 
probably negotiating for most of their inputs 
for the year's crops, diesel fuel prices were 
nearly double the level of a year earlier. 
Prices of fertilizers and agricultural chemicals 
were also up substantially (20 percent or 
more), but the rate of increase was lagging 
behind that for fuels. Agricultural chemical 
prices are likely to increase more rapidly as 
accumulated inventories are worked off and 
manufacturing capacities become more fully 
util ized. 

This escalation in energy prices wil l have a 
proportionately greater impact on southeast-
ern agriculture than in the country as a whole 
because agricultural product ion in the South-
east is more energy-intensive than in most 
other parts of the country. Estimates of 1980 
product ion costs show that in the Southeast 
47 percent of variable product ion costs for 
cotton are made up of energy-sensitive items 
as opposed to an average of 28 percent for 
the U. S. The numbers for corn are 58 per-
cent versus 53 percent and for soybeans, 45 
percent versus 30 percent. Thus, the South-
east's disadvantage is substantial when energy 
costs are rising, largely because more fer-
tilizer is required on relatively less fertile soils 
and more insecticides, fungicides, and her-
bicides are required for most crops because 
of the longer growing season. In addit ion, 
frequent rainfall (in normal years) requires 
repeated applications of chemicals to control 
insects, diseases, and competing vegetation. 

The rapid rise in energy costs tends to 
make crop product ion more costly in south-
eastern states than in the rest of the U. S., 
affecting producers' comparative advantage. 
If energy costs should double from 1980 to 
1982, comparative positions for producers of 
cotton, corn, soybeans, and rice would sig-
nificantly deteriorate. Al though crop produc-
t ion wil l not cease, producers would have an 
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incentive to shift to crops that use relatively 
less energy and in which their comparative 
disadvantage is least. Rice, soybeans, and 
wheat appear to be crops that producers wi l l 
expand in the coming decade, whi le acreage 
of feed grains and cotton would probably de-
cline unless price relationships among these 
crops undergo major changes. 

Energy from Crops 

Considerable experimentation is now under 
way on the feasibility of producing ethanol 
from agricultural products as a partial substi-
tute for oil-based fuels. Should vegetable 
sources of energy become economically 
competit ive, the Southeast is in good position 
to produce large tonnages of vegetable pro-
ducts for alcohol product ion. The long 
growing season, with relatively abundant 
rainfall, gives this area massive potential for 
increased forage product ion. Should specialty 
crops, such as sweet potatoes and sweet sor-
ghum, in fact become efficient crops for al-
cohol generation, commercial crop produc-
tion would take on a new dimension in this 
area. A livestock system to utilize the by-
products from alcohol product ion could sig-
nificantly alter traditional animal product ion 
patterns. 

Irrigation 

The drought in 1980 reminded southerners 
of the value of our relatively abundant water 
supply, both surface and subsurface. The 
potential for irrigation could make a signifi-
cant difference in crops grown in this area. 
For example, wi th adequate moisture, pro-
ducers could have quickly started a crop of 
soybeans fol lowing 1980's winter wheat har-
vest. Wi thout water, much acreage either did 
not get planted or did not emerge to an even 
stand fol lowing planting. Irrigation could 
have made a difference between obtaining 
two substantial crops from the same acreage 
in 1980 or obtaining only one crop. As more 
irrigation systems are installed and util ized 
more intensively in the Southeast, double 
and triple cropping (in the case of some 
vegetables) may become the rule rather than 
the exception in the years ahead. The effect 
would be to substantially increase the rev-
enue from an acre of land whi le spreading 
production costs over a much larger output 
volume. 

Wi th increased irrigation wil l come new 
concerns involving water rights, allocations, 
and governmental jurisdictions. Actions to 
regulate and police water usage wil l result in 
addit ional costs that are also likely to influ-
ence crop choices. 

Pollution 

Related to water regulation is the broad 
area of environmental regulation. Agriculture 
wil l unquestionably experience greater future 
impacts from governmental regulations in this 
area. The direct effects on farmers themselves 
wil l involve cost-increasing practices that wi l l 
be required to abate environmental pol lut ion 
in all forms. The abundance of surface and 
subsurface water makes southeastern farmers 
more vulnerable to restrictive regulations on 
a broad spectrum of farm operations. For 
example, crops that require frequent applica-
tions of potent toxic materials are candidates 
for sharp alterations in cost structures as a 
result of additional restrictions nearly certain 
to be forthcoming. Livestock farmers are 
likely to be required to make substantial ex-
penditures to adequately treat and dispose of 
animal waste products. 

Farm Structure 

The rapid growth in farm size has enabled 
producers to reduce average product ion costs 
by expanding their volume of output . The 
trend is likely to continue, resulting in fewer 
farmers and farm workers, whi le at the same 
t ime spurring the use of larger machines and 
the adoption of output-increasing technology. 

Growth in farm size has resulted in a re-
newed expansion of tenancy as part-owner 
farm operators attempt to gain control of 
larger acreages wi thout buying land outr ight. 
In most cases, land prices have escalated to 
the point where purchasers can no longer 
hope to generate sufficient cash f low from 
agricultural product ion to service indebted-
ness for farmland. The result? Landownership 
rests increasingly wi th those looking to farm-
land as an investment opportunity. They see 
farmland as protection against inflation be-
cause it appreciates more rapidly than the 
general price level. Since this environment 
increases tenant farm operators' uncertainty, 
they are likely to respond by reducing land 
improvements that pay off over the long 
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te rm. Eventually, the product iv i ty of farmland 
is l ikely to decl ine as tenancy becomes more 
prominent . Absentee owners also wi l l have 
di f ferent concerns f rom farm operators, 
wh ich may affect the unity of support for fu-
ture farm legislation. 

Another product of fewer farms and larger 
operat ions is the organization of producers 
into larger cooperatives or grower associa-
t ions. This t rend is noth ing new in itself. It 
has now spread f rom poultry and vegetable 
product ion to other enterprises, and some of 
its consequences are new or not yet ful ly 
recognized. 

These enlarged organizations of producers, 
whether cooperatives, corporat ions, or just 
commodi ty associations, affect the compet i -
tive env i ronment . In most cases, they reduce 
compet i t ion among members whi le enabl ing 
the membership to bargain more effectively 
w i th opposing forces in the market ing sys-
tem. Large farmer cooperatives become the 
marketplace for both farmers' products and 
farm inputs. They per form research and edu-
cational funct ions for their members, and 
they substi tute for many services tradit ional ly 
provided by the Land Grant Colleges and the 
U. S. Department of Agr icul ture. 

Credit 

Large farm units have large credit 
demands—demands so large, in fact, they 
of ten surpass the lending expertise, if not the 
lending l imits, of local credit inst i tut ions. 
Many lenders w h o have not specialized in 
agricultural f inance f ind themselves ill-
equ ipped to make and manage loans of the 
size and complexi ty required by large farming 
operat ions. Farmers in the South have looked 
more and more to the specialized financial 
inst i tut ions for credit needs. In cases where 
farmers are l inked to other businesses 
th rough integrat ion, credit needs are often 
suppl ied th rough large urban financial in-
st i tut ions. In the fu ture, loans wi l l increas-
ingly f low th rough corporate headquarters to 
the producer level and wi l l probably escape 
detect ion as agricultural credit altogether. 

New banking legislation enacted in 1980 
seems likely to affect the cost and availability 
of agricultural credit . It requires un i form re-
serve requirements on all banks after an ini-
tial adjustment per iod. Reserve requirements 
are, in an important sense, a cost of do ing 

business for a bank. Banks that have not 
been members of the Federal Reserve System 
have had lower requirements than member 
banks. Thus, nonmember banks were able to 
place a higher p ropor t ion of their deposits in 
earning assets and to realize a higher return 
(or a lower cost) f rom their business opera-
t ions. 

Another important legislative change is that 
all banks can now pay interest on demand 
deposits or checking accounts. If compet i t ion 
forces most banks to pay interest at some-
where near 5 percent on most checking de-
posits, the cost of funds to banks wi l l rise 
sharply. Profits f rom lending those funds wi l l 
be squeezed, unless average lending charges 
(interest on loans) move up a comparable 
amount . The latter is a very likely outcome 
after an initial adjustment per iod. Farmers 
bor rowing f rom such banks wi l l l ikely f ind 
that the interest they are asked to pay for 
credit wi l l be at a permanent ly higher rate in 
the future. If other lenders, such as the Farm 
Credit System agencies, do not experience a 
comparable rise in costs of funds acquired in 
national money markets, their compet i t ive 
posit ion vis-a-vis commercial banks wi l l be 
enhanced. 

To some extent, however, banks wi l l pass 
along these higher interest rates to money 
market rates and users of credit in general. 
Bankers are important participants in national 
money markets th rough their exchanges of 
bonds, bills, and certificates of deposit . 
Bankers wi l l not bid as eagerly for market in-
struments unless they of fer returns high 
enough to offset the rising costs of deposits. 
The absence of bankers' part icipation in mar-
kets when rates drop below acceptable levels 
w i l l probably cause users of funds to have to 
pay higher rates to attract investors back to 
the market. Thus, costs of funds to farm 
credit agencies wi l l probably rise also. 

The end result wi l l be to tie interest rates 
on agricultural loans much more closely to 
national money market rates than they have 
been in the past. The cost of credit seems 
likely to rise in most localities, and interest 
charges wi l l display an increased volati l i ty. 
W i th the large and growing use of credit in 
farm operat ions, fu ture success in farming 
may depend as much on the judic ious ac-
quisi t ion and use of bor rowed capital as on 
technical agricultural expertise. 
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Input Costs 

Inflation has not only occurred in land and 
energy prices but has been running rampant 
in practically all items farmers buy. As farmers 

> further expand output , the brisk demand for 
tractors, machinery, and other farm inputs 
will cont inue to support rising price levels of 
all major inputs. The rising general cost level 
will probably keep farm operating margins 
squeezed to the point that there wil l be little 
room for income declines (such as we ex-
perienced in 1980) wi thout threatening the 

, viability of many highly leveraged farming 
operations. 

Risks 

Efforts to protect against these increased 
economic risks wil l increase demands for in-

I surance in a variety of forms. Lenders are 
likely to play a major role in inducing farmers 
to install irrigations systems, purchase crop 

»[ insurance, engage in some form of forward 
pricing of products, and campaign for 
strengthened government programs to pro-

J vide price and income support to farmers. 
However, serious efforts to combat inflation 
at the national level wi l l cause Congress to 
press hard for reducing federal expenditures. 
The dwindl ing rural populat ion and the con-
sequent reduced political strength of the ag-
ricultural sector wi l l render agricultural 

-j programs increasingly vulnerable to fiscal 
budget-cutting efforts. Future farm sector 
demands for price and income supports that 
involve government- imposed restrictions on 
output seem certain to be countered by 
strong demands to expand rather than re-
strain supply. Pressures wil l grow to reduce 
subsidies for crops such as tobacco and 
peanuts that do not have strong nationwide 
support. 

Livestock Profits 

Many factors affecting crop product ion wil l 
f also impact the Southeast's livestock sector. 

Cattle and calf product ion, the largest single 
income-earning enterprise across the South-

' east, wi l l cont inue to be pushed off land that 
can be used for crops. The beef cattle enter-
prise is simply unable to provide a competi-

, tive return under existing levels of prices and 

technology. Al though some practices may in-
crease the productivity of grazing land, con-
siderable escalation in cattle prices wil l be 
necessary to produce the future growth in 
beef output that once seemed likely for the 
Southeast. It is clear that the increased re-
turns to crop product ion in the Midwest have 
all but stamped out the use of land for live-
stock grazing in most of that region. The 
same trend has already been observed in the 
more productive soil areas in the Southeast. 

Feed Costs 

Elevated energy costs further penalize the 
importat ion of feed grains to the Southeast, 
and the growing comparative disadvantage of 
feed grain crops in this region wil l not allow 
increased indigenous product ion. Livestock-
feeding industries that depend heavily on 
harvested grains are thus unlikely to experi-
ence much growth. The poultry industry, 
however, which makes heavier use of soy-
bean meal than do cattle or hogs, wi l l receive 
offsett ing benefits from the increased local 
supplies of soybeans and soybean meal. In 
the Southeast, then, feed costs are not likely 
to rise as much for poultry producers as for 
cattle and hog producers. That, combined 
wi th the lower winter requirements for aux i -
liary heat, may give southeastern poultry pro-
ducers a considerable cost advantage over 
colder regions. 

Exports 

On the demand side, the biggest boost to 
the region, as well as to the country as a 
whole, has been the massive increase in ex-
port markets for agricultural commodit ies. 
The growing demand for feed grains and 
soybeans has been a particular boon for the 
Southeast because of the relatively large area 
of land in marginal uses that is adaptable to 
soybean product ion. The superior returns 
available from grain product ion in other re-
gions have allowed a growing share of the 
soybean market to be fi l led by southern 
producers. 

Part of the increase in export demand has 
been attributable to a decline in the value of 
the dollar against other currencies. This has 
given U. S. agricultural products a price ad-
vantage in wor ld markets. More importantly, 
rapidly growing purchasing power in other 
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countries has fueled the demand for food 
and feed products. Thus, even if the dollar 
holds its own or regains some ground in 
foreign exchange markets in the years ahead, 
growth in export demand should continue 
strong because purchasing power is now 
strengthening in countries like Mexico with 
its newfound oil wealth. Another example is 
the People's Republic of China where virtu-
ally unl imited needs set the stage for pros-
pective rapid growth in demand for most 
southeastern farm products. 

The potential to respond to increased 
foreign demand is large and growing. Agri-
cultural producers have easy access to ports 
all along the southern and eastern boundaries 
of our region. Inland waterways through the 
Southeast provide a transportation advantage 
of growing consequence as fuel costs 
continue to rise. 

Crowing demand and its impact on profita-
bility wi l l spur agronomic developments that 
could easily double yields of crops like soy-
beans. The Southeast has an abundance of 
land in marginal uses. Its producers have the 
capability to utilize technological innovations 
and expand product ion rapidly. The region is 
also developing facilities for handling large 
volumes of agricultural product ion. All these 
features place the Southeast in a strong posi-
t ion to respond to the massive growth in ex-
port demand that seems highly likely to occur 
in the 1980s. 

Domestic Consumption 

Although domestic population growth is 
likely to be l imited during the upcoming de-
cade, changing tastes and preferences stem-
ming f rom rising incomes wil l enhance de-
mand for superior food products. Consumers 
wil l demand more fruits, fresh vegetables, 
and exotic food preparations. Producers of 
fruits and fresh vegetables, especially those 
adjacent to large and growing populat ion 
centers, may encounter growing local de-
mand that could offset rising shipping 
charges that tend to shrink more distant mar-
kets. Producers of bulky products like mel-
ons, for example, are f inding that a doubl ing 

of fuel costs since 1978 has necessitated such 
high prices in distant markets that the quan-
tity demanded has declined. 

On ihe positive side, the maintenance of 
food assistance programs wil l assure south-
eastern food crop producers of more stable 
demand than in the past. Specifically, 
during economic hardships, eligible con-
sumers need not curtail their food 
purchases as long as the government's 
food stamp program continues 
to operate. 

Highlights 

Rapidly escalating farm input prices wil l 
markedly raise product ion costs of south-
eastern farmers. Enterprises using large prop-
ortions of energy-related inputs wil l be par-
ticularly hurt, and most southeastern crop 
producers use higher proport ions of energy 
than do their national counterparts. Shifts in 
southeastern cropping patterns are likely to 
occur as energy costs rise. 

Credit use wil l expand dramatically, but 
borrowing costs wil l move up to a perma-
nently higher plane, and business wil l shift 
away from some traditional lenders. 

Demand for food products wil l expand 
rapidly, with vigorous growth in effective 
demand in foreign markets. Southeastern 
producers have the advantage of a strategic 
location to share in the growing export mar-
kets for agricultural products. The growth in 
demand wil l raise prices sufficiently to offset 
cost increases for major enterprises, so that 
farmers wil l continue to bring marginal land 
into production and hold down their expan-
sion of grazing livestock enterprises. On 
balance, total agricultural output wi l l expand 
but shifts in competit ive positions wil l cause 
traditional enterprises to diminish in 
importance. 

The structure of southeastern agriculture 
wil l cont inue to change rapidly in the decade 
ahead. Commercial agriculture of the 1980s 
wil l differ remarkably from its predecessor of 
a short two decades ago. 

—Gene D. Sullivan 
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