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This article prasents an overview of some recent and
ongoing devalopments in U.§. agriculture and ralated
industries. The article draws heavily on information
sresentad gt 2 nalional canference on cooperatives held
ins the Twin Citles in the sarly part of November, and
pays particular attention to material presentation by
Terry Barr, Chief Economist of the National Council for
Farm Cooperatives. The issues discussed are ralevant
not only for those assooigted with agricultural coopera-
tives, but for all individuals associated with agriculturs,
Wihile the adicle presents neltber an all-ancompassing
set of topics nor many newly identified fssues, a review
of the current issues may provide further understanding
of the extent fo whizh LL.8 and global agriculiure are
affected by ongoing changes.

Food Systems Restructuring

The U.8. food and fiber syslem s undergoing a serfes of
rapid changes. Farmers.and their families, individuals
working In farm-related industries and othars associated
with agriculture are all affected by these changes This
trangformation of U.8. agriculture is taking place on
sevaral fronts. First, agriculture and its affiliated
ndustries ara adjusting to structural changes taking
place in U.8. society in general. Among these socisial
changes are two major demographic shifts thal, in turn,
affect consumer demand. One of the demographic
changes is g decling in population growih. in the sarly
1880s, the U8 population increased by more than 15%
pergecade. Since then, the population increase has
droppad to around 10% per decade and i is projected o
be around 8% by 2010 An imporiant driver of population
growth is immigration. Without immigration, the U.S,
popuistion is projected 10 ingreass by ust over 5% per
gecade by the decade 2010 A second demographic
change is in the age distribution of the U. 8. population.
During the period 1970-80, the group of individuals aged
25810 44 constitided the mostimportant driver of
enononc growth, while during the period 1980-2010 &
{Continued on page 2)

The current eronontic conditions for dairy are the best
they have been in years, and probably the bast they
have ever been 1t is the current bright spot In agricul-
ure. But, as has always been the case in agriculiure,
this too shall pass.

Current milk prices are at historical highs. The Basic
Formula Price (BEP) announced in both July and August
set historical highs for those months, Septemberwas
only 27¢ under the record high selin 1888 and the
Qutober BFF was announced at $16.04, smashing the
ofd record of $15.37 set in Beptember 1828, The BFP
Ratures prices are above histarical highs for the months
of November and December 18588 and the first 3 months
of 1999 Cheese prices, both futures and spot, have
been on the rise for 11 consscutive weeks. On Novem-
ber 20th, the cheese auction at the Chicago Mercaniile
Exchange (CME} sat record high prices for 40 b and
800 Ib barref prices for the 11th consecutive week, at
%1.8700 and $1 8350 per pound, respectively.

The cost of producing diary products is lower than it has
been in years, dus (o lowsr feed costs. Alfalfa prices in
md-Qotober ware down 37% from a year age, o the
fowast level since 1992, Suoybean meal is down about
2100 per ton {44%) front & year ago, and com prices gre
down 8.78 per bushel (34%:) compared fo October 1697,
The milk<feed price ratio, as calculated by the USDA
has been improving for § consecative months. In Octo-
ber 1987, a pound of mitk could buy only 2 82 pounds of
feed. This Dctaber it could by 4.08 pounds of feed.

The major reasan for the favorable conditions in dairy is
a demand that has been growing faster than supply for
dairy products. The demand for milk fat has grown the
fastest as mora peopie rediscoverad the taste of bulter
when the CCC smptiad #ts warehouses betwaen 1053
and 1996, Consumears also have increased their
consumption of ice cream. Chesse consumption has
increased with the popuiarity of pizza, bagels with cream
{Continued on page 3}
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will be made up of those in the age group 45 10 64,
Betwesn the years 2010 and 2030 the most important
demographic group contibuling to economic growth will
be comprised of those aged 85 and nver (U.S.
Bepariment of Commerce. 18881

Cther structural changes m the U S, demographic
structure are the increased prevalence of single-person
nouseholds, an micragse iy the number of families with
muore than one wage-zarner, a trend foward a declining
average family size, and an increased importance of
etnmc groups. Donsumers are aiso becoming
mcreasingly aware of food safety issues and the health
aspects of their diets. Funthermore, there is an increased
amphiasis on tonveniense in foud purchases and an
increased dersand for food-away-from-home (FAFH),
Finally, white not @ major issue of contention among U S
consumers, animal waifare concerns play arole in
consumer purchase patterns in some industrialized
nations. This s dlustrated by the fact that the Danish
pork industry (controiling 40% of the world pork market)
's developing a new export competition strategy, by
focusing on animal welfare 1o enhance its competitive
position in the world market Denmark is in tbe process
of developing a iabeling scheme indicating “snimal-
friendly” produced pork (SC1 Palicy Report, 1998).

These strugtural changes ocaurring in the U.8. and other
nations areassociated with the development of mature
and saturated markels for products produced by the
agricuitural system. Undsr saturated market conditions,
& zompany’s profits may continue 1o increase by
reducing costs, expanding consumer demand, realigning
with other companies (o increase market share, or
increasing the company's ezonomic flexibility through
cutsourcing. Evidence of the existence of mature
markels 15 provided by 2 sumber of important indicators.
For example, while the number of newly introduced food
products increased from 8,183 fo 18 863 between 1088
and 1828, it decreased 1o 13,266 in 1887, Also, the
number of newly infroduced non-food products declined
to 18.872 in 1887, afler increasing from 10,558 10 22 572
hetween 1988 and 1996, For both types of products,
1887 was the first year a decline occurred in newly
introduced products. '

A second dustration of the development of matiure
markets is the increased soncentration amang all
indusiries associated with the farm sector, as well as in
the farm sector itself. For exarnple, in 1972 the 100
fargest companies in the food and mamnfacturing
industries cantralied only 53% of the market and the 20
targest companies had 2 market share of 24% in the
L5 In 1888, the market share of the 100 largest
comparnies was 77%, while that of 20 largest companies
had increased fo 52%. Similar developments have laken
place in the retail sector. In the first pan of this vear, 17
mejor mergers took place among large supermarket
chains. Notincluded in these mergers is the recent
acquisition of American Btores Co. by Alberison's-until
then the second largest grocery chain in the U.S .-

L)

creating be dargest food retailer inthe 4.5 with a
matket share of 8.5% of total supermarket sales. The
other top five grocery chains in the U.S. are Kroger, Wal-
Mant, Safeway. and Anold (3 Netherlands-based grocery,
with sales of B 3%, 5.9%, 8.3%. and 4.3% of tolal
suparmarket saigs, respectivaly. Currently, the tan
largest food retail companies control 44% of tha U S,
faod retail market (Feedstuffs).

The aforementioned structural changes in society also
affect consumer eating patterns and food delivery in
1250, more than 85% of U 3. food expenditures were
compnsed of grocary store sales and the remainder was
spent on food-away-from-nome. In 1957, 55% of total
food expanditures included grocery sales and 45% were
comprised of FAFH expanditures. Nearly 20% of total
FAFH expenditures is accounted for by the four targest
firras (McDonald's. Tricon Glohal Restaurants (which
owns Pizza Hut, Taco Bell, and KFC), Diages (Burger
King}, and Wendy's international,

in addition to industrial reafignments on the output side
of the food and fiber system, there are ongoing
restructuring forces in the agricultural input industries. in
the agricultural feed industry, integration in the tivestock
industry is foroing consolidation. Also, in the fertilizer
industry, global competition and capacity incresses have
aiready led to consolidation. Further-more, 3 major
change is taking place in the seed and crop protection
industries, where biclechnalogical changes and the
increased use of infegrated pest management
techniques are leading o a decraase in the number
firms. In addition. mergers in raiiroad companies affect
transportation costs and allernatives, and in the
agricultural lending industry, bank mergers and changes
in investment aiternatives change the rules of the game.
On the energy side, changes in the electric power
industry are also causing realignments. and in the
telecommunications industry mergers and internal
agreements affect information provision. Last but not
feast, the farm sector itself is consolidating. In 1995, less
than 8% of all farms-those with annual sales of at jeast
3250 000-accounted for 80% of iotal sales and 54% of
cash sxpenses inthe U8

Tachnological Changes

in addition to structural changes taking place at aff
stages of the food and fiber system, a second challenge
to agriculture is posed by the changing role of techno-
logy. Technological developments have improved
information delivery and have increased both information
quatity and quantity. The impraved information techno-
iogy has particular benefits for highly infegrated systems
which tightly coordinate thelr supply chain networks.
information is shared at various stages of the agricultural
system. This reduces the need for keeping inventories.
which not only reduces costs and shiffs risk burdens. but
also affects planning and coordination af vanous stages
of the food and fiber system. In addition to providing
benafits within the supply chain, information systems
also provide 3 link between consumer preferences and



_ the various stages of the food system, including the farm

sector. Vice versa, the information technology ailows
food products fo be tracad fo the farm igvel, allowing for
guality management, but also causing shifts in risk
burdens within the food system.

Bictechnological advances are sxpected to lgad 1o
further market segmentation, although other specific
impacts are not clear Bictechnology will drive the
dermand for specific product traits, resuiling in trait-
specific systams from producer to consumer. For
example, feeding geretically engineered com o hogs
may produce low-fat pork. Also, processors stand to
benefit from using low-cost agnicultural commodities, by
corverting them into products with specific traits using
specialized processing fechniques. An example of this
approach is provided by Archer Daniels Midland, which
purchases regular com 1o produce lysine,

Gichalization

The third major issue facing U 8 agriculture is thatitis
increasingly active in and exposed fo global markets. An
imporiant reason for the UL.5. presence in gicbal markets
is'that there is an imbalance between agricultural pro-
ductivity increases and the ability of domestic consumers
to sbsorb agriculiural products. For example, 1.8 dairy
production i increasing at a rate of 1% per year, while
the domestic consumption of dairy products i3 incraasing
by £.5%. A related reason for the increased giohal focus
of LL&. agriculture is the potential existence of fucrative
markets for U.8. products. Whiie globalization opens up
new markets, i also exposes U 8 agriculture to
increasett competition and gives rise fo 2 new set of risk
management oplions within the foad and fiber system.

{Changes in Government Palicy

The fourth challenge to U 8 agriculture is caused by
changes o government policies, Direct financial support
to the farm sector by the federal government is set to
decrease due 10 budget pressures, changing demogra~
phics, exposure o infernational markets, and shifts in
politicat representation. Goveamment involvement is
shifting away from farm program payments towards
other areas within the food and fiber system-including
food safety, natural resource conservation and environ-
mestal issues, national and international market
regulation and programs, and rural areas in general.

v addition 1o a3 shift of government invoivement from
production agriculture to other stages of the food
system, agriculture 3 affected by government
dereguiation in railroad transportation, the banking
industry, telecommunications, and the alectric power
industry. The changing role of the government in
agricutture is likely to contribute to increased volatility in
agriculturat commodity markets, providing roomfor a
rew set of rules and reguistions and further requiting 2
new set of risk management strategies on the farm and
in agribusingsses.

Summary and Conclusions

Agriculture and its related industries are undergoing
many changes. At the farm lsvel, biotechnology, globat
product markets, environmental concerns. and reduned
government programs are changing agricultural produn-
tion and marketing. Processors, faced with food safety
issues. foreign competition, and propristary issues. have
changed their product procurement ang processing.
Distributors and retailers, utilizing new information and
communications technology, are attempling to elirvinate
inefficiencies throughout the food supply cham.

The transformation taking place in the food and fiber
system has oporiant implications for all individuals
working in agriculture and its associated industrias As
Baer pointed out: "The entire food chain from input
provider to farmer (o consumer is in transformation, and
some layers will disappear. Linder these conditions. the
highest risks and the lowest margins are placed upon
the weakest participants in the chain!”
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{Dairy Riding High....Cont’d from p.1}

cheese, sour cream, and dips. Exports have increased.
With reduced barriers brought about by the NAFTA
treaty, exports of dairy products to Mexico increasad
from $110 million doilars in 1996 fo $180 million in 1887,

Prior to 1985, high price supports for fat caused butterfat
o accumulate in government warehouses. (The govem-
roent had over 220 million tbs of bulter in storage on
Dec. 31, 1983} Butter use dropped from about 18 bs
per person per year prior to YWAMIL to 4.5 tbs by 1980
With the passage of the 1985 and 1986 farm bills, the
butterfat probiem was cured by lowering the support
price for butter, That, coupled with new studies that said
margaring was not any heaithier than bulter, and »
desire tor a natural product, heiped people reacquire a
taste for butter. {By October 1988, government owned
butter was only 8,000 pounds.)

The rise in milk prices is due, to a great extent, 1o poor
weather conditions in California. California, the biggest
dairy state in the nation, had a cold wet spring and was
wet much of the summer. This sfressed cows and they
were not able to praduce as expected. Also, Pacific
Northwest and Mountain States had lower than desired
guality feed, which reduced production there. The
Southeast and Southwest had extremsly hot weather
this summer, which stressed cows more than normal.



Changing Conditions

However condifions are changing: The high milk price
and iow feed prices have induced dairies. especially in
the West 1o sopang. On Santember 30 cow numbers

- wera 7,000 head mors than they wers on July 31 and
5,800 mora than they were on September 30, 1957 The
repiacemeant of B Ning with Bl Ninia could have a signifi-
cant impact on dairies Some forecasters say Ei Ninia
witl result in more favorable conditions for California ang
the Bouthwest and extra cold and wet winter for the
central region of the country. if so, i will mean not only
iower mitk prices. but higher production costs for the
Midwest it California and the Southwest have more
favorable conditions this winter and spring with El Ninia,
production could rebound rapidly.

Butter orices at the CME spot auction have failen for 8
conseculive weeks. drapping $1.4850 from $2. 8100 in
Saptember 10 31.3250 g pound on November 20
Extremely high prives bave caused same indusirial
users {e.¢g. bakers) (o reformulated their recipes o use
butter substitutes it will take a while fo get these users
back. Others were saved from switching when lower cost
imported butter became available. Many retail buyers
have aisg switthed to substitutes and restaurants are
iess sager o serve huller,

Since cream prices are determined primarily by butter
prices, ohwer bulter prices mean lower cregm prices,
which in turn means lower milk prices. Midwestern
cream prices have dropped from a range of $3.6530-
$3 BOBO per pound of butterfat in mid-Septemberto
$1.9350-82 2780 in mid-November. The relgtionship
between the price of cream and the price of butler is
stated in "'mulliples,” which is the price of cream divided
by the CME cash price for butter, In some areas, cream
pricas have fallen from 138% of the Grade AA budter
price {0 a price equal to & Midwestern cream multiples
have decreased from 1303-140 in sarly August v 110-
128 in mid-November
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The cheese markel is still vary strong and will ikely
remain good into January. 8wt when the spring flush
comes-don’t be surprised f cheese prices. and milk
prices, fall tke they did after reaching record high lsvels
in 1896,

Milk supply in the Southeast has gone from short to
gimost long. This means less Midwestern and North-
sastern milk going to the Southeast for fluid consumation
and more going info cheese vais. More cheess means
fowar prices; lower cheese prives mearn lowsr milk
rices.

Conclusions

What should a dairy producer do? Basically, start
preparing for rougher times ahead. This incluges
reducing dabl. accumulating liguid financial assals to
help carry one through periods when total revenues fall
short of total expenses, and developing a marksting
strategy to capture profitable prices, when they ocour,

For those who have not developed 3 marketing pian, itis
not too early to start, This includes examining the
potential benefils of cash forward contracts: minimum
price contracts, hedging and use of options. We know
prices will not stay where they are. They may even go
higher, but a realistic evaluation tells us that the risk of a
price decline is much greater than the likely benefits of
additional price increases. Now is the time o start pro-
tecting income while one can fock in recond high prices
through March 1988 A good marketing plan takes time
1 think through and set up. i involves asking a lot of
"what i7" questions and having g plan to respond to
each possibility. it will be 2 lot harder 1o do some
cr&atwe marketmg if pncas drap back o $? g o 311 oM,
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