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A Farm Crisis

For most of the twentieth century, the number of farmsin the United States has declined decade by
decade. The mgor exception was during the Great Depression of the 1920'sand 1930's. Thisdecline
in numbers resulted mainly from younger families not entering farming because their economic
opportunities were greater if they pursued a non-farm occupation. As older farm familiesretired, they
sold or rented their land to neighbors who added it to their existing farming operation. This process was
identified asa“trend” and, for the most part, was not consdered afarm criss” A maor characteristic
of thistrend was that afarm family began and ended their career asfarmers.

On occasion, however, the movement of farm families from farming was so rgpid thet families were
forced from farming mid- career because of mgjor socid, palitical, and economic events beyond their
control. Theindividud, family, community, and societal costs of these shattered dreams were somewhat
responsible for this being referred to asafarm criss. Probably the best example of this occurred in the
1980's when modern farming methods required large amounts of capital. Most beginning farmers need
to borrow large sums of money at the outset. Before borrowing, they make certain assumptions about
the future, assumptions usualy based on recent experiences. If mgor changesin the socid, politicd,
and/or economic conditions occur, the family’ s future can change within ayear or two asthey are
forced into bankruptcy.

While the family might identify and experience such an event asa crigs, theindividud or family criss
itsdlf does not automatically lead to the event being consdered a societd criss. Although it is beyond
the scope of this paper to discuss the socia processes that define a societd criss, most would agree
there was an identifiable farm crissin the 1980's. Some argue the farm crisis of the 1980's never redly
ended and others argue another farm crisisis about to begin. For purposes of this paper, we will define
afarm crids as atime when society acknowledges that there are significant socid and economic costs
associated with large numbers of farm families, especidly mid- career farmers, moving out of farming.

PRECONDITIONSOF THE 1980's FARM CRISIS

Much has been written about the causes of the farm crisis of the 1980's. We will briefly touch on them
because they provide background for framing the criss some argue we are now facing. They aso
provide a context for the farm policy now in place that if changed dramaticaly would surely lead to
another farm crigis.

The crigs of the 1980’ s had its beginning in the 1970’ s when amajor change took place in the globa
movement of food. The* Russian whesat dedl” of 1972 is often used as a Sarting point of the new
“globdization.” (Morgan, 1979.) Behind the new, world demand for food were “ petro dollars’ being
generated from the increased price of oil sold onthe world market by the Organization of Petroleum
Exporting Countries (OPEC). (Flora, 1990). Many of these dollars ended up in financid inditutions
that were eager to profit from the interest on them. Thisfollowed on the hedls of internationd
development policy of the 1960’ s that suggested developing countries should focus their efforts on



developing their industria economy and not worry about their agricultural sector (McMicheal, 2000).
The bdief wasthat if the industria sector devel oped, they could then buy the food they needed from
other countries.

With optimism that indudtridization would lift the economies of many developing countries, banks began
loaning them funds to buy food on the world market. Suddenly the unmet food needs in these countries
turned into what economidts cal demand. The globa demand for food soared, as did the globa price of
commodities.

U. S. farmers were quick to increase production to capture the economic benefits. Because the high
cost of imported petroleum was having a sgnificant negative affect on the U.S. balance of trade, the
positive impact of exporting agricultura products quickly attracted nationd attention. This potentia for
increasing the export of agricultural products resulted in farmers being encouraged to plant “fence row
to fence row.” Farmers began to fed it was their patriotic duty to help their country by producing for the
export market. Later, many farm families would report that their lenders dmost forced them to borrow
additiona money to expand their operations. Most agricultura expertsin the late 1970’ s urged farmers
to leverage their operations and expand. Articlesin the farm press at the close of 1979 and early 1980
predicted a glorious decade for U.S. agriculture.

The optimism was short-lived. On the domestic Sde, the double-digit inflation of the early 1980’sled to
apolitical decison to raiseinterest rates in an effort to lower inflation. Suddenly highly leveraged farms
accustomed to negative redl interest rates” were faced with interest rates approaching 20 percent. In
addition, financia indtitutions began to question some of the loans they had made to developing counties
they had earlier predicted were on their way to economic prosperity. The globa need for food was il
there, but without funds from globd financid inditutions, many countries could not transform the need
into demand.

Asinterest rates rose and commodity prices declined, the vaue of farmland dropped by more than half
and farm bankruptcies surged. As quickly as socid, politica and economic events turned in favor of
famersinthe 1970’ s, they turned againg them in the 1980’s. Farmers did not foresee the drastic
change of eventsin ether decade, but more sgnificantly, neither did the agricultura experts on whom
the farmers depended for advice. Modern farming, with its greast demand for capital, requires along-
term planning horizon to make rationd capita investments. Sudden socid, political and economic
changestotdly disrupted long-term investments and led to economic ruin for many farm families,
especialy those who had only recently invested and lacked sufficient time to recover their economic
investment.

! The real interest rate isthe difference between the rate of inflation and the interest rate. With relatively high
inflation ratesin the 1970's and lower interest rates, it was economically logical for farmers to borrow money that
would be worth lesswhen paid back. Federal Reserve policy that raised interest rates to control inflation exactly
reversed the situation for farmers, and real interest climbed to unprecedented levels.



THE 1990's: RESTRUCTURING P1cKsUP SPeeb

The farm crisis of the 1980's subsided by the end of the decade, but the drametic changesin the globd
food system did not. Quite the contrary, the food system continued becoming more like other sectors
of the globa economy. The movement away from a competitive economic system -- acharacteristic of
early capitdism, and toward the control of various sectors by afew firms -- a characteristic of late or
meature capitalism, moved into high gear. Ironically, this did not occur because of failures of the
competitive economic system; the competitive system had shown its ability to be adaptive, particularly
when laws support that competitiveness. The reason these changes accelerated was that some
corporations recognized an opportunity to enhance their profits by restructuring the sector.

Restructuring agriculture in the direction of concentration and consolidation is not a particularly new
idea. Consolidation on the part of railroads and stockyards in the late 19" and early 20™ centuriesled
to populigt-ingpired anti-trust laws and aternatives such as cooperatives. Generd anti-trust laws were
put in place early in the twentieth century, while agriculturdly specific laws, such as the Packers and
Stockyards Act, were enacted in the 1920’s. By mid-century however, restructuring, in the form of
concentration of ownership and cortral of the food system, was dready beginning with little regard for
the rationale behind the early legidation.

The concerns about this kind of agriculturd restructuring in the late 19th century and early 20th century
that led to the above mentioned anti-trust laws had dissipated after the Great Depression and World
War Il. Thus, we see restructuring quietly beginning in the 1950's with the broiler (chicken mest)
industry. The emergence of vertica integration in the broiler sector began when the production and
processng stages came under the control of the same firms. Soon, the number of firms declined as
datewide, nationa and even internationd firms such as Imperia Food of England replaced locd feed
stores, farmers and poultry processors.

In beef processng the public’s attention was drawn to the concentration issue in 1983 when the
Department of Jugtice dlowed Cargill to purchase Spencer Beef. Ken Monfort, then the owner and
CEO of Monfort of Colorado, the largest so-called * independent processor,” sad that if this merger
were alowed to take place, he could no longer compete. Shortly after the Excel- Spencer acquistion
was findly gpproved in 1985, ConAgra acquired Monfort of Colorado and named Ken Monfort head
of their beef divison At that time, the mgjor meet producing and processing firms operating in the
United States were U.S.-based firms. The grain sector was somewhat different. Of the five giant grain
firmsthat had developed in the last hdf of the nineteenth century, only Cargill and Continenta were
based in the United States. However, some of the mgor farmer cooperatives that developed as
countervailing forces to the globa firms operating in this country were very successful until the new
globdization of the 1980's and 1990’s.

Despite the restructuring that had already occurred by the end of the 1980’ s, the 1990’ swould be a
decade of qualitative change in the economic structure of the food system as the globa food system



came under the control of a handful of firms. The restructuring of agriculture that began taking shapein
the middle of the 20th century continues to evolve. In essence, it isaprocessthat replaces a
decentraized agro/food system best characterized in the United States by the family farm structure and
the accompanying decentralized infrastructure needed to support it, with a centralized system of
ownership and control best described as an indudtridized system. In the 1970’ s there was some degree
of consensus among economigts that afamily farm could be defined as afarm production unit in which
the farm family provided most of the labor, management and capitd. Today there is little agreement on
what condtitutes a family farm even though the term gets used very often, especidly to judify awide
range of agriculturd legidation, much of which isnot necessarily friendly to family farms. However, the
concept still appearsto have great apped to farm, rurd and even urban groups.

Food system restructuring continues as we begin the 21st century. Both the speed with which the
socid, political and economic changes are occurring here and around the globe, aswell asthe
worldwide implications of these changes bring with them the possibility of another criss. We are not
suggesting amagor food shortage isimminent in the United States, but major food shortages may occur
in other countries including those that are exporting food to the United States. If journdigts, politicians
and others draw the connections between farmers and consumers in this country, and more importantly
draw the focus to the rdationship between farmersin this country and farmers and consumers around
the world, thistimeit is possible that it will be caled a“food criss.”

THREE PROCESSESIN RESTRUCTURING
Vertical Integration

We suggest that the restructuring of the food system is the combination of three processes. horizonta
integration, vertica integration and globaization. Our research began in the late 1960’ s as we examined
the relationship between agriculturd structure and the socid, politica and economic life of those
involved in production agriculture. (Heffernan, 1972.) We were especidly interested in a new
sructura arrangement based on production contracts. This structurd arrangement — referred to as
“corporate integratee”’ or “verticd integration” — was just developing in the broiler sector at that time
(Rhodes and Kyle, 1973). The socid process behind this structura arrangement separated |abor from
management, and was starkly articulated by the change from the term “farmer” to the term “ grower.”
In this case, language makes dl the difference. The grower usudly providesthe land, buildings,
equipment, and labor. The integrating firm provides the birds, feed and the veterinarian supplies. In
addition, the integrating firm makes dl the mgor management decisons involved in producing broilers.
The firm decides the genetics of the birds, the feed ration, the timing of the production schedule, the
weight of the birds at processing, and the stlandard operating procedures of the growers. Because the
grower must congtruct and equip buildings to the integrating firm' s pecification before getting a
contract, the integrating firm makes al decisons regarding the building.



In the 1950s, the integrating firms mostly began as feed companies, and in some cases as hatcheries or
as broiler processors. Whatever the starting point, the whole process linking the hatching, with the feed
processing, and with the growing and processing of birds in the food chain was controlled by asingle
firm. This system, which began in the mid-Atlantic states and moved south, then to the west and back
north, marked a mgor departure from the decentralized farming of the past. The family residing on their
“farmi’ became hired workers paid on a piece-rate basis rather than on an hourly rate. Thiswasa
magor step in the deskilling of what had been caled farmers. We contrasted this to “ cottage industry”
production that was the link between the guild system and the indudtridized system. (Heffernan, 1972.)
Although cottage industry till took place in the worker’s home area and the worker could determine
some aspects of the work — such asthe way a particular task was performed — the mgor decisons
were made by the merchant. Personad specidization was giving way to task specidization, a
characterigtic of indudridization.

Verticd integration soon moved to other sectors of poultry production such as turkeys and eggs. Inthe
1980’ s it began to emerge in hog production, but the mgor change was in the 1990’ s with Smithfied
becoming the largest producer and processor of hogs in the United States and around the world.
Representatives of the beef processing firms, agricultura economists and the Nationd Cattlemen' s Beef
Association often use the broiler example asamodd the beef sector should emulate. They suggest the
beef sector may not be structured in quite the same way, but the dliance or * seamless systent’ they
advocate will share many smilarities with the production contract. In arecent newdetter, an lowa céattle
finisher was quoted assaying, “. . . | mworking closdly with a packer on a production contract and
would hateto loseit.” (ProFarmer, Feb.2, 2002.) Today the beef sector relies most heavily on
marketing contracts, but if beef producers have access to only one processor, the question arises
whether their Stuation is greetly different from someone with a production contract.

Horizontal Integration

A second process that developed smultaneoudy with vertica integration was horizontd integration.
Although anti-trust legidation was designed to reduce concentration in the beef and pork sectors,
concentration began to reemerge in these sectors by the middle of the century.  With regard to the grain
complex, at the globd level we noted that five firms had maor control of the internationa market. But
until the 1970’ s, the export of grain from the United States had only minor impact on the price of grain
in this country. Within the United States, wheet milling firms were more important in setting the price of
gran. Equdly important were the farmers cooperatives such as Harvest States, Cenex and Farmland
that combined had more control of the wheat market than any private firm. The corn sector was a bit
different from whest in that most corn was consumed localy by animals and moved through local
cooperatives and small community-based private firms. Soybeans had not yet become a major
commodity. Asaconsegquence, the concentration of the globd grain trade was not amgor issuein this
country and did not become highlighted until after the Russian whest ded in 1972.

By the 1980’ s it was becoming clear that market access, especialy access to a competitive set of



markets, was disappearing in most mgor agricultural commodities. In the late 1980’ s we began
gathering and reporting data on the proportion of the total market share that was held by the four largest
firms. We used the four firm concentration ratio because there was a degree of consensusamong
economigs that if four firms had 40percent or more of the market, it was losing its competitive
character. At that time, the market share held by the largest four processing firms for the various grains
and oilseeds was dready over 40 percent.

Sociologica research has shown that when only four socid units interact, they can observe the behavior
of others and adjust their own behavior without the need to directly communicate (Thibaut and Kelley,
1959). Thus, we suggest that as the number of firms controlling 40 percent of the market gpproaches
four, they can act in concert without direct communication.

In the past ten to fifteen years, the four firm concentration ratio has increased substantidly. Today the
four largest beef processors daughter 81 percent of the cattle, up from 72 percent a decade ago (see
Table 1). In pork processing, the concentration ratio is 59 percent, up from 37 percent in 1997.
Today four firms own and process 50 percent of the broilers, up 15 percent from 1987. A recent
report from the USDA shows that 32 percent of the cattle daughtered in the United Statesin 1999
were owned and controlled by the processors and never sold in a competitive market — 28 percent
higher than what packers reported (GIPSA, 2002). To underscore the vertical integration in pork, we
note that Smithfield, the largest processor of pork, now owns 710,000 sows. (Thisissue of captive
supply is one of the contentious issuesin the current debate in Congress on the next farm hill.)

Grain processing in the United States has a so become very concentrated (see Table 2). Thelargest
four processors of wheat have 61 percent of the market compared with 40 percent in 1982. In
soybean processing, the largest four firms have 80 percent of market share compared with 61 percent in
1982 and only 54 percent in 1977.

When firms such as Cargill and ConAgra are among the leading processors of both animas and crops,
it isafurther indication that the vertical integration has taken place.



Table 1: The Protein Industry

Beef Packing Concentration ratio of top 4 firms=81%
1. Tyson (IBPInc.) Historical CR4
2. ConAgra Beef Companies 1990 1995 1998

3. Cargill (Excel Corporation) 72% 76% 79%

4. Farmland Nationd Beef Pkg. Co.

Source: *USDA Assessment of the Cattle and Hog Industries, 2000.
Note: Smithfield Foodsisthe 5" largest beef packer after a series of recent acquisitions.

Pork PaCkel’S Concentr?hnn veatiA ’T‘ +,Tn A fivimmAa—CNNL *
Historical CR4

1987 1989 1990 1992**

1. Smithfidd 37%  34%  40%  44%
2. Tyson (IBPInc.)

; **Packers & Stockyards Programs,
3' ConAgra (SIVIft) RIDQA 1IQNA- Eahriians 100R

4. Cargill (Excd)

Source: * Feedstuffs Reference | ssue (2001) and Tyson Annual Report (2001)
Note: Including Farmland Industries and Hormel foods creates a CR6=75%. (New York Times, 1/7/99)

Pork Production Concentral Number of Sows In 2001**
Smithfield Foods 710,000
1. Smithfidd Foods PSF 211,100
2. Premium Standard Farms (ContiGroup) Seaboard 185,000
. Triumph 140,000
3. Seaboard Corporation
4. Triumph Pork Group***

Source: * USDA Hog and Pig Report (October, 2001) ** Successful Farming (October 2001)
*** Farmland provides management and genetics.

- - - — v
Broilers Concentr at Historical CRA4 50%

1986 1990 1994 1998
1. Tyson Foods 35% 44% 46% 49%

2. Gold Kist
3. Rilgrim’s Pride
4. ConAgra

Thisis nationtwide data. However, because of shipping expenses and limited information, farmers do
not redidicaly have accessto dl the markets. In most loca markets, the concentration is much higher.
Increasingly, farmers report that they have access to only one market. In broiler production for example
there are about forty broiler-integrating firmsin the country. In tota they have about 240 processing
centers where they process the feed and the birds. The integrating firmswill travel up to 25 to 30 miles
from the centers to secure growers. There are very few places in the country where two 30-mile radius
circles overlap and even in those areas a norm has evolved between integrating firms to not raid the
other firm sgrowers. (Heffernan and Lind, 2000.) Thus, most dl broiler growers operaein a
monopolistic market.



In the retail stage of the food system, the horizontal integration has increased subgtantidly in the past few
years. In 1997 thefive largest retail supermarkets controlled 24 percent of the market and today they
have about 38 percent of the market. (Hendrickson and Heffernan, 2002.) Thisis the most
consarvative level of concentration we have found reported.?

Table 3: Food Retailing

1997 2000 2001
Kroger Co. Kroger Co. Kroger Co.
Safeway Wal-Mart Albertson’s
American Stores Albertson’s Safeway
Albertson’s Safeway Wal-Mart
Ahold USA Ahold USA Ahold USA
CR5 = 24%* CR5 = 42%** CR5 = 38%***

CR 5refersto percent of market share held by the top 5 retailers.

* Pacific Crest Securities, 1/8/99

** Qupermar ket News, 1/24/00

*** Progressive Grocer Annual Report of the Grocery Industry, April 2001. Thisis not a decreasein market share
among the top five; rather Progressive Grocer uses a different method of calculating sales. Sales figures used by
them include only traditional supermarket items, which accounts for the different ranking given to Wal-Mart. We

are using the more conservative estimate from Progressive Grocer but continue to believe Wal-Mart’ s claims that
30% of SuperCenter sales are food sales.

Although the mergersin the food system have progressed rapidly for a couple of decades, the number
of mergers has not declined. In arecent issue, Milling and Baking News (Jan. 29,2002) reported that
there were $73 billion worth of acquisitionsin the food industry in 2001. They noted that Moody’s
Investor Service of New Y ork described 2001 as “the pesk of sgnificant food industry acquistions.”
Mogt of those firms were based in the United States, but there are billions of dollars worth of mergersin
other countries of the world aswell. Clearly the process of horizontal concentration of ownership and
control continues.

Concentration has dso been taking place in those agribusiness firms providing inputs for the production
stage. As biotechnology began to look like the future in the seed industry, many of those seed firms that
did not have access to biotechnology felt they could not compete and were eager to be merged into
seed firms with such access. Monsanto, for example, acquired many seed firmsin the late 1990's,
induding such wdl-known brands as Asgrow, Holden Foundation Seeds, Jacob Hartz Seeds (Pioneer
Hi-Bred International, 2000). Today Monsanto, DuPont, Syngenta, Dow AgroSciences and Bayer

2 The head of Tyson Foods, John Tyson, was quoted saying that the largest five retailer firmshad 48 percent of the
market. (The New York Times,3/4/01.) Some of the confusion isthe result of the difficulty in separating food items
from other retail salesin firmslike Wal-Mart and the French firm Carrefour.
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Table 2: The Grain Complex

Terminal Grain Handling Facilities Concentration ratio of thetop 4 firms = 60%

1. Cagill Facility Capacity in bushels

Cargill 40,054,000
2 Cenex Harvest Siates Cenex Harvest States 31,359,000
3.ADM ADM 30,000,000
4. Generd Mills Genearal Mille 17 2R0 NNN

Source: 2002 Grain and Milling Annual and www.admworld.com
Note: When #5 (Louis Dreyfus) and #6 (ConAgra: Peavey) are included, CR6 = 74%

Corn Exports Concentration ratio of thetop 3firms=81%
1. Cagill-Continental Grain
2. ADM

3. ZenNoh
Source: farmindustrynews.com, March 2001

Soybean Exports Concentration ratio of thetop 3 firms=65%

1. Cagill-Continentd Grain
2. ADM

3. ZenNoh
Sour ce: farmindustrynews.com, March 2001

Flour Milling Concentration ratin nf thatnan 4 firme=610%
1. ConAgra Historical CR4

' . 1982 1987 1990
2. Cagll

) 40% 44% 61%
3. Gengd Mills
Source: 2002 Grain and Milling Annual

Soybean Crushing Concentration ratio of thetop 4 firms=380%
1. ADM

2. Cagll

3. Bunge

4 AGP

have access to the intellectua property rights for biotechnology in the crop seed market (Farm
Journal, February 2002). All of these firms, plus BASF, have over $2 billion worth of agrochemica
sales. Reporting the ongoing research of aretired agronomist, Farm Journal (February 2002) reported
that 9x firms are the mgor producers of agricultural chemicals today.

Asin the seed and chemical sectors, the concentration was aso occurring in the farm machinery sector.
From dozens of farm equipment manufacturers a couple of decades ago, there are now three mgjor
farm machinery firms worldwide — John Deere, Case International/ New Holland and AGCO.
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Globalization

Higtoricdly, the people of the thirteen origina colonies were involved in exporting farm products to
other countries even before the United States became an independent nation. Undoubtedly, somein
England saw such exports as amgor benefit of colonization. As the dependence of the young United
States on England declined, and U.S. indugtridization began to need most of the agricultura products
for domestic use, agricultura exports became less important in determining the price of farm products.
While prices were not determined by exports, U.S. farmers were very much part of the first internationa
food regime that lasted from the 1870’ s to the 1930’ s (Friedman and McMichael, 1989).

With the renewed emphagisin the 1970's on international markets for U.S. grain and the development
of amarket for the rgpidly expanding oilseed crops, internationa markets once again became very
important to crop producers. Because farmers have continued to produce more grains and oilseed
crops than needed for domestic purposes since the 1970's, the price of the product on the internationa
market tends to set the domestic price. Today the government farm program is totally formed around
the assumption that farmers must have access to globa markets if they are to remain vigble.

In this context, the structure and restructuring of globd grain trading firms suddenly became more
important to farmersin this country. Three years ago when Cargill — one of the origind five globd grain
traders — acquired Continental Grain, Inc — dill ancther of the origind five, we estimated that Cargill
would handle about hdf of the grain and oilseeds that move between nations. Furthermore, our best
information suggests that Archer Danids Midiand Co. (ADM) controls gpproximately another 25
percent of the grain moving between nations® This number is compatible with the information that 81
percent of the corn exported from United Statesis handled by the largest three firms, Cargill, ADM and
Zen Noh (the latter avery minor player). (See Table 2) These same three firms export about two-thirds
of the soybeans from the United States. Another measure of export capabilities is the capacity of
termind (port) grain handling facilities the firms have in the United States. Datain Table 2 indicate the
largest four firms control 60 percent of the termind grain handling facilities in the United States.
However, the recent joint venture (called Horizon Milling) between Cenex Harvest States, a
cooperative, and Cargill effectively combines two of these four organizations.

The meat sector isin the early stages of globa concentration. For example, the three largest beef
processors that are processing about three-fourths of the beef in this country are the dominant playersin
Canada, where they have a dightly higher percentage of the market. Cargill and ConAgrateam up with
Mitsubishi to be the dominant beef processorsin Audralia. They dso have beef processing facilitiesin
many other countries.

In the hog sector, Smithfield is the largest hog producer and processor both in the United States and in

¥ Thisisadifferent measure than the international trade measure usually used that takesinto account grain
movement within and between countries.
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the world having operations in Mexico, Brazil, Poland and China. Smithfied officids have commented
that they do not see much opportunity for further expanding their U.S. operations, but they are looking
across the globe for strategic options. (Feedstuffs, 12/31/01)

Another approach to looking at the globa concentration of the food sysem isto examinetheligt of the
world’ s largest food and beverage companies. Thislist includes Nestle SA and Philip Morris, which
recently had a public offering on their subsidiary, Kraft Foods — but they il retained 80% of the
shares. (See Table4) Other food and beverage firmsinclude: ConAgralnc., PepsiCo,Inc., Unilever,
The Coca-Cola Co., and Cargill.

Table 4: World’s Top Food and Bever age Companies 1999
1. NestleSA $41,422 million annual sdes
2. Philip Morris Companies, Inc. $31,139 miillion

3. ConAgralnc. $24,594 miillion

4. PepsiCo, Inc. $20,367 million

5. Unilever $20,310 million

6. The Coca-Cola Co. $19,805 million

7. Cagill, Inc. $17,143 million

8. DiageoPLC $16,419 million

9. Mars, Inc. $14,500 million

10. ADM $14,283 million

The globa concentration and contral at the retail stage of the food system isin the early phase, but a
few globd firms are becoming evident. Wal-Mart is akey player on the globd level. Wal-Mart has
operationsin Germany (Wertkauf and Spar Handels) and the United Kingdom (Asda, the third largest
supermarket there) (New York Times, 8/31/99). Wal-Mart aso operates in Argentina, Brazil, Canada,
and Mexico, and isinvolved in joint venturesin Chinaand Korea (PR Newswire, 3/3/00). In 1998,
$12.4 hillion worth of mergers in the European food-retailing sector happened. Moreover, “ . .. dmost
half were acquisitions or dliances outside domestic markets, againgt 20 percent five years ago”
(Financial Times, 5/5/99).

The perception of the threst Wal-Mart poses on agloba leve is so dramatic that two French retailers,
Carrefour and Promodes, announced their merger as away to cope with Wa-Mart on agloba scae
(New York Times, 8/31/99). Carrefour’s merger with Promodes created the second largest retailer in
the world with astrong presence in food retailing. 1t operatesin Latin America, where the merged
entity isthe number one supermarket retailer in Brazil and Argentina. It isaso the leading retaller in
Tawan, France, Spain, Portugd, Greece and Belgium (Business Week, 9/13/99; New York Times,
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8/31/99). Another mgor globd player is Ahold, which has about 28% of the Netherlands' food retall
market and stores in Brazil, Argenting, Chile, Peru, Paraguay and Ecuador, Portugal, Spain, Poland and
the Czech Republic. Ahold aso has a50% stake in the ICA group, the number one food retailer in
Sweden, with 35% market share, and number two in Norway, with almost 28% of the market
(Nutrition Today, May 2000). Ahold isaso the largest foreign retailer in China, with a 50/50 joint
venture with Y aohan Liancheng Co. (Supermarket News, 1/12/98). Some andydts predict there will
be only six or so globd food retailers in the near future — Wal-Mart and the European firms of
Carrefour, Ahold and Tesco (UK) are likely contenders (Financial Times, 12/22/99; Grocer, 1/9/99;
Supermarket News 9/18/00).

One of the mgjor points to be made with regard to globdization is that these transnationd firms travel
the globe sourcing their inputs from wherever they can get them the chegpest and then sdll themiin
countries where their products will bring the most.

Foob System CLUSTERS

In the early phases of horizontal and vertica integration, much of the concentration and control resulted
from acquiditions, but over time ahost of new relationships began to develop in which control is not
directly linked to ownership. These new relationships range from formalized, carefully spelled-out rights
and responghilities to more informa arrangements. They range from mergers and joint ventures to
partnerships, long-term agreements and other close relationships (nor competitive arrangements) among
firms engaged in the food system. In agriculturd cirdles these horizonta and vertical relaionships are
often referred to as dliances or seamless systems, terms that imply rather loose-knit arrangements
linking one stage of the food system with ancther. In fact, many of these relationships are formalized
and lead to non competitive behavior between some of the largest transnationd firms.

In 1999, we attempted to demonstrate these relationships among maor firmsin the food system by
describing what we termed “food system clusters.” We began by documenting three of them. One
cluster involved Cargill and Monsanto — the two firms have ajoint venture that connects the seed stage
with Cargill s processing of grain and oil crops and their global movement of grain and oil seed. In fact
it starts with the genetics behind the seed. This vertica integration proceeds through Cargill s
production of fed cattle and hogs produced under producer contracts to their processing of beef and
hogs. More recently, we have traced their long-term agreement to provide beef to Kroger.

A second exampleis ConAgra sjoint ventures with DuPont to obtain the geneticsand seed.  Like
Cargill, they areinvolved in processing crops, feeding beef cattle, and producing hogs, turkeys and
broilers under production contracts. They further process many of these products and have high brand
recognition in supermarkets with names such as Hedlthy Choice, Hunt, Swiss Miss, Wesson Qil,
Armour, and Swift and among many others.

The structurd arrangement that involve three or four dominant firms that can control the food product
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from geneticsto retall shdf, and the host of other firms related to the dominant firmsin avariety of
arrangements are best exemplified by afood system clugter that starts with Syngenta. Syngentawas
formed in 2000 through a joint venture between Novartis and Astra Zeneca. Sygenta has some direct
tieswith ADM, but a'so works closdy with a number of farmer cooperatives that have ties (in some
cases they gppear to dmost be subsidiaries) with ADM. Like Cargill, ADM is one of the mgjor
processors of grain and oil crops and has a dominant position in the globd grain trade. 1n 1999 ADM
owned over ten percent of IBP s stock to give it a connection into animal production and processing.”

There are fill severd transnationa corporations that we have not yet identified with afood system
cluster suggesting that the processis till ongoing. Some of these mgor firmsinclude Aventis, recently
acquired by Bayer, and Dow, both of which have access to crop biotechnology. There are other
smaller grain processors and global grain traders such as Bunge, Seaboard, Louis Dreyfus and Zen
Noh. We have not tied some of the anima producers and processors such as Smithfield, Farmland,
Gold Kig and Filgrim s Pride and some mgjor firms based in other countries into afood system
clusters. But we know Tyson and Farmland have long-term agreements to provide broilers, beef and
pork to Wal-Mart. Obvioudy, our information does not begin to include dl the relaionshipsin
exigence. These relaionships are changing very repidly. Itisdill avery dynamic sysem. While some
old relationships are severed, others are formed. But the trend toward more concentration of control
seems to continue unabated.

WHAT IsA FARM?

The restructuring of the food system raises many questions about the future of agriculture and the food
system in the United States. A relevant question to ask when discussing the farm crisis is how many
farms and farmers there are now in order to determine how many we might lose. The answer is not as
smple as one might think. Using the census definition of sdling et least $1000 worth of agriculture
products per year, the number of farmsis about two million. However, much of the information coming
from the USDA uses different numbers. Secretary of Agriculture Ann Veneman suggests the number of
farmsis between 300,000 and 500,000. They have written off the smaler farms. When identifying and
discussng many of the smaler farms, USDA has shifted the focus from the farm to the farmer. USDA
now characterizes small farms according to such characteristics of farmers as "hobby™ farms,
"retirement” farms, and "part-time" fams

Webster sDictionary definesafarm as apiece of land (house, barns, etc.) on which crops and
animasaeraised.  Thisdefinition puts the emphasis on land, but the incluson of house and barn
implies aparticular type of farming system, adispersed farming system.  Thisisthe dominant sysemin
the United States, but the village system is more common in many countries of theworld. The emphasis
on ahouse and barn aso suggests a bias toward what is caled afamily farm. On an indudtrid farm,

* ADM owned 13% of IBP’s shares. However, when Smithfield proposed purchasing |BP, some of these shares were
swapped. We are not clear on what happened to ADM's shares of IBP when Tyson took over the comp any.
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those providing the labor and management do not usualy live on the farm and the large confinemert
buildings are not usudly cdled barns. This definition is probably more compatible with the census
definition than that currently being used by USDA.

Returning to the characterigtics of those on the farm, the dictionary defines afarmer as  aperson who
manages or operatesafarm.  Pacing the emphass on management eiminates those mainly providing
labor from being cdled farmers, especialy on farms in which the mgjor manageria decisons are made
by persons who provide neither labor nor capitd. Thus, afarm does not need afarmer. Thisisa
characteridic of an indudtridized agriculturd sructure.

Asfarmers and growers acknowledged in the 1960'sin Union Parish, Louisiana, those producing under
production contracts are not farmers. (Heffernan, 1972.) The question is how far down the road of
dliances and seamless systems can afarmer go before he/she isno longer afarmer? In some
geographic areas farmers effectively have access to only one market, and their closest agribusiness
supplier, from whom they get most of their seed, chemicas and fertilizer, isin the same food system
cluster. Atwhat point do we conclude farmers are no longer making the mgjor manageria decisons
regarding the production of the crops or animas on their farms? These farmers use the genetic materid,
chemicals and fertilizers avallable from their supplier and they produce what their only market will buy.
The managers of the markets make many of the decisions about how the product will be produced. It
probably does not make any difference whether the commodity is marketed using marketing contracts
or spot markets. We can now ask: how many of those 300,000 to 500,000 farms are operated by
farmerstoday?

In the corporate world, management is aso the key indicator of the definition of afirm. Although
divisons such as Excdl, IBP, and Pioneer are well-known to farmers, because in the past they were
management units, today they are divisons of Cargill, Tyson and DuPont. Using "management unit” to
defineafarm or afarmer, our food system clugters raise interesting questions regarding how many farms
we have today and what the trend portrays.

Our research supports those who argue that farmers will be apart of an dliance or seamless system.
The evolving system will be diminating smadl faams as it cdloses its marketsto them. But smdl isa
relative term and, asthe amalest fdl out, there will ill be smdl farms. 1tisjust that the smal farms will
be larger. Today, small farms are defined as those producing less than $250,000 in gross farm sdes.
Larger farmers than thiswill be integrated into the food system clusters, but their farmswill no longer
meet the definition of afarm. They are not autonomous firms because the mgor managerial decisons
are made by executives located far from the geographic location of the production unit. Perhapsthese
units are best seen as subgdiaries like Excel, Pioneer and IBP. The relationships that these production
units have with the top executives of the firm will undoubtedly be quite different from thet of the
executives of the processing subsdiaries. Fina approval on al mgor decisons for production and
processing are the respongbilities of the executives of the dominant firmsin the food system clugters.
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We conclude that we do not know how many farms or farmers there are in the United States today. It
isamatter of definition. We could follow the lead of USDA and define most of them out of existence.
Interestingly, there appears to be little disagreement on the number of hired farm laborers, unless some
of what we now cal farmersfal into this category rather than the category of growers. A recent article
citing USDA sources says there are now  about one million farm laborers on the job at any one

time. 5 (New York Times, December 2, 2001) Forty percent of them are undocumented workers.
S0, are there twice as many farm workers as farmers, or are there one-haf as many farm workers as
farmersin the country? It depends on whose definition is used.

FARM SizE AND STRUCTURE SET CONTEXT FOR FARM CRISIS

What does farm sSze and structure mean for afarm criss? The answer largely depends on whether the
current farm programs continue. 1t will not be cadled acrigsif only the smal and medium-sze farms go
bankrupt. 1t will be seen as a century-long trend. The trangtion iswell underway in which large farms
are becoming something other than farms. But this long-term trangition masks the implications of these
changes and, combined with the bdlief that smdl farms are not efficient, society may well accept the
explanation that the food system clugsters are efficient and acceptable. Families directly impacted in the
trangtion will find that in the early years of the trangtion, their economic Stuation will probably improve.
The longer-term implications will not be considered.

In 1969 we interviewed al of the broiler growers in Union Parish, Louisana, the parish with the largest
number of growers at that time. We returned to interview al the growersin 1981 and againin 1999. In
1969 there were four integrating firms operating in the parish; that was reduced to two by 1981, and
those two merged in 1982. Thiswas avery poor parish in 1969 with little agriculturd sdes. 1t wasaso
listed as a persstent poverty county. By 1981 it was clear that the broiler- producing familieswerein
better financia condition than most people living in the parish regardless of the measure of financid well-
being used. By 1999 the parish hed the highest gross farm sales of any parish in the state. However, it
was dill a peragtent poverty county even though the number of broiler growers had more than doubled
and a processing facility had been built in the parish. Mogt of the broilers producers were till in debt
and 92 percent of those without debt said they would not recommend a young family get involved in
contract broiler production.

The consequences of the trangition for the community are evident early in the process. When family
businesses subtract their expenses from the sales they cdl the difference a profit if it is podtive.
Economigs cdl thistheir return to management, capital and labor. From a community point of view, it

® The article also notes that forty percent of the farm laborers are undocumented. This means there are about 400,000
undocumented laborers, a number that falls about in the center of the range USDA uses for the number of farms. The
conclusion one drawsis that there are as many undocumented farm laborers as there are farms and, given our
previous discussion, probably more farm |aborers than farmers.
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makes little difference to which of the factors of production the profit is attributed because most of it is
dtill spent in the community leading to what is caled a* multiplier effect.” When an outsde firm takes
over the production (and processing and retailing), the firm treets labor like any other input and attempts
to purchase it as chegply as possible. The profit is then attributed to return to management and capital
and immediately leaves the community. Why did farm and ranch-based rurd communities develop
localy prosperous economies that led to alarge middle dass while mining-based rural economies
develop local economies best described as poverty-ridden? We suggest it was the result of the
difference in the economic structure.

There is growing recognition that thereisa crigsin agriculturaly-based rurd communities, but few are
willing to relate it to the economic Sructure.

Do WENEeD U.S. FARMERS?

An even more pressing issue than the decreasing number of farms and restructuring of the food system
in the United States is the globa restructuring and the issue raised by Stephen Blank in his book, The
End of Agriculture in the American Portfolio. Much of the book is devoted to providing an
economic judtification for the evolving globa food system that does not need U.S. farmers. Behind the
judtification he raises the question of whether there will be U.S. farmersin the future. Hisbasic position
isthat U.S. farmers are high cost producers compared to other farmersin the world. For too long we
have believed that U.S. farmers were the most efficient in the world. Over the past decades the
conceptudization and measurement of efficiency have led to so much misundersanding thet it has
blinded usto the fact that U.S. farmers may not be able to compete in the globa market. Regardless of
the efficiency of U.S. farmers, Blank argues they are not the low cost producersin theworld. In fact,
they are some of the highest cost producers. He notesthat part of the reason for the high cost isthe
high land and labor costs. In addition, some of our higher cogts result from U. S. environmental and
hedlth requirements and enforcement which many countries neither have nor enforce. Of course
internationa exchange rates dso contribute to U.S. farmers being high cost producers.

From a neo-classical economic perspective Blank argues that if we can import our food chegper from
poorer countries than we can produce it, we should import our food and use our land for the higher
vaue the market dictates such as urban expansion and recreation.

Leaving Irdand and returning through England in December 2000, then President Clinton addressed an
audience at the University of Warwick. In hisremarks he said

If the wedlthiest countries ended our agriculturd subsidies, leveing the playing field for
the world's farmers, that done could increase the income of developing countries by
$20 hillion ayear. Not as smple asit sounds. | come from afarming sate, and | livein
acountry that basicdly has very low tariffs and protections on agriculture. But | see
these beautiful fieldsin Greet Britain, | have driven down the highways of France; |



18

know thereisaculturd, socia value to the fabric that has developed here over the
centuries. But we cannot avoid the fact that if we say we want these people to have a
decent life, and we know thisis something they could do for the globa economy more
chegply than we, we have to ask ourselves what our rlative responsibilities are, and if
there is some other way we can preserve the rurd fabric of life here, the beauty of the
fields, and the sustainability of the balanced society that isimportant for Greet Britain,
the United States, France and every other country. The point | wanted to makeisa
larger one. Thisisjust one thing we could do that would put $20 hillion ayear in income
into developing countries. (Federal News Service, 12/14/00)

Thisisthe direction U.S. food policy appearsto be heading. It is behind our farm programs and the
policy that we are advocating for other nations. As the transnational corporations travel the world
“sourcing” their inputs from wherever they can get them the chegpest and sdlling them into the wedlthiest
nations, U.S. farmerswill be left out.

Economigts have dready cdculated the world price of milk if there were no dairy farmersin the United
States. The price would be about $1.50 per one hundred pounds, a price less than the cost of
producing milk in Southern Cdifornia, the geographic area with the lowest production cost in the
country. A recent study at lowa State University suggests that Brazil can ddliver soybeans to Europe at
acog of $1.50 less per bushd than can the United States. During harvest this past fal the loan
deficiency payment (LDP) for soybean paid by the government reached $1.39 per bushd in Boone
County, Missouri. This, plus a specid government payment for oil seed crops keeps soybean
producers in this county competitive on the globa market.

Despite our Western cowboy lore, ranching families in the western prairies cannot afford to compete
with those who buy land for development and for recreationa purposes. Consequently, the ranches are
ceasing to operate. Today, the United States imports about four million head of cattle; and isanet
importer of beef.

Do we need U.S. farmers? The answer isno if we use only the very narrow market definition thet
focuses of how chegply U.S. consumers can purchase food at theretall level. Rarely isit noted that one
of the reasons food can be sold relatively chegply is that many of the true costs, what economigts call
“externdities” areignored. Corporations are experts at pushing their costs on to the public.

In the context of this profoundly changed structure of agriculture and emerging globa food system, one
of the big issues not being adequately addressed is how will the hungry of the world now befeed. The
restructuring of the food system effectively meansloca, state, and nationd governments have less
influence on the food system. As transnationd corporations (TNCs) increesngly make more of the
magjor decisions regarding where food products are produced, who produces them, and how they are
produced, governments have been forced to relinquish their own rules and regulations. Often
internationa economic rules heavily influenced by executives of the TNCs limit nationa governments
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from controlling their own food system in away that best provides adequate food for their own citizens.

Thesefirms arein business to make aprofit. Their decisons are based not on what is best for the
people of any particular country, but what is best for their firm's profits. Where can they source their
products the chegpest? Obvioudly, this can be done in nations with the lowest land and labor costs and
in those nations thet let the firms ignore environmenta and hedth concerns. An excellent example of
how this impacts the world's food supply isfound in what is often referred to as “the circle of poison.”
Agriculturd chemicals are produced in the United States that U.S. farmers are not dllowed to use. The
companies are allowed to export them to other nations where farmers are alowed to use them to
produce food that can then be shipped back to the United States for consumption.

A mgor concern about this industrialized, globalized food system focuses on who will be left out.
About 21 percent of the world’ s population earn adollar or less per day. Almost one-hdf of the
world’ s population does not make over two dollarsaday. The “for profit” firmsfind little opportunity
to maximize their profits salling food products to the economically deprived. If these people are going
to be part of the globa food system, it will most likely be as producers, not as consumers.

The cold redlity is that the United States does not need U.S. farmers. Thisis such a progperous country
that it can and doesimport food from other countries where significant portions of their populations are
nutritiondly deficient and hungry. Most consumersin the United States are not in danger of having
inadequate food as long as the globa economic structure does not collgpse. 1t is the poor, especidly in
other countries, that are endangered if we do not have U.S. farmers.

So what is keeping US agriculture competitive in the globa market today? Large grain famers receive
large government subsidizes. Large anima producing units are competitive because they can buy feed
a prices below the cost of production. Smaler farms survive because they are subsidized with the farm
family's non-farm income and the medium-sze farms arein trouble. Is Steven Blank correct? Areadl
farmsin trouble? Isthisthe basis of a secure and sustainable food system?

Perhaps the mgjor difference between economists and other socid scientists such as sociologistsis that
maost economists see the evolving system asinevitable. They fed we can tweak government policy abit,
but the underlying economic forces are so strong they cannot be overcome. Sociologidts believe the
current system was put in place by humans and can be changed. The economic system isa socia
inditution and its Sructure is asocia design. David Korten, (1999) who hasa Ph.D. in business
adminigration and has spent most of his career involved in economic development in other countries
says “Thetriumph of globd capitdism means that more than haf of the world's one hundred largest
economies are centraly planned for the primary benefit of the wedlthiest one percent of the world's
people! It isatriumph of privatized centrd planning over markets and democracy. Even more, it isthe
triumph of the extremdy wedthy over the remainder of humanity.”

Where isthe hope? Socid forces are developing in this country and around the world that are
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chdlenging this new globa economic system that they fed is not competible with their view of what
should be. Thisisdready leading to new opportunities for smal farmers through the use of direct
marketing arrangements between themsalves and consumers. Some of the emerging dternative food
systems are connecting Smaller farms, processors and retall stores that are being shut out of the globa
food system. As citizens become more aware of the evolving globa system, especialy the food system
and itsimplications, more are joining avariety of interest groupsin an effort to seek new aternatives.
Thisview of the future, however, offerslittle hope for farm families and rurd communities who say, “in
the long terem we will al be dead.”
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