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The dynamics that characterize today’s food system began to develop more than two centuries ago, at the advent of the Industrial Revolution, and continue relentlessly today. Changes in agriculture reflect changes in our society – globalization of markets and culture, advances in information and biological and other technologies, and fundamental changes in our family structure and workforce.  These changes extend throughout the network of food marketing, distribution, trade, and consumption. These trends are both positive and unstoppable. They reflect today’s realities and are leading to a fundamental restructuring of the food system and a much different business environment for food and agriculture in the future. 

Modernizing our institutions and policies to deal with these new realities is a constant challenge. American consumers today expect a great deal more from our food system. And, there is no doubt that it delivers – more nutritious food in wider variety, improved safety, lessened environmental impacts, and greater convenience - than at any time in the Nation’s history. 

Entering a New Era

Political boundaries no longer constrain the conduct of good business, and this includes agribusiness. Market globalization pressures firms to be more competitive and to “shorten the supply chain” (reducing the number of business transactions and their associated costs) to meet rapidly changing consumer demand. Businesses in the food system around the world compete against each other to provide high-quality products at the best price. We are part of a larger, world-wide, interconnected system. 

Food Expenditures as a Share of Disposable Income
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Figure 1

Today, domestic food needs grow only when the population expands, and it is growing slowly by historical standards. The share of American income spent on food has fallen steadily over time (figure 1), with proportionally more now spent on housing, automobiles, education, and other goods and services. 

Meanwhile, Americans continue to eat away from home, reflecting the premium on convenience (figure 2). Some retailers have responded with strategies emphasizing greater variety, quality, and service, while others are offering lower prices on more limited lines of products and services. 

Figure 2

Away-from-home As a Share of Total Food Spending
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The farm production and food distribution industry, of course, is enormously affected by the changing profiles of this mature market. It is responding by better coordinating the supply chain signals that are now translated swiftly and effectively. By establishing direct ties to growers through contracts, food retailers can ensure that they provide specific product qualities tailored to consumer demand. For example, the introduction of convenience pork products, such as pre-trimmed and marinated tenderloins of uniform size and quality, has emerged as the pork industry attempts to interpret and respond to consumer signals (figure 3) 

Figure 3
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Agricultural diversity

The explosion of productivity sparked by technological advances has meant big changes for the farming sector. A concentration of resources into fewer and larger farms occured throughout the 20th century. While production doubled over the last 150 years, farm numbers dropped by more than two thirds. Today, about 150,000 American farmers produce most of our food and fiber. While among the world’s most competitive farms, these operations make up just one segment of U.S. agriculture. USDA counts another 2 million farmers who meet the criterion of selling at least $1,000 worth product annually, many of whom have other occupations but enjoy rural lifestyles. Today, fewer farmers are full time, choosing to merge farm and nonfarm employment opportunities. While income from farming, as measured by net farm cash income, was $55.7 billion in 1999, off-farm sources contributed $124 billion. 

Actual sales are one way to distinguish farms, with sales measured as the gross value of agricultural commodity sales, landlord share of commodity sales, the value of products removed under contract, and all government payments. Three common size groups of farms are $250,000 or more, $100,000-$249,999, and less than $100,000. There are 146,000 farms with sales over $250,000, 199,000 farms with sales between $100,000 and $249,000, and 1.8 million farms with sales of less than $100,000. 

Today, there are 175,000 commercial farms in the U.S. This group consists of large family farms with sales above $250,000 and farms that are not organized as sole proprietorships. This small proportion of farms (8 percent) accounts for 68 percent of total output. These farms have business goals that include containing costs and increasing sales, and they are profitable.

 Figure 4
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Commercial farms are small in number, own less than 1/3 of the land, but produce most of the output (1999)
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Stark contrasts emerge among the three groups in terms of their numbers, shares of production, and land holdings (figure 4). Commercial farms, are only 8 percent of production and 29 percent of land use. Most farms fall in the rural-residence and intermediate categories and occupy 71 percent of the land owned by farmers. 

Technology

Americans have come to rely on the producers of persistent technological innovation in  every aspect of our lives, importantly including food, agriculture, and natural resources.

 Figure 5

Growth in Yields Reflects Technological Progress
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Technology has driven the tremendous growth in American agriculture productivity. The more than threefold increase in corn yields and more than doubling of wheat yields in the past 50 years is indicative of the ability of our farmers to produce more with the same or fewer resources (figure 5). Agricultural sector productivity grew approximately 2 percent annually, reflecting technological advances in plant and animal breeding, mechanization and chemical inputs, and an overall efficient use of resources. These substantial productivity gains have kept U.S. agriculture highly competitive in world markets for many products and commodities. 

Trade Expansion

Trade continues to be critically important to the long-term economic health and prosperity of our food and agricultural sector. The U.S. has far more capacity than needed to meet domestic food market requirements. To avoid excess capacity throughout the system – our farmland, transportation, processing financing, and other ancillary services – we must maintain and expand our sales to costumers outside this country. In fact, our system”s capacity grows faster than the domestic market alone can absorb. 

Figure 6
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Exports Critical to Demand for Many Agricultural Products
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The farm sector’s reliance on exports can be further appreciated by observing the share of production of individual commodities exported each year. International markets take a large share of basic commodities such as wheat (45 percent) and soybeans (34 percent) as well as high-value processed products. Some high-value products, including almonds (66 percent) and sunflower oil (63 percent), rely on exports for well over half of sales. Overall, exports account for 25 percent of total farm sales (figure 6), more than double the percentage for the economy as a whole. 

While we see growth in exports of basic commodities, exports of consumer-oriented, high-value products (meats, poultry, fruits and vegetables, and processed products) are growing even more rapidly. High-value products now account for two-thirds of total sales, compared with only half in 1990. 

Figure 7
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Share of High-Value Products in U.S. Exports Growing Rapidly
Scientific research and development

Investments in agricultural research and development (R&D) have driven remarkable rates of agricultural productivity over the last 50 years. U.S. agricultural productivity has outdistanced most other industrial sectors of the economy, with an estimated 40- to 60-percent return on public sector investment. 

Figure 8

Agricultural Research Funding in the Public and Private Sectors
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Since the mid-1980s, the level of public-funding for agricultural R&D has leveled off in real (inflation-adjusted) terms (figure 8). This trend calls out for a review in light of changing conditions and emerging problems that have pressing needs for new and improved knowledge – areas including environmental quality, food safety, diets and health, and pest and disease management. 

Conservation and the Environment

Farmers, ranchers, and private forest landowners own and manage two-thirds of the Nation’s land and are the primary stewards of our soil, air, and water. 

Conservation programs have been part of farm policy since the 1930s. Historically, those programs focused largely on maintaining the productivity of food producing natural resources. Today, environmental concerns extend well beyond the farmgate and have become key considerations in policy formulation. 

Figure 9
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Since 1985, significant gains have been made in addressing major environmental concerns. In response to conservation programs and requirements, soil erosion has declined (figure 9), wetlands losses have declined (figure 10), and other wetlands have been restored. As a result, water quality has improved, and fish and wildlife populations are improved. 

Figure 10
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Rural Communities

Rural development policy is no longer synonymous with agricultural policy, and it is time for a new national discussion of policy for rural communities. 

Farming no longer anchors most rural communities and economies as it did through the mid-20th century (figure 11). Seven out of eight rural counties are now dominated by varying mixes of manufacturing, services, and other nonfarming activities. This trend has sharply altered the relationship between farming and local economies, and today most small family farms are closely associated with diversified rural economies that offer off farm income opportunities. 

Figure 11

[image: image16.emf]Value of Production


Jobs and incomes are decreasing in many areas that are dependent on natural resource-based industries such as agriculture, mining, and forestry, but other places, often associated with rural amenities, are thriving. Declining areas must diversify and attract new businesses, while growth areas must develop strategies to sustain their success. A prosperous rural America depends upon many of the same things as urban areas – good paying jobs; access to critical services such as education, health care, technology, transportation, and communication; strong and safe communities; and a sustainable natural environment.

Healthy Food

Food and agriculture policy has long sought to ensure that all Americans have access to healthy and nutritious food supply, regardless of income. 

USDA food and assistance programs have made great strides in reducing nutritional deficiencies. According to USDA’s Healthy Eating Index (HEI), nearly seven out of eight Americans (all about 12 percent) have poor diets or are in need of improving the nutritional quality of their diet (figure 12).

Figure 12

Healthy Eating Index, U.S. Population (1996)
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As a direct consequence of poor diets and physical inactivity, the number of overweight individuals continues to increase. The implications are trmendous for future health, health care costs, and quality of life for all Americans (figure 13).

Figure 13

Proportion of Overweight Population Has Risen
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Summary
In summary, this presentation has discussed the major factors affecting agribusiness in the U. S.   We believe:

· U.S. Agribusiness is driven by changes in domestic and world markets;

· U.S. production agriculture tends to go away from mid-size farms into integrated operations;

· Technology continues to be the base of agribusiness;

· U.S. exports for agricultural and food products will continue to grow, particularly in the value-added products;

· Environment and consumer health concerns will play increasing role in U.S. agribusiness.

Finally, we live in a changing world.  The U. S. and the world agribusinesses’ are adopting the scientific and technological changes demanded by the world’s consumers.  Making these changes enables agribusinesses to effectively compete in the marketplace.
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Average for all agriculture = 24.5%
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