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THISISSUE: Does the Farm Economy Move in
Does the Farm Economy Sync with the General Economy?
Move in Sync with the At a recent meeting of Farm Credit East’'s nominating committee, which
General Economy? 1 . o, ;

selects candidates for the cooperative’s board of directors, a member
Industry Snapshots Update 3 asked our CEO whether a rising general economy was good or bad for

the agricultural economy. We thought it was a great question, and

decided to do a little research.
Editor: Chris Laughton

Chris.Laughton@FarmCreditEast.com

Contributors: US Farm Revenue vs. Overall GDP
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Figure 1: USDA Economic Research Service; Federal Reserve

there are periods

Recently, while the general U.S. economy has picked up steam, the
agricultural economy (or at least the commodity-driven sectors), seems
. left behind. From 2014 through 2016, overall U.S. GDP grew by about
certain Iy do not. 6.9 percent, while U.S. agricultural revenue contracted by 16 percent.
2018 promises a similar scenario; an expanding general economy, and
a relatively weak farm economy.

when they most

This begs the question: does a good overall economy help or hurt
the ag economy? A look at the data suggests that while the general
economy and the ag economy often move together, there are periods
(such as recently), when they most certainly do not.
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Overall farm revenue and overall U.S. GDP have largely tracked together, see Figure 1, although farm revenue
has been more volatile. We did see major setbacks in farm revenue from 1997-2003, and again in 2014-2016,
which were periods in which the general economy did well.

If we look at periods of U.S. recessions, we can see that when the overall economy has done poorly, the ag
economy has generally followed, although there have been times when the ag economy did well despite a
recession, see Figure 2.

Period of U.S. Recessions

GDP Before | GDP After Farm Revenue Farm Revenue
Years Recession Recession Before Recession | After Recession
($M) ($M) ($M) ($M)

1929-1933 104,560 57,165 11,306 5,333
1937-38 93,029 87,387 -6% 8,860 7,686 -13%

208173 227,812 0% 21,663 24802 14%
280,656 270,984  -3% 27,817 28461 2%
391,696 386,716  -1% 31,001 20832 -4%
480,315 472,786  -2% 29,714 33,456  13%
542,607 545949 1% 34,012 35163 3%
1,053,528 1,091,462 4% 50,509 52,748 4%
1,494,654 1619553 8% 92,391 88,865  -4%
3,261,203 3,407,810 4% 141,616 142562 1%

1990-91 6,029,504 6,054,867 0% 169,344 168,033 -1%
2001-02 10,638,384 10,701,317 1% 200,026 194,588
2008-09 14,668,445 14,384,145 -2% 314,352 291,675

Figure 2: : USDA Economic Research Service; Federal Reserve
*Denotes years where ag economy did well despite U.S. recession

Overall, the ag economy is more closely tied to exports than the overall U.S. economy. While exports of all goods
and services (including agricultural exports) make up about 12 percent of U.S. GDP, they account for about 20
percent of all U.S. agricultural production (and more than half of some commodities).

A surging U.S. economy tends to strengthen the U.S. Dollar, which makes exports relatively more expensive for
foreign buyers and can negatively affect commodities like dairy, apples, grains and oilseed. On the other hand, a
robust economy tends to boost discretionary consumer spending such as dining out, higher-end foods and
consumer-driven commodities, which is beneficial for industries like agricultural retail, specialty products and
ornamentals.

There are other major influences on the agricultural economy that are insignificantto the overall economy, such
as weather, biofuels demand, disease outbreaks and more. These factors have the power to significantly affect

agricultural revenue, while they are largely nonevents for overall U.S. GDP.
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While Figure 1 shows the dollar amounts of U.S. farm revenue compared to overall GDP, Figure 3 shows the
relative change of each, compared to the prior year, which is perhaps more indicative of what feels like a “good” or
“bad” economy.

Going back to 1975 (Figure 3), we can see there are periods where the ag sector tracks similarly to the overall
economy, but periods in which it diverges wildly. The ag sector is also significantly more volatile. On the right side
of the chart, we can see that while the overall U.S. economy has been chugging along at a moderate positive rate
of growth, agricultural revenue has taken a nose dive since 2014.
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Figure 3: USDA Economic Research Service; Federal Reserve

In conclusion, the answer to the question of whether the U.S. economy and the farm economy move in sync
(or counter-cyclically), is mixed — sometimes yes, and sometimes no. The overall U.S. economy is much more
of a “big ship” — slower to respond — and changes tend to be moderate. On the other hand, the agricultural
economy is far more volatile and prone to significant swings based on weather, commodity prices, international
demand and other factors.

Farm Credit East Industry Snapshots Updated

Overall, U.S. agriculture, as well as that of the Northeast, continues to face some challenging market conditions,
but there are also a number of bright spots and some improvements are in the forecast. Cash field crops in
particular are dealing with adverse pricing. Dairy prices improved somewhat in 2017, but are looking lower for
2018. Nursery and greenhouse, which have had improving economic conditions for the past few years, are
reporting relatively good results.
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FarmCreditEast.com’s Industry Snapshots provide the latest business and market intelligence from our industry

experts on a variety of natural resource-based industries, including agricultural sectors, commercial fishing and
forest products.

These snapshots, which are updated quarterly, are designed to quickly provide readers with current information
on conditions in various industry segments. Industries included are dairy, fruit, vegetables, cash field crops,
greenhouse and nursery, livestock, timber, fishing and general input costs.

Visit FarmCreditEast.com to read the full summary of these snapshots.
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