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2021 (Figure 1).

What is inflation?

Inflation is defined in economics as an
increase in prices over time that causes a re-
duction in the purchasing power of money.
As such, inflation rates are tied to a specif-
ic currency and a specific bundle of goods
purchased. The inflation rate reported by
the U.S. Bureau of Labor Statistics depict-
ed in Figure 1 is based on the U.S. Con-
sumer Price Index for all urban consumers

m term inflation has received a lot of attention lately. The U.S. Bu-
reau of Labor Statistics on March 10 announced the annual inflation
rate in the U.S. has accelerated to 7.9 percent as of the end of February. This
is the highest annual inflation rate recorded since January of 1982. Just as
important is how quickly inflation has accelerated since the beginning of

Figure 1: U.S. Annual Inflation Rate Over the 12-month period from March
2021 - February 2022.
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(CPI-U). The bundle of goods and services making up the CPI-U includes food, beverages, energy,
shelter, medical care, vehicle purchases and expenses, transportation services, apparel, and tobacco
products. It is intended to represent typical expenditures for the 93 percent of the total U.S. population

It is possible for certain countries to struggle with
high inflation while others do not at any given
point in time because inflation rates are tied to a
specific currency. For example, in 2008 the coun-
try of Zimbabwe experienced one of the worst
cases of hyperinflation ever recorded. The annual
inflation rate in Zimbabwe at one point was es-
timated to be 500 billion percent! This led Zim-
babwe to implement drastic measures and give up
their national currency. The country now relies on
several foreign currencies to carry out monetary
transactions, including the U.S. dollar.

Inflation at its core is driven by supply and de-
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mand. Each person seeking to purchase goods and services has
a limited supply of money to complete transactions. Demand for
goods and services increases when the supply of money increases.
An imbalance between the demand for goods and services and the
ability to produce them causes what is called demand-pull infla-
tion.

How is inflation managed?

Monetary policy can have a significant influence on the level of the
demand-pull effect. Most economists believe that low, stable infla-
tion is good for the economy. Deflation is viewed as bad for the
economy where consumers delay purchases thinking prices will
decrease in the near future. This can create a downward spiral of
economic activity that makes it difficult for anyone to achieve eco-
nomic prosperity. Low interest rates is one monetary policy tool
used to stimulate economic activity and avoid deflation. The abil-
ity to borrow money at low interest rates increases the money sup-
ply available to make purchases.

Federal Reserve Building

We have seen significant increases in the U.S. money supply with the recent COVID-19 relief packages. This,
coupled with low interest rates and interruptions in the supply chains due to various reasons, has resulted
in an imbalance in the supply of goods and services and the demand to purchase them. The steady rise in
inflation over the past 12 months is not a surprise. It would have been more surprising had it not occurred.
The Federal Reserve (FED) has the option to increase interest rates with the goal of managing inflation. The
FED has hinted several times it was prepared to do so before finally making that change in mid-March. We
should expect additional interest rate increases to occur in the near future as the FED seeks to bring the
money supply and demand for goods and services supplied back into balance. The result should be a return
to a low, stable inflation rate of 2 percent targeted by Federal Reserve monetary policy.

Why should I worry about inflation?
Agriculture has experienced many nuances of inflation over the years. The boom years of the 1970s resulted
in expanded production that was fol- _ ) . ) ) )
.. Figure 2: USDA Index of Farm Prices Received, Farm Prices Paid and the Consumer Price
lowed by the farm crisis of the 1980s, |ndex (cPl).
where high interest rates were used to
bring down high inflation rates. Low
commodity prices, high input costs 120
and borrowing expenses left many
producers unable to meet financial
obligations.
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Most economists do not expect the
current situation to result in another
farm crisis like that of the 1980s. Still,
there is much to be aware of as you
make decisions in the coming months.
First, expectations play a key role in
shaping inflation. People anticipat- a

ing higher prices tend to bid up the 88888
market in anticipation of those future = PRICE RECEIVED PRICEPAID  ====CONSUMER PRICE INDEX

price increases. In addition, owners Source: USDA/NASS
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of assets affected by inflation benefit from its effects.
For example, agricultural land prices have surged con-
siderably in the last 12 months. Those who own land
will benefit from this capital appreciation. However,
those looking to purchase or rent land will see these
inflationary pressures already capitalized into prices.

Inflationary periods tend to last only a few years.
The most recent, prolonged period of inflation above
five percent in the U.S. lasted from 1973-1982. There
has only been one year with inflation above five per-
cent since then (1990) and only one four-year period
(1988-91) when inflation was above four percent for more than one year.

Commodity prices tend to rise with inflation but so do the prices paid for inputs. Figure 2 shows farm
prices paid, farm prices received and the Consumer Price Index (CPI) over the last three decades; the prices
are indexed to 2011. We can interpret the lowest series on the graph prior to 2011 and highest after 2011
to be the price series with the most annual change. As such, prices received by producers kept up with or
exceeded the CPI from 1991 to 2014. However, prices paid by producers for inputs more than canceled this
out. Sustained economic viability of farms as a result, currently relies on national farm program payments
and increases in farm productivity.

What can I do about inflation?

How long current inflationary conditions will persist is uncertain. However, we can predict with a high
degree of certainty that it will eventually subside. It is important to make decisions consistent with strategic
objectives and not allow current market volatility to blur our view of the future. Avoid purchasing depre-
ciable assets at inflated prices. Consumable inputs should be purchased at prices and quantities that make
sense given the value they add to production and your ability to protect profit margins. Assets that appreci-
ate and benefit from inflationary pressures should only be sold if the sale is consistent with long term objec-
tives. Finally, it is important to keep up-to-date financial records and not overreact to short-term volatility.
A robust set of financial performance benchmarks can provide a sound basis to evaluate rolling averages
and historical ratios. These can help maintain your focus on continuous improvement and help calm your
nerves during volatile times.

~ OTHER RIGHTRISK NEWS ~

NEWS RELEASE - FEBRUARY 22 | RIGHTRISK

Federal Reserve: Rise in Farm Real Estate Values Accelerates

Farmland values continued to increase at a rapid pace through the end of 2021. The recent strength
in agricultural real estate markets has been supported by strong demand, historically low interest
rates and vastly improved conditions in the farm economy . . .
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NEWS RELEASE - FEBRUARY 28 | RIGHTRISK

Fertilizer Economics for Western Producers
Average retail prices for most fertilizers continued to climb the second full week of February 2022, according to
sellers surveyed by DTN. For the second week in a row, prices of all but one of the major fertilizers were higher

compared to last month . . .
For more see: RightRisk.org\News
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HIGHLIGHTED COURSE.:
RISK SCENARIO PLANNING

Risk Scenario Planning Course

A course covering: Introduction to Risk, Risk Strategies, Case Studies: Gates

Creek Land & Livestock, Case Studies: Big Country Farms, Case Studies:

Bell Livestock, Case Studies: Z-F Ranch, Risk Scenairo Planning Tool

Overview, Expectations About the Future, Risk Management Framework,
resource links for further research, and many other features.

For More Information on Risk Scenario Planning in agriculture, see:

RightRisk.org/Courses

Introduction to Risk
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February 1 | Social Media Post
What is a Form 1I-9 and Who Needs One?

February 17 | Social Media Post
Risk Navigator | RightRisk
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February 22 | Social Media Post

February 3 | Social Media Post
Recorded Presentations from RightRisk.org

February 8 | Social Media Post
What are the U.S. Regulations for Child
Labor in Agriculture?

February 10 | Social Media Post

¢Cudles son los reglamentos Estado
Unidenses para el trabajo de menores en
agricultura?

February 24 | Social Media Post
Evaluating Lease Agreements via Right-
Risk Analytics

Check our newest series - a post

Estimating Your Cost of Production every Wednesday covering ag

labor management from ~

AG HELP WANTED: Guidelines for
Managing Agricultural Labor

February 15 | Social Media Post
Management Succession: Where Are We?
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