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The nation's farmers face mixed 
prospects as they enter the Phase IV 
period. A bumper harvest now ap­
pears probable, because of the 
much-improved weather and a 
sharp increase in planted acreage. 
The export picture looks very 
promising—too promising, in fact, 
since it is necessary to ration for­
eign customers to ensure adequate 
feed-grain supplies for the domestic 
market. But shortages and high 
prices will probably continue to 
beset the livestock sector, because 
the industry's earlier problems have 
now been aggravated by the cost- 
squeeze pressures generated by the 
price freeze.

In view of the strong public demand 
for a quick end to the price freeze, 
the new Phase IV control program 
was introduced on July 18. Prices 
for food products (except beef) 
were released from the freeze im­
mediately upon the announcement 
of the new program/‘to allow the 
pass-through of the costs of raw 
agricultural products since the pre­
freeze date of June 8. The shift in 
controls was designed to alleviate 
the problems of the cost-price 
squeeze and to encourage the ex­
pansion of farm production.

Price problems
Consumer food prices have in­
creased sharply and almost without 
interruption since the turn of the 
year. The all-food price index 
during the first half of 1973 showed 
the most rapid rise since the early 
Korean-war period, averaging 1.8 
percent per month. Moreover, farm 
commodity prices increased even
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more rapidly, with a spectacular 3.9- 
percent monthly rate during this 
period, suggesting that strong up­
ward pressures on retail food prices 
will occur during the months to 
come.

These advances in farm prices were 
much larger than most analysts had 
anticipated. During the early 
months of the year, it had been 
expected that the actions to aug­
ment farm output, along with the 
incentive of rising prices, would 
bring about larger supplies of crops 
and livestock products, particularly 
in the second half of the year.

However, the forecast turned out to 
be overly optimistic, as farm opera­
tions were hit by a number of 
disasters—a harsh winter, plus 
spring storms and floods, leading to 
the late planting of feed grains and 
soybeans, and heavy losses of cattle 
and calves in flooded areas. Other 
disturbing factors included the con­
sumer meat boycott and scattered 
shortages of fuel, fertilizer and 
seed. The consequent shortfall in 
food supplies, coupled with an an­
ticipated record demand for major 
farm commodities at home and 
abroad, has considerably altered 
the earlier optimism about food 
prices.

The nature of the price problem 
also may have changed from largely 
a "demand pull" situation during 
1972 to a mixed phenomenon of 
both "demand pull" and "cost 
push" in 1973-74. When farm 
product prices first took off about 
the middle of last year, increases
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were due primarily to the short-run 
consequences of a strong and 
growing economy at home and a 
widespread failure of crop produc­
tion overseas. The price situation 
was affected also by the low phase 
reached in the livestock cycle last 
year and by the reduction in do­
mestic crop acreage.

Export upsurge
The export boom has contributed to 
the price upsurge, even as it has 
supported the improvement in the 
balance of payments. Export pros­
pects have become unusually 
strong because of the worldwide 
expansion of population and in­
comes, the dwindling of grain in 
other producing countries, and the 
export stimulus created by two de­
valuations and later a downward­
floating dollar. Because of all these 
factors, farm exports are expected 
to approach $12 billion in 1973— 
considerably higher than earlier 
1973 estimates and very much 
higher than the $91/2-billion total of 
1972. However, the phenomenal 
rise in export demand, along with 
weather-related planting difficulties 
and a sharp decline in grain stocks, 
has also led to a 20-percent increase 
in prices received by farmers be­
tween January and June of 1973.

Massive price increases for feed 
grains and high-protein crops have 
brought about higher feed costs to 
livestock producers. Over a six- 
month period (November-May), 
production costs jumped from 
$37.50 to $47.90 per hundredweight 
for fed beef, from $26.45 to $44.85
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per hundredweight for dressed 
broilers, and from 32.5 to 48.5 cents 
per dozen for eggs. These cost- 
push pressures increased in severity 
as the months progressed, and the 
freeze then brought the problem 
into even sharper focus.

Cost squeeze
Freeze II differed somewhat from 
the 1971 freeze, primarily because 
no pass-through existed for buyers 
to adjust their ceiling prices if they 
had to pay higher prices for their 
ingredients. Consequently, a se­
rious price-cost squeeze developed 
for farmers, food processors and 
retailers—and still exists for the 
beef sector, where the freeze re­
mains intact until next month. Prod­
ucers were able to minimize their 
losses only by curtailing production 
or altering normal production proc­
esses, and these cutbacks accen­
tuated the problems created by the 
earlier cutbacks of last winter and 
spring.

Red-meat production dropped 5 
percent between January-May 1972 
and the same period of 1973; place­
ment of cattle and calves on feed 
dropped 11 percent in major re­
porting states between the second 
quarter of 1972 and the comparable 
period of 1973; hogs and pigs on 
farms fell 1 percent between June 
and June; and broiler-chick place­
ments fell 2 percent over the same 
period. Obviously, the introduction 
of Phase IV will help farmers solve 
this supply problem by permitting 
the expansion of future production, 
but the improvement is likely to



come about only gradually because 
of the market distortions devel­
oping during the freeze.

Improved harvest
In contrast to the situation in the 
livestock sector, the nation's crop 
situation has improved greatly in 
the past several months. The July 
crop condition report points to a 
sharp increase in output, including
5.9 billion busheJs of corn (up 6 
percent over 1972), 1.6 billion 
bushels of soybeans (up 24 per­
cent), and 1.8 billion bushels of 
wheat (up 13 percent). Both the 
soybean and the wheat production 
estimates are higher than the De­
partment of Agriculture's earlier es­
timates, while the projected corn 
output is only slightly lower than 
the original 6-billion bushel target.

The USDA believes that this situa­
tion will result in supplies adequate 
to meet both domestic and overseas 
demand over the coming year.
More pessimistic observers believe, 
however, that a tight supply situa­
tion will continue even though 
bumper crops are harvested this 
year. They point out that the mas­
sive increase in grain exports to 
date has come from existing stocks, 
whereas future export demand 
must be met from 1973 crops alone.

On the other hand, the USDA re­
cently reported that more land will 
be brought back into production for 
the 1974 crop year. Planted acreage 
in 1973 will total 321 million acres— 
25 million acres (9 percent) more 
than in 1972. On top of this, an­

other 19 million acres will be re­
leased for production in 1974, so 
that the acreage available for 
planting will reach the highest level 
of the postwar period. Given the 
immense productive power of the 
nation's farm economy, crop pro­
duction may well increase sharply 
again in 1974.

Unfounded fears?
A realistic look at the present farm 
situation suggests that the danger of 
serious food shortages is largely 
unfounded. However, it may take a 
while for consumer confidence to 
recover from the events described 
in recent headline stories— namely, 
the post-freeze price bulge (and the 
panicky upsurge in grocery buying), 
the sharp decline in the nation's 
grain stocks, and the unexpected 
upsurge in farm export bookings. 
Consumer confidence should im­
prove, however, as this season's 
bumper crops are harvested and as 
more meat animals reach feedlots.

In the longer run, however, the 
implementation of a strategic grain- 
reserve program appears to be 
strongly desired. The present car­
ryover of major farm commodities 
(notably soybeans, wheat and feed 
grains) is generally inadequate to 
counteract the problems created by 
variations of world crop production, 
weather-caused fluctuations in 
yields, and shifts in demand caused 
by worldwide business cycles. Con­
sequently, at least two more good 
crop years may be required to bring 
about farm price stability and a 
more abundant food supply.
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BANKING DATA—TWELFTH FEDERAL RESERVE DISTRICT
(Dollar amounts in millions)

Selected Assets and Liabilities 
Large Commercial Banks

Amount Change Change from
Outstanding from year ago

7/18 / 73 7/11/73 Dollar Percent

Loans adjusted and investments * 73,617 - 87 + 10,135 +  15.97
Loans adjusted— total* 56,457 + 138 +  10,050 +  21.66

Commercial and industrial 20,024 + 71 + 3,301 +  19.74
Real estate 16,697 + 75 + 2,864 +  20.70
Consum er instalment 8,421 + 28 + 1,327 +  18.71

U.S. Treasury securities 5,617 — 123 - 628 — 10.06
Other securities 11,543 - 102 + 713 +  6.58

Deposits (less cash items)— total* 71,366 — 293 + 8,160 + 12.91
Demand deposits adjusted 21,639 — 407 + 1,973 +  10.03
U.S. Government deposits 629 + 38 - 565 -47.32
Time deposits— total* 47,871 + 141 + 6,805 +  16.57

Savings 17,955 - 82 - 274 -  1.50
Other tim el.P .C . 20,897 + 277 + 5,388 +  34.74
State and political subdivisions 6,365 — 44 + 882 +  16.09
(Large negotiable CD 's) 10,294 + 181 + 4,975 +  93.53

Weekly Averages Week ended Week ended Comparable
of Daily Figures 7/18/73 7/11/73 year-ago period

Member Bank Reserve Position
Excess reserves 37 -  19 -  7
Borrowings 191 135 1
Net free (+) / Net borrowed ( - ) -1 5 4 -154 -  8
Federal Funds— Seven Large Banks
Interbank Federal funds transactions 

Net purchases (+) / Net sales ( - ) +  355 +  843 -1,329
Transactions: U.S. securities dealers 

Net loans (+) / Net borrowings ( - ) -  53 +  121 -  199

"Includes items not shown separately.
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