DPS 123 FEBRUARY 1970

ALBERT R. MANN LIBRARY

DEMAND oo
AND PRICE MAS 121970
Situation

; ou ‘

NATIONAL AGRICULTURAL CONFERENCE
WASHINGTON, D.C.

FEBRUARY 16-19, 1970

ECONOMIC RESEARCH SERVICE - U.S. DEPARTMENT OF AGRICULTURE



-

Table 1,--Selected measures of economic activity

€2T~-8dd

Ttem ‘ unit : : s tea
: . II JIm o Iv ol oIr LI IVl 1968 ;1969;/
Gross national product : Bil. dol. : 858.7 876.h 892.5 92k.8 ok2.8 953.1 865.7 932.3
Disposable personal income ¢+ Bil. dol, : S87.4 593.4 604.3 622.0 639.0 647.1 590.0 629.6
Personal consumption : . :
expenditures ¢ Bil, dol. : 530.3 Skk.9 550.7 572.8 579.8 58§.2 536.6 576.0

Food spending (excluding
alcoholic beverages)
Implicit price deflator for GNP

s

Bil, dol., : 99.3 100.3 100.6 102.9 103.7 10K.0 .
1958=100 : 121.7 122.9 124,2 127.3 129.0 1 2 122.3 128.1

Unemployment rate 2/ : Percent : 3.6 3.6 3.4 3.5 3.7 3.6 3.5
Cash receipts from farm mar- : H

ketings : Bil, dol, : k.2 k50 k5,0 48,2 48,0 MW7.5 U4k b k7. h
Farm production expenses : Bil, @0l. : 36.1 3.5 37.2 38.8 38,8 38,9 3.3 38.6
Realized net farm income ¢ Bil., dol. : 14,8 15.3 1k, 7 16.3 16.5 16.2 1h.8 16.0
Agricultural exports 3/ : Bil, dol. : 1.5 1.4 1.7 1.7 1.k 1,2 6.2 5.9
Agricultural imports 3/ + Bil. dol. : 1.3 1.3 1.2 1.kh 1.2 1. 5.0 5.0
Prices received by farmers L/ :1910-1k=100: 260 263 263 279 279 283 261 277

Livestock : do. s 283 295 293 320 330 33k 288 322

Crops H do. : 234 226 227 232 219 222 229 224
Prices paid by farmers 4/ 5/ : do. : 35 355 359 37h 37 377 35k 372
Wholesale price index, all : :

commodities &/ +1957-59=100: 108.5 109.0 109.5 1.12.6 113.k 114.6 108.7 113.0
Consumer price index, all : :

items b/ :  do. : 120.h 121.9 123.3 126.9 128.7 130.5 121.2 127.7

A1l food H do, + 118.7 120.3 120.9 124,1 127.2 128.4 119.3 125.5

1/ Preliminary. g/ Unemployment as a percent of the civilian labor force. g/ Actual values, not
seasonally adjusted annual rates. U/ Not seasonally adjusted. 5/ Including interest, taxes, and wage
rates.

OL6T XavNugad
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PRICE SITUATION

SUMMARY

Agriculture closed ocut the decade
on & strong note, particularly for pro-
ducers of livestock and products. Pros~
pects for agriculture this year point to
a continued high level of income. Re-
duced ‘supplies of pork, lamb, veal, and
vegetables in the firat half coupled with
strong domestic demand will likely hold
farm product prices above a year earlier
well into 1970. However, supplies may
become more plentiful during the susmer
and fall, And, if inflation eases some
as expected, prices late this year may
average close to year-earlier levels.

For 1970 as & whole, cash receipts
from farm marketings will likely continue
to rise, but perhaps by only sbout half
the $3 billion sdvance in 1969, The
volume of livestock marketings this year
will probably rise slightly. However,
with continued demand growth also lifting
aversage prices for livestock and products
a bit, cash receipts to livestock growers
may total 3 to 5% sbove the $284 billion
in 1969. Some increase in crop marketings
may slightly more than offset lower average
prices for crops this year. Thus, erop
farmers' cash receipts are expected to run
a little above the $18.9 billion in 1969,

Direct govermment payments to pro-
ducers may be slightly lower this year,
but normoney incomes are expected to be

REALIZED NET FARM INCOME®
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well maintained. Farmers' gross income
may rise around $1} billion over 1969.
But production expenges continue to
surge, snd for the year may offset the
gain in gross income., Thus, realized net
farm income may sbout match 1969's level
of $16 billion, which was $1.2 billien
sbove 1968, and the third highest on
record.

The econcmy appears to be glowing
significantly as output of goods and
services levels off; and employment and
personsal income gains continue smaller.
Demand for durable goods has been par-
ticularly sluggish, causing some facto-
ries to limit ocutput. Plant operating
rates are the lovest since early 1962.
Reduced output and rising costs have
lowered corporate profits. In addition,
housing starts are down sharply. Never-
theless, inflationary pressures remain
strong elthough the overall advance in
prices appears to be mode:zating.

S8lowing economic growth and some
easing in demand are expected to dominate
the next 3-6 months. Although business
investment is scheduled to rise through
the first half, expensive and scarce
credit plus lower sales volume may curb
outlays for new plant and equipment,
Current limitations on expenditures for
defense, space, and construction programs
will reduce government outlays and con-
timue to affect heavy industries in
selected localities.

MAJOR SOURCES OF DEMAND
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Despite the moderation in general
economic activity, disposable incomes--
buoyed by higher wage rates, tax reduc-
tions, and increased social security pay-
mentg~--will continue to rise and help
maintain consumer demand. Recent surveys
of consumer intentions and trends in
credit extensions indicate some caution
and a growing resistance to rising costs.
But smaller price increases coupled with a
continued advance in consumer income should

encourage buying.

An increaging population and larger
pexr capita incomes are expected to result
in a moderate expansion in food purcheges
in 1970. But the rise will probably be
less than the rate of gain in disposable
personal incomes. Thus, tha percentage of
the congumers®' after-tax incomes spemt for
fgoé; will likely fall slightly below 1969'g
162%.
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Responding to strong demand pressures
and stable per capita food supplies, retail
focd prices advanced slightly more than 5%
from 1968 to 1969. Despite recent sharp
advances in food prices, slower increases
are indicated for 1970. However, even if
general inflationary pressures ease as
expected, and supplies of livestock prod-
ucts pick up later in the year, retail
food prices may average 33-Uf higher than
in 1969.
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The outlook for Major Ccemodities.,.

<o .Beef production this winter and
gpring will Iikely continue sbove a year
earlier because of larger cutput of fed
beef. Prices for steers, currently close
to0 year-earlier levels, may strengthen
gsome in coming months., During the spring
they will probably trail last year's
highs.

+»+POYK supplies are expected to
remain considerably below & year ago in
the first half of 1970; some pickup may
occur later. A W% larger pig crop is in
progpect for this spring. Prices for
hogs are currently running sharply above
& year earlier. By spring, the margin
over last year may ease some, By fall,
hog prices may be under downward pressure.

| CHANGES IN HOG PRICES AND PORK PRODUCTION
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.».Broiler output is expanding
sharply in the current quarter, and
likely will contimue well above 1969 the
rest of the year. Prices, now close to
1969 levels, will probably ease as the

year progresses,

< Production of turkeys is ex-
pected to run substanti ger in
1970. However, reduced carryover is
holding down total supplies. Thus,
prices may aversge well above a Yyear ago
through the first half,

...Output of eggs will likely con-
tinue above & year ago in coming wonths,

FEBRUARY 1970

Prices, the highest zince the 1950's,
are expected to decline seasonally but
contimue above & year earlier through

spring.

+ssMilk production in 1970 may de-
eline slightly. Producer prices for milk
are expected to rise above record 1969
levels.

«sFeed use appears toc be in
fairly close balance with supplies again
in 1969/70. And carryover into 1970/T1
is expected to about match last season's
50 million tons. Prices have been &
1ittle sbove last season’s levels.

.sSupplies of wheat are moderately
larger during 1969/70. So far this sea-
son, exports have been off slightly, and
domestic use haz held stesdy. However,
extensive farmer use of the loan program
and indications for some increase in

exports have brightened wheat price pros-
pects.

WHEAT ACREAGE, YIELD
AND PRODUCTION

) % OF 1950
L I ,
Yield per acre l’
o

' /_/d\

175

Production —

««.Dissppesrance of %Eeam hes
picked up sharply because of unusually
strong demand for U.S. soybean products.
Carryover at the end of the season may
only slightly exceed year-earlier stocks,

++.Total use of 1969/70 cotton is
slightly under last season's low level,
However, use 1s expected to be larger

than the 1969 crop, and carryover next
August is estimated at 6 million bales,
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a half-miliion below last season's
stocks.

...Tobacco supplies are slightly
smaller this season because of reduced
carryover, If total use matches last
year's level, carryover at the end of the
season will decline further.

++.Supplies of fresh and processed
fruit in the first half of 1970 are ex-
pected to total substantially larger than
& year esrlier. Prices are generally
considerably lower. January 1l estimates
pointed to & slightly larger citrus crop
this season. However, the Florida crop
suffered some freeze damsge in early

FEBRUARY 1970

Janmuary; prices in coming weeks are ex-
pected to reflect the extent of the
freeze,

+..Fresh vegetabls supplies during
the next weeks are expected to lag

year-earlier levels., Grower prices
recently have been up sharply and will
likely continue relatively high in the
next few weeks,

+soCamned and frozen vegetable sup-
plies are plentiful but moderately below
the record levels of & year earlier. Mar-
ket prices are above the depressed levels
of a year ago and will likely remain so
through the spring.

U.S. CROP ACREAGE HARVESTED,

U.$. DEPARTMENT OF AGRICULTURE
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AGRICULTURAL SITUATION

~ Agriculture closed out the decade
of the 1960's on a strong note, particu-
larly for producers of livestock and
products. Prices for farm products aver-
aged 64 higher in 1969 and market re-
ceipts climbed to new highs. Realized
net farm income increased during the year
to a level of $16 billion, $1.2 billion
above 1968 and the third highest on re-
cord,

Az 1970 unfolds, prospects for
agriculture point to a continued high
level of income. In late 1969, reduced
supplies of pork, veal, lamb, and fresh
vegetables coupled with inflated demand
pressures led to further increases in
farm product prices. This basic supply-
demand picture will probably continue
until well into spring. But during the
summer and fell, supplies of pork and
vegetables are expected to become more
plentiful. And if an easing in general
yrice pressures develops as expected,
prices for farm products likely will
move close to year-earlier levels later
this year.

PRICES RECEIVED BY FARMERS
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For 1970 as a whole, cash receipts
from farm marketings will likely show a
rige of around $1% billion. But pro-
duction expenses continue to surge and
probably will offset the gain in re-
ceipts. Thus, it appears that realized
net farm income may about match the
$16 billion of 1969.

Demand for Fsrm Products

Domestic and foreign sales of U,.S.
farm products continued to ineresse in
1969, U.S., consumers spent an estimated
$180 billion combined for food, alcoholic
beverages, clothing, leather products,
tobacco, and other items containing prod-
ucts of farm origin., Thiz was en in-
crease of more than 5% over the 1968 pece,
and represented about 29% of consumers'’
after-tax incomes.

Despite a decided slowing in eco-
nomic activity in late 1969 and prospects
for some rise in unemployment this year,
gaing in disposable perscnal incomes are
expected to be fairly well maintained in
1970. The reduction in personal income
taxes, larger social security paymenmts,
and further wage rate incresses will
likely more than offset the effects on
consumers' after~tax incomes of a slight
rise in unemployment or further cutbacks
in hours worked,

FOOD EXPENDITURES AND INCOME
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Consumer outlays for food expanded
to $103.8 billion in 1969, up Ui from
the previous year. The expenditure rise
trailed the advance in consumers'
after-tax incomes, and also was miuch less
than the food spending increase for 1968,
Apparently congumers held down
gains to some extent by switching to less
expensive foods. '

-7 -
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An increasing population with
larger per capita incomes is expected to
purchase more food in 1970. Current
prospects point to another moderate rise
this year, somewhere in the neighborhood
of the 1969 increase. The proportion of
dispogable income spent for food iz ex-
pected to decline from the record low

1634 in 1969.

Per capita consumption of food in
total changed relatively little in 1969.
A slight cutback in use of livestock and
products was due to less pork, veal,
lanb, eggs, and dairy products. This
decline was slightly more than offset by
an increase in the use of crop foods--
largely reflecting more fruit and vege-
table oils.

PER CAPITA FOOD CONSUMPTION*

% OF 1950
- Animal products
,-4
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The outlook for supplies of live-
stock and products this year suggests
that total per capita consumption of food
may not change much from 1969. Moderate
increases in per capita consumption of
chicken and slight gains for beef, tur-
key, and eggs are expected to about off-
set further declines in other red meats
and deairy products for the year., Per
capita consumption of crop foods mey hold
relatively steady in 1970. Some increase
i3 likely again for processed fruits and
vegetable oils, and supplies of some
vegetables may pick up later in the year.

Retail food prices averaged
slightly more than higher in 1969 com-
pared with sbout a 32% rise in the pre-

FEPRUARY 1970

vious year. The more rapid increase last
year was in response to strong demand
pressures and higher costs coupled with
stable per capita food supplies. With
prices for food products at the farm level
currently running well above a yesr ear-
lier, some further rise is expected in
prices at retaill, particularly if sup-
plies of pork and vegetables continue
sualler., If general inflationary pres-
sures ease and livestock product supplies
pick up later in the year as expected,
advances in retail food prices will slow
materially, Even so, for the year as a
whole, retail food prices will average
higher, perhaps 3% to 44 above the 1969
average.

Spending for alcoholic beverages
rose moderately in 1969 to a level of
$16.2 billion. Gains in conswsption of
malt liquor trailed increases for wines
and distilled products. Approximately
79% of the adult male population and 63%
of the adult female population drink
alcoholic beverages. 1/ Because of the
expected increase in consumer incomes,
the growing acceptance of social drinking,
and more leisure and recreation time, the
demand for such beverages will likely in-
creage moderately again in 1970.

Consumers expanded their purchases
of clothing and shoes to nearly $50 bil-
lion in 1969, up nearly 8% from 1968.
This amounts to about $245 per person
annually, Retail prices for clothing and
shoes have been rising rapidly in recent
years and will likely account for the
bulk of the expenditure incresase for this

group in 1970.

Although U.S. smokers spent more
for cigarettes and other tobacco products
in 1969, the increase was due to higher
retail prices. Per capita consumption of
cigarettes declined about W4 in 1969
because of 5% higher prices and anti-
smoking publicity. This year, further
price rises, continued smoking-health
publicity, and possibly some slowing in
econcmic growth are likely to either

1/ U.8. Industrial Outlook 1970, U.S.
Department of Conmerce.

-8 -
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level off or further reduce cigarette
use. But expenditures for tobacco prod-
ucts will likely rise again glightly.

U.8. agricultural exports, value
of major commodities

* July-Dec. Per-
.~ centage
P 1968 1 7 s T
Animals and :
animal products : 359 380 6
Cotton : 172 123 =28
Feed grains,
excl. products W63 555 20
Fruits 152 188 2y
Soybeans : k56 hoy 8
Tobacco, ummfg. : 315 348 10
Vegetables : 81 92 14
Wheat and flour : k492 429 -13
Rice 138 166 20
Other 480 529 10
al : 3,083,304 6

1/ Preliminary. 2/ Change computed
from unrounded data.

Foreign demand for U.S. exports
improved in late 1969. The value of U.S.
agricultural exports during July-December
1969 rose 64 from a year earlier. Gains
were widespread with oilseeds, tobacco,
feed grains, vegetables, and most animal
Products leading the list, Declines in
the value of dairy and poultry products,
cotton, and wheat were partly offsetting.

Despite pressure from large foreign
supplies, the value of farm exports for
the rest of fiscal 1969/70 will likely
continue above a year earlier. For the
year as a whole, the value of U.S. fam
exports is expected to show a gain of at
least 5% over the $5.7 billion in
1968/69. Most of the increase is coming
from larger shipments of grains, soybeans,
fruits, vegetables, and animal products.

U.S. agricultural imports during
July-December 1969 totaled $2.6 billiom,
about the same as the year-earlier

FEBRUARY 1970

period. The value of competitive (supple-
mentary) imports in July-December was
similar to last year at $1.6 billion. The
value for noncompetitive (complementary)
imports showed little overall change at
$1.0 biliion.

1.S. AGRICULTURAL EXPORTS,
BY VALUE

4 |At constant prices* Al
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Output and Prices for
vestock and Products

Production of livestock and prod-
ucts increased only very slightly in 1969.
This was the firgt time in several years
that total output of livestock and prod-
ucts falled to keep pace with the increase
in population. Even though production
wes record large, supplies were fairly
tight compared with the strong demand. As
& result, producer prices for livestock
and products for the year averaged 12%
higher.

Prices for livestock and products
strengthened further in the closing mounths
of 1969, reflecting reduced supplies of
pork, veal, lamb, and milk, and strong
sdvances in demand, These same supply
demand conditions may continue in the first
half of 1970.

Prices for livestock and products
will likely continue above a year earlier
into the first half of 1970, although in-
creases in the spring are expected to
trail last year's pace, If supplies of
pork pick up after midyear, and inflation-
ary pressures ease, hog prices may weaken
some. However, for the year they are

-9 -
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Table 2,--Production and prices received by farmers for major
livestock and livestock products, 1967, 1968, 1969, and
fourth quarters of 1968 and 1969

: Annual ! Fourth quarter
ITtem . Unit . . : . n
. . 1967 | 1968 (1969 1/ , 1968 , 1969 1/
: H
Production 2/ : 2
Cattle and calves . M1, b, : 21,011 21,610 21,8s2 3/5,k07 3/5,597
Hogs : Mil, 1b, : 12,581 13,063 12,949 3/3,554 3/3,304
Sheep and lambs : Mil, 1b, 646 602 543 T3/ 1T 3/129
Chickens s Mil. ., : 7,57 7,525 8,110 371,84k 3/2,055
Purkeys : Mil, b, : 1,883 1,615 1,605 3/760 3/712
Egas : Mi1l. 1b. : 9,163 9,070 8,999 ,213  2,2U7
Milk : Bil, 1Ib, : 18.8 117.3 116.2 k/27.0 M/27.0
Prices received by farmers :
Cattle : Dol./ewt. : 22.30 23.40 26,20 23.20  25.20
. Hogs : Dol./owt, : 18,90 18,60 22,90 17.70 25.10
Lambs : Dol./ewt, : 22,10 2k b0 27,30 24, k0  27.40
Chickens : Ct./lb. : 12.7 13.6 14,5 13.6 13.7
Turkeys ¢ Ct./1b, : 19.6 20.5 21.3 21,2 23.9
Eggs : Ct./aoz., : 31,2 34.0 39.6 39.7 47.8
All milk (wholesale) : Dol./ewt., ¢ 5.01 5.26 5.46 5,64 5.8k4

y Preliminary. g] Data for 50 States except where noted. Carcass weight production
for red meats; ready-to-cook for poultry, and shell-weight for eggs. 3/ Data for 48
States. Commercial slaughter only. L/ Based on monthly data.

expected to average sligh above those —
in 1969, tly FED CATTLE MARKETINGS, BY QUARTERS

MIL. HEAD

Modest gains in production of beef o5
through the first half of 1970 are in i 22 States’ marketing i’
prospect because of a larger supply of fed 55 ‘\Q‘/‘/—'
cattle, However, producer intentions I NS
suggest that output of pork will likely s |
continue considerably smaller than a year %
earlier in the firgt half of 1970. In
sddition, sheep and lamb aslaughter is ex-
pected to drop further, As & result, red
meat supplies in the first half of 1970 b T —
may only B:tigm exce;d yar;enrlt:: 1966 1967 1968 1969 1970 1971
rates. demand for meat con ues oL P or Ao HaS. 11 000-Pe (1) Ecwmomic westancy sevict ]
strong, producer prices for meat animals
will likely continue well sbove & year
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earlier in the éarly part of 1970, After- Broiler production continues to
wards, the margin over a year earlier outpace year-earlier rates. Chick place-
will probably narrow and prices may sver- ments for slaughter during the first

age around the high 1969 levels. quarter suggest production may run 12 to
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13% sbove a year ago. Output the rest of
this year likely will continue well above
1969, but by a smaller margin., Prices
for broilers are running near year-ear-
lier levels despite larger production,

As the year progresses, prices will
likely ease below last year especially if
pork production expends as expected late
in 1970.

Turkey production ig expected to
incresase substantially in 1970 in
response to recent high producer prices
relative to feed costs. But sharply re-
duced cold storage holdings will more
than offset the expected incresse in pro-
duction during the first half of 1970.
Thus, turkey prices are likely to aversge
above those in 1969 in the first half;
after that they may ease below the rela-
bively high levels in late 1969.

Production of eggs began picking
up recently and the larger laying flock
indicates that output in the first half
of the year will run 3 to ¥ larger.
Output in the last half of 1970 will
likely continue to exceed 1969 rates.
Although egg production recently has been
larger than a year earlier, strong demand
for eggs has pushed egg prices to their
highest levels since the early 1950's.
Prices are expected to ease from the
recent highs, but continue above a year
earlier during the first half of 1970.

U.S. MILK PRODUCTION BY MONTHS
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Milk production in 1970 may be
down slightly from a year earlier. In
1969 1t was estimated to de down only 14%.

FEBRUARY 1970

Lower carry-in stocks in 1970 will reduce
dairy product supplies from 1969 levels,
Producer prices and gross receipts from
dairying will likely rise further from
record 1969 levels.

Pewer sheep on farms and ranches
this year will lead to some reduction in
U.8. wool production. But foreign pro-
duction contimes to expand and prices
received by U.S. growers for shorn wool in
lggo will probably average a little below
1969,

Crop Supplies and Prices

Supplies of erops are generally
plentiful but prices are holding up fairly
well as 1970 gets under way. Despite
generally larger domestic use and exports
for grains and soybeans, bigger carry-in
stocks and the large 1969 crops of feed
grains and soybeans have boosted current

holdings.

CARRYOVER OF MAJOR
FARM COMMODITIES
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Prospects for continued strong demand
for feed grains point te a carryover in
1970/71 sbout the same as the 50 million
ton carryover at the begimning of the
1969/70 season.

Unusually strong demand for U.S, soy-
bean products (soybean meal and oil) is

_substantially expanding total use of soy-

beans during 1969/70. In fact, wncertain-
ties in world supplies of fish meal, fish
©oil, and sunflower oil may increase U.5.
soybean utilization enough to almoat bal-
ance the 1969 crop. If so, carrvover at
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Table 3, --8upply-distribution and sesson average prices of selected major
crops, 1966/67, 1967/68, 1968/69, and 1969/70

B : : : : : : : : Seagon
: : Beginning : : Produc- : Total : Domestic : : Total : Ending
: Unit :+ stocks Imports : tion : supply : |use : Exports : use : stocks average
. * . » . . . e - prlce y
Feed grains :
1966/67 : Mil, tons :  h2.1 0.3 157.6 200.0 140.9 22.0 162.9 37.1  2/1.24
1967/68 : Mil, tens : 37.1 .3 176.0 213.L 1h41.8 23.3 165.1 18.3  3/1.03
1958/69 p. : Mil. tons k8.3 3 168.9 217.5 148.9 8.4 167.3 50.2  2/1.08
1969/70 e, : Mil, tons :  50.2 3 17h.2 22k, 7 155.0 19.7 17k.7 50.0 2/1.13
Wheat '
1966/67 : Mil, bu, :  535.2 1.7 1,311.7 1,848.6 679.3  Thk.3  1,423.6 425.0 1.63
1967/68 : Mil, bu., : h25.0 .9 1,522, 1,948.3 647.8 761.1 1,k08.9 539.4 1.39
1968/69 p. : Mil, bu. : 539.k 1.1 1,576.2 2,116.7 75k4.0 sk, 1 1,208.1 818.6 1.2h
1969/70 e. ¢ Mil, bu., : 819 1 1,b59 2,279 600 1,380 899 1.23
Rice ~
1966/67 : Mil, owt, 8.2 ? 85.1 93.3 113/33.2 51.6 8u4.8 8.5 k.95
1967/68 s Mil, owt, 8.5 3/ 89.h 97.9 5/314.2 56.9 91.1 6.8 4,97
1968/69 p.  : Mil. cwt, 6.8 %/ 10k.1 1no.9  k/38.5 56.2 ol 7 16.2 5.00
1969/70 e, 3 Mil, ewt, 15.2 3/ 91.3 107.5 35.5 ks,1 80.6 26.9 4,92
Soybeans
1966/67 : Mil, bu. :  35.6 0 928.5 96k.1 612.k  261.6 87k.0 9.1 2.75
1967/68 : Mil, bu. :  90.1 0 976.1  1,066.2 633.3 266.6 899.9 166.3 2.9
1968/69 p. : Mil, bu, : 166.3 0 1,103.1  1,269.h 658.2 286.8 945,0 324. 4 2.h3
1969/70 e.  : Mil. bu, : 32hk ) 1,116.9  1,k41.3 736 340 1,076 365 2.31
Cotton 5/ : :
1966/67 : Mil. bales : 16.9 1 9.8 26.8 9.5 b7 14,2 12,5 20,8k
1967/68 : Mil, bales : 12,5 A 7.2 19.9 9.0 k.2 13.2 6.4  25.59
1968/69 p. : Mil, bales : 6.4 A 11.0 17.5 8.2 2,7 n.0o 6.5 22,15
1969/70 e,  : Mil, bales : 6.5 6/ 10.0 16.6 8.2 2.5 10.7 5.9 21.3

1/ Dollars per bushel, except cotton which is cents per pound. 2/ Price for corn. 3/ Less than 50,000 cwt. &/ includes the
following statistical discrepancies: 1966/67, 1.3, 1967/68, 0.6, and 1968/69, 2.8 mil, cwt. 5/ Total cotton supply includes
city crop and production prior to August 1 (end of season). 6/ Less than 50,000 bales. p. Preliminary. e. Estimated. Details
may not add to totals due to rounding.
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the end of the season would only slightly
exceed last year's 32k million bushals.

Total use of cotton during 1969/70
is falling slightly under. last season's
11 million bales, But thig utilization
rate would exceed the reduced 1969 crop,
and carryover next summer ig estimated at
6 million bales, a half million below last
August's stocks and the smallest since the
early 1950's,

Among the food crops, total supplies
of both fresh and processed fruits during
the first half of 1970 are expected to be
up substantially., Most items share in the
increase, and as a result, prices are con-
siderably below year-earlier levels.

Jamuary 1 indications were that this
sesson's citrus crop will be 3% above last
year's large output, possibly exceeding the
record 1966/67 crop. Subsequently, how-
ever, the Florida crop suffered gome freeze
damage, and juice yields will be reduced
from earlier expectations. Recent grower
prices for grapefruit have been above a
year earlier, but prices for other citrus
fruitgs generally are the ssme or lower.
Prices in coming weeks are expected to
reflect the extent of the freeze damage.
Supplies of deciduous fruits are sub-
stantially larger this wvinter, reflecting
the 129 bigger crop. Shipping point
prices for major items, running below a
Yyear earlier, are expected to contimue
under downward pressure,

Fresh vegetable supplies during the
next 6 to 8 weeks are expected to be
smaller than s year earlier. Production
will likely be moderately lower for some
of the hardier vegetables, and supplies
of most tender crops will be curtailed ag
a result of freezing temperatures in
Florida and Texas. Grower prices for
fresh vegetables in January averaged sub-
stantially above a year earlier. Prospec-
tive smaller supplies and strong congumer
demand indicate prices for most fresh
items will continue relatively high.

Supplies of processing vegetables
remain large but moderately below last
year's record highs. Large carryover
stocks are partially offsetting reduced

FEBRUARY 1970

production. Markets for most processed
itemg are above the depressed levels of &
year ago, and will likely remain so
through the spring.

CROP PRODUCTION PER ACRE AND
CROPLAND USED FOR CROPS
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Although it is still early to fore-
cast output of the 1970 crops, some fur-
ther reduction in acreage is now in pros-
pect for some of the major program crops.
Programs for 1970 crops were designed to
gear output more closely in balance with
prospective demand,

The wheat program for 1970 is basi-
cally the same as for last year. However,
the acreage allotment for wheat has been
reduced 6 million acres to 45% million
acres, Acreage seeded to winter wheat
for harvest in 1970 is down 114, about the
amount expected,

The 1970 Feed Grain Program also
carries the same basic provisions as last
year, although the acreage diversion pay-
rent will be lower. Assuming a further
expansion in demand in 1970/71, and per-
ticipation similar to that in 1969, feed
grain supplies would be expected to con-
tinue fairly well in balance and prices
would probably continue around 1969/70
levels.

The 1970 Uplend Cotton Program is
designed to encourage increased plantings.
The national acreage allotment was in-
creased 1 million acres to 17 million.
Acreage diversion will not be required and
payments will nct be made for voluntary

- 13 -~
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diversion. The 1970 loan rate for cotton
(Middling l-inch at average locations)
remains unchanged, However, the price
support payment is up sharply from 1969.

The acreage allotment for burley
tobaceo in 1970 has been reduced 10% from
last year. However, the effective pound-
age quota for flue-cured tobacco is ebout
136 larger because of undermarketings in
1969.

OQutlook for Farm Income

Farm cash receipts will likely in-
crease in 1970 by only about half as much
as the $3 billion rise in 1969. Most of
the gain will again go to livestock pro-
ducers.

The volume of livestock marketings
in 1970 is expected to run slightly larger
with more fed beef, poultry and eggs ac-
counting for most of the increase, How-
ever, continued demand growth in 1970 will
likely boost average prices for livestock
and products slightly. Thus, cash re-
ceipts to livestock producers may run 3-5%
larger than the $28% billion in 1969,

Most of the gains are expected to come in
the first half of the year, particularly
if pork production expands as expected and
inflationary pressures ease later in the
year,

CASH RECEIPTS FROM MARKETINGS
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Cash receipts from crop marketings
are expected to total slightly over the
$18.9 billion rate in 1969. Some increase

FEBRUARY 1970

in the volume of crop marketings may

more than offget slightly lower average
ices for crops. Market receipts

fram crop sales this year will likely

drift lower for wheat, fruit, and possibly

vegetables, but slight gains are expected

for feed grains and cotton. .

Realized gross farm income, reflect-
ing the above cash receipt picture, is ex-
pected to show a gain of around $1; bil-
lion for the year. Direct govermment pay-
ments to producers may ease slightly low-
er, and nommoney incomes to farmers will
likely be well maintained, However, farm
production costs continue to surge and for
the year they may rise enough from 1969's
$38.6 billion to absorb the gross income
gain expected this year. Thus, realized
net farm income for 1970 will likely
total close to the $16 billion for 1969,
a level which has been exceeded only
twice,

Net incomes from ferming will be
well maintained and thus contribute to
an increage in per capita disposable.
personal incomes of farm people, Incomes
per person from nonfarm sources are also
expected to expand. As s result, aver-
age after-tax incomes from all sources
for farm people will reach new highs in

1970.

Farm peoples' per capita disposable
personal income from all sources has
ghown substantial improvement in the last
decade and a half, During the mid-1950's,
average after-tax incomes of farm people
were only about half those for nonfarm
people. But by the end of the decade of
the 1960's, they had risen to three-
fourths., This improvement in relative
position reflects growth in net furm in-
come, 88 well as steady increasges in in-
comes from nonfarm sources. An important
factor has also been the steady decline
in the farm population while the nonfarm
population has continued to grow.

Farm Input Costs

The agricultural sector purchased
$38.6 billion worth of production goods
and services in 1969, more than 64 over
the 1968 level. The largest proportion

-~ 1h ~
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of purchases represcdted interfarm sales
of feeder livestock, feed, and geed. In
addition, farmers also invested approxi-
mately $6.2 billion (gross basis) into
capital equipment in 1969, sbout the same
a8 in the previous year.

QUANTITIES OF SELECTED FARM INPUTS
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Prices paid for production items,
including interest, taxes, and wage rates
rose almost 6% during 1969. Prices ad-
vanced in all major farm input categories
except fertilizer, Largest increases
were recorded for feeder livestock, inter-
est, taxes, and wage rates.

Wage rates for farm workers regis-
tered a 104 average gain in 1969. Re-
glonal data indicate that wages also
gained sharply in all areas in early 1970.
Pressure for further wage increases is ex-
pected to continue this year as a result
of demands for higher salaries coupled
with a dwindling supply of farm laborers.

FARM EMPLOYMENT

MIL. WORKERS

0
1940 1945 1950 1955 1960 1965 970
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Excess supply continued to depress

fertilizer prices in 1969. For example,
ammonia sold for $140 per ton

in 1960, but was only around $735 per ton
last September. The outlook indicates
some increagse in purchases this year,
especially if weather cooperates during
the planting season.

In the equipment market, retail
sales of farm tractors during 1969 were
running 8% below the same period of 1968
according to the Farm and Industrial
Equipment Institute. This decline in
gales was consistent throughout the year
except for May and June, Sales data
through November 1969 showed a trend away
from medium size units and & step-up in
purchages of tractors of 100 horsepower
and over. For 1970, tractor sales will
probably contimue sluggish. Repeal of
the investment tax credit, higher machin-
ery prices, and tight credit conditions
will likely dempen retail tractor pur-
chases,

Farm machinery retail sales (exclud-
ing tractors) during 1969, as reported by
Farm and Industrial Equipment Institute,
showed unit sales lagging in most major
categories. However, slight increases
were noted in sales of some haying equip-
ment. Depressed sales of grain combines
again had a significant impact on the
value of machinery sales., As in the
tractor market, the volume of other farm
machinery sold in 1970 will likely be
affected by the repeal of the investment
tax credit, higher machinery prices,
tight eredit conditions, and cutbacks in
vheat acreage.

Farm Real Estate

The average value of farm real
estate per acre increased f during the
year ended November 1, 1969--the smallest
rise since 1963. Price changes at State
levels were highly variable, Arizona,
I1linois, Indiana, and Kansas showed
slight price declines. During the same
period Georgia farmland prices rose 144,

Prices are expected to softem in
the Corn Belt and Western States in 1970.
Slower rates of increase are expected in
the South as credit for real estate pur-
chases remains scarce.

- 15 -~
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Table 4 ,--General economic activity

FEBRUARY 1970

(Seasonally adjusted annual rates)

Ttem H 1969 ¢t Year : Year
fr forr ¢ oqm favy 1968 1969
: Billion dollars
Gross national product : 908.7 924.8 942.8 953.1 865.7 932.3
Gross national product :

(1958 prices) : 723.1 T726.7 730.6 T30.5 T07.6 T27.7
Disposable personal income : 610.2 622.0 639.0 647.1 590.0 629.6
Personal consumption :

expenditures : 562.0 572.8 579.8 589.2 536.6 576.0

Durable : 88.4 90.6 89.8 89.6 83.3 89.6

Nondurable : 238.6 2h2,1 245.1 29,4 230.6 243.8

Services : 235.0 240.1 24,9 250.2 222.8 242.5
Personal savings : 32,5 33.3 43.1 41.6 8.k 37.6
Net government receipts : 218.3 2244 2244 -=~ 193.6 223.7
Government purchases : 210.0 212.9 217.0 218.9 200.3 21k.7

Federal : 101.6 100.6 103.2 102.7 99.5 102.0

State and local + 108,5 112.3 113.8 116.2 100.7 112.7
Deficit or surplus (on income :

and product accounts) :+ 8.3 11.4 7.4 -— 6.7 9.0
Gross private domestic in- :

vestment : 135.2 137.% 143.3 1hk2.k  126.3 139.6

Fixed investment : 128.6 130.5 132.5 134.5 119.0 131.5

Residential ¢+ 33.3 32.7 3.4 31.6 30.2 32.2
Nonresidential : 95.3 97.8 101.1 103.0 88.8 99.3
Change in business H
inventories : 6.6 6.9 10.7 7.8 7.3 8.0
Gross retained earnings : 97.7 98.0 99.7 ——— 96.7 98.6
Excess of investment : =37.5 =-39.h -43.6 - =29,6 41.0
Net exports of goods and :

services : 1.5 1.6 2.7 2.6 2.5 2.1
Per capita disposable per~ :

sonal income (1958 dollars) : 2,482 2,k94k 2,526 2,521 2,47k 2,507
Total civilian employment :

(millions) 2/ : T7.6 7.5 78.1 78.5 75.9 77.9

*s o0

1/ Preliminary.
2/ U.S. Department of Labor.

U.S. Department of Commerce.
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GENERAL ECONOMIC SITUATION

The signs of a slowing in economic
activity were fairly widespread in the
closing months of 1969. Output flattened
at the third quarter rate as the decline
in production of goods about offset the
rise in services. Retail sales of autos
and other durable goods were sluggish;
corporate profits eased downward; and
housing starts dropped sharply. Al-
though the advance in the general price
level continued large, the rigse appeared
to be moderating.

GROSS NATIONAL PRODUCTY
Change From Previous Quarter
$ BIL.
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Employment declines in the goods
producing industries largely offset the
upward trend in service employment.
Factory payrolls have declined and the
December advance in personal income was
the smallest gain in more than a year.
And averege hours worked per week were
down significantly in many establish-
ments with plant operating rates at
their lowest since late 1962.

Qutldook for LO7Q

Slower economic growth and some
easing of inflationary pressures are
expected to dominate the next 3-6 months.
Although business invegtment is scheduled
to rise through the first half, expensive
credit plus lower sales volume may slow
investment in plant and equipment. Current
limitation on expenditures for defense,
space, and construction progrems not only

GNP and final sales, change
from previous quarter

: : *Inventory
: : Final :
Year . GNP oles : change
H 2 H '1'/
: Bil, dol,
1967: I ; 3.5 1k bk -10.9
II : 9.3 1500 -507
IIT : 16.9 12.4 k.5
v : 15.7 14.0 1.7
1968: I :19.2  27.0 -7.8
I s 23.4 15,2 8.2
111 T 17.7 20.4 -2.7
v : 16,1 12.8 3.3
1969: I :16.2  20.1 -3.9
II : 16.1 15.8 .3
I1T : 18.0 14,1 3.8
v2/ :10.3 13.3 -2,9

1/ Represents the difference in the rate
of change in business inventories. For
example, the change in business inventories
in the fourth quarter of 1969 ($7.8 billion)
less the change in the third quarter of
1969 ($10.7 billion) equals minus $2.9bil.

2/ Preliminary.

will reduce govermment expenditures but
elso will continue to affect heavy in-
dustries.

Despite the easing in genersl eco-
nomic activity and the likelihood of an
increase in unemployment, there are some
pPlus signs in view for producers and
retailers., Disposable incomes, buoyed by
tax reductions,increased social security
payments, and rising wage rates will
continue to rise and help to maintain con-
sumer demand. Recent surveys of consumer
intentions and a slower increase in the
use of consumer credit indicate some
caution and a growing resistance to rising
costs., But smaller price increases
coupled with a continued advance in con-
sumer income should help to stimulate
consumer purchases.
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Outlays by State and local govern-
ments will continue their upward trend.
Federal purchases, in total, are scheduled
to hold relatively steady.

As the economy slows and price
pressures ease, monetary policy may
move to counter possibilities of too
mach cutback. If monetary conditions
eage later in the year, the effect
mey be to stimlate investment out-
lays and arrest the decline in housing
starts. For 1970 as a whole, the gross
national product is expected to increase
by around $50 to $60 billion compared with
a nearly $70 billion gain in 1969. Growth
in output may drop to less than 2%, as
prices will average higher, even though
year-to-year increases over 1969 centinue
to narrov.

Government Expenditures  and Receipts

Realizing that large increases in
Federal expenditures have been contributing
to much of the excessive demand expansion
in recent yesars, the Federal Government
continued to. slew ite purchases of goods
end services in 1969. In additien, reve-
nues increased as & result of the 10%
surtax on corporate and personal incomes,
the extension of some excise taxes, and
higher social security taxes. Combined,
these fiscal actions moved the government
account from a big deficit to a budget
surplus.

Federal purchases are expected to
rise very slightly above present levels
during the first half of 1970 with some
increase likely due to rising costs of
mandatory programs. The budget for 1971
{beginning this June) provides for large
reductions in defense expenditures and a
number of established Federal progrems will
be trimmed. These reductions may be some-
what offset by increesed obligations re-
flecting health and welfare needs,

The massive Tax Reform and Relief
Act of 1970 passed by Congress in December
will have a long-range effect upon the
economy during the seventies. The Act
changes tax rates and conditions for both
the individual and corporation. The main
immediate impact on Federal finances in

FEBRUARY 1970

calendar 1970 will result from the repeal
of the 7% tax credit on equipment purcheses
retroactive to last April 18; extension of
surtax at a 5% rate for the first healf of
1970; and the 15% increase in social secu-
rity payments gtarting in January but
distributed in April. The 5% surtax and
the extension of certain excise taxes are
expected to bring in $4.2 billion above
the pre-surtax rate.

Federal receipts and expenditures,
national income basis 1/

. 1968 . 1960

Ttem -Second First Second
. half . half ;half2/
RECEIPTS :184 .4 200.7 202.5
Personal tax : 8.6 9.4 95,8
Corporate profit :
tax : 39.1 Lo,8 ko,0
Indirect business :
tax : 18.4 18.6 19.0
Social insurance : 41.3 U46.0 U47.8
EXPENDITURES :185.8 188,9 194.9
Goods and services :101.4 101.1 103.0
Transfer payments : 49,k 51,4 53.2
Grants to State and:
locel governments : 18.7 19.2 20.6
Net interest paid : 12,0 12.7 13.3
Subsidies less :
surplus : k.5 k.5 4.8
SURPIUS OR DEFICIT -1.4 11.8 7.6

. as

1/ Calendar years in billions of dol-
lars, seasonally adjusted annual rates.

2/ Preliminary.

Repeal of the investment tax credit
is the biggest single revenue raising item
in the Aet, bringing in about $3.3 billion
per year. On the other hand, the 15%
‘benefits increase would cost more than $k
billien a year from the social security
trust fund. However, il the economy con~-
tinues to slow, it will tend to cut back
all types of receipts. On balance, it
appears that the Federal government may
be hard pressed to maintein a surplus in
the second half of calendar 1970.
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.Expenditures by State and local
governments rese sbout 12% in 1969,
slightly less than 1968's increase. For
1970, these expenditures are expected to
increase at about the same rate despite
the difficulties in raising additional
revenues., A slight slowing is in prospect
for grants-in-aid to States from the
TFederal Government.

Major GNP components, change
from previous quarter

Ttem S = SRR i S 4
. atr. | qtr. ‘qtrs 1/
: Bil. dol.
Total change in GNP: 16.1 18,0 10.3
Consumption :10.8 7.0 9.k
Private nonresid=-:
ential fixed s
investment 1 2.9 3.3 1.9
HO'uSing H - -103 02
Inventory 2/ : .3 3.8 =29
Net exports : o1 1.1 =1
Govermment : 2.9 .1 1.9

1/ Preliminary. 2/ See footnotes 1/,
text table, page 17.

Investment Demand

Business fixed investment was one
of the strongest sectors of demand in 1969,
Accelerating beyond the recovery it made
in 1968, nonresidential fixed investment
rose nearly 12%, far more than the gross
national product. Many of the expenditure
increases were for new plant and equip-
ment although construction outlays also
gained substantially, Private and public
surveys of new business investment plans
show a large but less rapid rate of in-
crease for 1970 despite repeal of the in-
vestment tax credit, lower corporate pro-
fits, and prospects of lower sales. Appar-
ently, longer-range hopes of an expanding
market have outweighed the shorter 1970
outlook. But, of course, a radical slow-
down in the economy might quickly alter
Present plans.

FEBRUARY 1970

Housing expenditures started off

. fairly strong at the beginning of 1969,

but soon faltered as monetary conditions
tightened further. The demand for housing
has grown considerably as new family
formations occur and personal incomes
rise, but monetary conditions have made
credit scarce and interest rates have
risen sharply. The demand for money in
the consumer and investment markets has
diminshed funds available for mortgages.
Many home buyers must pay 9-10% interest

" on their locans and a large down payment.

Most authorities agree that a recovery

in housing in 1970 depends very much upon
the easing of tight monetary conditions
and some moderation in high construction
costs.

For the economy as a whole, slower
sales advances resulted in a larger inven-
tory accumulation in 1969 than in the two
previous years. However, smaller build-
up in the fourth quarter of 1969 proved
to be one of the main reasons for the
relatively small increase in current
dollar gross national product in that
period. This adjustment in inventories
may provide room for increased accumulation
in 1970 and incentive for additional pro-
duction.

CORPORATE PROFITS AND PLANT
AND EQUIPMENT EXPENDITURES
$ BIL. T T
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Consumer Demand

Consumer demand remained very
strong throughout 1969, but its advance
fell below 1968's rapid pace. Rising
personal incomes and generally lower rate
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of personal savings enabled consumers to
overcome the restraining effects of the
10% surtax. Expenditures for some non-
durable goods and most services made
impressive gains but those for durable
goods particularly sutomobiles were
generally slow., Durable sales are being
hurt by the declining housing market and
by the large volume of earlier sales in
recent years.

If disposable incomes increase as
expected, consumer demand is likely to
improve accordingly. However, growing
resistance to higher prices may channel a
greater portion of income into savings.
Consumers are becoming more selective and
cautious as the economy slows. Services
will continue to account for the largest
share of increased expenditures in 1970
as our economy becomes more specialized.
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Income and Employment

Personal incomes rose substantially
in 1969 but over half of the increase was
eroded by the rise in consumer prices.

The rise in personal incomes was slowed
in  the last four months of the year as
weekly hours were trimmed and average
earnings leveled. Average hourly earnings
had made large monthly jumps upward
earlier in the year as new wage contracts
were negotiated, The demand for higher
pay, based in part on the rise in living
costs, may meet more resistance this year
as productivity gains decline and demand
pressures ease, After several months,
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INCOME AND EXPENDITURES
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the General FElectric strike has been
settled but other major labor disputes
threaten. Such long work stoppages
generally temper the demands of each
side as wages and profits drop sharply
during the course of the strike.

Civilian employment rose rapidly
in the opening months of 1969, declined
somevhat during the spring, and with some
important exceptions, has been rising at
a fairly slow monthly pace since July.
This slowdown is even more merked in dur-
able goods manufacturing.

The unemployment rate, seasonally
adjusted, ranged in 1969 from 3.3% in
January and February to 4.0% in September,
then back to 3.4% in November and December.
But this rate has been a reflection of
the frequent rise and fall of the labor
force throughout the year. Many teen-
agers and women have simply entered into
or dropped out of the labor force as

GNP AND UNEMPLOYMENT
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growth in job opportunities slowed or
increased,

Even though production has been
cut back, management appears to be holding
many experienced workers. This has sharply
reduced productivity rates and added
to the cost of production. As the economy
slows, it is doubtful that this "hoarding”
will be maintained in 1970.

Major personal income camponents,
change from previous quarter

: 1969
Ttem D ¢ SR + ¢ SRR A
; qtr. ; qt!“ ; qtrcy
: Bl dol.
Personal income :16.1 16.0 10.k
Wages and salaries : 11.0 12,6 7.9
m‘mm : 3.3 3.3 .
Nommanufacturing : 6.2 5.1 5.8
Govermuent : 1.6 &2 1.8
Other income : h,2 2.9 1.6
Transfer payments : 1.3 1.2 1.1
Social insurance :
payments (minus) : .5 .7 A
Personal tax payments: 4.3 -1.0 2.3
Disposable perscnal :
income : 11.8 17. 8.1
Personal outlays : 111 7.2 9.5
Personal savings : 8 9.8 -1.5
1/ Preliminary.
Prices

The battle against inflation, at
first glance at least, did not fare too
well in 1969. The general price level
as measured by the gross national product
deflator accelerated from 4% annual rate
in 1968 to nearly.5% last year. The
consumer price index accelerated even
more, from slightly more than 4% to 5%,
in the same period., In fact, the
consumer price rise picked up extra
speed in December to slightly more than
a 7% annual rate. The rise in this
index for all of 1969 was the sharpest
in any year since 1951,
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A large part of the December rise
in the consumer price index reflected
higher prices for eggs, fresh vegetables,
and bread., Partially offsetting were
gome declines in beef and poultry meat
prices. Housing, transportation, and
medical care were other major factors in
the December rise.

CONSUMER PRICE INDEX
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Price increases and higher taxes
have eroded most of the gain in workers'
earnings during the past several years.
Purchasing power of factory workers has
decreagsed for 11 consecutive months
degpite rising money incomes.

On the brighter side, monetary and
fiscal policies succeeded in sglowing the
rise in gross national product as output
(real GNP) declined slightly in the fourth
quarter., This is considered a major step
toward price moderation. Many officials
have recently stated that relief from
inflationary price pressures appears
likely in the second half of 1970. For
1970 as a whole, the consumer price index
and the GNP deflator are expected to rise
more slowly than in 1969.

Wholesale prices also accelerated
in 1969, rising at a ¥4 rate compared to
a 2.5% rise in 1968. Most industrial
commodities and farm products partici-
rated in the advance, Lumber and wood
products, priced now about 8% below a year
8go, was one of a few large commodity
groups to decline as the year ended.
Prices of processed foods and feeds pro-
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vided most of the strength behind the
substantial increase in wholesale prices
in Jearmary of this year.
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Monetary authorities apparently are
taking no chances in prematurely easing
monetary conditions despite signs of some
moderastion in demand later in the year.
For the past 6 months, the money supply
(currency plus demand deposits) remained
virtually unchanged in contrast with 4%
rate of growth in the first half and the
7% expansion during 1967 and 1968. Al-
though there was a slight rise in member
bank reserves and the money supply in the
last 4 months, much of this change was due
to seasonal and other technical needs.

Time deposits, considered in a broad
sense a part of the money supply, de-
clined at a 6.5% annual rate during the
last half of 1969 compared with a 4% rate
of decline in the first half. In an
attempt to put commercial banks in a more
competitive position, the Federal Reserve
in Jamuary of this year raised the rates
these institutions are allowed to pay
savers on deposits. The rates allowed on
govermment savings bonds and building and
loan deposits have also been raised by
Congress and the Federal Hcme Loan Bank
Board, respectively.

Investors, aware of the difficulties
of limiting inflation and dlscouraged by
the recent stock market performance, have

FEBRUARY 1970

moved significantly into the bond and
security markets. Yields on corporate
bonds and govermment securities have
reached new highs. Four-to-six month
prime commercial paper soared to 8.9% by
year's end, and 3-month Treasury Bills

to 8%. In recent weeks, there has been
some easing in the money markets, but
interest rates remain very high with little
relief in sight.

MONEY SUPPLY®
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The preliminary estimate of net
exports (exports minus imports) of goods
and services for 1969, $2 billion, falls
alightly below the 1968 level. Considering
merchandige trade alone, net exports av-
eraged $1.2 billion, falling far short of
the $5 billion average level of the first
7 years of the 1960's. If price in-
creases slow as expected, the 1970 export
trade surplus is expected to show an im-
provement of about $1 billion, as imports
advanced more glowly in response to do-
nmestic anti-inflationary measures.

Shipments abroad of civilian aircraft
and asgricultural commodities will likely
recover from reduced 1969 levels. Sales
of computers and parts probably will con-
tinue lagt year's strong growth pattern.
Export gains are also anticipated for
textile, printing, and construction
machinery, semiconductor devices, in-
struments, chemicals, copper, lumber, aad
paper. Slower sales growth is expected
for automotive products, materials
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handling equipment, machine tools, coal,
-and logs, and reductions in exports of
steel and aluminum are anticipated.

Prospects for a slightly improved
trade situation in 1970 are not helping
our present over-all internastional pay-
ments position., -The U.S. balance of
international payments, on the liquidity
basis, has deteriorated in the past year.
The deficit may total as high as $7 bil-
lion for 1969, This compered with a $168

FEBRUARY 1970

million surplus in 1968 and a $3.5 bil-
lion deficit in 1967. Borrowings of Buro-
dollars by large U.S. banks bhave had the
effect of substantialiy increasing U.S.
liquid liabilities to private individuals
and institutions abroad. In addition,
the declining U.8. stock market has re-
duced the inflow of foreign funds. And
for similar reasons, U.8. purchasgses of
foreign securities have increased during
thie period.

CONSUMER INSTALLMENT DEBT
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THE 1971 AGRICULTURAL BUDGET

Stressing the role of s balanced
budget in the fight against inflation,
President Nixon presented the Budget of
the U.S. Goverrment to Congress on Febru-
ary 2. It calls for & small surplus in
fiscal years 1970 and 1971. The new
budget, to be approved by Congress
through the appropriation process in the
caming year, proposed spending of $200.8
billion in fiscal 1971. This wouid be an
increase of $2.9 billion over the amount
of outlays now anticipated by the Burean
of the Budget for fiscal 1970.

Budget outlays by function 1/

number of functions includi.g agriculture
and rural developmemt, internatiomal
affeirs and finance, and commerce and
transportation, are scheduled to receive
smaller outlays in fiscal 1971 than in
figscal 1970. Outlays for national defense
programs, which constituted roughly ko%
of outlays in fiscal 1970, will decline by
$5.8 billion from fiscal 1970 to 1971.
Reflecting changing natiomal priorities,
income security programs, the next largest
functional category, will account for most
of the budget increase in this period.

Agriculture and rural development

:l 210:1 21969:-197021971
Function ac96tu21 ezz. : ez:ﬁ Subfunction ‘actual’ est, ® est,
{===Billion dollars --- :=-Billion dollars---
Rational defense : 81.2 79.4 73.6 Farm income stabi-
Income security : 37.h4 3.8 50. 1 1lization : 5,0 4.5 4.5
Interest : 15.8 17.8 17.8 Agricultural land :
Health + 1.7 13.3 15,0 and water :
Commerce : 7.9 9.k 8.8 rescurces s .3 .3 .3
Veterans : 7.6 8.7 8.5 Rural housing and
Education s 6.8 7.5 8.1 public facility : .3 B .2
Agriculture : 6.2 6.3 5.h Research and other
General govern- : agriculture :
ment 1 2.9 3.6 3% 1 services : .6 T .8
Comunity and : :
housing : 2.0 3.0 3.8 Total* : 6,2 6.3 5.4
International : 3.8 k.1 3.6 :
Space s h.,2 3.9 3.4 # Total includes offsetting receipts.
Natural resources: 2.1 2.5 2.5
Other* : =5.1  =5.6 -1
Total outlays 2/ : 184.6 197.9 200.8 Farm income stabilization accounts
Total revenues : 187.8 199.h 202.1 for the largest pert of agriculture and
Surplus : 3.2 1.5 1.3 rural development expenditures, $4.5 bil-

1/ All years are on & fiscal basis.
Outlays include expenditures and net
lending.

2/ Totals mey not add due to rounding.

% Net receipts.

The proposed 1971 Budget, in addi-~
tion to being detailed by Department and
Agency, 18 alaso divided into 13 func-
tional categories for analysis of special
ereas,. The table abcve shows that &

lion. Under this progrem, annual farm
commodity price supports and acreage
diversion help maintain farm incomes and
limit output to requirements. Im 1971,
increased peyments to wheat, cotton, and
feed grain producers and dairy price sup-
port costs will be more than offset by re-
ductions in net lending for agriculture
credit progrems and a decline in outlsys
for long~term land retirement programs.
Other important but smaller groups within
the sgriculture and rural development
function include agricultural land and
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water resources; rural housing and public  Power and will permit a gradual phasing
facilities; and research and other agri- out of direct distribution.

cultural services. USDA Budget outleys 1/

The USDA Budget proposal for fiscal s : :
1971 emounts %o $8.0 billion compared with Ttem ; 1969 ; 1970 ; 19T
$8.4 billion in 1970 and $8.3 billiom in ;actual, est. , est.
1969. Increaged emphasis will be given ‘--Billion dollars---

in the next fiscal year within the Depart-

ment to stimmlating rural development, Agricultural :
expanding consumer protection activities, resources 2/ : 6.4 6.3 5.h
and increasing food assistance, Credit Health and welfare ., .6 1.0 1.6
programs that help meet critical rural Food for Peace : 1.0 1.0 <9
housing needs will increase substantially, Natural resources . .5 5 .6
Other* M '.2 ‘ch '.5
In addition to its administration :
of the agriculture and rural development Total ; 8.3 8.4 8.0
budget briefly outlined above, USDA also 1/ A1l years are on a fiscal year
plays an important role in natural re- basis. Outlays include expenditures and
sources, domestic food assistance pro- net lending.
grams, child nutrition, and Food for 2/ Excludes Farm Credit Administration,
Peace. The Food Stamp Program, to be an independent agency not in the USDA
substantially expended in fiscal 1971, budget, which expired December 31, 1968,
increases recipients' food purchasing * Net receipts.
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A LOOK AT AGRICULTURE
THROUGH INPUT-OUTPUT ANALYSIS

By

J. Dawson Ahalt

Basic Concepts

Input-output analysis is a ugseful
aggregative framework for studying the
relationships between an industry such as
agriculture and the rest of the Nation's
economy. This method of analysis focuses
on the amount of an industry's output
sold to other industries, as well as that
gold directly to final users. At the
same time, input-output tebles show the
uses of various inputs and the income
flows generated in the production proc-
ess,

Input-output tables are developed
with a "double entry" feature which en-
ables the information in each cell to be
treated as elither an input or an output.
On the output side, the total value of
output of an industry is distributed:

(1) to other industries as intermediate
products (Ip) to be used in various pro-
duction processes; and (2) to final mar-
kets (Fd) in the form of final goods and
services, The sum of final market sales
for the entlre economy equals total Gross
National Product (GNP). Sales to other
producing industries are omitted from GNP
because their contribution is included in
the final value of the good or service
produced.

In the input (income flow) portion
of the input-output tables, outlays are
divided into purcheses of various inter-
mediate inputs (those used up in the pro-
duction process) and value added by menu-
facturers. The amount of value added
(va) for an industry can be derived by
deducting the cost of intermediate inputs
used up in the production process (Ip),
from the total value of output (To), 1/
Thus, value added for a particular indus-
try is:

V&i = TOi - Ipi (1)

Another way of looking at value
added for an industry is that it repre-
sents gross product originating in that
industry. 2/ This is because value added
is made up of incomes that accrue in the
course of production. Thus, the Nation's
GNP can be derived by summing the value
added for all industries in the economy.

For the economy as a whole, pur-
chages and sales of intermediate products
are equal to each other, Thus, with
intermediate products canceling out, the
value added for all industries equals the
total final demands in the economy which
of course equals GNP. If we assume (n)
industries and (m) final demand components
we can write:

n m
SVe,, = & F = GNP
Jj=1 1 i=1 %43

However, for any one particular industry,
there is no reason to expect either that
purchases from other industries should
equal sales to other industries or that
value added for a particular industry
should equal that industry's deliveries
to final markets.

Uses of Ix;gut-éutput

Although input-output analysis has
many important uses, its major contri-
bution is the ability to trace through the
economy the impact of an initial shift in

1/ This concept differs from the value
ed used by the Census of Manufacturing.
,,_%/ "Gross Product Originating in Agri-
culture, 1947-65" by W. John Layng and
J. Dawson Ahalt., Demand and Price Situa-
tion, U.S. Department of Agriculture, ERS.
February 1967.
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demand for the final market goods and
services in a particular industry. It
can measure, for example, the impact of
a sharp reduction in output in one par-
ticular industry on other industries,
Because of the comprehensiveness of the
information on which input-output
analysis is based, businessmen, adminis-
trators, and producers are able to use
these studies in planning their operating
strategies,

Distribution of Agricultural
Output

About 8l of the total value of
agricultural production is sold ammually
to intermediate producing industries,
and the remaining 164 goes directly to
various components of final demand,
according to the 1963 input-cutput
study. 3/ The trend toward an incresasing
share of farm products being channeled
to intermediate users reflects growing
consuner demand for more "™puilt-in" serv-
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ices included in retail food and fiber
products., By the time the costs of mar-
keting processing, transportation, and
other services have been included in the
value of the final product, the average fam
product portion accounts for slightly less
than a fourth of the value of the retail
product, This explains why changes in
both the supply and the demand for farm
products tend to cause much wider swings
in prices at the farm than at the retail
level.

The largest intermediate purchaser of
farm products is the food and kindred
products industry. It buys about 424 of
total amual agricultural output. This
industry group manufactures food and bev-
erage products for humen consumption and

3/™Input-Output Structure for 1963," by
the National Economics Division, OBE, U.S.

Department of Commerce, 8 of Current
Business, November 1969, Vol. 49, No. 11.

INPUT TO AGRICULTURE
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U. 5. DEPARTMENTS OF COMMERCE AND AGRICULTURE,

U. S. DEPARTMENT OF AGRICULTURE

NEG. ERS 4016-70(1) ECONOMIC RESEARCH SERVICE
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also processes feed for animal use. The
gecond largest intermediate purchaser of
rarm products is the agricultural indus-
try itself. The agricultural sector
currently purchases from itself about 284
of its total output., Other intermediate
purchasers include the textile industry,
‘tobacco manufacturers, and agricultural
service industries.

Direct purchases by consumers are
the most important source of final demand
for agricultural products, accounting for
nearly 9% of the total value of output.
Commodities such as eggs and fresh fruits
and vegetables, are the principal farm
products which go directly to final con-
sumers. Net exports, the next most im-
portant source of final demand for farm
products, absorb about 53% of farm out-
put. Net inventory change is also an im-
portant source of final demand for farm
products because of the large inventory
holdings of meat animals, grains, and
soybeans. Another component included in
final demand is the "transfers out" cate-
gory.
farmers' goods and services which are
indistinguishable from products produced
by other industries, Examples are fluid
milk sales, farm slaughtered meats, im-
puted rental value of owmer-occupled
dvellings, and rents paid by farmers.

Inputs into Agriculture

The total value of farm output in
1968 totaled $62.3 billion, up sbout &
fourth from the 1958 level. 4/5/ To
attain this output level in , Tarm-
ers purchased about ?37.14 billion of
intermediate inputs (items uz=d up in
the production process) from various
sectors of the economy. This concept of
input-output includes only items charged
to current account over a l-year period.
Purchagses on capital account are not in-
cluded.

Demand for intermediate inputs by
the agricultural sector is derived from
the demand for and supply of agricul-
tural products, the relationship between
farm product prices and input prices,
and other factors such as previous pur-
chase patterns, and the level of tech-

"=rangfers out" represents sales of

FEBRUARY 1970

nology. An ordinary leagt squares re-
gression equation relating purchases of
intermediate inputs in constant dollars
to geveral of the above variables during
the 1947-68 period explained 99% of the
year-to-year variation in the level of
purchases, 6/ Elasticities computed at
mean values indicated that a 1% increuse
in the level of farm output (Tvoy) was
associated with 0.9% increase in inter-
mediate purchases (Ipg); a 1% increase
in the ratio of farm product to input
prices (Poy/Piy) was associated with a
0.2% increase in purchases (Ipy); and a
14 increase in purchases in the previous
year (Ipi.)) was associated with & 0.4%
increase in purchases (Ipg).

The 1963 interindustry tables show
that the largest share of agriculture's
intermediate input purchases, 47%, was
produced on the farm., These consist of
such intermediate products as feeder
livestock, grains for feed, seed, and
manure. The amount of inputs purchased
by agriculture from itself equals the
amount of output the agricultural sector
gsells to itself,

Purchases of processed feeds from
the food and kindred products industry
rank second in relative importance of
intermediate input purchases, accounting
for about 11% of current farm outlays.

L7 Farm Income concepts adjusted to in-
clude the value of nonpurchased feed,
interfarm-intrastate livestock marketings,
manure, animal work power, ete,

5/ "Exploring the Future of the Agri-
business Industry," paper presented by
Rex F. Daly, Director, Economic and Sta-
tistical Analysis Division, ERS, USDA,
before the Tennessee Farmers Cooperative,
25th Annual Meeting, Nashville, Temn.,
December 5, 1969.

6/ Ipy = -B8.79868 + .37854 Tvoy
(.o91) (.091)

+ 3.83964 EEE

oyt + .hh702 1D, 4

(.145)

R = .991 S.E. = .297 D.W, = 1.88
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Next in order of importance are trade,
transportation and warehousing--8%; chem-
icals and petroleum--8%; miscellenecus
business services--8%; and rental char-
ges-=T%. The remainder includes outlays
for short-term finaneing, insurance,
utilities, ete.

Yalue added by the agricultural
sector, or gross product originating in
agriculture, represents the revenues
left over after the costs of inter-
mediate inputs have been deducted. Sub-
stituting the values from 1968 in the
identity equation (1) above, shows a
value added for 1968 of $24.9 billion:

$24.9 = $62.3 - $37.4 (billions)

Value added indicates returns to
the factors of production and other non-
factor charges, 1In agriculture value
added is made up of net farm income,
the total wage bill, indirect business
taxes, interest payments, and capital

FEBRUARY 1970

consumption allewances, Unlike most
other industries, slightly more than
half of the value added in agriculture
is composed of profit-type income. This
is due to the very high percentage of
owner-operators in agriculture who
supply the bulk of their own labor re-
quirements, Of the remaining portion
of value added, about a fifth is ab-
sorbed through depreciation of capital
equipment, and the remsinder is distrib-
uted to hired workers, net interest, and
indirect business taxes,

The $24.9 billion of value added
in 1968, or gross farm product origi-
nating in agriculture, is a measure of
agriculture's unduplicated contribution
to total GNP. 1In 1968, gross farm prod-
uct amounted to 3% of total GNP, com-
pared with slightly less than 5% in
1958. The decline in agriculture's con-
tribution to total GNP reflects the re-
cent very rapid growth in some nonfarm
industries.
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