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Up on the Farm

Th e  n a t i o n ’s  farmers will receive more 
income from farm operations in 1965 
than at any other time since Korean War days, 

and 1966 should be even better. Net income to 
U. S. farm operators will be up 8 percent in
1965, to about $14.0 billion, as rising gross 
income substantially exceeds the increase in 
production expenses for the year.

Next year, according to U. S. Department 
of Agriculture projections, cash receipts from 
marketings may equal the 1965 total, with a 
decline in crop receipts offsetting continued 
gains from livestock returns. Gross income, 
however, will be bolstered by an expansion in 
government payments to wheat and cotton 
farmers and to producers who take cropland 
out of production.

Farmers next year will be operating under 
new farm legislation— the most comprehen
sive since the days of the New Deal. The new 
law is designed to support farm income by a 
combination of low loan rates to help keep 
U. S. market prices near world prices and 
direct Federal payments to growers who vol
untarily trim their acreage. The law also pro
vides for a “scenic soil bank” which officials 
hope will eventually contain some 40 million 
acres. The law covers a four-year timespan, 
and has a $4-billion price tag attached for the 
first year’s operations.

Smaller gains for West

Western farmers, who have increased their 
income in 1965— although not so sharply as 
farmers elsewhere-—also expect favorable in
come developments in 1966. Farmers in 
Twelfth District States are experiencing about 
a 1-percent gain in net income, to $1.7 bil
lion, while their counterparts elsewhere are 
expanding their net about 10 percent, to $12.3 
billion (preliminary estimates). These gains 
are attributable, in the West, to a slight in
crease in crop receipts and a 4-percent gain 
in livestock returns and, in the rest of the 
country, to a moderate gain in crop receipts 
and a 10-percent jump in livestock returns.

The smaller Western gain reflects the fact 
that a substantial part of the recent national 
boom came from products, such as hogs and 
soybeans, that are of only minor importance 
in District states. Moreover, several impor
tant District fruit crops suffered this year from 
poor growing conditions, and planting of some 
crops was reduced because of grower uncer
tainties about availability of labor. Even so, 
Western farm proprietors have managed to 
obtain a small increase in net income, partly 
because of expanded receipts and partly be
cause of their strict attention to expense con
trol— evidenced, for example, by the slight 
reduction recorded in outlays for farm labor. 211
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Big jump in livestock receipts
accounts for happier farm picture
B i l l i o n s  of D o l l a r s

Source (all ch arts): U.S. Department of Agriculture

For 1966, farm outlook information sug
gests a rise in net income for Western as well 
as for national farmers. Here, as elsewhere, 
an expansion in direct payment of government 
funds will be an important factor in the ex
pected gain.

Cotton: offsetting payments
Cotton, a major crop in California and 

Arizona, will be strongly affected by the new 
government program. This legislation pro
vides for a lower level of price-support loans 
to cotton producers and for offsetting direct 
governm ent paym ents to  those producers. 
Moreover, with new acreage restrictions and 
expanded exports, officials anticipate that cot
ton output will eventually fall below cotton 
demand and thus permit some trimming of 
large surplus holdings. (Cotton, with a carry
over which increased from 12 to 14 million 
bales during the last fiscal year, is today the 
only major surplus-crop problem.)

The level of price support will be lower 
for the 1966-69 period. The loan rate, which 
was 29 cents a pound for the 1965 crop, is 
scheduled to drop to 21 cents a pound for
1966. This new loan rate, which is below the 

21 2 estimated world price, should enable U. S.

cotton to compete better in world markets—  
and without the payment of the subsidies 
which were formerly paid to exporters to keep 
U. S. prices competitive. (In  the past, high 
loan rates tended to divert domestic supplies 
out of the world market and into U. S. stock
piles, thus sustaining world cotton prices at 
an artificially high level and encouraging ex
cess output abroad.)

The new loan rate also is designed to stimu
late the movement of cotton into domestic 
markets. In fact, in view of the lower market 
(loan) price, subsidy payments to domestic 
textile mills and other processors have now 
been eliminated.

In order to qualify for the price-support 
loan rate and for additional payment of 9.42 
cents a pound, growers must reduce their 
acreage allotments by at least 12Vi percent. 
As a further incentive to output reduction, 
they may qualify for more than the 9.42-cent 
rate if they take 35 percent of their acreage 
allotments out of production.

Western growers will also be affected by 
several other changes in regulations. A less 
profitable level of operations may result from 
restrictions on “skip-row” planting— a prac
tice which in the past has contributed to high 
Western yields. On the other hand, more prof
itable operations may result from a feature of 
the new law permitting consolidation of cotton 
operations. The new law permits the transfer 
of acreage allotments between growers in the 
same state by sale or lease, and it also permits 
the transfer of allotments by a farm owner to 
another farm owned or controlled by him in 
the same state.

Wheat: higher returns
Wheat, a major crop in the northwestern 

states, will also be strongly affected by the 
comprehensive new farm legislation. The new 
law is geared to give cooperating farmers an 
average return of $ 1.845 a bushel, up 15 cents 
a bushel, on their “normal” output.
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The average price-support loan rate on the 
1966 wheat crop will remain at this year’s 
$ 1.25 a bushel, which is near the anticipated 
world price. In addition, growers will receive 
returns from the purchase of marketing certifi
cates, as they did for the 1965 crop, plus di
rect payments from the government. The pur
pose of the supplemental government pay
ment is to raise the returns of growers to the 
full parity level for the 45 percent of the crop 
destined for domestic food consumption.

The difference between the present parity 
price of $2.56 per bushel and the loan rate of 
$1.25 per bushel will be covered by a $1.31 
payment— $0.75 from a domestic marketing 
certificate (the fee paid by wheat processors 
for the wheat ground for domestic home use) 
and $0.56 from a direct Treasury payment. 
In order to cover part of this extra cost, the 
government will stop paying an arbitrary 
amount to producers for the portion of their 
crop theoretically destined for export, but in
stead will pay only that subsidy amount re
quired to make up the difference between the 
U. S. market price and the world price.

Other Western gains
Favorable conditions are now expected for 

the West’s important citrus-fruit crop. In-

W estern farm ers record gain
■n net income, despite rising costsin
B i l l i o n s  o f  D o l l a r s
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R t a l i z t d  G r o s s  I n c o m t

Production Exptnsw

creased supplies of citrus are now indicated by 
production estimates for the 1965-66 crop of 
oranges and grapefruit. All major growing 
areas expect increases, although the largest 
gains should occur in Florida and Texas, 
which are now recovering from last year’s 
unfavorable growing season. Over the longer 
term, citrus expansion is expected in most 
areas, but primarily in Florida.

California and the Northwest states expect 
gains in deciduous fruit crops, especially for 
the major crops— apples, peaches, and pears 
— that were cut back this past season by bad 
growing conditions. However, some decline 
may occur in the grape harvest as a counter to 
1965’s unusually large crop.

In the very lively livestock sector, a further 
gain in receipts is expected as higher prices 
offset a declining volume of marketings. Beef 
prices may rise even higher than in 1965 un
der the stimulus of a continuing strong con
sumer demand. Total beef supplies, however, 
should remain about level, since an increased 
supply of fed beef may be offset by a lower 
volume of beef bypassing the feed lots on the 
way to market.

Hog prices, recently at their highest level 
of the past ten years, may go even higher. On 
the other hand, prices may ease in late 1966 
as a larger supply of little pigs comes to mar
ket. Higher lamb prices are also anticipated 
in coming months because of short supply. 
But, here again, some easing may occur in 
late 1966 as the supply of other meat expands.

In  the poultry field, prices may ease as 
supply expands. Higher prices, especially for 
broilers, are now stimulating production, but 
late 1966 may see a weakening of poultry de
mand if the supply of red meat expands as an
ticipated.

Costs and efficiency
On balance, Western growers and stock

men expect to see a continuation of the pros
perous conditions of the last year or two. 213
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However, they will continue to experience up
ward pressures on production expenses.

In the labor field, District producers have 
now completed one year’s experience with a 
new program stressing reliance upon domestic 
sources of labor supply. About 21,000 Mex
ican workers were imported this past year un
der emergency provisions of the immigration 
law, but this figure compares with 128,000 
imported in 1964, the last year of the 12-year 
old bracero program. But, despite the heavy 
pressure on the domestic labor supply, farm 
wage rates increased more slowly in Califor
nia than in the rest of the country over the 
past year— up 6.2 percent and 7.5 percent, re
spectively— while farm wages in other District 
States increased at a somewhat slower rate.

Over the longer term, Western farmers will 
be strongly affected by the philosophy under
lying the new farm program, which empha
sizes supply and demand factors in the setting 
of farm prices. The legislation tends to sepa
rate subsidies from the price mechanism and 
to use them primarily as a reward to farmers 
for taking acreage out of production.

This legislative approach reflects the chang
ing economic structure of farming. Since the 
turn of the decade, the number of commercial 
farms (with annual sales over $10,000) has

West dominates national farm 
market, especially in fruit, vegetables
D i s t r i c t  P e r c e n t a g e  of U.S. Tota l
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risen over 4 percent a year to a total of over 
one million farms. Meanwhile, the number of 
smaller farms has been dropping 5 percent a 
year to a total of about 2.3 million farms. Net 
income per farm has increased almost one- 
third for the commercial farms, but it has 
failed to increase for the others. This con
centration on large-scale commercial farming 
of course reflects a long-term Western trend.

The long-term outlook for this region also 
will be affected by the continued growth of 
world demand for U. S. farm products. (This 
demand has helped account for a declining 
trend in government commodity holdings, 
now at the lowest level of the past decade.) 
The U. S. now accounts for one-fourth of all 
the cotton and two-fifths of all the wheat sold 
in world markets, plus significant amounts 
of other leading Western products. With 
population growth, industrialization, and ris
ing living standards causing world demand for 
food and fibers to expand rapidly, the long
term prospects for the efficient Western farm
ing industry thus appear quite bright.

— Donald Snodgrass
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Up on the Farm

Ia s t  year was the second straight year of 
j  abundant prosperity for the nation’s 
farmers. Their net income during 1966 ex
ceeded $16 billion— fully one-fourth more 

than it was two short years ago. Production 
costs continued advancing, as usual, but net 
income jumped sharply as a consequence of 
an increased volume of marketings and an un
expectedly large increase in farm prices.

This performance may be difficult to repeat 
in 1967, according to latest Agriculture De
partment reports. Production expenses again 
are expected to advance. Gross receipts may 
not rise, however; direct government pay
ments should drop, and receipts from market
ings should rise only modestly (despite a con
tinued gain in output) because of some easing 
in farm prices which hitherto have been sharp
ly rising.

Western upsurge
Western farmers recorded a substantial 

gain in 1966, to about $1.7 billion in net in
come, but their expenditures remained high 
and their net income increased at only half 
the national pace. Over the year, growers 
recorded a 2-percent gain in crop marketings 
as against a 6-percent gain elsewhere, but 
stockmen, like their counterparts elsewhere, 
posted a sharp 15-percent increase in receipts.

Western farmers failed to match the na
tional pace partly because they accounted for 
only a small share of 1966’s most profitable 
products and partly because they encountered 
narrowing profit margins in certain Western 
specialties. Hogs and soybeans, the strongest 
pillars of the national farm prosperity, are 
only minor sources of income for Western 
farmers. Moreover, net returns from Western 
cattle-feeding operations have failed to grow 
as fast as gross receipts; the rising costs of 
feed grains and the rising costs of cattle enter
ing feedlots are the major factors in this cost

squeeze. In addition, the West’s important cot
ton crop has suffered from reduced acreage, 
lower yields, and lower market prices, and 
these factors have been only partially off
set by rising government payments.

The income situation of Western farmers 
continues to be beset by rising costs. Between 
1961 and 1965, the last year for which de
tailed data are available, costs increased 20 
percent in the West as against only 13 per
cent elsewhere, as a consequence of sharp rises 
for such items as pesticides, debt interest and 
taxes. Labor costs, which are more than twice 
as important in Western operating budgets 
than they are in other regions, increased 10 
percent in this period in the West while drop
ping elsewhere.
New era dawning

Nonetheless, the demands for farm prod
ucts nationwide have grown by enough to 
more than offset these rising costs, and the 
prospects for further increases in demand are 
bright indeed. The post-Korean period of su
perabundant supply is coming to a close, and 
a new era is now dawning, characterized by a 
supply that is merely abundant and a world
wide demand that is accelerating rapidly.

Cash receipts expand, as livestock 
boom sparks farm prosperity
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In the early post-Korean period, agricul
tural policy emphasized the control of farm 
output and the expansion of foreign markets. 
In 1954, Congress authorized acreage allot
ments and marketing quotas for most crops in 
order to forestall an inventory buildup, and 
at the same time it passed Public Law 480 in 
a major effort to move surplus stocks into for
eign markets through foreign-currency sales. 
For instance, the crop restriction program, 
along with a sharp rise in exports, was re
sponsible for reducing U. S. cotton inventories 
by 4 million bales in 1966.

Now, a decade later, the concern is not 
about burdensome stocks but rather about ade
quate supplies to meet foreign and domestic 
demand. Demand here at home has risen along 
with population and income; demand abroad 
has skyrocketed because of gains in purchas
ing power in some countries, major crop fail
ures in other countries, and sharp gains in 
population everywhere. As a result, the U. S. 
crop acreage harvested for export (including 
feed for livestock) has jumped from 37 to 78 
million acres between 1954 and 1965, and 
one-fourth of the nation’s total crop output 
has moved into export trade channels.

These basic demand factors have created 
favorable conditions for the regional as well 
as the national industry. The overall trend of 
demand for Western products— cotton, wheat, 
livestock, fruit, and vegetables— should be 
strong in 1967 and thereafter well into the 
foreseeable future.

Improvement in cotton?
Cotton, the District’s largest cash crop, 

should fare better in 1967 by virtue of higher 
output from higher yields, despite the con
tinuation of recent restrictions on acreage.

Efficient California and Arizona farmers, 
unlike their counterparts elsewhere, relied 
very little last year on the government pay
ments offered for taking more than the min
imum required acreage out of production. Out 
of their total allotted acreage, cotton farmers

W estern farm ers register ga in  
in net income, despite rising expenses

elsewhere planted only 60 percent, whereas 
Arizona farmers planted 77 percent and Cali
fornia farmers 85 percent of total allotments. 
However, Western producers suffered from in
sect and weather damage as well as from re
strictions on the practice of skip-row planting.

With roughly the same acreage as before 
and with more normal growing conditions, 
Western cotton farmers expect to increase 
their output in 1967. They also anticipate a 
gain in marketing receipts; the price-support 
loan level will be reduced but the market price 
should be about the same as in 1966. More
over, government payments also may rise 
since they are geared generally to the (rising) 
trend of farm expenditures.
Scarcity in wheat?

Wheat, the major crop of the Pacific North
west, will be faced with the almost unknown 
problem of scarcity rather than surplus. This 
development is a consequence of the success
ful efforts of the past decade to limit produc
tion increases through acreage restrictions, to 
channel commercial and government ship
ments into the export trade, and to encourage 
the domestic use of wheat as animal feed. 
Thus, between the 1961 and the 1967 crop 
years, U. S. wheat inventories have declined 
from 1.4 to 0.4 billion bushels.
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In early 1966 it became evident that addi
tional supplies were needed to meet export 
and domestic requirements. Thus, acreage 
allotments for the 1967 crop were raised in 
May and again in August, by almost one-third 
overall, to 5.7 million acres in the District 
and to 62.5 million acres elsewhere.

For the 1967 crop, moreover, farmers will 
be permitted to plant all of their allotted acre
age instead of diverting one-eighth of the 
acreage from wheat into soil-conservation use. 
The new program retains the $1.25-per-bush- 
el price-support loan level.

Livestock still booming?
The nation’s livestock producers hope to 

match their extremely favorable 1966 record 
in 1967. In 1966, marketing receipts soared 
because of increased marketings and substan
tially higher prices. In 1967, prices are expect
ed to be lower than last year—although still 
high by historical standards— and total re
ceipts thus may not rise so sharply as they did 
in the preceding year or two.

Nationally, some increase in milk output is 
expected after the recent sharp decline, since 
milk producers should respond to the rising 
trend of milk prices and to the decreasing at
tractiveness of a shift into meat production.

Increased production is also expected in pork, 
poultry, and eggs. However, beef production 
may decline as the marketing of cows is held 
down in order to build up cattle herds. If so, 
a supply problem may develop for Western 
feedlot operators, since they rely heavily on 
sources outside the District for cattle to be 
fattened in feedlots.

Fruit-vegetable outlook
Western fruit producers will be hard put to 

match their bumper 1966 crop. In the season 
just past, Northwest orchards rebounded 
sharply from their freeze damage of the pre
ceding year, and in California the cling-peach 
crop was heavier and pears were much more 
abundant than in 1965.

A bumper citrus crop is now in prospect, 
but the West—which today accounts for only 
one-sixth of U. S. output—may not play much 
of a role in this market. Sharp increases are 
expected in Florida, which supplies over 80 
percent of the total crop, and in Texas, which 
has sharply increased citrus acreage in re
cent years.

Nationally, producers of processing vege
tables may encounter a heavier demand from 
processors in 1967, and this should redound 
to the benefit of Western producers as well.

Livestock bonanza sparked by rising output and sharply rising prices 
boom centered elsewhere, since livestock play larger role outside District
1957*59 = 100

14

O TH ER

T W E L F T H  D I S T R I C T

V < g < t a b l « s -

F r u i t * -

C o f t o n

P o u l t r y

Fo o d  G r a i n s

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

January 1967



January 1967 MONTHLY REVIEW

The inventory of canned and frozen vegeta
bles is no larger than a year ago, despite sharp 
increases in production last year.

Food as culprit
The recent and future shifts in the farm 

sector may not appear crucial to the business 
outlook; after all, the farm sector alone ac
counts for only 4 percent of GNP. However, 
the recent sharp rise in farm and food prices 
has affected family budgets everywhere—and 
in a very visible manner— and thus has given 
rise to pressures to obtain greater-than-guide- 
lines wage boosts in forthcoming labor nego
tiations. In this respect, the farm sector may 
play a major role in the 1967 business situa
tion.

Over the past 1 Vi years, the food compo
nent of the consumer price index has risen over
8 percent—twice as much as the increase for 
all other items (including sharply rising serv
ice prices). In the same period, while the in- 
dustrial-commodity component of the whole
sale price index was gradually rising, farm 
and food prices shot up 12 percent before 
tapering off this past summer and fall. The 
controversy over these increases became so 
sharp that when Agriculture Secretary Free
man suggested that farm prices would shortly 
decline, he was roundly criticized by farmers 
everywhere.

Yet, despite this, Secretary Freeman was 
eventually proven correct about the course of 
consumer meat prices. These have dropped 
about 2 percent since last spring, after rising 
17 percent in the preceding twelve-month 
period. But other components have continued 
to put pressure on the consumer’s food budget; 
after rising moderately in 1965 and early 
1966, bakery prices thereafter have risen 5 
percent and dairy products have jumped 8 
percent.

Farmers contend, as they have for some 
time, that rising marketing costs are the cul
prit in the food price increase. Between 1951 
and 1965, when the farm value of the food

Farm value of food budget rises, 
but not as sharply as marketing bill

B i l l i o n s  o f D o l la r s

market basket was rising from $20.5 billion 
to $25.5 billion, marketing costs (labor, trans
portation, and other processing and selling 
costs) jumped from $29 billion to $52 bil
lion and thereby sharply boosted the final 
price to consumers.

Superabundance to abundance
In any case, farmers and consumers alike 

are moving into a new era—from a period of 
superabundance calling for supply manage
ment to a period of simple abundance calling 
for supply expansion to meet sharply rising 
worldwide demand. The market for U. S. 
products has been rising in this decade by 
about 2Vi percent annually, after growing 
only sluggishly during the preceding decade. 
Thus, fully 4 percent of the food and fiber 
consumed last year has come out of the stocks 
accumulated from previous surpluses, and the 
one-sixth of the nation’s farmland taken out 
of production since 1950 looks increasingly 
attractive as a production resource.

All in all, the future is bright for the re
gional as well as the national industry. The 
sharp increases in income of the recent past 
may not be repeated, but the continued 
strength of demand seems assured for the 
foreseeable future. — Donald Snodgrass
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