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CHAPTER 2: S OF DISCUSSION
@ Indices and nominal vers al values
@ What is the Food and F ndustry
@ Changing c lexion uction agriculture
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@ Sectors within the Food and Fiber Industry

Farm input suppliers
Food processors, wholesalers and retailers

Value added process
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FOOD & FIBER INDUSTRY

(e.g., JC Jeere, Ralston-Purina

ys s, Del Monte, Swift)

(4) WHOLESALE & RETAIL SECTOR
(e.g., Sysco, Kroger, HEB)

(5) CONSUMER (us)
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22% decline
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Otput and rie Indies
Nominal and Real Expenditures

% Index —a percentage rison-from a
ed | ' Or benchmark
° W ex, ec T an more easily
10W M say wheat output fo
example, creased lecrea elatiye
to the benc rk
CP er > Index
WPI < Wholesale Price Index

Index of prices received or paid by producerls

. Pages 14—1"
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Outp rice Indices
Apple Production Price of apples
Year (1000 short tons)  Output Index ($/pound) Price inéx
1985 3,957 0.819 $0.685 0.952
199 4,828 1.000 $0.719 1.000
1997 5,162 1.069 $0.907 1.261
\
\
A
1990 is the
base year
Page 14
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Output and Price Indices
Apple Production Price of apples
Year (1000 shorttons)  Output Index ($/pound) Price inéx
1985 3,957 0.819 $0.685 0.952
199 4,828 1.000 $0.719 1.000
1993\ 5,162 7/< 1.069 $0.907 1.261
\
1990 is the 1.069 = 5,162+4,828
base year Output 6.9% higher in
1997 than it was in
1990....
Page 14
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Apple Production

Year (1000 short tons)

Output Index

Price of apples

($/pound) Price inéx

1985
199
1997

3,957
4,828
5,162

0.819
1.000
1.069

$0.685
$0.719

0.952
1.000

$0.907

1.261

7

/

/

1990 is the
base year

1.069 = 5,162+4,828

1997 than it was in
1990.

Output 6.9% higher in

1.261 = 0.907+0.719
Price 26.1% higher
in 1997 that it was

in 1990....

. Page 1“

Index Numbers of Prices Received, United States, December 1999,
with Comparisons

1910-14=100 1990-92=100

Index : : 1998 : 1999 1998 : 1999
:1990-92: Dec : Nov Dec Dec : Nov Dec
All Farm Products 639 625 *591 579 98 93 91
All Crops 500 292 *a40 436 100 89 88
Food Grains 325 321 *283 263 101 *89 83
Feed Grains & Hay 363 319 *274 279 89 77 78
Cotton 517 512 *378 369 100 *74 72
Tobacco 1263 1665  *1587 1657 110 *105 109
Oil-Bearing Crops 554 556 *446 43 102 *82 79
Fruit & Nuts ;716 661 *829 673 95 *119 96
Commercial Vegetables : 698 746 *646 697 112 *97 104
& Dry Beans 540 479 ~a74 475 95 *94 92
1 Other Crops : a93 532 532 532 108 108 108
Li & Pr ;768 741 751 728 97 98 95
Meat Animals 1021 674 *884 888 66 87 87
Dairy Products 799 1112 *879 762 139 *109 95
Poultry & Eggs ;282 336 321 311 119 112 110
Food Commodities 98 *97 93

B Revised.
Selected Index Numbers for Prices Received and Paid,
1990-92-100, by Months, United States, 1998 and 1999
Index of Prices Received Index of Prices Paid
Livestock :
Month All Farm A1l an: a1l : Production
Products Crops Products Items

iT1998 : 1999 : 1998 : 1999 : 1998 : 1999 : 1998 : 1999 : 1998 : 1999
gan  : 103 97 109 98 95 96 117 115 116 111
Feb  : 101 96 109 °8 9a 04 117 115 115 110
Mar  : 102 96 111 s9 95 95 116 115 11a 110
Apr  : 104 96 114 103 95 20 116 115 114 111
May  : 103 99 112 105 96 93 116 115 114 111
gun  : 102 98 106 101 98 95 115 115 113 111
Jul  : 102 95 107 95 96 92 115 115 112 111
Aug  : 101 99 103 100 99 97 112 115 111 111
Sep 99 97 100 95 98 98 113 116 110 112
oct 99 91 100 88 98 96 11a 117 110 113
Nov 99 93 101 89 97 o8 114 117 110 113
Dec 98 o1 100 88 97 o5 114 117 110 112




REAL VERSUS NOMINAL VALUES

— Consider economic measures such as prices

A AR i [RRTAVAR R R A= (v INTNTy

interest rates, expenditures, disposable income.

— Nominal Values refer to values for which no
adjustments to inflation have been made.

— Real Values refer to values for which
adjustments to inflation have been made.

i

— A popular measure of inflation is the Consumer
Price Index (there are other indices, however).

Nominal Value = Real Value
Price Index

—

Nomina R enditures
for : /ay From Home
Nominal Expenditures CPI Real Expenditures

Year (billion dollars) /1982-84=1.00 (billion dollars)

1980 120.296 0.824 145.990

1985 168.831 1.076 156.906

1990 248.464 1.307 190.102

1995 302.4719 1.569 198.437

Page 15

1982-84
average is

the base
year for
the CPI




P e

Nominal and Real Expenditures
for Food Eaten Awa om Home

Nominal Expenditures CPI Real Expenditures
Year (billion dollars) /'1982—84:1.00 (billion dollars)
1980 120.296 0.824 145.990
1985 168.831 1.076 156.906
1990 248.464 1.307 190.102
1995 302.419 1.569 198.437

1982-84
average is
the base

year for
the CPI

Nominal and Real Expenditures
for aten Away From Home
Nominal Expenditures CPI Real Expenditures
Year (billion dollars) /1982—84:1.00 (billion dollars)
1980 120.296 0.824 145.990
1985 168.831 1.076 156.906
1990 248.464 1.307 190.102
1995 302.4 1.569 198.437
Yage 15
1982-84

average is
the base
year for
the CPI

CPIl was 56.9% 198.437 = 302.419+1.56!
higher in 1995 The increasing CPI

than it was in eroded the purchasing
1982-84 period power of the dollar....




Demand Supply Demand Supply Demand Supply
8 8 8
£ — 2 — 2 —
o o o
Quantity Quantity Quantity
Processing and
Farm input supply sector Farm sector manufacturing sector
Vianufactures farm inputs and Raises raw farm products and Manufactures food and fiber
upplies them to farmers supplies them primarily to products and supplies them
manufacturers and processors to wholesalers and retailers

Demand Supply

Price

Quantity

Wholesale and

retail sector

—

Demand Supply

Price

Quantity

Consumer

Distributes food and fiber pro-
ducts to consumers

The final consumer of food and
fiber products are households,
businesses, government, and
foreign countries

The Nation’s food and fiber sys

food and fiber products to their titimate consumer.

em consists of varus sectors that provide

Page 16
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Figure 2.5 Bindex of output associated with
livestock produc 48 to 200B®96=1.00)
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Real net farm income Pages 23-24
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Figure 2.6 AGross fe ncome and
“production expenses, 1949 to 2007
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Figure 2 Nominal and Real Net Farm
come, 1949 to 200
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Figure 2.7 (
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Figure 2.7 EDebt-to-equity ratio associated
witl e farm sector, 60 to 2007
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25.01
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17.54

Percent %

15.0

12.54

10.0 4+

I in
je $58.5
owes
In 2007, farm as roughly $2.2 trillion;

farm liabilities were on the order of $200 billion;
thus equity in the farm sector was $2 trillion,
largely due to real estate assets in 2007.




A Note rofitability
e Debt-to-asset ratio pe t 22 percent in
1 cur ly this ratio is about 10 percen
» Debt-to-equity ratio peaked at 2 cent i
1985: c ly t 0 is abo rce
Relative Importance of Farm Input Expenditures
Fertiliz
aGr:td pzrsticides 10% Labor 10%
Fuel and
electricity 5%
Other 16%
Net rent to
nonoperator
landlords 8%
Repairs and Interest 7%
maintenance 6% E
Taxes 4%
Capital
consumption 10%
Feed, seed, and
livestock and poultry
purchased 24%
Page 27
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TABLE 2.4

Value
Added

Distributed bread

Page 30
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Figure 2.9 Share of the foc
eaten at home '

Q)

-
©
o
S
I
©
=3
o
=
©
N
o
P
©
@w
o
I
©
5
o
P
©
a
S
I
©
-
=}
I
©
~
o

1980 2000 2001 2002 2003 2004 2005 2006 2007
Year

Source: USDA Economic Research Service

—

Figure 2. rcentage of disposable personal
ncome spent on food, 1929 to 2007
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Figure 2.11lllustration of Engel's Law using
annhual data from 1929 to 2007
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What a Dollar Spent for Food Typically Pays for PN

& D

l 20¢ ‘ [ 39¢ 85¢ 4.0¢ 35¢ 4¢ 3.5¢ 4¢ 4¢ 2.5¢1.5¢3.5¢ 2¢

Farm value Marketing bill

Only 20 cents of each dollar spent on food products goes
to farmers and ranchers...

Page 32
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