The U.S.
. Farm Sector

m Farm Labor

abor use on U.S. farms has changed dramatically over the past several decades.

Average annual farm employment dropped from 9.9 millionin 1950 to 2.8
million in 1998. This decrease resulted largely from the trend toward fewer and
larger farms, increased farm mechanization and other technological innovations,
and higher off-farm wages. However, farm employment appears to have stabilized
in recent years as increases in mechanization and labor-saving technology have lev-
eled off and the downward trend in farm numbers has slowed.

Family workers, including farm operators and unpaid workers, accounted for 69
percent of farm labor in 1998, while hired farm workers accounted for 31 percent.
Service workers, including crew leaders and custom crews, accounted for 9 percent
of all workerson farmsin 1998.

The average wage rate for hired farm workers in the United Statesin 1998 was
$7.47 per hour. Wages varied by type of worker: livestock workers averaged $7.03
per hour, and field workers averaged $6.97 per hour.

A significant portion of total farm production expensesis spent on labor. The
1997 Census of Agriculture reported the expenditures for hired and contract labor on
U.S. farmswere $17.8 billion in 1997, or ailmost 12 percent of total farm production
expenses. About 34 percent of all farms had hired labor expenses and 12 percent had
contract labor expenses.

The importance of labor varied significantly by farm type and size of farm. The
proportion of total farm production expenses attributed to hired and contract labor
expenses was greatest on horticultural specialty farms (44 percent), fruit and tree nut
farms (40 percent), and vegetable and melon farms (32 percent). These types of farms
are least mechanized, and many of the commodities they produce are still harvested
by hand. At the other extreme, labor expenses comprised less than 5 percent of all
production expenses on beef cattle, hogs, sheep, and poultry farms.

Larger farms are more likely to have labor needs in excess of that provided by
the family farm. Farms of 260 or more acres, which accounted for only 31 percent of
all farms, had 70 percent of all labor expensesin 1997. Interms of sales class, the 26
percent of all farms with $50,000 or more in value of products sold accounted for 96
percent of all labor expenses.
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m Agricultural Credit

arm business debt at the end of 1997 was $165.4 billion, up $9.3 billion from

1996. Farm real estate debt rose $3.7 billion (over 4 percent) from 1996 to $85.4
billion at the end of 1997, while farm business nonreal estate debt increased $5.6 bil-
lion (over 7 percent) to $80.1 billion at the end of 1997. The increase in farm debt in
1997 was higher than the recent trend of modest growth in outstanding |oan balances.

While volatile commodity prices have generated some concern about short-term
profitability in some farm enterprises, farmers and lenders maintain confidencein the
long-run viability of agriculture. The availability and use of credit plays a significant
role in the sustained profitability of farm enterprises. In thisregard, asymbiotic rela-
tionship exists between agricultural producers and their lenders; the health of one
depends on the condition of the other.

L oans made to agricultural producers are classified asreal estate and non-real-
estate loans in the farm sector accounts. Real estate loans generally have terms of 10
to 40 years and are ordinarily used to purchase farmland or to make major capital
improvements to farm property. Non-real-estate loans are typically made for loan
terms of less than 10 years, with the term depending on the purpose of the loan.
Seasonal operating loans are made for less than 1 year, while loans to purchase
machinery and equipment or livestock may run for 7 years or more.

Commercial banks held over 40 percent of all farm business debt at the end of
1997, providing $25.2 billionin real estate loans (almost 30 percent of total) and
$41.7 billion in non-real-estate debt (52 percent). The Farm Credit System (FCS)
held $27.1 billion in farm businessreal estate loans and $15.2 billion in non-real -
estate loans. In total, the Farm Credit System held about 25 percent of farm business
loans. Favorableinterest rate spreads improved FCS earnings during 1990-97.
Improved borrower financial conditions have trandated into improved Farm Credit
System performance.

Life insurance companies maintained their presence in the agricultural credit
market, astheir total farm business debt rose slightly to $9.7 billion, giving them an
11-percent share of the farm business mortgage market. USDA’'s Farm Service
Agency (formerly Farmers Home Administration) direct loansto farm businesses
dropped by $600 million in 1997. The “Individuals and others” classification is com-
posed primarily of sellersfinancing the sale of farmland, input suppliers, farm
machinery finance corporations, and some minor lending agencies. These accounted
for $19 hillion in real estate loans and $18.8 billion in non-real-estate loans at the end
of 1997.
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Table 3-1.

Farm business debt, selected years

Farm debt outstanding, December 31

1950 1960 1970 1980 1985 1990 1991 1992 1993 1994 1995 1996

Real estate debt: $ Billion

Farm Credit

System 08 22 6.4 332 422 26.0 253 254 249 246 249 257 27.1
Life insurance

companies 11 27 51 120 113 97 95 88 90 90 91 95 97
Banks 08 14 33 7.8 10.7 163 174 188 196 21.1 223 233 252
Farm Service

Agency 02 06 22 74 98 76 70 64 58 55 51 47 44
Individuals

and others 21 45 105 278 258 152 156 16.1 16.7 17,5 18.0 185 19.0
Total 5.2 11.3 275 89.7100.1 74.79 749 754 76.0 77.7 79.3 81.7 854
Non-real-estate debt:

Banks 24 47 105 30.0 33.7 313 329 329 349 36.7 37.7 38.3 417
Farm Credit

System 05 15 53 198 140 9.8 102 103 105 11.2 125 140 152
Farm Service

Agency 03 04 07 100 147 94 82 71 62 60 51 46 43
Individuals and

others 25 45 48 174 151 127 13.0 132 142 152 16.2 17.4 188
Total 57 111 213 771 775 632 643 63.6 659 69.1 715 744 80.1
Total, all 109 224 48.8 166.8177.6138.0 139.2 139.1 141.9 146.8 150.8 156.1 165.4

Source: USDA, Economic Research Service, Resource Economics Division.

m The Balance Sheet

arm business asset val ues are estimated to have totaled $1,088.8 billion on

December 31, 1997, an increase of 5 percent over the preceding year. Farm
business debt rose 6 percent during 1997, totaling $165.4 billion at year's end.
Asaresult, farm business equity is estimated to have risen 5.2 percent.

The debt-to-asset ratio for 1997 (expressed as a percentage) increased from
15.1to 15.2. Thisratio is substantially below the peak of 24 percent reached in 1985.

Real estate assets accounted for 78 percent of the value of farm business assets
at the end of 1997. Real estate assets are expected to have increased 6 percent during
the year.

Non-real-estate assets are estimated to have increased 2 percent during 1997.
The value of machinery and motor vehicles and for crops stored decreased from 1996
to 1997, whereas, the value of purchased inputs, financial assets, and livestock and
poultry increased during this period.
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Figure 3-1.

Farm business debt
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1Debt secured by farm real estate. 2Debt for operating purposes.
Source: USDA, Economic Research Service, Resource Economics Division.

Figure 3-2.

Farm business debt by lender
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Source: USDA, Economic Research Service, Resource Economics Division.
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Farm businessreal estate debt increased 4.5 percent in 1997, standing at $85.4
billion at the end of the year. Non-real-estate debt rose 7.6 percent to $80.0 billion.
On December 31, 1997, commercia banks held 40 percent of farm business debt, and
the Farm Credit System held 26 percent.

Table 3-2.

Farm business assets, debt, and equity?!

Item 1960 1970 1980 1990 1997
Billion dollars
Assets 171.0 273.0 965.9 841.5 1,088.8
Real estate 123.3 202.4 782.8 620.0 849.2
Non-real-estate 2/ 47.7 70.6 183.0 221.5 239.6
Debt 22.4 48.8 166.8 138.0 165.4
Real estate 3/ 11.3 27.5 89.7 74.7 85.4
Non-real-estate 4/ 11.1 21.2 77.1 63.2 80.1

Equity (assets minus debt) 148.6 224.3 799.0 703.5 923.4

1 As of December 31. 2/ Crop inventory value is value of non-Commodity Credit Corportation (CCC) crops held
on farms plus value above loan rate for crops held under CCC. 3/ Includes CCC storage and drying facilities
loans. 4/ Excludes value of CCC crop loans.

Source: USDA, Economic Research Service, Resource Economics Division.

m Net Value-Added, Net Farm Income, and Net Cash
Income

et value-added and net farm income both declined by $3.5 billion in 1997, but

each measure remained at alevel surpassed only by the record values attained in
1996. Both these measures of farm income had risen substantially from 1995 to 1996.
As a consequence, even though net value-added fell 3.7 percent in 1997, it was still
$17.9 billion greater than for 1995. Net value-added represents the total value of the
farm sector’s output of goods and services, less payments to other (non-farm) sectors
of the economy, and is production agriculture’s addition to national output.

The value of the sector’s production (final output) increased by $2.3 billionin
1997. Thisincrease, however, was exceeded by the $5.7 billion expansion in out-of-
pocket costs (intermediate consumption outlays). The result was $3.5 billion lessin
net value-added to be distributed among the providers of resources to the farm sector
in 1997. Hired workers and lenders received 3.9 percent and 3.5 percent more for
their contributionsto 1997 farm production than in 1996. By contrast, the earnings of
non-operator landlords were down 7.4 percent. The decline in earnings to landlords
reflected lower returns to holders of share-rent contracts, which, in turn, can be traced
directly to the $3.1 billion decline in the value of crop production. Most share-rent
arrangements involve crops, and while the harvest for many major crops remained
near or even exceeded the record levels of 1996, prices received in selling commodi-
tieswere significantly lower than in 1996.
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Net farm income, which fell $3.5 billion from 1996 to 1997, is that portion of
net value-added earned by farm operators (defined as those individual s and entities
who sharein therisks of production). Typically, it isthe farm operators who benefit
most from the increases and absorb most of the declines arising from short-term,
unanticipated weather, and market conditions. In fact, an amount equal to the total
1997 drop in net value-added accrued to farm operators, as the increase in factor pay-
mentsto hired labor and lenders offset the lower payments to landlords. Declining
prices accounted for much of the drop in net value-added in 1997 and is reflected in
net farm income.

Net cash income rose by $4.3 hillion, a7.7-percent increase from 1996 to 1997.
Cash earnings realized within the year from the sales of production, and the conver-
sion of assets, both inventories (in years in which they are reduced) and capital con-
sumption, into cash are the receipts included in net cash income. Unlike net farm
income, net cash income does not include the value of home consumption, changes
ininventories, capital replacement, and implicit rent and expenses related to the farm
operator’s dwelling—none of which reflect cash transactions during the current year.

The value of the agricultural sector production (commodities and services) rose a
mere $2 billion from 1996 to 1997, but the level in 1996 had exceeded the previous
record (1994) by awhopping $20 billion. Increases of $5 billion in the value of cattle
production and $3.6 billion in the value of soybean production more than offset the
declinesin value of other commodities where lower prices decreased returns. Yet, the
higher value of output only partially offset the $5.7 billion increase in intermediate
consumption outlays. The outcome was a $3.8 billion fall in net value-added.

Thetotal value of final 1997 crop output was down $3.4 billion, reflecting signif-
icant price declines for many major crops. In 1996, crop prices had been high in the
first half but began a decline in the second half that continued on through 1997.
Soybeans were an exception as prices ascended to an unusually rarified level of $8
per bushel or morein the first half of 1997. Soybean prices began tailing off in the
second half, but still finished the year in arange favorable to producers. With large
crop harvestsin 2 consecutive years, farmers sold during the year approximately what
they harvested, incrementing inventories by a modest $323 million. Inclusion
of the inventory change enables afull accounting of a current year’s production in
the tabulation of the calendar year’s farm sector output.

Thetotal value of livestock production in 1997 was $4 hillion higher than the
previous year, the second consecutive year with significant increase. The value of
cattle produced jumped $5 billion, and hog producers added another $498 million
to the production of meat animals. The value of dairy products declined $1.8 billion.
Market prices available to farmers for hogs and broilers declined sharply in the latter
half of 1997, beef cattle prices were steady throughout the year after staging a
comeback from lows reached in first half of 1996, and dairy prices bottomed out
and turned up in the summer of 1997. The $5 billion risein cattle production resulted
from ajump in production in response to the improvement in market prices.
Producers reversed the herd liquidation which they had been employing to minimize
the consequences of being caught in an ongoing cost-price squeeze without prospects
of an immediate turnaround. The rapid structural change occurring in livestock
production with regional shiftsin production and consolidation into large operations
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Table 3-3.

Value added to the U.S. economy by the agricultural sector via
the production of goods and services, 1994-971

Year-to-year change

1994 1995 1996 1997  Amount Percent
$ Million $ Million Percent
Final crop output 100,314 95,805 115,591 112,498 (3,093) (2.7)
Food grains 9,545 10,417 10,741 10,603  (138) (1.3)
Feed crops 20,351 24,581 27,265 27,638 374 14
Cotton 6,738 6,851 6,983 6,515 (468) (6.7)
Oil crops 14,657 15,496 16,362 19,911 3,549 21.7
Tobacco 2,656 2,548 2,796 2,886 90 3.2
Fruits and tree nuts 10,335 11,119 11,933 12,790 858 7.2
Vegetables 13,893 14,913 14,561 15,086 525 3.6
All other crops 14,897 15,165 15,935 16,668 732 4.6
Home consumption 72 104 92 78 (13) (14.7)
Value of inventory adjustment? 7,170 (5,390) 8,924 323 na na
Final animal output 89,691 87,632 92,190 96,200 4,009 4.3
Meat animals 46,785 44,828 44,414 49,925 5,511 12.4
Dairy products 19,935 19,894 22,820 20,989 (1,831) (8.0)
Poultry and eggs 18,445 19,070 22,345 22,183 (162) (0.7)
Miscellaneous livestock 3,004 3,227 3,425 3,471 46 1.3
Home consumption 409 365 333 380 47 14.2
Value of inventory adjustment? 1,112 248 (1,147) (749) na na
Services and forestry 17,886 19,388 20,671 22,074 1,403 6.8
Machine hire and custom work 2,071 1,928 2,154 2,601 447 20.8
Forest products sold 2,743 2,947 2,824 2,840 16 0.6
Other farm income 4,392 5,213 5,894 6,350 456 7.7
Gross imputed rental value of farm dwellings 8,680 9,300 9,799 10,283 484 4.9
Final agricultural sector output 207,891 202,824 228,452 230,771 2,319 1.0
Less: Intermediate consumption outlays 104,903 109,002 112,852 118,552 5,700 5.1
Farm origin 41,278 41,626 42,675 45,695 3,021 7.1
Feed purchased 22,631 23,829 25,234 25,232 3) (0.0
Livestock and poultry purchased 13,273 12,335 11,229 13,753 2,524 225
Seed purchased 5,373 5,462 6,212 6,711 499 8.0
Manufactured inputs 24,398 26,155 28,640 28,964 324 1.1
Fertilizers and lime 9,180 10,033 10,934 10,933 1) (0.0
Pesticides 7,225 7,726 8,526 8,827 301 35
Petroleum fuel and oils 5,312 5,427 6,019 6,223 204 3.4
Electricity 2,682 2,968 3,161 2,981 181) (5.7)
Other intermediate expenses 39,227 41,220 41,536 43,892 2,356 5.7
Repair and maintenance of capital items 9,083 9,470 10,254 10,394 139 1.4
Machine hire and custom work 4,790 4,792 4,719 4,833 113 2.4
Marketing, storage, transportation expenses 6,821 7,182 6,926 7,106 179 2.6
Contract labor 1,805 1,969 2,129 2,596 467 21.9
Miscellaneous expenses 16,728 17,807 17,508 18,964 1,457 8.3
PLUS: Net Government tranactions 989 106 98 56 (42) (43.0)
+ Direct Government payments 7,879 7,279 7,340 7,496 156 2.1
- Motor vehicle registration and licensing fees 415 462 423 461 39 9.2
-Property taxes 6,475 6,711 6,819 6,979 160 2.3
Gross value added 103,977 93,929 115,699 112,275 (3,423) (3.0)
less: Capital consumption 18,695 19,099 19,419 19,520 101 0.5
Net value-added 85,282 74,830 96,280 92,755 (3,524) 3.7
LESS: Factor payments 37,015 38,847 42,928 42,931 4 0.0
Employee compensation (total hired labor) 13,506 14,321 15,406 16,011 604 3.9
Net rent received by nonoperator landlords 11,774 11,799 14,301 13,243 (1,057) (7.4)
Real estate and non-real-estate interest 11,735 12,726 13,221 13,678 457 35
Net farm income 48,266 35,984 53,352 49,824 (3,528) (6.6)

1Final sector output is the gross value of the commaodities and services produced within a year. Net value-

added is the sector’s contribution to the national economy and is the sum of the income from production

earned by all factors of production. Net farm income is the farm operators’ share of income from the sector’s
production activities. The concept presented is consistent with that employed by the Organization for Economic

Cooperation and Development.

2A positive value of inventory change represents current-year production not sold by December 1. A negative
value is an offset to production from prior years included in current-year sales.

Na = not applicable.

Source: USDA, Economic Research Service, Resource Economics Division
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Table 3-4.

Farm income indicators, 1994-97
Year-to-year change

1994 1995 1996 1997  Amount Percent
Million dollars $ Million Percent
Gross farm income 215,770 210,104 235,791 238,267 2,476 1.1
Gross cash income 198,326 205,476 217,791 227,952 10,160 4.7
Farm marketings 181,241 188,108 199,580 208,665 9,085 4.6
Crops 93,072 101,090 106,575 112,097 5,522 5.2
Livestock and products 88,169 87,018 93,005 96,568 3,563 3.8
Government payments 7,879 7,279 7,340 7,496 156 2.1
Farm-related income 9,206 10,088 10,872 11,791 919 18.5
Noncash income 9,161 9,770 10,223 10,741 518 5.1
Value of home consumption 481 469 425 458 34 8.0
Rental value of dwellings 8,680 9,300 9,799 10,283 484 4.9
Operator and other dwellings?! 8,241 8,732 9,167 9,716 549 6.0
Hired laborer dwellings 439 568 631 566 (65) (10.3)
Value of inventory adjustment 8,283 (5,142) 7,777 (425) na na
Total production expenses 167,504 174,120 182,439 188,443 6,004 3.3
Intermediate product 103,513 107,494 111,145 116,417 5,272 4.7
Farm origin 41,278 41,626 42,675 45,695 3,021 7.1
Feed purchased 22,631 23,829 25,234 25,232 (3) (0.0
Livestock and poultry purchased 13,273 12,335 11,229 13,753 2,524 225
Seed purchased 5,373 5,462 6,212 6,711 499 8.0
Manufactured inputs 24,398 26,155 28,640 28,964 324 1.1
Fertilizer and lime 9,180 10,033 10,934 10,933 1) (0.0
Pesticides 7,225 7,726 8,526 8,827 301 35
Fuel and oil 5,312 5,427 6,019 6,223 204 34
Electricity 2,682 2,968 3,161 2,981 (181) (5.7)
Other 37,837 39,713 39,830 41,757 1,927 4.8
Repair and maintenance 9,083 9,470 10,254 10,394 139 1.4
Other miscellaneous 28,754 30,243 29,576 31,364 1,788 6.0
Interest 11,735 12,726 13,221 13,678 457 35
Real estate 5,782 6,042 6,359 6,544 185 29
Non-real-estate 5,954 6,685 6,862 7,133 272 4.0
Contract and hired labor 15,311 16,290 17,535 18,606 1,071 6.1
Net rent to nonoperator landlords? 11,774 11,799 14,301 13,243 (1,057) (7.4)
Capital consumption 18,695 19,099 19,419 19,520 101 0.5
Property taxes 6,475 6,711 6,819 6,979 160 2.3
NET FARM INCOME3 48,266 35,984 53,352 49,824  (3,528) (6.6)
Gross cash income 198,326 205,476 217,791 227,952 10,160 4.7
Cash expenses 147,648 153,640 161,354 167,168 5,815 3.6
Cash expenses, excluding net rent 134,495 140,433 145,620 152,494 6,874 4.7
Intermediate product 102,566 106,532 109,962 115,142 5,180 4.7
Interest 11,338 12,303 12,785 13,196 411 3.2
Cash labor expenses 14,873 15,722 16,904 18,040 1,136 6.7
Property taxes 5,718 5,876 5,970 6,117 147 25
Net rent to nonoperator* 13,154 13,206 15,733 14,674  (1,059) (6.7)
NET CASH INCOME 50,678 51,836 56,438 60,783 4,346 7.7

Value added to gross income. Value added to net farm income equals difference in net farm income and
returns to operators.

2Includes landlord capital consumption.

3Statistics in and above the Net Farm Income line represent the farm sector, defined as including farm
operators’ dwellings located on farms. Statistics below the Net Farm Income line represent only the farm
businesses to the exclusion of the operators’ dwellings.

“Excludes landlord capital consumption.

Na = not applicable.

Source: USDA, Economic Research Service, Resource Economics Division.
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(examples: hogsin North Carolinaand dairy in California) has resulted in higher pro-
duction and lower pricesthat will persist until higher cost production declines in suf-
ficient quantities to achieve an equilibrium. As an aside, a consequence of this
restructuring is that a higher percentage of feed is being purchased as opposed to
being grown on the farms producing the livestock.

m Farm Household Income

arm operators have been surveyed by the annual Agricultural Resource

Management Study (formerly the Farm Costs and Returns Survey) about the
finances and production of their farms since 1985. Beginning in 1988, USDA col-
lected additional information about the operator’s household. In 1997, the most
recent year for which the survey data are available, about 98 percent of farms were
covered in the household definition. Included are those run by individuals, legal part-
nerships, and family corporations. Nonfamily corporations, cooperatives, and institu-
tional farms are not included in the household definition.

Like many other U.S. households, farm households receive income from a vari-
ety of sources, one of which isfarming. The 1997 average household income for farm
operators households was $52,300, which is on par with the average U.S. household.
About 89 percent of the average farm operator’s household income came from off-
farm sources, and many operators spent most of their work efforts in occupations
other than farming. Off-farm income includes earned income such as wages and
salaries from an off-farm job and net income from an off-farm business. Off-farm
income also includes unearned income, such asinterest and dividends, and Social
Security.

For the mgjority of farm operator households, off-farm income s critical. Most
U.S. farms are run by households that depend mainly on off-farm income. About 43
percent of operators reported a nonfarm major occupation in 1996, and another 19
percent were retired. Most operators of larger farms reported farming as their major
occupation, and their households were more likely to depend on farm income.

Average household income and dependence on off-farm income also varies
among types of farm households. For example, 8 percent reported negative household
income for 1997. On average, these households lost $47,566 from farming during the
year. About 34 percent had household income of $50,000 or over, with farm income
averaging $29,025. Among occupational categories, households of operators who
reported occupations other than farming or retired had the highest average household
income, largely from off-farm sources. Data on operators' age show that households
associated with the oldest operators had the lowest average household income. Data
on operators' educational level show significant increasesin average income with
each higher educational level.
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Figure 3-3.

Sources of income for average farm operator household, 1997

Wages and salaries

$28,212 Farm income
(53.9%) $5,989
(11.4%)

Other off-farm income
$8,251
(15.8%)

Off-farm business income Interest and dividends
$6,340 $3,555
(12.1%) (6.8%)

Source: USDA, Economic Research Service,
Resource Economics Division, 1997 Agricultural Resource Management Study.

Figure 3-4.

Average farm and off-farm income for farm operator households,
by size of farm, 1997

Size of farm:1

Less than -$3,438 ' Source of income:
$50,000 $49,377 Bl Farm

[ Off farm
$50,000- $16,142
$249,999 $38,177
$250,000- I - >
$499,999 $34,460
$500,000 $164,469
and over $36 289

1Based on gross value of farm sales, which includes farm businesses’,
share landlords’, and production contractors’ shares of agricultural production.

Source: USDA Economic Research Service, Resource Economics Division,
1997 Agricultural Resource Management Study.

36



Table 3-5.

Farm operator households and household income, by selected
characteristics, 1997

Number of Average Share from
Item households household income! off-farm sources 2
Number Dollars Percent
All operator households 2,011,568 52,347 88.6
Household income class:
Negative 151,543 -35,678 -33.3
0-$9,999 178,539 5,302 213.3
$10,000-$24,999 398,564 17,438 112.5
$25,000-$49,999 591,897 36,116 94.7
$50,000 and over 691,025 117,843 75.4
Operator major occupation:
Farm or ranch work 756,299 48,314 60.8
Other 866,331 63,954 104.7
Retired 388,939 34,335 97.6
Operator age class:
Under 35 years 153,470 50,842 89.0
35-44 years 378,549 48,597 86.3
45-54 years 503,402 65,194 89.0
55-64 years 423,229 51,795 86.9
65 years or older 552,918 44,058 91.0
Operator educational level:
Less than high school 312,036 27,879 93.2
High school 870,210 47,750 86.8
Some college 448,285 50,652 87.2
College 381,037 84,877 90.6

1The household income of farm operator households includes the net cash farm income that accrues to the
farm operation, less depreciation, as well as wages paid to household members for work on the farm, net
income from farmland rentals, and net income from another farm business, plus all sources of off-farm income
accruing to the household. In cases where the net income from the farm was shared by two or more house-
holds, the net cash income was allocated to the primary operator’'s household based on the share that the
operator reported receiving.

2Income from off-farm sources is more than 100 percent of total household income if farm income is negative.
Source: USDA, Economic Research Service, Resource Economics Division, 1997 Agricultural Resource
Management Study.

m Net Farm Income by State

hirty-one of the 50 States experienced declinesin net farm income of varying

degreesin 1997 in contrast to the across-the-board increases experienced in the
prior year. In order to retain perspective, remember that 1996 was truly an excep-
tional year with record yields for major crops and prices that remained unusually
high. The value of crop production soared in 1996 reflecting rebounds in both acres
harvested and yields for major crops.
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Crop prices were much higher in the first half of 1996 relative to the same period
in 1995 and tended to remain stable in the latter half of the year, despite the rebound
in production. Corn and soybeans led the recovery, and the producers of these two
crops, along with hogs, were among the principal beneficiaries of favorable prices.
Previous growth in the economies of Southeast Asiatranslated into demand for U.S.
agricultural products and helped to support commaodity prices and boost farm income.
These economies began to falter in the summer of 1997 and began to reduce their
demand for imports of agricultural commodities.

In 1997, farmers faced contrasting production and market conditions depending
on the types of commodities produced. Cattle producers experienced stable prices
throughout the year at levels significantly above the lows of 1996 and benefitted from
lower feed as a consequence of declining grain prices. Rising hog pricesin thefirst
half of 1997 led hog producersto step up production only to see prices drop once the
extent of the production increase became known. Soybean producers experienced
soaring pricesin thefirst half of the year asworld stocks dwindled but saw prices
retreat in the latter half of the year, eventually returning to near beginning-year levels.

Wheat producers suffered perhaps the most market adversity in 1997. Market
prices were low at the beginning of 1997 and declined throughout the year. A drop
in demand for exports of U.S. wheat resulted from the depreciation in the currency
valuesin many countries. This effectively reduced the demand for importsinto the
consuming countries and increased the competitive advantage of exporting countries.

Dairy prices were impacted by additional supplies of milk in States not tradition-
ally known for dairy farming. Californiain particular has experienced alarge increase
in the production of milk. Expansion is occurring in large, dry-lot dairy operations
that by all indications are among the lowest cost producers. Higher cost producers
will have to reduce capacity to bring price and quantity into equilibrium. This process
isnot unlike what has been occurring in hog production for the last 5 years and what
occurred in the broiler industry several decades ago.

The contrasting commodity situations yielded some distinctly different regional
effects. Leading cattle States, particularly those with cow-calf operations, were the
leadersin year-over-year gainsin net farm income. Income was up more than 90
percent in Oklahoma and Wyoming. Income was down more than 50 percent in North
Dakota (-90), Maine(-75), Wisconsin(-66), and New York(-51). The latter three States
aretraditional dairy-producing States. The North Dakota agricultural economy is
heavily dependent on wheat sales, and producers suffered a one-third drop in produc-
tion due to lower yields, giving farmerslessto sell at lower prices.

Cadlifornia continues to lead the Nation in cash receipts and farm income, reflect-
ing both its substantial |and mass and its commodity mix, which is heavily weighted
towards those with high value of production per acre. California’s net farm incomein
1997 slipped 1.7 percent to $5.8 billion, down from $5.9 billion in 1996. lowawith
$3.7 billion, representing areduction of 7 percent, maintained its position as the State
with the second largest net farm income in 1997. Two additional States earned at
least $3.5 billion in net farm income for 1997—Texas ($3.6 billion) and North
Carolina ($3.5 hillion)—and three additional States exceeded $2 billion—Georgia,
Illinois, and Nebraska. In contrast, four States had their net farm income plummet in
excess of 50 percent: North Dakota (-90), Maine (-75), Wisconsin (-66), and New
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York (-51). The latter three States are in the northern tier of the traditional dairy
States where producers may be among the higher cost producers. Short growing sea-
sons and cold weather may put producers in the more northern latitudes at a compara-
tive disadvantage to the more Southern States, in terms of costs per unit of output.

m State Rankings by Cash Receipts

hetop 10 Statesin cash receipts for all commoditiesin 1997 were California,

Texas, lowa, Nebraska, Illinois, Kansas, North Carolina, Minnesota, Florida, and
Georgia. The share of total cash receipts derived from crop or livestock sales varied
greatly among these 10 top-ranked States.

Californialed the Nation in crop sales with $19 hillion, and was the top produc-
ing State for 8 of the sector’stop 25 commodities: dairy products, greenhouse and
nursery products, hay, grapes, tomatoes, lettuce, almonds, and strawberries. Milk and
other commoditiesin which Californiais aleading producer tend to be perishable and
expensive to transport, either because they are bulky and\or require special handling,
such asrefrigeration. Three-quarters of California’s farm sales were from crops;
fruits and nuts equaled 30 percent, vegetables, 24 percent; and greenhouse and nurs-
ery, 9 percent. Florida's pattern of cash receiptsis similar to California, with vegeta-
bles, fruits and nuts, and greenhouse and nursery accounting for 69 percent of
agricultural sales. By contrast, 61 percent of Texas cash receipts were from livestock,
and 71 percent of that was cattle and calves. Over 8 percent of the Nation’s livestock

Figure 3-5.

Net farm income, 1997

Il Top 10 Statesin [ Bottom 10 States in
net farm income net farm income

Source: USDA, Economic Research Service, Resource Economics Division
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sales value was attributed to Texas. lowa's sources of cash receipts are, in contrast to
those of Texas, more heavily weighted to crops, which comprise 57 percent of the
total and livestock 43 percent. Feed grains and oilseeds represented 56 percent of
lowa's sales, while hogs accounted for 23 percent. lowa leads the Nation in both corn
and hog sales.

Cattle and calves remained the top ranked commaodity in generation of cash
receipts for 1997, as sales surged $5 billion or 16 percent. In fact, the sales of cattle
and calves are still $3.3 billion or 8.3 percent below the peak attained in 1993, but
1997 represents a significant reversal of the slide. Historically, cattle production and
the related herd size has evidenced the existence of amulti-year cycle, and indica-
tions are that cattle had previously been in the downward phase of that cycle. Asthe
largest of the animals produced in significant quantitiesin the U.S. agricultural sector,
cattle have by far the longest gestation period and the longest growth stage in devel-
oping into an adult animal for marketing and breeding purposes, al of which con-
tribute to the length of the cycle. Texasled in cattle and calf receipts with $5.8
billion, up $454 million (8.3 percent) from the prior year but still $340 million (-5.5
percent) below its 1993 peak in sales. Nebraska ($4.4 hillion) and Kansas ($4.4 bil -
lion) were the second and third leading producers of cattle.

Dairy products ranked second in cash receipts, with Californiaremaining the
leader in sales with over $3.6 billion. Dairy salesin Californiadipped $97 million (-
2.6 percent) in 1997, but the State's sales have risen $955 million (36 percent) since
1993. This shift is significant, both geographically in the replacement of production
in the Lakes States and structurally in the production of milk vialarge operations.
Therapid population growth in California and other adjacent States has created an
explosion in the demand for dairy products sufficient to enable large dairies capable
of achieving economies of scale to be cost competitive, regionally. Wisconsin was
second in dairy sales but lagged considerably behind Californiain 1997, followed by
New York, Pennsylvania, and Minnesota. These five States were the only ones with
sales of dairy products exceeding a billion dollars.

Corn and soybeans were the third and fourth-ranked commodities in the Nation,
with lowa and Illinois the undisputed leadersin sales of these commodities. lowa's
corn receipts were highest at $3.8 billion, followed by Illinois with $3.5 billion. lowa
also lead in soybean sales of $3.3 billion followed by Illinois, with $3.1 billion for
1997. Thisisfirst time any States have reached the $3 billion level in soybean sales,
which indicates what an exceptional year 1997 was for soybean producers.
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m Government Payments by Program and State

overnment payments of $7.3 billion in 1996 and $7.5 billion 1997 were signifi-

cantly lower than the average for the first half of the 1990’s. Total paymentsin
both years were dlightly higher than those of 1995 but 45 percent lower than the
$13.4 billion in 1993 which was the highest level since 1988. Direct government
payments were expected to begin declining with the 1996 Farm Act. Even though the
paymentsin 1996 and later years reflect the production flexibility payments provided
under the 1996 Act, adjustments for deficiency payments owed to farmers for some
commoditiesin 1996 and repayments by farmers for overpayments under the previ-
ous farm program also are included in 1996 and 1997 payments.

Under the old farm program, deficiency payments due to producers were made
in as many as three payments, in 2 calendar years. The first payment was based on
an estimation of the final amount likely to be owed to the producer, using projected
market prices over the relevant period; and subsequent payments were then the bal-
ance due once the actual market prices became known.

During the 1995/96 marketing year, commodity prices received by farmers
tended to be higher than had been projected when determining initial deficiency
payments for the 1995/96 crops. For many producers, this meant that the disburse-
ment received as the first deficiency payment for the 1995 crops exceeded the amount
they were due, once all the information necessary to complete the final determination
became available. As a consequence, they were required to reimburse USDA; and
these reimbursements were then available for disbursement under production
flexibility contract payments.

After 1997, the influence of the deficiency repayment adjustments should be con-
cluded and the payment totals will more closely follow the declining levels of pro-
duction flexibility contract payments specified in the 1996 Farm Act. The payment
totalswill be constrained by the fixed funding set forth for production flexibility
contracts in the 1996 Farm Act through the year 2002.

Innovative legislation was implemented in 1996

Asarefresher, new legislation enacted effective for 1996 represented a signifi-
cant departure from that which it replaced, mandating sweeping changesin the
operational design of Federal farm programs for aperiod of 7 years. Under the new
farm programs, government payments to farmers will decline over 7 yearsin both
absolute terms and as a proportion of production income. Both the declining pay-
ments and diminishing role of the Government crystallized in the new legislation
represent extensions of trends under which Government assistance as a share of
production income was already in adecline.

The 1996 Farm Act, more formally known as The Federal Agriculture
Improvement and Reform Act of 1996, signed in April1996, initiated a new
Government farm policy for 1996 through 2002 that disconnects the link between
production history and the level of Federal support payments. The legislation also
severed the links between Government payments and the crops produced and com-
modity prices. During the 7-year period covered by the 1996 Act, payments deter-
mined during a one-time, sign-up window in 1996 are scheduled to decline.
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The payments are a function of the farmer’s established program crop acreage times
the established program yield multiplied (per aformula) by a set payment rate. The
crop acreage and program yields remain constant throughout the 7 years, but payment
rates are scheduled to generally decline. Nonrecourse marketing loans administered
by the Commaodity Credit Corporation remain available for the contract crops,
oilseeds, and extralong staple cotton. The loan rates are generally much lower than
past support levels and marketing loans are avail able to producers. Consequently,
farmers don’'t necessarily have to place the commodity under loan in order to receive
the benefits for which they are eligible and the Government’s potential financial
exposure through loan defaultsis reduced.

Restrictions: Farmers are not bound to plant any particular set of crops and
have flexibility as to what they do plant, with some exceptions pertaining to fruits and
vegetables. Two requirements that farmers must meet are to comply with established
conservation measures and either buy crop insurance or sign awaiver to all Federal
disaster assistance.

Exceptions: The legiglation contains special language for peanuts and sugar
that generally maintains the structure of those programs established under the
previous legislation but at lower support levels, thereby reducing the Government’s
exposure. The dairy price support program will be phased out over 4 years and the
dairy milk marketing orders are to be reduced by two-thirdsin 3 years. Tobacco
program provisions are covered under separate legislation and are not affected by the
1996 Farm Act.

® Number of Farms and Net Cash Income
by Sales Class

he number of farms decreased dlightly to 2,057,910 in 1997, and the percent

of farmsin each major sales class changed somewhat. Almost three quarters of
al U.S. farms have annual sales of less than $50,000, while approximately 1 percent
of all farms have sales greater than $1 million. Farms with over $250,000 in sales
account for less than 7 percent of all farms but dominate American agricultural out-
put. These large farms sell 65 percent of the Nation’s livestock and 61 percent of
the crops. They have 61 percent of the gross cash income compared with 59 percent
of the cash expenses. In 1997 they accounted for 67 percent of the Nation’s net cash
income. Approximately 35 percent of direct Government payments went to these
farms.
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Table 3-9

Direct Government payments, by program, United States, 1950-971
Year Feedgrains Wheat Rice Cotton Wool Conservation? Miscellaneous® Total

Million dollars

1950 np np np np np 246 37 283
1951 np np np np np 246 40 286
1952 np np np np np 242 33 275
1953 np np np np np 181 32 213
1954 np np np np np 217 40 257
1955 np np np np np 188 41 229
1956 np np np np 54 220 280 554
1957 np np np np 53 230 732 1,015
1958 np np np np 14 215 859 1,088
1959 np np np np 82 233 367 682
1960 np np np np 51 223 429 703
1961 772 42 np np 56 236 387 1,493
1962 841 253 np np 54 230 368 1,746
1963 843 215 np np 37 231 370 1,696
1964 1,163 438 np 39 25 236 278 2,179
1965 1,391 525 np 70 18 224 235 2,463
1966 1,293 679 np 773 34 231 267 3,277
1967 865 731 np 932 29 237 284 3,078
1968 1,366 747 np 787 66 229 268 3,463
1969 1,643 858 np 828 61 204 199 3,793
1970 1,504 871 np 919 49 208 166 3,717
1971 1,054 878 np 822 69 173 149 3,145
1972 1,845 856 np 813 110 198 140 3,962
1973 1,142 474 np 718 65 72 136 2,607
1974 101 70 np 42 4 192 125 530
1975 279 77 np 138 13 193 107 807
1976 196 135 4 108 39 209 47 734
1977 187 887 130 89 5 328 192 1,818
1978 1,172 963 3 127 27 239 499 3,030
1979 494 114 59 185 33 197 294 1,376
1980 382 211 2 172 28 214 276 1,285
1981 243 625 2 222 35 201 605 1,933
1982 713 652 156 800 46 179 946 3,492
1983 1,346 864 278 662 84 188 5,874 9,296
1984 367 1,795 192 275 118 191 5,493 8,431
1985 2,861 1,950 577 1,106 98 189 924 7,705
1986 5,158 3,500 423 1,042 112 254 1,325 11,814
1987 8,490 2,931 475 1,204 144 1,531 1,972 16,747
1988 7,219 1,842 465 924 117 1,607 2,306 14,480
1989 3,141 603 671 1,184 81 1,771 3,436 10,887
1990 2,701 2,311 465 441 96 1,898 1,386 9,298
1991 2,649 2,166 550 407 154 1,858 431 8,215
1992 2,499 1,403 512 751 188 1,899 1,916 9,168
1993 4,844 1,909 650 1,226 173 1,967 2,633 13,402
1994 1,447 1,156 337 826 202 1,978 1,933 7,879
1995 3,024 587 784 30 98 1,896 860 7,279
1996° (384) (473) 175 (105) 56 1,793 6,279 7,340
1997 (560) 9) 0 (6) 0 1,693 6,377 7,496

np = no program. *Components may not add due to rounding. Includes both cash payments and payments-in-
kind (PIK). 2Includes Great Plains and other conservation programs. 3Through 1970, total amounts are for
Soil Bank program, which was discontinued in 1971. Starting with 1971, amounts include all other programs.
“Less than $500,000. SCommodity specific payments in 1996 reflect final deficiency payments due farmers
under previous law, as well as repayments by farmers of unearned deficiency payments disbursed in
advance of final determination. Production flexibility payments under the 1996 Farm Act are included in
the miscellaneous category.

Source: USDA, Economic Research Service, Resource Economics Division.
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