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Abstract: This study examines factor substitution and energy intensity in the U.S.
agricultural sector. Not only does this study focus on the substitution possibilities between
energy and non-energy factors, but it also attempts to identify the factors that determine
energy intensity. For the empirical analysis, a system of share equations for capital, energy
and labor is estimated to calculate the price elasticities of factor demand. The findings
reveal that energy demand is more elastic than the demand for capital and labor, and factor
substitution possibilities exist across farm production regions. Moreover, the growth rate
of energy intensity is decomposed into various driving forces, such as changes in budget,
factor substitution, output and technology. The findings show that the budget and output
effects are the major driving forces behind the reduced energy intensity, while there are few
factor substitutions and technological improvements to reduce energy intensity in the U.S.
agricultural sector.
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1. Introduction

In the United States, farm production has increased due to the growth of productivity over the last few
decades. According to the Economic Research Service of the United States Department of Agriculture
(USDA-ERS), the annual growth rate of the total factor productivity (TFP) was more than 1.4% between
1948 and 2011, which contributed to substantial increases in agricultural outputs (Figure 1). On average,
agricultural outputs increased at an annual rate of 1.5%, and the use of production factors grew at an
annual rate of less than 0.1% [1]. The growth of production factors has been remarkably stable, but
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the composition of production factors has changed over the period. Between 1948 and 2011, the U.S.
agricultural sector decreased the amount of labor by 78% and land by 26%, but it increased the amount
of capital and intermediate factors (e.g., energy, chemicals, purchased services, seed and feedstock) by
140% and 65%, respectively [1]. That is, the contribution of capital and intermediate factors to the
agricultural output growth has been offset by the negative impact of labor and land on the growth.
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Figure 1. U.S. agricultural output, input and total factor productivity, 1948 to 2011.

While the composition of production factors has shifted from labor and land to capital and
intermediate factors, energy is of great interest among intermediate factors because agricultural
production is very sensitive to changes in energy prices [2–4]. (The use of energy in agricultural
production is typically categorized into two types. The first is direct energy use through the combustion
of diesel, electricity, propane, natural gas and renewable fuels, and the second is indirect energy use
through the application of energy-intensive factors, such as fertilizers and pesticides [2–4]. Through the
direct and indirect use of energy, the U.S. agricultural sector currently uses about 800 trillion British
thermal units of energy according to the U.S. Energy Information Administration (EIA)). In particular,
it is an interesting feature that energy intensity (i.e., the ratio of energy to output) has dramatically
decreased in the U.S. agricultural sector, while energy prices have increased (Figure 2). The reduced
energy intensity might be attributable to substantial increases in energy prices, advances in energy
efficiency or changes in output composition [5,6]. While the increased energy prices could have
forced agricultural producers to reduce the use of energy directly, factor substitution or technological
improvement could have reduced energy intensity by improving energy efficiency [7–10]. If changes
in the energy market conditions (e.g., energy prices) affected production costs, the U.S. agricultural
sector might have increased capital investment in energy-saving technologies to counter high and volatile
energy prices; or changes in output composition could have contributed to the reduction in energy
intensity, because crop and livestock production systems require different energy use.
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Figure 2. Energy intensity in the U.S. agricultural sector, 1948 to 2011.

However, in the literature, there has been little attention paid to the reasons for the reduced intensity
of energy use in the U.S. agricultural sector. Given that energy is a critical factor for sustainable
agricultural production, it is crucial to investigate empirically whether innovative activities for energy
efficiency have occurred to reduce energy intensity in the U.S. agricultural sector. Thus, the objective
of this study is two-fold. First, this study aims to explore the factor demand system of the U.S.
agricultural sector. As many forecasts for substitution-augmenting technological improvement are based
on empirically-estimated elasticities [11,12], it focuses on the price elasticities of factor demand to
examine substitution possibilities between energy and non-energy factors. Second, this study attempts
to identify the factors that determine energy intensity in the U.S. agricultural sector. It decomposes the
growth rate of energy intensity into various driving forces, such as changes in budget, factor substitution,
output and technology. In this study, factor substitution and energy intensity across farm production
regions are compared to provide implications for increasingly scarce energy resources in the U.S.
agricultural sector.

2. Methods

2.1. Translog Cost Model

The translog cost model is widely used to examine factor substitution possibilities [12–23]. The
translog cost model in this study is constructed by a certain assumption about the production structure
in the agricultural sector based on the approach of Fuss [24]. That is, the major production factors, such
as capital (K), energy (E) and labor (L), are assumed to be weakly separable from materials. Since the
weak separability allows one to derive the conditional demand function for the three production factors
without explicit consideration of other production factors, a non-homothetic translog factor cost function
is written as:



Sustainability 2015, 7 13195

lnCt = β0 +
n∑

i=1

βi lnPit +
1

2

n∑
i=1

n∑
j=1

βij lnPit · lnPjt + βY lnYt +
1

2
βY Y (lnYt)

2

+ βTTt +
1

2
βTTT

2
t +

n∑
i=1

βiY lnPit · lnYt +
n∑

i=1

βiT lnPit · Tt + βY T lnYt · Tt

(1)

where Ct is total cost; Pit is the price of factor i for i = K,E,L; Yt is the level of output; Tt denotes a
time trend to capture the state of technology. In addition, β’s are unknown parameters. The conditional
factor demand functions are derived by applying Shephard’s lemma. Differentiating the cost function
specified in Equation (1) with respect to factor prices yields:

Sit = βi +
n∑

j=1

βij lnPjt + βiY lnYt + βiTTt (2)

where Sit denotes the cost share of factor i for i = K,E,L. In Equation (2), βi and βij represent
distribution and substitution parameters, respectively [25]. The distribution and substitution parameters
obey the regularity conditions, so that the cost function satisfies the restrictions corresponding to a
well-behaved production function. Since the shares must add to one, an adding-up condition,

∑
i βi = 1,

is imposed on the distribution parameters. For the substitution parameters, linear homogeneity in factor
prices obeys

∑
j βij = 0 for i, j = K,E,L, and symmetry in factor prices satisfies βij = βji for all

i 6= j. In addition, βiY and βiT measure the effects of output composition and biased technological
changes, respectively, that require adding-up restrictions, such as

∑
i βiY = 0 and

∑
i βiT = 0.

From the estimated parameters, the price elasticities of factor demand are obtained to examine
substitution possibilities between any two factors. The elasticity of the demand for factor i with respect
to the price of factor j is calculated by:

ηii =
βii
S̄i

+ S̄i − 1

ηij =
βij
S̄j

for i 6= j
(3)

where S̄i is the average cost share of factor i for i = K,E,L. The cross-price elasticities measure
substitutability or complementarity. A positive ηij indicates that factors i and j are substitutes, while a
negative ηij represents that they are complements.

2.2. Decomposition of Energy Intensity

Based on the approach of Welsch and Ochsen [5], energy intensity is decomposed into various
influences, such as budget, factor substitution, output and technological effects. The decomposition
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of energy intensity is commonly used to examine the determinants of energy intensity [26–30]. Energy
intensity at time t (et) is written as:

et =
Et

Yt
=
PY t

PEt

SEt (4)

where PY t is the output price, PEt is the energy price and SEt is the energy cost share at time t. From
the estimated energy share

(
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)
, the estimated energy intensity (êt) is decomposed as:
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where the decomposition of energy intensity includes six terms; each term in parenthesis is represented
by êBt, êKt, êEt, êLt, êY t and êTt, respectively. The first term (êBt) measures the extent to which energy
prices affect energy intensity at a given energy cost share, which represents the budget effect on energy
intensity. The second through fourth terms (êBt, êKt and êEt) capture the factor substitution effects on
energy intensity. In addition, the fifth term (êY t) measures the output effect on energy intensity, while
the sixth term (êTt) indicates the effect of technological change on energy intensity.

Based on the decomposition specified in Equation (5), the growth rate of energy intensity is measured
by changes in budget, factor substitution, output and technological effects. The growth rate of energy
intensity is written as:
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êLt
êt

)
+

(
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where ∆êt/êt is the growth rate of aggregate energy intensity and ∆êit/êit denotes the growth rate of
each attribute for i = B,K,E, L, Y, T . In addition, êit and êt indicate energy intensity in a baseline year.
The decomposition in Equation (6) indicates the long-term changes in energy intensity. The positive sign
of the term on the right side of Equation (6) indicates that the attribute contributes to an increase in energy
intensity, but the negative sign represents that the attribute contributes to a decrease in energy intensity.

3. Empirical Results

3.1. Data and Estimation Results

Data are obtained from the Agricultural Productivity published by the USDA-ERS [31]. The data
contain the indices of relative prices and implicit quantities of capital, energy and labor, as well as output
across 48 states for the period from 1960 to 2004: a panel dataset with a total of 2160 observation.
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The data for the 48 states are grouped into 10 production regions according to geographic location of
production, which allows reflecting similarities in agricultural production (Table 1). The production
regions are classified into the Northeast, Lake States, Corn Belt, Northern Plains, Appalachian,
Southeast, Delta States, Southern Plains, Mountain and Pacific regions [32]. It is typically considered
that grains, such as corn and soybeans, are grown in the Corn Belt, Northern Plains and Southern Plains;
oil production is concentrated in the Southeast and Delta States; and fruits and vegetables are grown
mainly in the Southeast, Mountain and Pacific regions. Moreover, beef production is clustered into the
Corn Belt and Northern Plains; dairy production is focused in the Northeast, Lake States and Corn Belt;
and poultry production is concentrated in the Southeast region. Figure 3 describes regional differences
in energy intensity calculated by taking the average of the states’ energy intensity within each production
region. While there were regional differences in energy intensity across the production regions, energy
intensity significantly decreased between 1960 and 2004.

Table 1. Regional classification.

Regions States
Northeast Connecticut, Delaware, Maryland, Maine, Massachusetts, New Hampshire,

New Jersey, New York, Pennsylvania, Rhode Island, Vermont
Lake States Michigan, Minnesota, Wisconsin
Corn Belt Illinois, Indiana, Iowa, Missouri, Ohio
Northern Plains Kansas, Nebraska, North Dakota, South Dakota
Appalachian Kentucky, North Carolina, Tennessee, Virginia, West Virginia
Southeast Florida, Georgia, Alabama, South Carolina
Delta States Arkansas, Louisiana, Mississippi
Southern Plains Oklahoma, Texas
Mountain Arizona, Colorado, Idaho, Montana, Nevada, New Mexico, Utah, Wyoming
Pacific California, Oregon, Washington

Source: Farm Production Regions, USDA-ERS [32].
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 Figure 3. (a) Energy intensity in 1960; (b) energy intensity in 2004.

The factor share equations specified in Equation (2) are estimated by using the pooled time series
data for a cross-section of 10 production regions. To account for regional differences, regional dummy
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variables are added to Equation (2); the variable equals 1 for a specific production region and 0 for
the other production regions. In addition, a structural dummy variable is included to account for two
oil crises over the sample period; the variable is equal to 1 for the 1973 to 1974 and 1979 to 1980
periods and 0 for the other periods. The iterative seemingly unrelated regression technique is used in the
estimation procedure, which ignores serial correlation in the error term (autocorrelation), but accounts
for error correlations across equations [17]. While both homogeneity and symmetry restrictions are
imposed on factor prices, the labor share equation is dropped because the parameters for this equation
are retrieved by using the adding-up restrictions. The estimation results are presented in Table 2, and the
model specification is characterized by high R squared.

3.2. Factor Substitution

The estimated parameters in Table 2 are used to calculate the price elasticities of factor demand
based on Equation (3). The price elasticities of factor demand reported in Table 3 are evaluated at
the five-year average factor shares for the periods of 1960 to 1964 and 2000 to 2004 to represent the
estimates in the 1960s and 2000s, respectively. In the estimated price elasticities of factor demand, all
own-price elasticities are negative and statistically significant, showing that the own-price elasticities
of capital and energy demand in the 2000s are less than in the 1960s, but those of labor demand are
greater. In the 2000s, for instance, a 1% increase in the own prices reduces the demand for capital,
energy and labor by 0.67%, 0.98% and 0.34%, respectively, at the national level. The differences in
the extent to which factor demand responds to its own price are relatively small across the production
regions. Specifically, in the 2000s, the absolute values of the own-price elasticities of capital demand
range from 0.62 (Corn Belt) to 0.72 (Pacific), while those of energy demand vary from 0.94 (Mountain)
to 1.03 (Appalachian). The absolute values of the own-price elasticities of labor demand range from
0.26 (Pacific) to 0.41 (Northern Plains). While labor demand is the most inelastic, energy demand is
more elastic than the other factors, which represents that the U.S. agricultural sector is relatively flexible
to change energy demand in response to volatile energy prices (The estimated own-price elasticities are
close to the long-run estimates obtained by Griffin and Gregory [14], Pindyck [17] and Pindyck and
Rotemberg [33]). Statistical evidence implies that it is easier for most agricultural producers to adjust
energy demand rather than capital or labor demand. From the survey results of Beckman et al. [4], it is
likely that they adjust the absolute amount of energy directly in response to changes in energy prices.

In addition, the estimated cross-price elasticities presented in Table 3 reveal significant substitution
possibilities among the three factors. In the 1960s, statistical evidence shows that there are no
substitutable relationships between capital and energy, except for the Northern Plains, whereas
complementary relationships are shown in some production regions, such as the Northeast, Lake States,
Northern Plains, Southeast and Delta States. However, capital and energy become substitutes in the
2000s (Debertin et al. [34] show that energy in agriculture is a complement for machinery in the 1950s,
but it is a substitute in the 1970s). In the 2000s, statistical evidence reveals that the extent to which capital
substitutes for energy (0.05) is less than that to which energy substitutes for capital (0.16) at the national
level. It is more likely that the U.S. agricultural sector adjusts energy demand in response to capital
prices rather than capital demand in response to energy prices. Similar substitution possibilities between
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capital and energy are also shown across the production regions in the 2000s. The substitution of capital
for energy occurs with a range from 0.03 (Appalachian) to 0.08 (Northern Plains), while the substitution
of energy for capital occurs with a range from 0.08 (Pacific) to 0.23 (Northern Plains). The substitution
of capital for energy implies that an increase in energy prices contributes to capital intensiveness in these
regions, but the extent to which capital is invested in energy-saving operations is relatively small for
each region.

Table 2. Estimation results of factor share equations.

Equation 1 Equation 2

Variables Parameters Estimates Parameters Estimates
Capital βKK 0.019 *** βEK −0.007 ***

(0.003) (0.002)
Energy βKE −0.008 *** βEE −0.006 ***

(0.002) (0.002)
Labor βKL −0.011 *** βEL 0.013 ***

(0.003) (0.001)
Output βKY −0.007 *** βEY 0.004 ***

(0.001) (0.000)
Technology βKT 0.002 *** βET 0.001 ***

(0.000) (0.000)
Structure βKS 0.029 *** βES 0.003 ***

(0.004) (0.001)
Northeast βK1 0.234 *** βE1 −0.008 ***

(0.012) (0.004)
Lake States βK2 0.281 *** βE2 −0.011 ***

(0.015) (0.004)
Corn Belt βK3 0.320 *** βE3 −0.006

(0.015) (0.004)
Northern Plains βK4 0.309 *** βE4 0.018 ***

(0.015) (0.004)
Appalachian βK5 0.245 *** βE5 −0.009 **

(0.014) (0.004)
Southeast βK6 0.231 *** βE6 0.007 *

(0.014) (0.004)
Delta States βK7 0.262 *** βE7 0.018 ***

(0.014) (0.004)
Southern Plains βK8 0.258 *** βE8 0.010 **

(0.015) (0.004)
Mountain βK9 0.253 *** βE9 0.025 ***

(0.013) (0.004)
Pacific βK10 0.217 *** βE10 0.006

(0.015) (0.004)
R-squared R2

K 0.965 R2
E 0.958

Note: Standard errors are in parentheses; *** Denotes statistical significance at the 1% level; ** Denotes
statistical significance at the 5% level; * Denotes statistical significance at the 10% level.
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Table 3. Price elasticities of factor demand.

ηKK ηEE ηLL ηKE ηKL ηEK ηEL ηLK ηLE

1960s
U.S. −0.724 *** −1.114 *** −0.196 *** −0.011 0.735 *** −0.049 1.163 *** 0.143 *** 0.053 ***

(0.022) (0.041) (0.004) (0.011) (0.020) (0.048) (0.025) (0.004) (0.001)
Northeast −0.725 *** −1.202 *** −0.180 *** −0.025 ** 0.750 *** − 0.156 ** 1.358 *** 0.140 *** 0.040 ***

(0.023) (0.062) (0.004) (0.011) (0.021) (0.072) (0.037) (0.004) (0.001)
Lake States −0.721 *** −1.185 *** −0.197 *** −0.019 * 0.740 *** −0.121 * 1.307 *** 0.154 *** 0.042 ***

(0.021) (0.058) (0.004) (0.011) (0.019) (0.068) (0.035) (0.004) (0.001)
Corn Belt −0.717 *** −1.127 *** −0.214 *** −0.008 0.726 *** −0.043 1.170 *** 0.163 *** 0.051 ***

(0.020) (0.044) (0.005) (0.010) (0.018) (0.051) (0.027) (0.004) (0.001)
Northern Plains −0.696 *** −1.051 *** −0.274 *** 0.019 ** 0.678 *** 0.076 ** 0.975 *** 0.203 *** 0.071 ***

(0.016) (0.028) (0.005) (0.008) (0.015) (0.033) (0.017) (0.004) (0.001)
Appalachian −0.724 *** −1.218 *** −0.144 *** −0.041 *** 0.765 *** −0.210 *** 1.428 *** 0.106 *** 0.038 ***

(0.029) (0.066) (0.004) (0.015) (0.027) (0.077) (0.040) (0.004) (0.001)
Southeast −0.722 *** −1.116 *** −0.153 *** −0.030 * 0.752 *** −0.094 * 1.210 *** 0.101 *** 0.052 ***

(0.030) (0.042) (0.004) (0.016) (0.028) (0.049) (0.025) (0.004) (0.001)
Delta States −0.713 *** −1.112 *** −0.140 *** −0.038 *** 0.752 *** −0.104 ** 1.216 *** 0.088 *** 0.052 ***

(0.035) (0.041) (0.004) (0.018) (0.032) (0.048) (0.025) (0.004) (0.001)
Southern Plains −0.724 *** −1.071 *** −0.206 *** −0.002 0.726 *** −0.005 1.076 *** 0.142 *** 0.063 ***

(0.022) (0.032) (0.005) (0.011) (0.020) (0.038) (0.019) (0.004) (0.001)
Mountain −0.715 *** −1.048 *** −0.240 *** 0.013 0.702 *** 0.043 1.005 *** 0.168 *** 0.071 ***

(0.019) (0.028) (0.005) (0.010) (0.017) (0.033) (0.017) (0.004) (0.001)
Pacific −0.724 *** −1.085 *** −0.203 *** −0.005 0.729 *** −0.019 1.104 *** 0.143 *** 0.060 ***

(0.022) (0.035) (0.005) (0.011) (0.020) (0.041) (0.021) (0.004) (0.001)

2000s
U.S. −0.672 *** −0.983 *** −0.341 *** 0.053 *** 0.618 *** 0.164 *** 0.820 *** 0.238 *** 0.103 ***

(0.014) (0.018) (0.005) (0.007) (0.013) (0.021) (0.011) (0.005) (0.001)
Northeast −0.691 *** −1.014 *** −0.297 *** 0.034 *** 0.656 *** 0.115 *** 0.899 *** 0.211 *** 0.087 ***

(0.015) (0.022) (0.005) (0.008) (0.014) (0.026) (0.013) (0.005) (0.001)
Lake States −0.628 *** −0.992 *** −0.394 *** 0.054 *** 0.573 *** 0.216 *** 0.776 *** 0.294 *** 0.100 ***

(0.011) (0.019) (0.006) (0.006) (0.010) (0.023) (0.012) (0.005) (0.002)
Corn Belt −0.620 *** −1.007 *** −0.397 *** 0.048 *** 0.572 *** 0.215 *** 0.791 *** 0.304 *** 0.093 ***

(0.011) (0.021) (0.006) (0.006) (0.010) (0.025) (0.013) (0.005) (0.002)
Northern Plains −0.640 *** −0.944 *** −0.408 *** 0.082 *** 0.558 *** 0.226 *** 0.717 *** 0.278 *** 0.130 ***

(0.012) (0.014) (0.006) (0.006) (0.011) (0.016) (0.008) (0.005) (0.002)
Appalachian −0.671 *** −1.025 *** −0.322 *** 0.033 *** 0.637 *** 0.136 *** 0.889 *** 0.240 *** 0.082 ***

(0.014) (0.024) (0.005) (0.007) (0.012) (0.028) (0.015) (0.005) (0.001)
Southeast −0.684 *** −0.981 *** −0.324 *** 0.053 *** 0.632 *** 0.147 *** 0.833 *** 0.220 *** 0.104 ***

(0.015) (0.018) (0.005) (0.007) (0.014) (0.021) (0.011) (0.005) (0.001)
Delta States −0.655 *** −0.946 *** −0.387 *** 0.079 *** 0.576 *** 0.206 *** 0.740 *** 0.260 *** 0.127 ***

(0.012) (0.014) (0.006) (0.006) (0.012) (0.017) (0.009) (0.005) (0.001)
Southern Plains −0.691 *** −1.001 *** −0.303 *** 0.040 *** 0.651 *** 0.124 *** 0.877 *** 0.210 *** 0.093 ***

(0.015) (0.020) (0.005) (0.008) (0.014) (0.024) (0.012) (0.005) (0.001)
Mountain −0.679 *** −0.943 *** −0.356 *** 0.077 *** 0.602 *** 0.175 *** 0.768 *** 0.228 *** 0.128 ***

(0.014) (0.014) (0.006) (0.007) (0.013) (0.016) (0.008) (0.005) (0.001)
Pacific −0.717 *** −0.991 *** −0.258 *** 0.036 *** 0.681 *** 0.081 *** 0.911 *** 0.162 *** 0.096 ***

(0.020) (0.019) (0.005) (0.010) (0.018) (0.022) (0.012) (0.004) (0.001)

Note: Standard errors are in parentheses; *** Denotes statistical significance at the 1% level; ** Denotes
statistical significance at the 5% level; * Denotes statistical significance at the 10% level.

Moreover, there exist substitutable relationships between labor and energy in the 1960s and 2000s.
While the extent to which labor substitutes for energy in the 2000s is greater than in the 1960s, the
extent to which energy substitutes for labor is less. Specifically, in the 2000s, the energy-price elasticity
of labor demand is about 0.10, but the labor-price elasticity of energy demand is about 0.82 at the
national level, showing that the U.S. agricultural sector tends to increase energy use in response to an
increase in labor prices. The estimates for all regions also show consistent results regarding substitutable
relationships between labor and energy. While the energy-price elasticities of labor demand range from
0.08 (Appalachian) to 0.13 (Northern Plains), the labor-price elasticities of energy demand vary from
0.72 (Northern Plains) to 0.91 (Pacific). Interestingly, the U.S. agricultural sector is more likely to
respond to capital and labor prices, thereby substituting energy for them. This demonstrates that there
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are more incentives for the U.S. agricultural sector to increase energy intensiveness to cope with an
increase in capital and labor prices. Admittedly, the U.S. agricultural sector also increases labor and
capital intensiveness in response to an increase in energy prices, but the extent to which it replaces
energy with capital and labor is very small for each region.

3.3. Energy Intensity

The decomposition method allows one to identify the driving forces of energy intensity changes in
the U.S. agricultural sector. While energy intensity is decomposed into budget, substitution, output and
technological effects, the decomposition of the growth rate of energy intensity shows how much the
driving forces have contributed to changes in energy intensity over the period from 1960 to 2004. Again,
the five-year average values for the periods of 1960 to 1964 and 2000 to 2004 are used for the base and
comparison year, respectively. Table 4 reveals the decomposition results of energy intensity changes
based on Equation (6). The estimated energy intensity at the national level decreased by about 37.8%,
which was driven mainly by the budget (24.5%) and output (21.3%) effects. While the U.S. agricultural
sector experienced the substantial growth of productivity to reduce energy use, the sector should reduce
energy intensity because agricultural producers could not endure increasing energy costs under their
budget constraints. On the other hand, factor substitution had little influence on the reduced energy
intensity. The increased capital price triggered the reduction in energy intensity by 0.3%, whereas the
increased wage rate increased energy intensity by 6.0%. There was also little technological improvement
to reduce energy intensity. The direction was from energy-intensive to energy-saving technology, but it
contributed to the reduction in energy intensity only by 0.5%.

The estimated energy intensity also decreased at the regional level with a range from 24.6%
(Mountain) to 47.5% (Corn Belt). The budget effect was one of the main driving forces across the
production regions, which varied from 15.8% (Mountain) to 32.1% (Delta States). Most production
regions could not afford to bear the increased energy costs under their budget constraints. The output
effect was also another driving factor that consistently contributed to the reduction in energy intensity
across the production regions. From the negative output effects with a range from 13.4% (Mountain) to
25.9% (Delta States), statistical evidence reveals that the increased agricultural production has required
less energy, inducing the reduced energy intensity.

On the other hand, there exist regional differences in factor substitution effects due to changes in the
substitution rates between energy and non-energy factors. The energy substitution for capital had little
contribution to the reduction in energy intensity. While capital prices decreased energy intensity in the
Lake States (0.9%), Appalachian (0.4%), Southeast (0.8%) and Mountain (7.1%) regions, they increased
energy intensity in the Northeast (0.2%), Corn Belt (3.1%), Northern Plains (2.5%), Delta States (3.9%),
Southern Plains (1.2%) and Pacific (0.6%) regions. However, the energy substitution for labor increased
energy intensity in most regions, except for the Corn Belt. While the substitution of energy for labor
reduced energy intensity in the Corn Belt by 1.6%, the factor substitution effects led to an increase in
energy intensity with a range from 2.5% (Southern Plains) to 13.7% (Mountain).
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Table 4. Decomposition of energy intensity change.

∆e
e

Budget Substitution Output Technology
Capital Energy Labor

U.S. −0.378 *** −0.245 *** −0.003 ** 0.027 ** 0.060 ** −0.213 * −0.005 **
(0.013) (0.092) (0.001) (0.012) (0.026) (0.111) (0.002)

Northeast −0.412 *** −0.262 *** 0.002 * 0.033 ** 0.038 ** −0.217 * −0.005 **
(0.006) (0.094) (0.001) (0.016) (0.017) (0.117) (0.002)

Lake States −0.315 *** −0.235 *** −0.009 ** 0.025 ** 0.130 ** −0.221 * −0.005 **
(0.032) (0.089) (0.005) (0.011) (0.055) (0.115) (0.002)

Corn Belt −0.475 *** −0.279 ** 0.031 ** 0.050 ** −0.016 ** −0.256 ** −0.006 **
(0.008) (0.112) (0.015) (0.022) (0.006) (0.127) (0.002)

Northern Plains −0.429 *** −0.281 *** 0.025 ** 0.044 ** 0.028 ** −0.240 * −0.006 **
(0.020) (0.107) (0.013) (0.020) (0.012) (0.124) (0.003)

Appalachian −0.352 *** −0.249 *** −0.004 * 0.024 ** 0.097 ** −0.216 * −0.005 **
(0.020) (0.088) (0.002) (0.012) (0.043) (0.118) (0.002)

Southeast −0.352 *** −0.243 *** −0.008 * 0.023 ** 0.086 ** −0.206 * −0.005 **
(0.017) (0.087) (0.004) (0.011) (0.038) (0.111) (0.002)

Delta States −0.416 *** −0.321 *** 0.039 * 0.056 ** 0.076 ** −0.259 * −0.007 **
(0.034) (0.106) (0.021) (0.027) (0.036) (0.147) (0.003)

Southern Plains −0.435 *** −0.258 *** 0.012 ** 0.027 ** 0.025 ** −0.236 * −0.005 **
(0.002) (0.099) (0.006) (0.012) (0.010) (0.122) (0.002)

Mountain −0.246 *** −0.158 *** −0.071 * −0.016 ** 0.137 ** −0.134 * −0.003 **
(0.008) (0.058) (0.037) (0.007) (0.059) (0.071) (0.001)

Pacific −0.408 *** −0.247 ** 0.006 ** 0.026 ** 0.035 ** −0.223 ** −0.005 **
(0.009) (0.097) (0.003) (0.012) (0.014) (0.113) (0.002)

Note: Standard errors are in parentheses; *** Denotes statistical significance at the 1% level; ** Denotes
statistical significance at the 5% level; * Denotes statistical significance at the 10% level.

In addition, technological changes had little contribution to the reduced energy intensity across the
production regions. The technological improvement reduced energy intensity with a rage from 0.3%
(Mountain) to 0.7% (Delta States), but its magnitude was very small for each region. Combined with
the weak energy-capital substitution effects, the effects of technological changes on energy intensity
provide critical implications for energy use in the U.S. agricultural sector. That is, the factor substitution
and technological effects differ across the regions, but the extent to which their effects reduce energy
intensity is not apparent in the results. While the growth of agricultural production appears to require
less energy use, it is unlikely that the U.S. agricultural sector has invested capital in energy efficiency or
pursued technological improvement to reduce the dependence on energy. It is more likely that the U.S.
agricultural sector has reduced energy intensity directly due to the budget and output effects.

4. Summary and Discussion

The inspiration for this study comes from the documented reduction in energy intensity in the
U.S. agricultural sector. While the U.S. agricultural sector has increased the amount for capital and
intermediate factors, energy intensity has dramatically decreased over the last few decades. The reduced
energy intensity is attributable to increases in energy prices, advances in energy efficiency or changes
in output composition, but the literature has paid little attention to identifying the determinants that
contribute to the reduction in energy intensity. Given that energy is an important factor for sustainable
agriculture, not only does this study contribute to examining the factor demand system with a focus on
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substitution possibilities between energy and non-energy factors, it also identifies the factors that induce
the reduced energy intensity. Moreover, this study contributes to the literature by providing statistical
information about regional differences in factor substitution and energy intensity.

The empirical analysis in this study was performed by using the translog cost model, which offered
critical values in terms of the price elasticities of factor demand. The estimation results indicated that
energy demand was more elastic than the demand for capital and labor, implying that agricultural
producers were more flexible to adjust energy demand in response to rapid changes in energy prices
rather than to adjust capital or labor demand. Substitution possibilities between energy and non-energy
factors existed at the national and regional levels in the 2000s, but the results showed that the U.S.
agricultural sector had more incentives to increase energy use in response to rising capital and labor
prices rather than to increase capital and labor intensiveness in response to increasing energy prices.
Moreover, the decomposition results indicated that the budget and output effects were the major driving
forces behind the reduced energy intensity. There were few factor substitutions and technological
improvements to reduce energy intensity in the U.S. agricultural sector. Variations existed across regions,
but it was likely that the increased energy prices forced the U.S. agricultural sector to reduce energy
intensity due to the energy budget constraints, while the output growth required less energy use in
agricultural production.

The empirical findings in this study would be in line with previous studies. While the output effects
would be attributed to the substantial growth of productivity over the last few decades, the budget
effects could be explained by the survey results of Beckman et al. [4]. The significant budget effects
in this study would be consistent with their survey results, because they showed that most agricultural
producers would keep engines served, reduce trips over a field or decrease the absolute amount of energy
in response to higher fuel prices. Moreover, the findings regarding factor substitution and technological
improvement would be in accordance with the findings of Wing [6], who showed that the price-induced
substitution of variable inputs would generate transitory energy savings, while innovation induced by
energy prices would have only a minor impact on the U.S. economy. As a consequence, the budget and
output effects were the main driving factors that reduced energy intensity in the U.S. agricultural sector.
Innovative activities to reduce energy intensity would be needed for sustainable agricultural production,
because they could reduce the risk associated with uncertain energy prices.
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