
Farm Income on the Downgrade

IN our expanding and fluctuating economy, 
the agricultural sector is continually faced 

with adjustment problems. Periodically these 
adjustment problems of a continuing nature 
are overshadowed by changes within the agri
cultural sector which may be independent 
of the cyclical course of general business ac
tivity. Conditions now present in the agricul
tural sector suggest that such changes are 
underway within agriculture as farm prices 
and income decline while the rest of the econ
omy shows signs of strengthening.

Net income of the nation’s farm opera
tors in 1958 reached the highest point in six 
years, but has been trending downward in 
1959. If an extended reduction in farm in
come should materialize, it would not be the 
first such decline since the end of World War 
II that began when other sectors of the econ
omy were expanding. The consequences, how
ever, may be more severe for agriculture than 
earlier in the postwar period.

Farm prices, marketings, 
and gross income

The level of farm production usually 
changes only moderately from year to year. 
This would suggest that minor changes would 
also occur in gross farm income. However, 
as shown in Chart 1, changes in farm prices 
account for much of the annual changes in 
gross income. Apart from price changes, the 
relationship between farm production and 
farm income is modified by additions to or 
subtractions from farm inventories. For ex
ample, an unusually large increase in the 
production of farm crops will be reflected in 
increased farm income, if the bumper crops 
are eligible for price supports. Although di
rect marketings may also rise, a substantial 
proportion of the increased marketings flows 
into Commodity Credit Corporation inven
tories. and, because the level of price support

is set prior to planting time, any unusual in
crease in yields which boost production is not 
promptly nor fully reflected in downward 
price adjustments at the farm level. For ex
ample, the 50 percent increase in wheat pro
duction (about 500 million bushels) in 1958 
helped boost cash receipts above the level re
ceived in the previous year as the actual 
price to growers declined only 11 percent. 
To a large extent, the decline in price that 
did occur reflected an earlier reduction in the 
level of price support for wheat. On the other 
hand, an unusually small crop, as judged by 
previous production standards, may result in 
only a minor strengthening in price because 
stocks held by the price support agency can, 
in some cases, be sold on the domestic mar
ket at prices which are not much above the 
support level. For many crops the policy of 
the Federal Government regarding the level 
of price support is the major determinant of 
prices farmers receive.

The situation in the livestock sector of 
agriculture is somewhat different. There are
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no direct price 'supports for major livestock 
products such as beef and pork. Hence, the 
price response to changes in the volume of 
marketings is much greater than for price- 
supported crops. Marketings also may vary 
substantially, but the year-to-year fluctua
tions may not be as sharp as in the case of 
individual crops. This is due largely to the 
relatively long production period before de
cisions to expand meat animal production 
are reflected in increased marketings. Reduc
tions in production, however, are not im
peded by biological considerations, but, even 
if production is reduced, marketings may rise 
for a period of time as farmers reduce their 
livestock inventories. As livestock prices are 
quite flexible, particularly meat animal prices, 
they are closely associated with changes in 
gross farm income that stem from price 
changes, particularly changes which persist 
for longer than one year, as shown in Chart 2.

Farm prices and net income
Prices paid by farmers for nonfarm goods 

and services used in agricultural production, 
including such items as machinery repairs 
and fuel, have risen 30 percent since 1947-49, 
thereby tending to exert downward pressure 
on net farm income. The pressures of these 
nonfarm cost items have at times been accen
tuated or modified depending on fluctuations 
in the prices received by farmers. Farm prices 
enter the cost side of farming because sub
stantial quantities of agricultural items such 
as feed, seed, and livestock are involved in 
transactions between farmers. Since the end 
of World War II, such transactions have aver
aged 50 percent of annual current operating 
expenditures. Hence, during periods of de
clining farm prices, the cost of agricultural 
based production items also tends to decline 
and to offset the effects of rising nonfarm
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prices on net income. On the other hand, if 
both farm prices and nonfarm costs rise to
gether, the upward pressure on production 
costs is accentuated. It is quite evident from 
Chart 3 that most of the variability in produc
tion expenditures results from price changes 
of agricultural inputs.

When prices received by farmers are de
clining, the impact is greatest for those farm
ers producing items primarily for sale to other 
farmers and relying heavily on production 
items from the nonfarm sector of the econ
omy. This is because the offsetting effect on 
their costs which is associated with declining 
farm prices is relatively minor, while the re
duction in prices they receive has a substan
tial effect on their receipts from sales. How
ever, these farmers reap the benefits from a 
rise in farm prices for the same reason.

The current situation
Farm prices have been trending down

ward since the spring of 1958 but were not 
fully reflected in cash receipts for 1958 be
cause of heavier marketings. In addition, the 
inventory of cattle and calves on the nation’s 
farms has been increasing this build-up in 
inventories, cattle marketings are expected 
to increase considerably in 1960, and beef 
prices to weaken. Furthermore, hog prices 
have been declining for a year along with the 
expansion in hog production which began in 
the fall of 1958. Gains in pork production 
may end in 1960 but continuation of a high 
level of production in 1960 will have a de
pressing effect on beef prices, as well as hold
ing pork prices at relatively low levels. De
clining beef cattle prices, however, are in 
prospect beyond 1960. Projections of beef 
cattle numbers which are considered con
servative indicate an expansion until 1963 or 
1964. If these estimates are correct, they 
suggest that beef prices will be trending down
ward for some time in the future. The cyclical 
low point in cattle prices usually occurs in the

contraction phase of the cycle in beef cattle 
numbers.

Crop prices are also lower than last year. 
The levels of price support for all price-sup
ported field crops were reduced in 1959, 
except for com produced on acreage not in 
compliance with acreage allotments. Prices 
for farm crops may be expected to move to 
lower levels, if the level of price support is 
adjusted to the point where production will be 
responsive to market prices.

Recent periods of cost-price 
movements compared

The last prolonged period of diverging farm 
prices and nonfarm prices occurred in 1951- 
55. The stage of the livestock cycle now pres
ent in agriculture is similar to that which was 
present in 1951 and 1952 and is reflected in 
meat animal prices, as shown in Chart 4. 
Marketings of beef are now increasing and 
pork marketings should remain heavy in the 
first half of 1960.

The reduction in net income during the 
1951-55 period was associated with declining
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prices for livestock products, particularly meat 
animals. Crop prices also edged downward 
during this period, although the level of sup
port extended to producers of some of the 
major field crops was actually higher in 1955 
than in 1951. The decline in crop prices, how
ever, was relatively small, although the prices 
farmers received for major price-supported 
crops were considerably above support levels 
in 1951. Decisions concerning the future level 
of support for price-supported crops will 
largely determine whether crop prices, except 
perhaps corn prices, deter a decline in prices 
received by farmers from 1958 levels to the 
extent that they did in the 1951-55 period.

If an extended decline in farm prices should 
materialize, the current financial position of 
agriculture is much less favorable than in the 
early stages of the last period of diverging 
farm prices and nonfarm prices. When farm 
prices began to decline in 1951, they were 
much higher in relation to prices paid by farm
ers than in recent months. The parity ratio 
stood at 113 in February of 1951 compared 
with 82 in the first five months of 1959. More
over, farm prices were at their peak in Feb-
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ruary 1951. The less favorable relationship 
between the prices that farmers pay and those 
they receive may result in substantially higher 
credit requirements than in 1951-55. In ad
dition, farmers’ liquid assets in relation to 
annual production outlays are lower now than 
in the early 1950’s. Because farm land values 
are much higher in relation to net income 
than in 1951-55, farm land may not be as 
desirable collateral for farm loans. Further, 
the ability and the willingness of commercial 
banks to expand loans, as judged by their 
free reserve positions or loan to deposit ratios, 
is not as high as in earlier years. Since farm
ers’ liquid assets are also relatively low, the 
pressure on other farm lending agencies to

(1910-1914 =  100)
INDEX NUMBERS

POO
1950 1952 1954 1956
19*57 1959

Source: United States D epartm ent of Agriculture, Agricultural 
Prices.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1960



FEDERAL RESERVE B A N K  OF S A N  F R A N C I S C O

provide credit to farmers may intensify as well 
as pressure merchants to expand the use of 
trade credit.

With gross farm income apt to decline, 
some reduction in production expenditure 
might be expected in an attempt to deter a 
decline in net income. But judging from past 
experience this is not likely to happen unless 
farm income declines sharply. Year-to-year 
changes in production outlays since the end 
of World War II have been closely associated 
with changes in gross farm income. However, 
because of the stronger upward trend, there 
have not been reductions between years in 
the annual level of production expenditures 
except when year-to-year declines in gross 
income approached or exceeded $1.4 billion. 
Annual fluctuations in production expendi
tures that have occurred resulted largely from 
variations in prices paid by farmers and not 
from the quantity of inputs purchased.

Periodic reductions in farm income, which 
focus attention on the agricultural situation, 
are generally viewed as evidence of malad
justments between agriculture and the rest of 
the economy. The characteristics of the cur
rent reduction in farm income, however, indi
cate that it stems largely from maladjustments 
within agriculture which are temporary in 
nature, i.e., cycles in livestock production. 
Fluctuations in livestock numbers are not 
phenomena which developed with the price 
support program or any other recent innova
tion. There is some evidence of cycles in beef 
production as early as 1880. Since that early 
date, there have been changes in the ampli
tude and duration of the cycles, but periodic 
fluctuations in beef cattle numbers still persist. 
If the current reduction in farm income does 
stem primarily from circumstances in the live
stock sector of agriculture, past experience 
indicates that the situation will correct itself.

Review of Business Conditions

In c r e a s e d  flows of steel during December 
led to a strong resurgence in economic ac

tivity. Industrial production rebounded toward 
the summer high, the revised index of indus
trial production reaching 165 percent of the 
1947-49 average, one point short of the pre
strike peak of 166 and nine points above the 
level in November. Employment rose more 
than seasonally during December to a new 
high for the month, and unemployment de
clined slightly in contrast to the usual seasonal 
rise. Construction put in place, after declining 
for six months, edged up to an annual rate 
of $52.6 billion, and contract awards for new 
buildings also rose.

Final settlement of the steel dispute in early 
January assured a continuous flow of steel and 
permitted many businesses to more rationally

6 plan their operations. Automobile production,

which rebounded in December, was scheduled 
to reach 700,000 units in January, the highest 
monthly volume since the spring of 1955. The 
still low levels of inventories evident in early 
January in many lines, prospects of a rise in 
plant and equipment spending, and strong 
consumer demand suggest an expansionary 
tone for the economy in the months immedi
ately ahead.

A strong demand for credit was evident in 
December and early January. Bank credit rose 
more than seasonally in December, although 
the major part of the increase in bank loans 
reflected seasonal forces including borrowing 
for the December 15 tax date. A net increase 
of more than $500 million in member bank 
reserves, including about $260 million in vault 
cash which could be counted as reserves under 
new rules governing vault cash, was fully ab
sorbed by an increase in deposits. Corporate
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