Federal Reserve Bank of Dallas

Business Review

.
auinet? 5
‘ll“ -
" D
-
*
> '..
n »
XS
- -y
0
u‘}"'

= L)
- 3 If ; o
L3 ‘II
Sar
| | S Lt
"
.

P R
.ﬁ..nh"\ll.l' “I.r)' i

L il L';V “,
" M n‘b?t“!“,n .1' S ﬂ‘!{mt\

3 _'_'I‘rade Balance-
- Farm Exports Could Be Pushed to Help Offset Rise in Fuel Imports

i -h



Trade Balance-

Farm Exports Could Be Pushed
To Help Offset Rise in Fuel Imports

—

The nation has shown a deficit in
its balance of payments most years
since World War IT. But until 1971,
the nation’s merchandise trade
alance was positive. And this sur-
blus in trade offset much of the def-
icit resulting from other factors.

In the past two years, however,
the payments deficit has been ag-
gravated by a growing net trade
deficit as imports have risen much
faster than exports. And as the
trade balance has deteriorated, in-
Creasing attention has been given
to two industries that are espe-
cially important to the economy

(=

of the Southwest—petroleum and
agriculture.

Agriculture has remained a ma-
jor source of strength in the trade
balance, showing growing net sur-
pluses in the face of the general de-
cline. But with large net trade def-
icits being recorded in petroleum
and petroleum products, fuels have
been readily identified as a definite
present and future problem.

Since no quick or easy solution
has been found to moderate the ex-
pected growth in fuel imports, fo-
cus on these two industries has
intensified. Of the industrial com-

ponents making up the nation’s
merchandise trade, agriculture
seems to offer very real possibilities
for the expansion in exports needed
to help balance the rapid increase
in fuel imports. Not only is world
demand for farm products expected
to rise rapidly, but the United
States has a comparative, if not ab-
solute, advantage among nations in
the world in its ability to expand
agricultural production to meet
any rise in foreign demand,

Of course, any exhaustive study
of expected future trends in the na-
tion’s balance of payments must

Deficit also develops in trade balance
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Energy consumption outrunning production
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consider all of its components and
their interaction. A narrower focus
necessarily sacrifices some of this
interaction in order to concentrate
attention on a smaller number of
components of more immediate in-
terest. And in view of this nation’s
strength in agriculture, it seems
logical to ask whether, by itself,
an increase in farm exports could
provide the funds to pay for the
expected increase in fuel imports.

Potential for fuel imports

The nation has been relying on fuel
imports since it began consuming
more energy than it produced
about 20 years ago. The energy gap
widened significantly in the late
1950’s but held fairly constant
through most of the 1960’s as U.S.
energy production expanded to
keep just about apace with con-
sumption. In 1970, however, the gap
widened sharply as domestic pro-
duction dropped off for the first
time since the 1957-58 recession.

2

And indications are that it will
widen still further.

There has been little success so
far with efforts to curb fuel con-
sumption in this country. And the
outlook through 1985 is for energy
demands to continue rising-and
probably faster than in the 1960’s.

Efforts have also been made to
encourage more exploration for do-
mestic oil and gas. But it will still
be years before these efforts are
reflected in gains in production.
Meanwhile, environmental and
other constraints hamper growth in
output of fuel, as well as the devel-
opment of nuclear energy.

Unless policies can be initiated
to stimulate faster growth in do-
mestic production, approximately
30 percent of the energy consumed
in the United States in 1985 may
have to be imported. That will be
in contrast to only about 12 per-
cent in 1970.

Just how heavily fuel imports
will weigh on the nation’s trade

balance depends, of course, on not
only the volume of imports but also
their prices. Prices, in turn, depen
partly on the origin of the imports.

In the past, most of the fuel
coming into this country has been
petroleum from other countries in
the Western Hemisphere, mainly
Canada and Venezuela. But for
several years now, the proportion
coming from the Eastern Hemi-
sphere has been rising. Last year,
nearly 30 percent came from the
Eastern Hemisphere, principally
from Arab countries. And with
some 70 percent of the world’s
proved oil reserves in Africa and
the Middle East, this trend toward
more imports from Arab countries
is apt to continue-with possibly
higher prices.

Tanker costs from the Middle
East are, of course, much higher
than costs for shipments from
within the Western Hemisphere:
Also, with the Middle Eastern
countries controlling most of the



world’s reserves, a seller’s market
puts them in a position to com-
mand higher prices. With world
demand running as high as it is,
these countries could raise crude
Prices simply by holding back on
Production,

The payments problem of im-
ports from the Middle East is fur-
ther complicated by the size of
Populations in these countries and
the historic composition and habits
of their people. Unlike Canada and

Venezuela, Arab countries have
limited needs for American goods.
As' a result, the shift toward the

1ddle East as a source of fuel sup-
Plies diminishes the possibility that
dollars spent for oil imports will
flow directly back into the United

tates in payment for American
€xports to these countries.

_The Soviet Union is another pos-
sible source of oil. That country is
eported to have considerable oil
Potential and, having shown inter-
€8t in American products, offers
Possibilities for bilateral trade. But

——

exports of Soviet oil are not apt
to be enough to ease upward pres-
sures on world prices.

If Americans continue to in-
crease their foreign purchases of
more expensive refined products,
average import prices may be
boosted even further. And this
could be accelerated if expansion
of domestic refining capacity is re-
strained either by environmental
concerns or by constraints of taxing
or pricing policies.

To stimulate the production
needed to hold back growth in im-
ports, domestic prices may have to
rise even faster than import prices.
But consumer resistance to in-
creases in prices is to be expected,
as, possibly, are the environmental
concerns that constrain the growth
of both refining capacity needed for
the high-sulfur crudes coming from
overseas and the mining and drill-
ing operations needed to step up
domestic production.

On balance, the combination of
higher prices and greater volume of

Recent net farm exports almost equal net fuel imports
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imports could boost the cost of net
fuel imports to around $34 billion
by 1985-compared with $2.1 billion
in 1970. If so, imports of fuel alone
in 1985 would be nearly as large as
receipts from all U.S. merchandise
exports in 1968. (Implicit in this
outcome is an assumed increase in
the cost of fuel imports of 3 percent
a year.)

With appropriate incentives for
domestic exploration for additional
fuels (principally oil and gas) and
development of additional petro-
leum refining capacity, growth in
the nation’s dependence on imports
could be slowed-particularly after
the midseventies, when current ef-
forts to increase production have
had time to begin taking effect.
The National Petroleum Council,
for example, has estimated that
with stronger price incentives and
removal of environmental re-
straints on domestic industries pro-
ducing energy, the rise in the net
cost of fuel imports could be held
to $7.5 billion in 1985. That would



be at 1970 prices, however. If prices
rose 3 percent a year, even this
sharply reduced level of imports
would cost $11 billion in 1985.

The further development of nu-
clear, solar, or coal energy supplies
could also reduce this nation’s
needs for foreign oil. But it will
take time and incentives to develop
the capacity needed to supply more
energy from these sources—particu-
larly where new technology has to
be developed. Scientists hope that,
eventually, most domestic energy
needs can be drawn from a nuclear
fusion process that will permit con-
sumption without reliance on de-
pletable resources.

In the meantime, the United
States will have to consider appro-
priate policies and actions, includ-
ing those designed to increase mer-
chandise exports, to pay for the
increase in oil and gas imports.
And farm sales represent one of
the important components of for-
eign trade that could be expanded
enough to make a material ofiset to
the rise in fuel imports.

Potential for farm exports

Export markets have always been
important to American farmers,
and farmers have been shipping
more of their products abroad over
the years. Foreign sales had been
trending upward for more than 20
years when they suddenly surged
over the past year, leaving domes-
tic supplies unexpectedly short.
Several factors were reflected in
this unexpected bulge in exports.
Aside from the longer-term growth
in world demand for food and feed,
there was, of course, the opening of
trade with the Soviet Union that
resulted in an enormous drain on
U.S. grain bins. But there were also
drouths in several of the world’s
major crop-producing areas, as well
as a sharp drop in Peruvian exports
of fish meal, a source of protein
used in feed for livestock. With

4

supplies of fish meal short, world
demand for soybeans soared.

As farm shipments increased far
more than expected, domestic sup-
plies suddenly turned short. Fur-
thermore, the stage of the cattle
cycle combined with continued
growth in feedlot operations to
increase demands for feed. About
40 million additional acres of crop-
]land have since been put into pro-

duction in the United States. Be-
cause some of this additional
acreage, which had been set aside
under Government crop programs,
was not released early enough for
proper planting, production may
not reach its full potential until
next year. But by then—especially
if weather in other important grow-
ing areas has returned to normal-
U.S. production may be ample to

—

More U.S. oil imports expected to come

from Eastern Hemisphere . . .
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meet the upward trend in foreign
export demand and still satisfy do-
mestic consumption requirements.
Most of the nation’s farm ship-
ments have usually been to devel-
oped countries. The biggest mar-
kets for U.S. farm products have
been in Canada, Japan, and West
Europe. But exports to less devel-
oped countries are also growing.
And with the opening of new trade

relations with the Soviet Union and
other Communist countries, ship-
ments likely can be expected to rise
still higher.

To help meet the increase in
world demand, the United States
is better endowed with resources
for agricultural production than
any other country. With only 7
percent of the world’s land mass, it
has more than 12 percent of the

Middle East has 70 percent of world's crude oil reserves
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cultivated land and nearly 9 per-
cent of the pastureland. More im-
portantly, in roughly the Corn
Belt, it has about half the world’s
farmland with long summers of
adequate rainfall. And in the old
Cotton Belt across the southern
states, it has a third of the world’s
humid semitropic farmland.

Combinations of temperate cli-
mates and fertile soil make these
two regions suitable for the pro-
duction of many crops, especially
feed grains and soybeans—the crops
in most demand. Together with
other productive agricultural areas
—such as the upper Prairie States,
where short summers of adequate
rainfall provide abundant grain
harvests, and the dry southwestern
and Rocky Mountain states, which
provide the base for extensive cat-
tle operations—these regions give
the United States an absolute ad-
vantage in agriculture that paral-
lels the Middle East’s advantage
in petroleum.,

To the advantages of climate
and soil can be added the rapid
gains in productivity character-
izing American agriculture. These
gains have long provided expand-
ing domestic markets with plentiful
supplies of farm products while
still making large amounts of prod-
ucts available for export.

Growth in productivity has been
achieved mainly through techno-
logical advances and improvements
in the organization of resources
that encourage the substitution of
capital for labor. Until this year,
however, lack of effective markets
prevented even faster gains in pro-
ductivity that could have been
achieved if returns to agriculture
had been better.

With gains in production already
outstripping the rise in domestic
consumption, until this year, in-
puts to agriculture have been in-
creased only slightly since 1960.
Now, with incomes rising world-



wide and markets strengthening,
there are new opportunities for the
application of unused agricultural
capacity. And with the use of this
capacity, even faster gains in pro-
ductivity can be expected.

Continued advances in technol-
ogy—including more productive
varieties and more efficient cultural
practices—along with increased use
of fertilizer and other capital in-
puts, will doubtlessly push yields
much higher over the next few
years. And production gains—of
possibly as much as 50 percent by
1985-will be far more than needed
to meet the projected growth in
domestic consumption, leaving an
ever-widening margin of capacity
for meeting export demand.

Such increases in output would
reflect the addition of some 50 to
60 million acres of cropland that
has been held out of production.
Altogether, this land, which in-
cludes the 40 million acres recently

released, totals about 15 percent of
the nation’s cropland. Almost all
of this vast reserve will probably be
needed to meet the rise in demand
for farm products.

With the gains to be expected in
productivity and more land going
into use, rapid strides can be made
in production of both crops and
livestock. And if projections are
anywhere close to accurate, farm
output should be ample to meet
the rise in domestic demand and
still provide large amounts of farm
products for export through at
least 1985.

If livestock production increases
over the next 12 years at about the
same rate as in the past 12 years,
output in 1985 will be more than
a fourth higher than it is today.
Poultry and beef production will
most likely lead the advance, rising
much faster than the nation’s pop-
ulation. Pork production will prob-
ably rise in line with population.

U.S. farm export markets expand rapidly in 1973
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Because of continued strength-
ening in export markets, growth in
crop production will probably be
even faster than over the past 12
years, By 1985, production should
be more than two-fifths higher
than today. Leading the advance
will be soybean production, which
is apt to double, and the output of
feed grains, which could increase
almost half again. Production of
wheat and cotton will probably in-
crease a fifth, and rice a third.

Even with the rest of the world
also increasing its agricultural out-
put, this country’s share of total
world trade in farm products
should rise significantly between
now and 1985. Demand for food is
governed, in the main, by three
factors—population, income, and
production. World population is
expected to reach close to 5 billion
by 1985-a 35-percent increase over
1970. During that time, individual
incomes are projected to rise about




three-fourths. But on a per capita
basis, agricultural production will
have risen only about 9 percent.

Reflecting these projected
changes, world trade in agricul-
tural products is expected to ad-
Vance some 60 percent. And since
gains in per capita production in
less developed countries will be
needed to make up local deficien-
cies in output, surplus farm pro-
duction will be concentrated in
only a few countries—one of the
most important of which will still
be the United States.

So while diminished domestic
stocks make for uncertainty in the
hation’s export farm markets right
how, the longer-term outlook is
for rapidly expanded shipments
abroad. Overall, U.S. participation
 world markets by 1985 should
at least match the projected 60-
Percent increase in total world
agricultural trade. If so, this coun-
try’s farm exports could, in con-

stant dollars, be worth nearly 60
percent more than in recent years.
Because production of wheat,

cotton, and rice is so widespread,
the outlook for these crops may not
be as bright as for other farm prod-
ucts. Since the Soviet Union and
East Europe will try to grow most
of their own wheat, wheat exports
from the United States may in-
crease only moderately between
now and 1985. Some increases in
rice shipments can probably be ex-
pected. But cotton growers in the
United States will still face the
uncertainties of competition from
both synthetic fibers and cotton
grown in other countries.

Among crop exports, the most
favorable outlook is for soybeans,
which is not only a highly versatile
crop but also the most economical
source of protein available. Growth
in soybean shipments could easily
keep up with gains in production,
possibly doubling by 1985, And

because increasing world affluence
has created additional demand for
fed cattle, the outlook is almost as
good for feed grains.

Compared with crop exports,
livestock shipments will be small
but still higher than in recent
years. And for the longer run, there
is a possibility that livestock feed-
ing might expand still further in
the United States, providing meat
that could be exported instead of
feed grains.

Against these exports must be
counted considerable farm imports
that will hold down the net contri-
bution of agricultural sales to the
balance of payments. Farm im-
ports, rising about $250 million a
year, reached a level of more than
$6 billion in 1972, This upward
trend is almost certain to continue.

Much of the increase in pur-
chases of foreign farm goods is apt
to be in either those that are highly
labor-intensive, such as fruits and

——

Farm production expected torise sharply
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World farm trade to expand 60 percent by 1985
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Soybeans and feed grains to lead advance in U.S. farm exports
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vegetables, or those with regulated
prices, such as dairy products. And
if trade is to be liberalized—a move
that would benefit U.S. exports—
other American farm products will
have to be subjected to foreign
competition. The adverse effect on
the farm balance from such imports
would be small, however, compared
with the possible gains in exports.

Although this country’s farm ex-
ports are increasing as economic
relations shift worldwide, growth
in trade is still hindered by con-
flicts between the domestic and
foreign policies of all countries. In
agriculture, as in petroleum, these
policies are closely related—and
generally at odds with conditions
of free trade.

If there is no change in U.S. ag-
ricultural policies and the world
economy continues to expand at
about the rate projected, U.S. farm
exports will probably be around
$18 billion by 1985. With agricul-
tural imports projected at $11 bil-
lion, the net trade balance in farm
products should reach $7 billion.

Changes are being made, how-
ever. And along with other changes
at work on the international scene,
they could lead to a liberalization
of agricultural trade that would
allow net U.S. farm balances to go
considerably higher.

One of the most important inter-
national changes is, of course, the
rapid expansion of effective world
food markets. With consumer in-
comes rising, expansion of markets
for livestock products has been
especially rapid.

But also important is the grow-
ing disenchantment with farm poli-
cies that restrict the flexibility of
producers’ responses to changes in
supply and demand. Countries in
the European Common Market
have been particularly dissatisfied
with their programs that allow
farm surpluses to build up while
prices continue to go higher.



There has also been disenchant-
ment in the United States. For
American farmers to participate
more fully in world markets,
changes will be needed to give the
forces of supply and demand freer
rein in seeking international price
levels. These changes will become
increasingly important as Amer-
ican farmers try to compete in the
expanding markets for soybeans,
grains, and livestock.

Benefits of more free trade could
be substantial. With more liberal
trade policies, U.S. agricultural ex-
ports could reach $25 billion by
1985. Although imports would also
rise-though maybe only to about
$12 billion—the net trade balance
In farm products would still be $13
billion. That would be nearly twice
again the balance to be expected
Wwith no liberalization of policies.

Some of this increase would
come from more sales of livestock
Products. Most of it, however,
would be due to greater crop ship-
ments—especially feed grains and
Soybeans, the two crops in which
the United States has a marked
advantage.

A negotiating strategy for the
United States aimed at achieving
market orientation in farm trade
Would require that restrictions on
farm imports be slowly removed as
Other countries were induced to
ease their restrictions against U.S.
Products. For trade to become
tTllly market-oriented, export sub-
Sidies and price supports would
also have to be removed-at home
and abroad.

Although a Government farm
Program might be helpful for sev-
€ral years in moderating short-
term depressions of farm prices
When supplies became excessive

uring the changeover to a freer
Market system, price supports
ould not be used indefinitely.

1g1d price supports hinder re-
Source adjustments-both in agri-
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culture and without—preventing
the market orientation needed for
farmers to participate more fully
in the growth of world markets.

Prospects for a tradeoff

Net farm exports came close to
equaling net fuel imports in 1970.
But trends to be expected from the
continuation of current policies
would leave this near-balance
badly upset in just a few years.
Without major policy changes—
an indecisiveness that would allow
net fuel imports to reach $34 bil-
lion by 1985 and prevent net farm
exports from exceeding $7 billion—
the balance could be tipped to a
deficit of about $27 billion in only
12 years. On the basis of other
trends in the nation’s balance of
payments, that would be a deficit
that would not likely be made up
from other trade sources.
Modifications in policies could
change the outlook significantly.

With appropriate policies to stim-
ulate domestic fuel production and
encourage the development of
other energy sources, the National
Petroleum Council estimates that
fuel imports projected for 1985
could be cut by more than two-
thirds, holding foreign purchases
to about $11 billion. And with a
liberal trade policy supported by
appropriate domestic agricultural
production policies, net farm ex-
ports could be nearly doubled,
pushed possibly to $13 billion.
Under these most favorable cir-
cumstances, the United States
likely could balance its increased
farm shipments against the lower
level of fuel imports. Whether this
combination of conditions can be
achieved, however, depends on pol-
icy considerations that are beyond
ordinary economic determination.
Given the world’s persistent
need for more food and this coun-
try’s absolute advantage in farm

Most growth in U.S. farm imports in competitive products
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U.S. fuel imports could cost
$11 to $34 billion in 1985
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... while farm trade surplus
could reach $7 to $13 billion
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production, it seems apparent that
more liberal trade policies are to be
expected. But also given the seem-
ingly unyielding growth in domes-
tic demand for energy and the
continued environmental con-
straints on domestic production of
energy, it seems unlikely that fuel
imports can be held to anything
like their minimum level.

Efforts are being made, how-
ever, to encourage the search for
more domestic oil and gas. And
as the United States becomes more
dependent on the Middle East for

10

oil, the incentive for expansion of
domestic production will increase
still further.

On balance, then, it appears
that while farm exports may not
fully offset fuel imports, changes
in farm and fuel policies are very
apt to lead in that direction. The
opportunity for closer balance is,
at least, visible.



New par bank

The Kirby State Bank, San Antonio, Texas, an insured nonmember bank
located in the territory served by the San Antonio Branch of the Federal Reserve
Bank of Dallas, was added to the Par List on its opening date, August 13, 1973.
The officers are: Lawrence W. Keller, Jr., President, and Alfred P. Berger, Jr.,

Vice President and Cashier.
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