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The.l#@t'feV'years have seen some tremendous extreues in onion
vields and prices and in onion growers' incomes. The next few years

could be Just as ervatic. With costs rising end farms getting larger
the effect of & crop failure or a run of lovw prices could-be more
serious than it might have been a few years 8go. What can be donme to

guard against such unfortunate events?

Farm business operations

The first ling of defense against:an,uncertain future is to make
sure your farm business is capable of returning the highest income
possible, and that your livipg standards leave some margin of safety.
This means careful attention to all aspects of pansgement from plenning
o organizing end controlling the operation. You need to keep up with
the latest information on varieties, cultural practices, and pest :
control -so that you secure the highest possible yields.” Good recoxds
are essential for proper control of expenses. You should know the
earning capacity of .youxr farm under typical or average yields and
prices, and maiantain your sténdardfof'liviﬁg so that you can continue
to expand your investment or set up fihancisl reserves. If you have
a good profitable business under, normal tires you will be in position

to withstand a year or two ol
recever guickly.

‘{ow prices or reduced ylelds, or at least’

There are some special considerations, however, that enter into
management of & risky business such ag onion growing apart from the
usual concerns. These have to do with production uncertainty, price .
wncertainty, and the combined effect of these two on income uncertalnty-.
T would 1ike to discuss what you can do on your ‘own, and some remedies
thet mey require group action, either voluntary cooperation ox through
government regulation. ) ’ B

-Production risk

Production problems are an important source of instebility in
income, affecting both revenues snd expenses. Yields are the best
indicator we have of production Tisk, although official yield pstimates
do nmot tell the whole story. Production risks vary from one location
to snother. Average ylelds of onions gathered by the New York Crop
Reporting Service indicate scme of the differences (table 1). Over the

% Opnion Industry Heeting, Cenandaigua, N¥ew York, February 26, 1976.
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TABLY 1:' NEW YORK OWION YIELDS BY SECTIONS

Year Orange {Orlesns ‘ SBteyben Wayne .
‘ County Genesece Oswego Madison - Yates Other Hew York

‘ Ontaric Average
50 pound bags per acre -

1968 LY 760 THO 280 650 &8z E50

1969 520 660 610 590 620 630 570
1970 3 760 740 700 780 538 - 680
1971 620 670 660 - 180 620 558 - €20
1972 360 516 L80 300 340 hsg - Lo
1973 350 50 620 k70 600 568 hhko
1974 530 560 430 b0 500 o8 580
1975 500 510 59h 500 500 520 510
Average 512 625 613 572 576 557 245
High £k0 760 TEO . F00 780 682 680
Low 350 510 430 280 340 b0 400
Rangs 260 250 330 420 Lho o8 . 280

Source: New York Agricultural Stetisties, Hew ¥ork Crop Reporting
Servics, Albany, New York.

past § years the Orleems-Genesee (Elba) ares hes had the highest

sverage yields and nsrrovest range from high to low. AL the other
extrens Madison County {Canastota) has had the lovest average ylelds -
snd shares with Steuben-Yetes-Ontario {Potter and Prattsburg) the great-
gst renge. The average for the State falls between these two extremes.

Even in the same arvea some growers seem to be able to avoid disasters
better than others. Careful attention to tillage, spacing, and other
eulturel practices apparently will reduce the impaet of bad westher.
Tmprovement of irrigstion snd drainage operatlons can help avold the
raveges of floods or drought, of hedges or other windbreaks the effects
of high winds, and of wariety selection and otheér cultural practices
the damage froum. unseasonsble tewperatures. Most of these practices
sither cost money or reduce the size of the erop in return for reducing
risk, 80 there is some trade-off that should be considersd. But costs
in onion growing are rising to the polnt where yield losses have become
very expensive, and make most such practices profitable.

Yields do not follow the ssuwe patitern in all sreas in New York.
The 1970 growing season was & good one in most aress, but not as good -
as 1968 in Oswego. The 1972 season, largely dae to Hurricane Agnes, -
was a disaster in most areas, bub not as bad s 19Th in Wayne County
and Oswego. B

Crowers Taced with extreme production risk sometimes disperse
their operations over & larger territory to avoid local crop failures,
Wpeat Tarmers on the Ureet Plains ofi{en operate in several counties
to spread the weather risk, even though costs way be higher than if
the operations were all at one locatiocn. An onion grower could avold
risk by farming in Orange County &s well ss in Elba, but the cost could



we prohibitive.

Insurance is available for some growing ecrops, and changes &n
uncertain cost-into a known exnense.;;P:ivate companies sell hail
insurance on small grains in the MidwestL The Federal Government offers
multiple risk insurance on & number of crops, 1nc1uding grapes In New
York. Insurance on potatoes was tried but discontinued. The premlums a
got too high in relstion to coverage, and participation declined. '
Experience with fruits and vegetables, apart from citrus, has not been

 favorsble. Mansgement is too important in affecting production rigks
that poorer menagers tend to seek coversge, requiring higher rates and
resulting in continued deficits in premiums relative to indemnities.

The best approach for the onion grover faced With production
“risks is to grow the heslthiest and blggest crop feesible, maintain
soil in &5 good condition as possible, attend to ditches and- windbreaks,
and work hard in suppdrt of community projects to obtain better control
of water levels in the area. With good management and some luck you
can join the group that always seems to be able teo get a eyop evén
under the worst westher conditions.

-Price risks

You know how much prices can VaYy even within one season. Top

rices may occur early in the season, at mid-season, or toward the and
(?able 2) Over the past 8 yeers, a¢cording to Market News reports,
 there were two years when highest onion prices came at harvest time,
two when they came in January, and four years in March. Of course, it
everyone tried to sell at the top the prices would not have followed
this pattern. Who is to know &t the teginning of the season which way
prices will go? The rule of thumb tc sell early on & big crop and hold
on 8 short crop seems to work for extreme situations, but is not much
gulde for years like 1975. The best strategy for most growers is =
Pairly steady rate of sales throughout the season. Few growers have
the equipment snd lsbor to ship & large volume in a short time. The .
market requires a steady flow of cnions. ‘

Average onion prices very widely from one year to the next mainly
because of changes in the size of the pational onion crop and the, Tact
thet onicns in total have what is called an inelastic demand.. Changes
in the crop size are mainly -due to ehanges growers make in acreage,
apperently respopding to last year's prices. Thege acreage changes are
often pompounded with iunexpected weather conditiors that make it
difficult to predict the market. .Crowers all across the country seem
€0 interpret the vrice signals in Just sboul the same way. The March,
1976, intentions will probably indicate that growers intend to incresse
scresge this spring, but if the Texas crop is early and large and prices
fall iz March snd April we'mgy be saved from an oversupply next fall.

Growers have attempted for many yeers to insulate themsclves
against changes 1n prices. Individually they have tried vertical inte~ .
gration and the use of futures contractS;
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TABLE 2: WESTERY AMD CITITRAL KNEW YORK OMI0ON. PRICES

- Bulk Price to Growers U.S. Wo. 1 medium_ye;;éy<glabe

Season Oétober

Januanyaﬁl :f:wffﬂm;gh
Qaé hundreﬁweight{::" i

1968 $ 300 $2.00-2.75 T 1?65w2,?5 ‘
1969 3.00-3.50 L.00-8.00 - $.50--8.00
1970 2.00 1.50-1.75 1.00-1.25
19?1 20?5"’39 ?5 2»?5"3&25 3-09“"3’@05@
1972 . 7.00-8.00 9.00=-14 .00 15,00-18.00
1973 6.00 £.50-12.00 ,00-5.00
197Th 3.00-4.50 %, 00 5.00~-7.00

9.00~10.00 ' ‘

1975 7.00-8.00

Souree: Marketing New York State Onions, Federsl - State Market News
Service, Rochester, New York.

Yertical igﬁegraﬁiqg

Vertical integration in this case meens doing more of the marketing.
The grower bulk or wholesale price of most comaodities tends to vary
more from yzar to year than prices further up the marketing chennel
end expecially at retail. The U.S.D.A. recently reported that Hew York
onions so0ld in New York City in Novenber 19Th for 19.0 cents per pound,
of which the New York grower got 4.7 cents. A year later the retall
price rose to 23.2 ceuts, and the grower returns to 9.4 cents. The
grower veturn doubled, but the retail price went up by less than one
quarter. The marketing mergin actually declined. C

Sowme growers pack and ship onions in volume partly to reduce price
risk. Other growers, perhaps with smaller volume, grade and pack for
gsle to local supermarkets or on farmers' downtown markets. These growels
can avold some of the price extremes thet those who sell in bulk encounter.

Futures contracts

Orgenized commodity futures markels provide a mechanism for some
fervmers to avoid price risks, but not for onlon growers any more.
Some New York field corn grovers are now considering whether %o sell
December futures and essentially lock themselves into 8 known prics.
A study done at Cornell a few years ago found that Long Islsnd potato
growers could reduce price veriation by selling Maine November futures
each spring just prior ¢o plenting, without much change in the average
price they would have obtained over a pericd of years. Under these
conditions most potato grovers still appeared to prefer to take-the
risks rather than hedge on the markel. ST

Some growers can contract with processors in edvence of planting
at prices that do not change much from year 0 yesT. This option 1s
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not availsble to meny onion growers in New York, but for some can serve
to reduce price variation on & part of the crop. :

The possibility of entering into long term contracts with fresh
produce buyers has been considered from time to time. There would
seem to be advantages on both sides. 'But such an arrangement would
take a great deal of trust and commitment by both sides in addition to
the signatures on the contract, and this may be lecking in most cases.

In summary, the grower selling in bulk from week to week is at the
merey of & highly varisble market. Individualg can reduce price
variability by deing more of the marketing or by entering into longer
term contracts. They also should consider whether the costs of marketing . .
can be recovered or whether provisions of the contract would be sufficiently
favorable, ss well as the advantage of less price variation.

Group actiénf

Growers collectively heve sometimes been able to partislly
insulate themselves from price variastion, provided that they were willing
to allow market forces to operate relatively freely. One way to do
this is through & grower cooperative or marketing company. Such an
operation can gain the advantsges of both market integration and some.
dispersion of risk. The members of the ProwFac Cooperative that market
their products through. Curtice-Burns, for exsmple, share in the risks.
by pooling the profits or losses obtained from marketing a 1arge number
of preducts through one organization. '

Direct production control to reduce variation in supplies might appear
t0 be feasible, but would encounter meny problems in application. Our
experience with potaic acreage allotments following World War I
demonstrated hovw difficult it was to operate such a program. Acreage
allotments tended to freeze existing production patterns. Our economie
system for all its faults does prcvide for changes necessary to permit
the sdoption of new methods the shifts from one area to ancther, and
the growth.of successful enterprises. Letting merket forces make these

declsions seems cruel at times, but at 1east is’ impartial and encourages
PrOgress.

Buffer“stocks or fﬁﬂds

Without directly controlling production grower prices might still
be given greater stability by some means of supply or financisal
mansgement . In years of larger than normal production part of the crop
could be set eside at the beginning of the season, and then could be
fed back into market chennels if supplies ran short. There nay be
“difficulty in developing such a program since the publie still objects
to the destruetion of food products. Unfortunately fresh onlons cannot
be carried . from one season to the next. Frozen cherries can, of course,
snd this is the basis for the Tart Cherry Marketing Crder. Removal of
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supplies of caions in years of over production would support the ﬁﬂfkéﬁ
in pericds of depressed.prices, bul not do much to esse ghortages in
years of small cr@pa, . .

An@thaf appr@a»h &1&@ requlring puhlxc @upp@rt wou}ﬁ be to set
sside part of the revenue fyom the crop ﬁuring—years of high prices .
end use such Punds to au@piement returns in years of low prices. . Levies_,i
mede in bigh price years would be returned in low price years. This
world require accurete records of grover ‘sales, and impostant decisions
on timing and emounts of payment inte snd out of the fund. Su@h pulter
tunds, 88 they are called, have been used in ‘countries such.as Australia
to stabilize wheat prices. Gr@war$@ of e@urse$ c@uld set up thelr own
puflay fuﬂﬁo- -7

%ﬁﬁeﬁh@% similayr to the buffer fund &@ncept ﬁ% tha% af priﬁe
insursnce. British Columbls has sttempted to operate govermment
sponsored price or incoms insurance programs for frult grovers with
premiums paid in pert by growers and in part by the Province. ?rie@g,
however, is not really. scm@thzng that cab be insured, and many problems
have bean. @nc@unt@red in @pe a&img thi& program. - .

Mzlor ch&mgeg in m&fke% @ric&s from one S@&ﬁﬁn Lo the m@xﬁ are
mainly - due to changes in supplleao Bupply menagement, & p@pular LErE,
can be very difficult for a crop that can be so widely grown. .. GrQWerﬁ
can still reduce the price risk, but not entirely, Ly pefforming more .
marketing services, entering into longer term contracts; or eoﬂparating
voluntarily with growers of other commoditlies: Government Programs.
pay ersate move problems than they solve..

ITneome uncertainty

?rzﬁe and pf@&a@tiua risk would not be so serious 17 they offset
each other, and low prices ocourred when growers, got high yields and
vice verss. . bmﬁ@rtunate&y this does mot heppen. Because of the ineiasﬁic
nature of demand onion prices Tluctuate more then totael production, )
small crops ave worth mors than large ches, and onion prices and grover )
incomss tend o go up snd down together.

Two ways L0 reduce annuval varietion in income are through diver-
gification and tax mansgement, while the effects of income variation can
be avoided by appropriaste use of eredit or savings prograws.

Diversification

Ei#er&ifimaticn iz & common way t¢ reduce income v&rmaﬁxﬁna Growers
who specislize in onion production are in a more risky position, alﬁhough
they mey do bebber over ths ionger Tun, than are those who grow sevaral
Srops such m@ 0ﬂi©ﬁﬁ anﬁ p@tatoesﬁ' Besnt camblnatlsns of enterprises
imclude crops that &o not Have the same flucﬁuatlons in prices or. grww
well under different weether conditions.



Some growers or their wives have part time or full time jobs off
the ferm. These jobe can provide a basic income during perieds of low
prices or crop failure, but mey also hamper the operation of the ferm.

Shifting acreage from one crop to another in anticipation of
changing market prices can be very risky. Since onion growers generally
have had & good year this might be the time to reduce onion acreage, if
Blternatives are available. The danger in shifting from one crop to
another is thst uscertain wveathey can'still heve an unexpeate& impact
on the size and value of the crop next year.

Iocome tax mansgement

‘Under an income tax system with progressively higher rates for
higher incomes those growers with fluctuating incomes psy more tax then
those with stable incomes. But several actions can be taken to reduce
the added tax burden end bring greater stabllity to after tax income,

Before the #nd of the tax year an estim&te ghoulfl be made of taxable
income L0 determine the size and type of tax problems. You may have
an opportunity to sche@ule sales of onions or of capital items ‘o
even out income. Purchases of next years' seed, fertilizer, or pesticides
can a8]ls80 be made in advance, slthough within certain limits. Growers
frequently make msjor capital investments in years of high income since
funds are available and the impact on the tax is substantial. There
ere hidden costs in replacing equipment too early or in making unnece
essary investments simply because of the tax effect. I{ may be better
to pay the tax and use the remaining funds to reduce the mortgsge.
If the mortgage is all-pald off and further capital investment is not
needed one might consider a tax sheltered pension plen such as Keogh .
or Individual Retirement Account.

&fter the end of the tax year care should be taken to insure that
tax liability is reduced to the minimum through choice of depreciation
methods and rates snd the selection of either standard or itemized
deductions. Investment credit records should be completed whether
cr@dit is used in the current yesr or not.

In years of high income the income averaging provision mey help
reduce taxes 1T current vear income iz at least $3,000 more than 120
percent of the average taxshle income of the past four yesrs. If a loss
was incurred within the previous four years the smount may be applied
against the current year's income. In years when losses are sustained
part of the tex peyment of earlier years may sometimes be recovered.
Unfortunately personsal exemptions, allowances, and deductions not taken
in years of low income are permanently lost.

Savings oy credit ‘.

In & visky buziness it is desirable but not always possible to
heve some Ravings to fall back on following a series of sdverse years.
Most grovers are short of fundes even after & good year, but those that
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ean should consider setting up some fbxm.df‘eme;ggﬁpy fund. Fortunately
our eredit ugencies are well established gnd can help tide growers

over periods of financial shortage. From a prectical business stand-
point tHe credit agency needs to be asgured of the earning potential of

the business over the longer rum, and this requires conservative

estimates of future income besed on expected yields, prices, and ?rbﬂuﬁti?ﬁ

costs. Again, good records and & realistic operating budget will help
in obtaining financial support over a period of aifficult tines.

Conclusions

The onion business is fill of risk and uvncertainty. For many -
growers that is & challenge they enjoy. But if you are concerned about
prospering, or even surviving, under these conditions there are a few
points to consider. | R o

1. The best defense sgainst uncertalmty is a financislly sound
business. If you can get high enough yields and keep costs under control
5o that you can grow oniona for $4 pef'hundred you are in much better
position to survive a bad year or two than if your costs dre $6 per
hundred. . You may not make money every year but yow will stiil be shead
in the long run. o ) ‘

2. Healthy, fast growing, early meturing plants can ususlly
withstand unfavorsble weather and pestis of one kind or snother much
vetter than weak slow growing specimens. Grovers who get good yields
in good years often do not have as severe losses &8 others in poor
growing seasons.

3, Actively support cormunity or regicnal projects to improve
coptrol of the water table in your region. Rainfall varistion ig one
of our most serious weather hazerds. Improvements in our ability to
hapdle floods or droughts will pay big dividends In the fubure.

W, TLook eriticslly at your marketing methods. If you sell
entirely in bulk can you toke the kind of price variastion this invelves?
thould you consider doing mere of the marketing yoursell, selling under
iongey term contract, or cooperating with others to share the riskl

5. Supply management shovld be considered, bhut no simple scheme
111 eliminate Pluctustionms in market prices. A partial reduction mey
he achieved, but at some egpenSe_and 1oss of individual initiative.
Only you can declde gyhether the benefits are likely %0 outwelgh the

expenses

§. If your only business 1is growlng onions you know wnat kind of
s rollercoaster you are riding. You can avoid soms of the panlc, and
the thrill, by diversifying into other crops, or taking a Job . even
part tlme off the farm. This may be more necessary if you &re in & high
visk arss. -
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T. Our tex system provides cerkain opportunities for those with
varisble incomes to avold part of the additional burden a progressive
tex rate would otherwise impose. Make sure you take advantage of such
provisions, but at the same time do not make unnecessary purchases
in good yeara simply t0 reduce the tax payment.

8. Keep on good relations with your credit sgency. This means
maintaining sccurate and complete records from which to prepare
financial statements. A clear plcture of the earning capacity of your
farm under typical conditions will be the most effective means of

securing fipancial help to tide you over a difficult time.



