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The Political Economy 
for the 1995 Farm Bill 
8. L. Flinchbaugh. Kansas State University 
Mark A Edelman. Iowa State University 

Background 

W ill there be a farm bill in 
1995? As the debate 
begins over what has 

become an expected ritual every 
four to five years, the political 
economy is such that some are 
asking that fundamental question. 
How much of the farm bill debate 
will be settled in the implementing 
legislation for Uruguay Round 
Agreement (URA) of the General 
Agreement on Tariffs and Trade 
(GAIT)? 

The 1990 farm bill expires 
with the 1995 programs. The 1990 
farm bill, like its more recent 
predecessors, is an amendment to 
The Agriculture Act of 1949, 
which was the last permanent 
legislation. If a 1995 bill is not 
passed, farm policy reverts back to 
the pennanent legislation which 
means "high" price supports and 
producer referenda on mandatory 
production controls. Along with 
traditional price and income policy 
for farmers, food assistance, food 
safety, conservation and environ
mental programs are at stake. 
Traditional farm bills have become 
broad-based and complex in that 
they involve issues and affect 
constituencies far beyond the farm 
gate. 

There are five broad-based 
alternative strategies that the 
Congress could pursue. 

• The 1990 Act expires, no new 
bill is passed, and the 1949 
pennanent legislation is 
implemented and enforced. 

• The 1949 Act is repealed, and 
farm bills become a part of 
history. 

• The 1949 Act is repealed, and 
the 1990 farm bill is made 
permanent legislation. 

• The 1990 Act is renewed with 
"minor" modifications. 

• A new farm bill is passed 
overhauling food and agricul
ture policy. 

The Clinton administration 
has stated that the farm bill will be 
guided by the federal budget, the 
international trade situation and 
environmental constraints. High 
price supports and mandatory 
production controls do not fit with 
a policy of expanding world trade. 
Production controls are, however, 
less costly than current programs. 
The 1949 Act is certainly not 
environmental legislation given 
today's interpretation of that term. 
The threat of the permanent 
legislation has previously produced 
a farm bill and will likely do so 

again unless Congress repeals the 
permanent legislation. 

Farm bills since 1954 have 
contained at least four basic 
elements including price and/or 
income supports, stored reserves, 
voluntary land retirement and food 
programs (foreign and/or domes
tic). Each successive bill has 
become more comprehensive. The 
1990 farm bill contains a litany of 
programs such as non-recourse 
loans, marketing loans, deficiency 
payments, conservation reserve 
program (CRP), conversation 
compliance, research and educa
tion, food programs, rural develop
ment, crop insurance, credit and 
trade expansionary programs, etc. 
The USDA budget for fiscal year 
(FY) 1994 is $71 billion - three
fourths of which is dedicated to 
activities other than farm commod
ity programs including food 
stamps, school lunches, Women, 
Infants and Children Program 
(WIC). research and education. etc. 

The broad array of USDA 
programs has produced a litany of 
issues for the 1995 bill. 

• The form of food subsidies 
(cash. electronic transfers or 
coupons). 

• The viability of direct food 
distribution. 

• USDA's role in food safety and 
nutrition education. 

• Wetland preservation. 
• Conservation compliance. 



• Sustainab~· ity. 
• Renewal o CRP contracts. 
• Conserva ·on cost-sharing. 
• Export e~cement. 
• Export crtf1it. 
• Flex acres1 
• Target pn~· levels. 
• Loan rate evels. 
• Continua on of marketing 

loans. c 
• Green pa ents. 
• Revenue ce. 
• Disaster ptotection. 

• Cropi~ce. 
• Animal w lfare/rights. 
• Viability .f rural communities. 

I 

C~rrent 
Situation and 
Fo~ces of 
C~ange 

Economicf Situation 

The l995~arm bill debate will 
occur in an a osphere of general 
economic stab"lity at home but in 
turmoil abroa4. The American 
economy is grbwing at a moder
ately stable rate. Inflation. 
nominal intertst rates and unem
ployment are Within acceptable 
ranges coms>afed to the volatile 
decade of the bighties. Globally, 
western natio'5 are experiencing 
relatively slow growth. Population 
and per capiti incomes are rising 
rapidly in Laijn America and Asia. 
Eastern Europe and former Soviet 
countries are ~ggling to estab
lish western ~le capitalistic 
democracies. [ 

Trade libj:ralization is winning 
out over isolapon. That is the 
central politi<181 message of the 
URA of GA11 as well as the 
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passage of the North American 
Free Trade Agreement (NAFTA). 
Projections of the benefits cover a 
wide range. The free-enterprise
oriented Hudson Institute projects 
a $100 billion potential increase in 
agricultural exports yielding a 20 
percent rise in the price level of 
agricultural commodities if the 
U.S. adjusts its agricultural 
policies to the "open" global 
economy. However, the Organiza
tion for Economic Cooperation and 
Development (OECD} estimates 
the net benefits of GATT and 
NAFTA to be under $20 billion for 
the U.S. economy. Likewise, more 
open world markets, because of 
GATT and NAFTA as well as the 
rise in per capita incomes above 
the low quality diet subsistence 
threshold ($3,000} in Mexico and 
parts of Asia indicate the potential 
for at least a partial substitute of 
foreign demand for government 
payments in the farm income 
stream. 

Historically, farm programs 
were justified on the grounds that 
the per capita income of farmers 
was lower than the per capita 
income of non-farmers. This is no 
longer true for commercial farmers 
with gross sales over $100,000 
when income from all sources is 
included. Income per household of 
commercial farmers from only 
agricultural sources exceeds the 
level of non-farmers for those 
commercial farmers with sales 
exceeding $250,000. Thus, it will 
be exceedingly more difficult to 
justify farm programs on the basis 
of income equity. 

Political Atmosphere 

A farm bill works its way 
through both a formal and an 
informal political process. The 
administration normally has a 
member of Congress introduce its 

proposal. Therefore, the 
President's farm bill gets consider
ation along with several other bills 
introduced by "key" members of 
Congress. 

Bills are assigned to authoriz
ing committees. In the case of a 
farm bill, the authorizing commit
tees are the House and Senate 
agriculture committees. Markup 
or "final" d~afting occurs in the 
agriculture committees. Since 
modem farm bills have numerous 
titles or sections by commodity and 
function, different titles will be 
assigned to different subcommit
tees for markup. Once the farm 
bill is reported out of committee 
and is voted on in each house of 
Congress, it then goes to confer
ence committee where the differ
ence between the House and Senate 
versions are resolved. It then goes 
back to each house for approval 
and on to the President for his 
signature or veto. The process 
sounds simple, but it is not. 

Like its predecessors, the 1995 
farm bill will be examined by the 
Office of Management and Budget 
(OMB) to see if it fits the 
President's budgeting and policy 
guidelines. It also will have to 
come in under guidelines estab
lished by the Congress in the 
budget resolution and reconcilia
tion process. The agriculture 
committees authorize the spending 
of funds for the purposes outlined 
in the farm bill. The budget 
committees make sure budget 
limits are adhered to, and finally 
the appropriation committees 
actually appropriate the funds. 

During the 1990 process, the 
agriculture committees authorized 
programs that exceeded the budget 
limits in excess of $13 billion. The 
1990 Budget Reconciliation Act 
subsequently enacted the flex acres 
approach rather than lowering 
target prices along with assess-



ments and other means to bring the 
farm bill under budget. A process 
of farm policy development that 
was once controlled by the agricul
ture committees is now being 
exercised by the budget and 
appropriations committees. 
Another case in point is the three 
year phaseout of wool, mohair and 
honey programs. Those programs 
survived the 1990 farm bill debate 
intact but were debated and voted 
on several times in 1993 during the 
appropriations process and 
eventually transitioned out. 

The power structure histori
cally in place that informally 
determined the outcome of farm 
bills resembled a "troika." The old 
agricultural establishment was 
made of the USDA. the farm 
organi:zations and the congres
sional agriculture committees; all 
of which tended to be organized 
along commodity lines. In the 
past, farm bills were designed 
commodity by commodity. 

Now, farm bills are much 
more comprehensive and involve 
more than just commodity policy. 
USDA is being reorganized. The 
Congressional agriculture commit
tees are no longer so easily 
subdivided along commodity lines. 

At the same time, other commit
tees are involved in the process 
like Budget, Finance, Ways and 
Means, Environment and Public 
Works, Energy and Commerce, 
Foreign Affairs, Foreign Relations, 
and Judiciary. Other executive 
departments carry a big stick -
Office of Management and Budget, 
State, Interior, Health and Human 
Services. Supporting these 
interests in other departments and 
committees are many consumer, 
health, environmental and non
farm rural interest groups. 

Nonfarm interest groups have 
a significant influence over as well 
as a stake in farm bills. Food 
programs, like food stamps and 
nutrition programs, rural develop
ment, conservation and trade 
issues have greatly expanded the 
scope and budget of what was 
named the Agricultural Adjust
ment Act of the 1930s and now 
carries such names as Food 
Security Act of 1985 and the Food, 
Agriculture, Conservation and 
Trade Act of 1990. In the generic 
sense, what was once farm policy 
or agricultural policy is now food 
policy. Environmental groups, 
animal welfare/rights groups, 
consumer groups, health groups 

$16.1 
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Figure 1. USDA Commodity Progrtun Outlays/or Fiscal Years 1985 to 
1993. 

and the public interest lobby all are 
playing an increased role in the 
development of farm bills. 

Does this mean that farmers/ 
ranchers and their organizations 
have lost control and no longer 
influence farm bills? Are the 
interests of environmentalists, for 
example, the opposite of farmers? 
There was support from environ
mental groups for the flex acres 
approach in the 1990 farm bill and 
for the CRP in the 1985 bill. 
There clearly will be support for 
renewal of the CRP program in the 
1995 farm bill from some environ
mental groups. 

Traditional farm interests now 
share control with a multitude of 
nonfarm interest groups. Compro
mise, searching for common 
ground, building coalitions and 
maintaining support across 
political party lines are now 
essential skills for traditional farm 
organizations. They represent a 
minority interest and must work 
the political process accordingly in 
order to be successful. 

Dire predictions abound as 
debate begins on a farm bill in 
which agriculture has lost its 
political clout and will suffer 
adversely at the hands of an urban 
Congress. Yet, the farm lobby 
continues to be a potent force that 
extracts billions from the federal 
treasury in the name of food 
security, economic stability, 
conservation, etc. (Figure 1). The 
U.S. Senate, with two votes per 
state, gives rural interests a 
powerful voice. and the astuteness 
of the farm lobby continues to 
extract legislation favorable to 
agriculture which sheer numbers in 
terms of population would not 
predict. The death of the farm 
lobby, USDA and commodity 
programs is exaggerated and 
premature. The record does not 
bear it out. 
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Commodi~rograms have 
been ratcheted wn. but $16 
billion which as spent in 1993 is 
far from being liminated. Argu
ably, the declin~ in program 
payments can tJe traced to budget 
constraints, improved farm prices, 
expanded fo~:Ei · markets and 
changes in phi osophy of farmers 
toward gove nt programs. 

I 

Farm ~rogram 
0Rtions 

Donothinf 

If the l 99q amendments to the 
permanent le~slation (the 1949 
Act) expire wiihout passing, a 
1995 farm biil would institute a 
system of man tory production 
controls if pr ucers approve in 
referenda. ~s option would give 

rise to the 3· mum amount of 
government i ervention on the 
policy spec (Figure 2). 

of income for ers out of the 

Supplies woul~ be managed 
through a bus~I allotment 
program desi ed to achieve a 
stable level of arm income. Price 
supports woul~ be set sufficiently 
high to achievEacceptable level 

marketplace ·th a minimal cost to 
the govemme+t. U.S. agriculture 

Mandalmy 
Production 
Controls 

Status 
Quo 

would be less competitive in world 
markets and would need to down
size. The share of U.S. disposal 
consumer income spent on food 
would increase. 

Targeting benefits 

Who ought to receive the 
benefits from farm programs? 
Particular criticism has focused on 
large producers receiving the 
majority of the benefits and on the 
need to focus on producers who are 
having financial problems -
otherwise referred to as means 
testing. Targeting by applying a 
means test or setting a size limit 
could eliminate the bulk of U.S. 
agriculture production from farm 
programs and the conservation 
compliance that is attached to that 
acreage. It also could be complex 
to administer. Current payment 
limitations attempt to accomplish a 
similar purpose but are ineffective 
and raise farmer costs. 

Status quo 

The status quo, that is the 
extension of the 1990 farm bill and 
the corresponding Budget Recon
ciliation Act, is a "middle ground" 
on the government intervention 
spectrum. It contains the basic 
rudiments of historic farm bills. It 
continues the target price, 
nonrecourse loan, marketing loan, 

Revenue 
lnsunnce Green 

Payrnenll 

Open 
Market 

Figure 2. pJ,icy Spectrum/or the 1995 Fann BUL Government Jnter
v~tion in Market Place Increases, right to left. 

4 

acreage reduction. flex (nonpaid) 
acres and conservation compliance 
for the major program crops. and it 
introduced 15 percent flex 
(nonpaid) acres as an additional 
form of decoupling. 

The status quo has maintained 
farm income through direct 
payments from the U.S. Treasury 
and enhanced our competitiveness. 
If the 1990 bill is simply extended. 
the 38 million acres in the CRP 
will be removed from government 
contract and either go back into 
row crop production or be hayed or 
grazed. Few acres will remain in 
"reserve" without a government 
rental payment. However, set
aside acreage would likely in
crease. While program costs have 
been as high as $26 billion under 
the status quo. most projections 
place future costs in the $10-15 
billion range. 

Two new approaches 

An "old" concept that surfaces 
periodically in farm policy/farm 
bill debates is gaining support once 
again and that is revenue insur
ance/assurance. Canada operates a 
gross revenue insurance plan 
known as GRIP from which we can 
draw conclusions and conse
quences. An Iowa Farm Bill Study 
Team is proposing revenue 
assurance which would guarantee 
each producer 70 percent of their 
normal crop revenue. Gross 
revenue could be insured through 
the combination of a target price 
plus basis put option (full premium 
cost paid by the government) and 
replacement coverage crop 
insurance. Proponents of these 
alternatives argue that they would 
reduce government cost, are non
trade distorting, provide maximum 
flexibility and are environmentally 
friendly. 



Some environmentalists are 
touting the utilization of current 
subsidies to offset at least a portion 
of the cost of reducing agricultural 
pollution. The result is green 
payments from the government to 
complying farmers. If livestock 
were included in such payments, 
the distribution of benefits from 
subsidies would be materially 
modified. 

Free market 

On the other end of the 
spectrum is the open market-no 
programs. This, of course, would 
require the repeal of the Agricul
ture Act of 1949. The safety net 
provided by government programs 
would be completely removed and 
marginal producers would go out 
of business. U.S. farmers would be 
required to compete in world 
markets with producers that are 
subsidized by their governments. 
A gradual partial multilateral 
ratcheting-down of government 
programs as is achieved in the 
Uruguay Agreement under the 

GATT negotiations could maintain 
the relative competitiveness of the 
U.S. producer. 

"Minor" 
Changes Or 
Overhaul? 

As the political process 
unfolds and the multitude of 
players from the Farm Bureau to 
the Environmental Defense Fund 
to Ralph Nader's Consumer Watch 
participate in the act, will we 
overhaul our farm policy or just 
make "minor" changes? Will we 
increase flex acres? If so, how 
much? Given the budget con
straints, some argue that 50 
percent flex acreage is a possibility 
and that will not be considered 
minor by most farmers. How do 
we adjust to the opportunities that 
could be provided by the GATT 
Uruguay Round and NAFTA? 

What form should food subsidies 
take - direct distribution, cou
pons, electronic transfer or cash? 
It has been suggested that unless 
the 1995 farm bill is carefully 
designed, farm programs as we 
know them could unravel, become 
ineffective and do more harm than 
good. The balance between farm 
subsidies, environmental provi
sions and food programs could 
contribute to that unraveling. The 
future of agricultural and food 
policy in the 2 lst century is clearly 
at stake in the 1995 farm bill 
debates. 
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The Economic Setting 
for U~S. Agriculture 
Daryll E. Ray. University of Tennessee 

The debate preceding any major 
food and agriculture legisla
tion is heav11y influenced by 

the current state ~f the agricultural 
sector's economip health, espe
cially for grains and other program 
crops. For example, the commod
ity portion of the 1985 farm bill 
focused on bolstering export 
demand followiqg the decline in 
agricultural exports during the 
early to mid-198ps. When 
inflation is so:£'· g. adjustments to 
loan rate and et price levels 
become impo t issues. The 
following questi~ns typically are 
discussed when considering 
legislation which affects the 
economic future of agriculture. 

• What will be the agricultural 
sector's abi~ity to produce in 
the near an1 long term? 

• What growth can we expect in 
the demand! for agricultural 
products? 

• Will agricultural markets be 
export-driven or will domestic 
demands dominate? 

• On balance! will agriculture 
generally elperience "tight" or 
"slack" sup~ly-demand 
conditions?! 

• How will f:µ-m income fare 
during the next few years? 

Productive 
Capacity 

Agriculture's ability to 
produce is determined by its land 
or resource base, the quantity of 
inputs applied and the productivity 
of those inputs. Crop yields, one 
measure of productivity, have 
increased over time, but have they 
been increasing at a slower rate in 
recent decades? One way to 
examine the rate of increase is to 
compute the annual compound rate 

~ 3 

of change in yields between decade 
averages. The average annual 
compound rates of change between 
decades for com yields declined 
from S percent annually between 
the 19 50s and 1960s to less than 2 
percent annually between the 
1970s and 1980s (Figure 1). Rates 
of yield increases also have 
flattened for wheat although yield 
increases for soybeans rose from 
the 1980s to the 1990s, because of 
the record crop of 1992. The Food 
and Agricultural Policy Research 
Institute (FAPRI) projects an 
annual average compound rate of 
change for com yield of l.4 
percent between the 1980s and 

~2.St-----...,-----c--------------=1 

o.s .......... ______ ..._ _____ ___. ______ __._. 
1950-60 1960-70 

Noc.e: Doll for lbc 1980s·90s comes in put &om FAPRI projecliOllL 
Sowca: USDA (u ~od in Ray cl II.). FAPRJ. 

1970-80 1980-90 

Figure I. Average Annual Percentage Yield Increases Between Decades 
for U.S. Corn, Wheat and Soybeans Production. 



1990s. The average rate for 
soybeans is projected to rise to 2.4 
percent between the 1980s and 
1990s, and the rate for wheat 
during that time declines to 0.8 
percent. 

primarily it is due to land diversion 
under federal fann programs 
including the Conservation 
Reserve Program (CRP). A similar 
pattern is evident for acres planted 
to the seven major crops - com, 
wheat, grain sorghum, oats, barley, 
cotton and soybeans. Acreage 
planted to com, wheat and soy
beans generally declined between 6 
percent and l l percent, between 

Figure 21 indicates that 
planted area for l 5 major crops has 
declined considerably since the late 
1970s. Some of the decrease is in 
direct response to lower prices, but 

-""~. UICn .. 1 •I ... 350t-t-tlr--t-\-t-+-+-+--+--+--f-l+--r--t-+-+-+-+--+-+-+--l--I 
I 'v~-- ... ·- .. .J.. . .6j-o '-1-+-- ._ .... ....... .... .... ·-

300 ~ ?-- -- ··-·,..,,-+-+.-:::+-+--1-1-+-+-+-+-+-+--l-+-l-l--=+::::::i -- \ ./ '··. . ....•. 
., ·"'· •••• ... •• ·-· ........ ,... .. ... L.- .-• -· 

~ 250 ,-•::::.:::-.:·.~, ···-·-, OtMr II C~--
~ L.o·'· "-\/)/-·-.......... , ..... - •..• -·-·-·-------··········-· _.:."' -c-8 200 ~ .......... ,":;:':_ .. ::::.:/·····--... --·--... ,---... _ ....... - .... -·-· = • .,.... 
~ 150 ____ ,,.---·-· .. "\./----... , ........ .'·"'-····--·-·····-·--·-··-·-··········-······-··-· 

100 
w.,_a 

······-··········-· .. 'v·/···--·-··-·······-····-····-··-·····-·-·-·-··········-·········-
50 

Cen 

ot-..--,1r--r~,--.--...-,.--.,---.--...--,..--,.--.---.-,--.--..--,.--.,--..-,...-~ 

78 ~ ~ M ~ a 00 ~ ~ % H 00 

Figure 2. Changes in U.S. Pl.anted Acres, Selected Totals for Fifteen 
Crops, Fifteen-Crop Tottd and Fifteen-Crop Tottd Plus Idled, 
1978-2000. 

N........,._..it..,... 

0 SO 100 ISO 
1981Act•100 

-UIDA (• c_.,. ii.., •lli PAPlll. 

II t970s 
8 1977 Act 
• 1985 Act 

Figure 3. Indexed Changes in U.S. Agricu/Jurtd Input Use From the 
1970s to Recent Ft1rm Bill Periods, 1981 Act Period= JOO. 

2 

the averages for 1982-85 (the 1981 
act period) and 1986-90 (the 1985 
act period). A primary reason for 
these declines is that grain prices 
were pushed down by lackluster 
export demand and efforts to 
reduce grain inventories. Thus, 
the price declines led to more land 
being removed from production by 
fann programs. 

Although increased plantings 
are expected for the major crops 
during the remainder of the 1990s, 
FAPRI projections suggest agricul
tural output demand will not press 
available land resources. With the 
release of CRP. retired acreage is 
expected to decline from about 60 
million acres during most of the 
1980s to approximately 29 million 
acres by 2000. 

With fewer acres and lower 
crop prices during the late 1980s, 
fanners needed fewer inputs and 
could not afford to purchase as 
much machinery and other 
depreciable assets as they pur
chased during the 1970s and early 
1980s. Thus, the use of mechani
cal power and machinery declined 
13 percent during this time (Figure 
3). The use of nitrogen fertilizer 
and agricultural chemicals was 
constant between the periods of the 
198 l and 1985 farm bills, but with 
fewer acres harvested, the applica
tion rate per acre increased. 

Demand for 
Crops 

Export demand was the 
driving force of grain agriculture 
in the 1970s and early 1980s, but it 
has not been the case during the 
past decade - nor is it likely to be 
in the decade ahead despite policy 
changes designed to lower program 



crop prices and recapture lost 
export markets. World grain 
markets have afellow-the-leader 
market structure~ and as the U.S. 
instituted policies in the mid- l 980s 
to reduce export prices, other 
countries followtd suit. This 
resulted in little 1change in export 
quantities, but it brought about a 
further decline in the value of 
grain exports. I 

Figure 4 sh'i>ws the change in 
the average value of exports for key 
program crops for the fiscal years 
covered by the 11981 and 1985 acts. 
Although the t~ value of 
agricultural exports rose 11 percent 
between the 1981 and 1985 bills, 
export values for program crops 
continued to deqline. The export 
value of wheat fell 18 percent; 
soybeans, 16 percent; and feed 
grains, 4 percent. These declines 
follow a 20 perc:ient drop between 
the 1977 and 1 ~81 bills. Export 
values for major program crops 
continue to be a fraction of their 

values of the ~ly 1980s. For 
example, the v ue of wheat 
exports was $7. billion in fiscal 
1981 and $4.7 in fiscal 1993; the 

value of corn eErts in fiscal 1981 
($10.4 billion) as twice its value 
in fiscal 1993 ( 5.3 billion). 
Consumer food products such as 
fruit and vege~les and intermedi
ate products such a soybean meal 
and wheat flour have replaced bulk 
commodities as major contributors 
to agricultural crxport value (see 
New Directionsl/or U.S. Agricul
tural Exports lkflet). 

To understand why the 
initiatives to eXJ>lllld grain exports 
in the 1985 and 1990 farm bills 
failed, recall w~y countries 
worldwide inc~ their produc
tive capacity during the past two 
decades. The sUdden demand 
explosion, pri~ run-ups, embar
goes and feareq shortages of the 
1970s frightened the governments 

of many countries into investing in 
and encouraging mammoth 
increases in the productive 
capacity of their agricultural 
systems. Food security became an 
important political consideration, 
especially for those countries 
which had experienced widespread 
hunger during wartime. Many 
countries also wanted to protect 
their rural social fabric of family 
farmers and small-to-moderate 
sized farms. Early on, the United 
States captured a large share of this 
export demand by rapidly bringing 
retired land back into production. 
In other countries, the fruits of 
agricultural investments and 
incentives came on gradually at 
first, and then gained momentum 
in the late 1970s and 1980s. Both 
U.S. export competitors and 
customers increased production of 
major crops, leaving the United 
States with less demand for grains 
and oilseeds from importers and 
more competition for the remain
ing export market. Once countries 
made the long-term commitment to 
increase agricultural production, 
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the lowering of effective commod
ity prices through changes in U.S. 
policies had less of an impact on 
worldwide export supplies than 
many had expected. 

While grain export demand 
has floundered, domestic demand 
has flourished. Increased domestic 
demand for grains has come from 
several sources, most of which are 
related to changes in consumer 
preferences and lifestyles. For 
example, the typical household eats 
an increasing share of its meals 
outside the home. Since most fast 
food and restaurant meals include 
meat, this trend has bolstered the 
demand for meat and, hence, the 
grain fed to livestock. Also, the 
increased popularity of high cereal 
diets and high fructose sweetener 
and the increased use of ethanol to 
extend fossil energy and improve 
the quality of the environment all 
have worked to increase domestic 
grain demands. The movement 
toward natural fibers and explosion 
in denim jeans demand in the 
1980s have increased domestic 
cotton demand. 

Wheat Soybeans Feed Grains Gnina, Other Total 
Exports Soybeans and Exports 

Producll 

Figure 4. Percentage Change in Export Value of Selected Crops, Total 
Other Agricultural Exports, U.S., Between the 1981and1985 
Farm Bill Periods. 
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As Figure 5 indicates, the 
increase in total com demand since 
the early 1980s has come, and will 
continue to come, primarily from 
growth in domestic demand. Com 
feed demand increased from an 
average of 4. 2 billion bushels 
during the 1982-85 period (l 98 l 
act) to an average of approximately 
5. l billion bushels during the 1991 
and 1992 crop years. During this 
same time, total domestic demand 
- including feed. industrial, food, 
seed and other nonfeed domestic 
uses - increased from 5.2 billion 
bushels to 6.5 billion bushels. 
Com exports, on the other hand, 
averaged 100 million bushels 
lower during the 199 l and 1992 
crop years during the early 1980s. 
Exports were another 200 million 
bushels lower in the flood-and
drought-affected 1993 crop year. 
The future does not look that much 
better. While exports during the 
remainder of the 1990 farm bill 
years (l 994-95) are expected to 
increase somewhat from 1991-93 
levels, F APRI projects com exports 
to average only 130 million 
bushels more during the period of 
the 1995 bill (1996-2000) than 
during 1991-92 - even after 
talcing into account the GATI and 
NAFfA trade agreements. This 
130-million-bushel export increase 
compares with a 615 million 
bushel increase for domestic com 
demand during the period. 

The picture is about the same 
for wheat since the beginning of 
the 1985 act period (Figure 6). 
Lowering prices by reducing 
support prices, liquidating stocks, 
reducing the use of land diversion 
and increasing export subsidies 
have not returned wheat exports to 
the growth rates of the 1970s. 
Wheat exports averaged 1.3 billion 
bushels during the four years 
before the 1985 legislation took 
effect (1982-85), l.3 billion 
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Figure 5. Historical and Projected Demand and Ending Stocks for 
Corn, U.S., 1981 Farm Bill Period to 1992-2000. 
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Yigure 6. Historical and Projected Demand and Ending Stocks for 
Wheat, U.S., 1981 Farm Bill Period to 1996-2000. 

bushels during the 1985 farm bill 
(l 986-90), and l.3 billion bushels 
during the first two years of the 
1990 farm bill. FAPRI projects 1.2 
billion bushels of wheat to be 
exported during each of the 1994 
and 1995 crop years and to average 
l.3 billion bushels again during 
the entire period of the 1995 farm 

bill. Food demand in the early 
1990s, on the other hand, is about 
200 million bushels above the 1981 
farm bill average of 650 million 
bushels. FAPRI's projections show 
total wheat utilization during the 
period of the 1995 farm bill will 
average 250 million bushels more 
than total wheat demand during 
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the 1981 farm bill period. All of 
the increase is projected to come 
from domestic demand. 

Soybean exports declined 
I 

during the period of the 1985 act 
and have incrbsed only margin
ally during ~ tenure of the 1990 
act (Figure 7)) Again. domestic 
use has groWI) faster than export 

demand in recent years. Crush 
demand is projected to increase 
annually by l.5percent during the 
period of the 1995 act, while 
export demand is expected to 
remain flat. However, it should be 
noted that the soybean and grain 
export picture is particularly 
clouded right now. Adding to the 

usual precariousness of export 
projections are changes in Euro
pean Union's farm policy, linger
ing unknowns about the impacts of 
the NAITA and GATT negotia
tions and uncertainties concerning 
the pace of recovery of the Former 
Soviet Republics and Eastern 
European countries toward market 
economies. 

Domestic and export demand 
for cotton experienced relatively 
rapid growth during the late 1980s, 
with both increasing approximately 
4 percent annually during the 
period of the 1985 act (Figure 8). 
The early 1990s has seen mill 
demand increase, but export 
demand has been flat. Domestic 
mill demand and export demand 
are expected to grow relatively 
slowly during the middle of the 
decade and increase moderately 
during the period of the 1995 farm 
legislation. These expectations 
depend heavily upon what happens 
in the Fonner Soviet Republics and 
China. 

Supply-Demand 
Balance and 

Prices 

Taken together, what is the 
expected result on farm and 
consumer prices, and specifically, 
prices adjusted for inflation? It 
will take a few years to work 
through the effects of 1993 's flood 
and other weather events on grain 
and livestock prices. Over the 
longer term, it is reasonable to 
expect total demand for agricul
tural products to increase between 
1.2 percent and 1.4 percent per 
year while supply will increase at 
about 1.5 percent annually, based 
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on estimates of the Council for 
Agricultural Science and Technol
ogy, FAPRI and the Agricultural 
Policy Analysis Center. Of course, 
the demand and supply estimates 
are expected yearly averages, and 
variation is expected. But overall, 
supply is expected to slightly 
outpace demand, which will cause 
real (inflation-adjusted) prices to 
decline. As Figure 9 indicates, this 
trend will continue the historical 
trend of declining real farm prices. 
With the benefit of hindsight, it is 
evident that higher real prices 
during the 1970s and early 1980s 
were an aberration - not the 
beginning of a new era for agricul
ture. 

Incomes 

Net farm income during the 
1981 act slid to $23 billion and 
then rose to an annual average of 
$41 billion during the 1985 act, 
which is nearly a 80 percent 
increase. Government payments 

increased during that period by 
about $5 billion, but the increase 
was almost exactly offset by lower 
market receipts for program crops. 
Between these periods, the S 18 
billion increase in net farm income 
actually stemmed from increased 
market receipts for nonprogram 
crops and livestock as well as 
lower production expenses. In 
general, since the mid- l 980s, 
billions of dollars in increased 
direct payments, export subsidies 
and other programs have been 
spent to lower crop prices. How
ever, it is unclear whether these 
expenditures have provided net 
contributions to farm income. The 
increased direct payments replace 
lost market receipts, and the lower 
export prices generate too little 
additional demand to increase 
gross revenue. 

Current projections suggest 
that total agricultural receipts will 
grow an average of 2.5 percent 
annually through the end of the 
1995 legislation. During that time, 
government payments are expected 
to decline slightly, so the bulk of 
the projected increase in receipts is 
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expected to come from increased 
livestock and nonprogram crop 
receipts (Figure 10). Current 
dollar net income is expected to 
decrease slightly from $48.6 billion 
in 1993 to $47.4 billion by 2000. 
Net income is flat because growth 
in production expenses is expected 
to equal gross income growth 
during the projection period 
(Figure 11). 

Gauging the economic health 
of individual farm units is difficult 
because of the diverse structure of 
farming. Farm operator house
holds averaged $39,007 in 1990, 
which was Sl,600 above the 
average income for all U.S. 
households, but only $5,742 of that 
was from their farms. Nearly 
three-fourths of farm operator 
households operate farms with less 
than $50,000 in gross sales and on 
average, lose money on farming 
operations. As background for 
discussing farm policy and 
programs, average farm income 
computed from all farms, which 
range from farm residences raising 
a few calves to huge feedlots and 
broiler operations is less useful 
than information for farms that 
produce commodities covered by 
farm programs. 

Farmers who participate in 
feed grain, wheat and other major 
crop programs are more likely to 
operate commercial-size operations 
and view farming as their primary 
occupation than most others 
involved in agriculture. In 1990, 
which is the last year these data are 
available, net farm income for farm 
program participants averaged 
$15,000, and government pay
ments averaged $9,800. Govern
ment payments as a percent of net 
income were even greater for feed 
grain, wheat, cotton and rice 
producers who received at least 
$25,000 in payments. For this 



group, 1990 a'r'erage net farm 

income was ~,SOO with govern
ment paymen of $44,SOO. The 
1990 rate of on average 
equity of $838 000 for this group 
of primarily I-time, commercial 
operations MUl.1 5.5 percent. If 
government ~yments were 
subtracted ou~ the recomputed rate 
of return wool~ be 0. I percent. 

sufmary 
The eco~mic setting for U.S. 

agriculture d · ng the period of the 
1995 farm bil is not likely to 
change from tfie period of the 1990 
bill. The rate lof increase in 
aggregate £3 productivity and 
supply is likel to be less than in 
many previ . decades but greater 
than the rate qf increase in 
aggregate de~d. Inflation
adjusted agrit. tural prices will 
continue their long-term down
ward trend. . e billions of tax 
dollars spent 'n deficiency 
payments and! export subsidies to 
lower commodity prices failed to 
materially ~exports of farm 
program crop$ (see also Agricul

tural Trade Plicy leaflet). While 
exports did n expand. what is 
unknown is .hat would happen to 
the U.S. com~titive position in the 
absence of th~ programs. 

Beginningm· the early 1980s, 
domestic de d for major 
agricultural mmodities has 
increased at faster pace than the 
quantity e rted. That trend is 

expected to ~tinue throughout 
the tenlll'C of e next farm bill. 
Net farm in me over the term of 
the next ~ bill is expected to 
remain ":l~ti.tely flat in current 
dollars with i~ real value declining 
at about the rytte of inflation. 
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New Directions for U.S. 
Agricultural Exports 
Mark Drabenstott, Federal Reserve Bank of Kansas City 
Alan Barkema, Federal Reserve Bank of Kansas City 

The forthco~ng debate on the 
1995 farm bill provides a 
timely op~rtunity to adjust 

U.S. farm polidy to emerging 
opportunities iijl the world food 
market. In re4nt years, the 
agriculture's p¢rformance in the 
world marketp~ace has been 
relatively lacklUster. Measured in 
real terms, u.s1. agricultural 
exports tumbldl nearly half from 
1980 to 1986,Since then, agricul
tural exports ve improved but 
remain nearly 0 percent below the 
1980 peak. ' 

The world I food market of the 
1990s promise~ to be stronger than 
in the 1980s bijt much less vibrant 
than the boom ~ears of the 1970s. 
Developing co~tries, where 
populations ar~ growing in size 
and affluence, Win rely on food 
imports for a b'gger share of their 
food needs. C0mpetition for the 
market will reipain keen among 
the United Sta.es and other major 
food producers, leading to further 
erosion in real ·commodity prices. 
For its traditional bulk commodity 
exports, U.S. agriculture will face 
low margins. Even so, global 
market prospects are brighter for 
consumer food products, in which 
U.S. competitors have a substantial 
head start. 

The upcoming debate on the 
1995 farm billprovides an ideal 
opportunity to refocus U.S. 
agriculture's global marketing 
strategy. This involves reviewing 

the nation's farm policy options. 
Facing a growing world market 
crowded with competitors, the 
United States will need to be 
competitive in selling low-cost 
commodities while at the same 
time putting renewed emphasis on 
expanding its share of the high
margin market for finished food 
products. Both strategies require a 
substantial rethinking of some key 
agricultural policies. 

Key Trends in 
the Export 
Recovery 

The export recovery that 
began in 1986 provides a useful 
starting point for considering the 
future direction for U.S. agricul
tural exports. 1\vo key trends 
underlie the recovery. The first 
trend relates to what products the 
United States is selling and the 
second relates to where the United 
States is selling. 

Trends in Product Sales 

Historically, the United States 
has been primarily an exporter of 
bulk farm commodities - such as 
unprocessed products like grains 
and oilseeds. The nation's vast 

cropland, favorable climate, and 
well-developed infrastructure 
helped the United States take 
advantage of the 1970s boom in 
farm commodity exports. How
ever, recent trends point to a global 
slump in farm commodity trade 
and brighter prospects for trade in 
finished food products. Measured 
in real terms, world food trade has 
increased nearly a third over the 
past two decades (Figure 1), but all 
of the growth has been in con
sumer products, which include 
fruits and vegetables along with 
processed products, and in inter
mediate products, such as wheat 
flour. Bulk commodity trade, by 
contrast, now stands below its level 
before the export boom began in 
the early 1970s. 

While consumer products 
dominate the world marketplace, 
bulk commodities dominate U.S. 
exports. Consumer products now 
account for 45 percent of world 
agricultural trade but make up less 
than a third of U.S. agricultural 
exports. Even though bulk 
commodities have fallen from a 
two-thirds share of U.S. exports in 
the early 1970s, but they are still 
much more important than either 
consumer or intermediate products. 
In the world market, by contrast, 
bulk commodities account for less 
than a third of all agricultural 
trade. 

Rising world trade in con
sumer food products spells oppor-



tunity for the United States in two 
possible ways. It could bring an 
increase in U.S. exports of con
sumer food products, or it could 
boost exports of bulk commodities 
to foreign manufacturers of 
consumer food products. Recently, 
the United States appears to be 
selling more consumer products 
while bulk commodity exports 
shrink. 

The export recovery period 
reveals a clear change in momen
tum for U.S. agriculture's various 
product exports. Measured in real 
terms, U.S. bulk exports have 
fallen 2.1 percent annually. 
Despite that shrinkage, U.S. bulk 
exports have declined less than 
overall world trade in bulk 
commodities, thus boosting the 
U.S. share of world bulk trade to 
28 percent. U.S. exports of 
consumer food products, mean
while, have grown 12.5 percent a 
year, which is twice as fast as the 
growth in total world trade in these 
products. Overall, the rapid 
growth in consumer products has 
helped U.S. exports grow more 
than twice as fast as total trade in 
the world food market throughout 
the export recovery period. Still, 
the United States share of world 
trade in these products now stands 
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at just 13 percent, just half the 
European Union (EU) share. 

In short, the United States has 
traditional strength in bulk 
commodities but that market has 
continued to shrink. U.S. exports 
of consumer food products have 
grown rapidly throughout the 
export recovery although the U.S. 
market position remains relatively 
small in these high margin 
products. 

Trends in Trading 
Partners 

Over the course of the export 
recovery that began in 1986, a 
modest realignment has occurred 
in U.S. agriculture's trading 
partners. Europe and Japan have 
long been considered U.S. 
agriculture's best customers, but 
these nations are mature food 
markets. U.S. sales to North 
America and other Pacific Rim 
countries have grown more rapidly. 
The former Soviet Union, despite 
the attention it receives by many 
producers and policymakers, 
remains a relatively small market 
for U.S. agricultural exports. 

Asia has remained the most 
important buyer of U.S. agricul
tural exports throughout the 
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Figure 1. World Agricultural Trade Excluding Intra-EU Trade. 
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recovery. The share of total U.S. 
exports bought by Pacific Rim 
countries has risen from 34 percent 
to 37 percent, which is the biggest 
of any region. Japan has been an 
important and steady customer 
accounting for just under a fifth of 
U.S. foreign sales. U.S. firms now 
sell roughly equal amounts of bulk 
and consumer products to Japan. 
South Korea, Hong Kong and 
Taiwan have also been strong 
Pacific Rim markets for U.S. 
consumer food exports. 

Measured against continued 
growth in Asia, Europe has fallen 
off sharply as a buyer of U.S. 
agricultural exports during the 
recovery period. The EU's market 
share of total U.S. exports fell from 
a quarter of U.S. exports in 1986 to 
a sixth in 1992. Part of that 
market drop is probably due to the 
EU's mountain of agricultural 
subsidies and its trade barriers 
against U.S. products. 

Canada and Mexico, mean
while, have taken up much of the 
slack from Europe. Our North 
American neighbors now account 
for a fifth of U.S. agricultural 
exports, double their share in 1986. 
Helped by the freer trade provi
sions of the Canada-U.S. Trade 
Agreement, U.S. farm exports to 
Canada have more than tripled 
since 1986, thus boosting Canada's 
share of U.S. exports to more than 
11 percent. The dramatic turn
around in Mexico's economy, 
meanwhile, has led to a surge in 
U.S. exports, doubling Mexico's 
share of our exports . 

The former Soviet Union has 
increased slightly as a market for 
U.S. agricultural exports in recent 
years, but those gains have all 
come due to heavy use of credit 
guarantees and other export 
subsidies. Without that assistance, 
U.S. sales to the various republics 
would have fallen. 



The W rid Food 
Mark t of the 

F~ture 

Looking n lead, further growth 
in U.S. agricJ;:i exports hinges 
on the pace of powth in foreign 
populations an~ incomes. These 
are the key fuqdamentals underly
ing world foodl demand in the 
future. The ~ongest pop~ation 
and income~ns are occurring in 
the rapidly eloping countries of 
Asia and Lati America. But local 
food productioh is not keeping 
pace, so the rr.· nt shift in U.S. 
farm exports t ward Asia and 
Latin America. promises to be the 

wave of the fure. 

World Fodd Demand 

Populati) growth is key to 
the world foodj market since food 
demand genl· ly rises in step with 
population. e world population 
is currently ut 5.6 billion and 
growing apprtjximately 1.5 percent 
a year. The glPbe's population is 
expected to grc!>w more slowly 
during the nexjt JO years. The 
population in ~e developing 
world, howev~. is expected to 
grow nearly f~ times faster than 
the much s~ler population of the 
developed natil>ns. Thus, even 
with a gradual! slowing overall, by 
the year 2020 pearly 8 billion 

people will refon the world's 
farmers, and ly 85 percent of 
those consum rs will live in Asia, 
Africa and La · n America. 

Income gra1owth will also play a 
key role in the global food market 
of the future. . though income 
growth gene~ly has a smaller 
impact on t~ food demand than 

population growth, growing 
incomes can have a big impact on 
food trade. Higher incomes enable 
consumers in developing countries 
to upgrade and diversify their diets 
by purchasing foods from abroad 
that they cannot produce them
selves. 

Most consumers in the 
developing world are likely to 
spend a significant portion of any 
additional income on food. For 
example, spending on food 
accounts for well over half of total 
consumer spending in Sierra 
Leone, Sudan, the Philippines and 
India (Figure 2). In contrast, 
food's share of household spending 
is much smaller at the high end of 
the income spectrum. In the 
United States, Canada and most 
European nations, food accounts 
for less than 20 percent of house
hold budgets, implying only a 
small boost to food demand with 
further gains in income. 

As incomes rise, consumers 
also change the mix of foods they 
include in their diets. At the 
lowest rung of the food ladder, 
low-income consumers in many 
developing countries are primarily 
concerned with consuming enough 
calories. But as incomes rise, 

consumers add more variety and 
quality to their diets, shifting from 
root crops and rice to wheat 
products, which require less at
home preparation, and eventually 
to relatively expensive animal 
products. In the wealthiest 
nations. direct consumption of 
cereals falls sharply. consumption 
of animal products shoots up, and 
consumer demand increases for 
processed foods and foods eaten 
away from home. 

Income growth has enabled 
many of the world's consumers to 
move up the food ladder during the 
past 25 years. Still, consumers in 
developing countries on average 
continue to eat far more cereals 
and much less meat than consum
ers in developed countries. There 
is a pronounced, gradual shift 
toward animal products in several 
Asian nations where incomes are 
rising rapidly from low levels. This 
is especially evident in Korea. 
Malaysia and Thailand. The same 
trend is evident in Mexico. 

World Food Supply 

Although world food demand 
is increasing, world food supplies 
are also on the rise. Food supplies 
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are growing more rapidly than the 
world's population, and this 
pattern seems likely to continue. 
As a result, global agriculture is 
making steady gains in providing 
an adequate diet for a larger 
proportion of the world population. 

Because cereal grains are by 
far the world's most important 
food, either to be consumed 
directly or as livestock feed, they 
are a useful proxy for tracking 
overall trends in the world food 
market. Steady gains in world 
grain production have easily 
outpaced growth in the world 
population during the past two 
decades, thus pushing up per 
capita grain supplies almost half a 
percent a year and improving the 
diet of most of the world's popula
tion. With slower growth in the 
world's population and steady 
gains in grain yields in the years 
ahead, further gains in world diets 
are likely. 

World Food Trade 

With the world's food supply 
growing steadily, world food trade 
seems likely to grow too. This is 
because there will be a mismatch 
between where most of the popula
tion lives and where most of the 
food is produced. Few countries 
produce more grain than is needed 
to meet their domestic needs. The 
leaders among these are the United 
States, Canada, the EU-12, 
Australia and Argentina. Consum
ers in these nations are already 
well-fed with per capita grain 
consumption well above the world 
average. 

In contrast, much of Asia, 
Latin America and Africa -
where a substantial majority of the 
world's consumers live-do not 
produce enough food to meet 
domestic needs. Since 1985, the 
share of grain consumption 
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produced domestically averaged 
only 75 percent for Africa, 92 
percent for Asia and 95 percent for 
Latin America. In each of these 
areas, per capita consumption has 
risen faster than per capita 
production for at least the past two 
decades. A combination of 
additional population growth and 
brisk income growth promises to 
widen the gap between local food 
consumption and production. 
However, higher incomes will 
better enable most consumers in 
Asia and Latin America to fill 
their food supply gap with pur
chases in the world market. In 
addition, as incomes rise, consum
ers will increasingly demand a 
wider variety of value-added food 
products as they continue their 
climb up the food ladder. 

Further improvement in world 
diets and the growing mismatch 
between where food is produced 
and where it is consumed promises 
stronger growth in world food 
trade in the years ahead. Mitchell 
(1993) estimates that growth in 
grain exports from the developed 
countries will average about 2 
percent a year in the 1990s, up 
from the flat market of the 1980s 
but still well below the double digit 
growth recorded during the 1970s 
export boom. Meanwhile, the pace 
of grain imports in the developing 
countries will increase to about 5 
percent a year as fueled by strong 
growth in Asia and Latin America. 

In summary, the outlook 
points to modest growth in the 
world food market. The popula
tion of the developing world, 
which is growing in size and 
aftluence, will increasingly rely on 
the world market for a bigger share 
of its food needs. However, world 
food demand should remain 
comfortably within the capacity of 
the major food producers, and 
competition is likely to remain 

keen among them. Meanwhile, 
new competitors in the market may 
emerge as further reform in the 
former Soviet Union and Eastern 
Europe scales back consumption, 
boosts production and frees food 
supplies for export. Thus, the 
world food market of the 1990s 
promises to be somewhat stronger 
than in the 1980s but much less 
vibrant than the booming market 
of the 1970s. 

Implications for 
Agricultural 

Policy 

Faced with a mature food 
market at home, U.S. agriculture's 
fortunes will depend heavily on 
selling more products abroad. The 
world food market will expand 
over the next few years, but there 
will be many competing suppliers 
and difficult choices for expanding 
U.S. sales. Barring persistent 
adverse weather, prices for bulk 
commodities are likely to be 
relatively low and could decline in 
real terms. 

Reductions in trade barriers 
will lubricate trade channels, foster 
efficiency gains through specializa
tion and improve global income 
prospects. Faster income growth 
will give developing countries 
greater access to a wider variety of 
higher-quality food products in the 
world food market. Which foods 
the developing countries actually 
purchase, however, is an open 
question. Rising incomes in 
developing countries could 
encourage bulk commodity imports 
to be processed domestically. In 
most developing countries, 
however, capital is scarce and labor 



is abundant. Thus, developing 
countries may prefer to import 
consumer f~ that require capital 
intensive processing. Recent 
trends point to much more rapid 
trade growth inl consumer food 
products than i~ bulk commodities. 

Faced with this outlook, U.S. 
agriculture maj choose from two 
broad strategic~ to improve its 
position in the rorld market. 
First, U.S. agrifultural interests 
can accept thinl margins and try to 
sell more bulk fc>mmodities while 
cutting produc~on costs through 
new technologi[es. This strategy 
would essentially continue the 
approach that i;nany in the sector 
currently follof-

Second, a~cultural interests 
can try to take advantage of rapid 
growth in mor' profitable con
sumer food pr<¥1ucts. Food 
companies may try to sell more, 
either by investing abroad or by 
expanding shipments from U.S. 
plants. Invesupent appears to be 
the more likely to be channelled to 
foreign buyers because sales from 
foreign affiliates of U.S. food 
processing firms were more than 
three times exports of consumer 
food products in 1993. However, 
growing investment abroad 
translates into gains for U.S. 
farmers only if foreign affiliates 
purchase bulk eommodities here. 
To date, rapid growth in consumer 
food trade has 1not led to a marked 
increase in sal~s of U.S. farm 
commodities. 

This outlJok and its related 
opportunities ~ve four important 
implications ff r agricultural policy. 

• U.S. interbsts in international 
policy maµers will lie more in 
economiclgrowth and less in 
attempts to reduce agricultural 
subsidies l.broad. 

• The export outlook raises 
questions about the validity of 
U.S. commodity programs. 

• Programs that idle U.S. 
acreage may hurt U.S. 
competitiveness. 

• Programs aimed at developing 
foreign markets need to be 
reappraised in light of current 
trends and market fundamen
tals. 

International Policies 

For more than a decade, U.S. 
agriculture has encouraged the 
world community and especially 
the European Union to reduce 
agricultural subsidies and trade 
barriers worldwide. However, with 
the prospect of plentiful supplies in 
the world food market. further 
reductions in subsidies may not 
address the principal problem. 
That problem is too little demand. 
U.S. agriculture's great productive 
capacity becomes an asset only 
when growth in world food 
demand is robust. Thus, U.S. 
agriculture has much to gain from 
economic and trade policies that 
boost economic growth in regions 
where populations are growing fast 
like Asia and Latin America. 
Ironically, the biggest benefit to 
U.S. agriculture from the Uruguay 
Round agreement will probably be 
its boost to world income and food 
demand, not its reduction in global 
agricultural subsidies. 

Commodity Programs 

A world market with sluggish 
trade in commodities and brisk 
trade in consumer food products 
raise some fundamental questions 
about U.S. commodity programs. 
First, the cost of such programs is 
likely to be high because of the 

prospect for weak market prices for 
major crops. The cost of the 
programs is already under consid
erable scrutiny in an environment 
of tight federal budgets. Second, 
U.S. support prices could hurt the 
competitive position of many bulk 
commodity exports. Support prices 
were reduced in the 1985 farm bill 
and have remained at a low level to 
maintain competitiveness in the 
world market. However, if world 
prices decline in real terms in the 
period ahead, support prices could 
once again create a competitive 
problem. especially if they are 
frozen or raised in the 1995 farm 
bill. Finally, continuing commod
ity programs in a world market 
where the primary growth is in 
value-added products may simply 
wed U.S. farmers to the worst 
segment of the market. Put 
another way, eliminating commod
ity programs may encourage 
farmers to shift to products with 
higher profit margins and brighter 
market prospects. 

Acreage Idling Programs 

Current commodity programs 
also require farmers to idle a 
portion of their cropland acres in 
exchange for federal price sup
ports. The amount of acreage that 
must be idled is set by the secretary 
of agriculture within the guidelines 
of the farm bill. Idling U.S. 
cropland capacity may place U.S. 
agriculture at a competitive 
disadvantage in the world market 
that lies ahead. In a slowly 
growing market crowded with 
foreign competitors, reductions in 
U.S. acreage simply encourage 
production elsewhere in the world. 
Moreover, if the bulk commodity 
market is growing only moderately, 
reductions in the United States 
may provide only a small boost to 
U.S. crop prices. especially if crop 
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production increases in other 
countries. Finally, cutting back 
U.S. crop production throttles the 
use of U.S. grain handling capac
ity, thus increasing average costs of 
handling and shipping grain. 

Market Development 
Policies 

The United States has used a 
number of export promotion 
programs to help develop foreign 
markets for its farm products. In 
recent years, export credits and 
export subsidies have been the two 
main programs even though they 
have recently been supplemented 
by the market promotion program. 

Export credits. The U.S. has 
been spending more than $5 billion 
a year on export credits in recent 
years. The question is whether 
these credits are flowing to 
countries that represent the best 
long-run markets for the United 
States. Roughly half the credits for 
fiscal 1992 were allocated to 
Russia and other former Soviet 
republics. But these countries are 
unlikely to be strong long-term 
markets for U.S. agricultural 

exports. By contrast, Asia is a 
much more promising region for 
U.S. exports, but South Korea is 
the only Asian country to receive 
export credits. A rebalancing of 
credits across regions may be 
necessary to nurture new markets 
with significant long-term poten
tial. 

Export subsidies. Export 
subsidies have been a fact of life in 
world agricultural trade in recent 
years. Since the U.S. export 
recovery began in 1986, annual 
grain export subsidies in the 
European Union have gone from 
$2 billion to $4 billion, while U.S. 
export enhancement program 
(EEP) subsidies increased from 
$250 million to just under $1 
billion. Europe's subsidies will 
come down under the final GATI 
agreement, but only gradually. 
While continued European 
subsidies provide some motivation 
for maintaining EEP bonuses, the 
bigger question is whether the 
export enhancement program is 
effective in developing high
potential foreign markets. In 
recent years, the majority of EEP 
bonuses have gone to North 

African and Middle Eastern 
countries who are some of the 
biggest purchasers of U.S. wheat. 
While these countries generally 
have high population growth, their 
economic prospects are less than in 
some Asian and Latin American 
countries. 

As U.S. farmers and food 
companies try to export more 
consumer food products, a broader 
variety of market development 
programs may be needed. In 
particular, U.S. firms will benefit 
from improved information on 
what foreign consumers want to 
buy. Thus, new programs aimed at 
market research on foreign food 
markets may pay bigger dividends 
than some current market develop
ment programs. 
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Dairy Policy 
Bob Cropp, I university of Wisconsin 
Mark Stephensen, Cornell University 

Bac~ground 
I The Agricqltural Adjustment 

Act of 1949, as amended, is 
the authorizing legislation for 

the dairy pricei support program. 
The Agricultutal Act of 1949 
required the Secretary of Agricul
ture to suppo~ the prices received 
by farmers for manufacturing 
grade milk at between 75 percent 
and 90 percen~ of parity. 

In resporule to a growing 
surplus of daity products and 
increased govtrrnment costs, the 
1981 farm bill) terminated the 
support price t>ased on parity. It 
capped the support price at $13. IO 
per hundredweight and tied future 
support pricesito both the level of 
Commodity Credit Corporation 
(CCC) purchases and the net 
government cJsts of the dairy price 
support program. Nevertheless, 
milk surpluses and government 
costs continueij to increase. 

In an attepipt to reduce both 
milk surplus and government 
costs, the Daii)- and Tobacco 
Adjustment AFt of 1983 initiated a 
voluntary milk supply control 
program. This Act also put into 
place a nonretfundable 15 cents per 
hundredweight assessment for 
generic dairy promotion and the 
establishment I of the National 
Dairy Promotion and Research 
Board. 

The 1985 farm bill authorized 
the dairy termination program 
which paid dairy farmers on a bid 
basis to quit dairy farming for a 
period of five years. The 1990 
farm bill set a minimum $10.10 
price per hundredweight support 
level. 

Current 
Situation and 

Forces For 
Change 

Since peaking in 1981 at 
$13.10 per hundredweight, the 
support price for manufacturing 
milk has been reduced to $IO. IO 
per hundredweight. This level of 
support is below USDA's estimate 
of cash costs of producing milk in 
every region of the United States. 
If farm level prices reached the 
support level, most dairy farmers 
would be operating at a loss. In 
fact, the Minnesota-Wisconsin 
Price (M-W)' has not reached 
support levels since 1987. This is 
evidence that as farm level milk 
prices move toward support, a 
number of dairy farmers will leave 
the industry and/or liquidate herds 
thus reducing milk production 
sufficiently to keep prices above 
support. 

The current federal dairy price 
support provisions are more 
market oriented in that the market 
forces rather than the support level 
determine farm level milk prices. 
Two significant outcomes of this 
market-oriented dairy price support 
policy include the following: 

• An overall milk product 
surplus involving butter. 
nonfat dry milk (NDM) and 
cheese no longer exists. Due 
to the continued trend to lower 
fat dairy products, the only 
major CCC purchases under 
the dairy price support 
program have been butter. On 
a total solids milk equivalent 
basis, CCC purchases slightly 
more than 6 billion pounds of 
surplus milk, most as butter, 
for a net annual cost of less 
than $250 million. 

• Wholesale dairy product prices 
(butter, NDM and cheese) 
have become much more 
variable resulting in greater 
farm price variability. There
fore, significant price risks 
now exist for milk processors, 
cooperatives and producers. 

Lower price supports, com
bined with added risk of fluctuat
ing milk prices, has encouraged 
dairy farmers to exit the dairy 
industry and milk cow numbers to 
decline. Since 1982, U.S. dairy 
farm numbers have declined 



approximately 42 percent from 
278,000 to 162,450. The number 
of milk cows declined from 11 
million to 9. 7 million head, a 
decline of 12 percent over the same 
period. However, since average 
milk production per cow during 
this period increased approxi
mately 26 percent from 12,306 
pounds to 15,554 pounds, total 
U.S. milk production has increased 
11 percent, from 135.5 billion to 
150.95 billion pounds. 

Major Issues 

During the next decade the 
dairy indUSUy will likely continue 
to experience the problems of 
periodic excess milk production, 
variable milk and dairy product 
prices, surplus milk fat and 
inadequate profitability for the 
smaller commercial siz.e dairy 
farms. For policy makers, the 
balancing act involves addressing 
these problems while keeping 
government costs for the milk 
support program at an acceptable 
level. The following issues will 
affect future dairy policy decisions: 

• Excess capacity. For the next 
decade, annual increases in 
milk output per cow of 2-3 
percent with less than a 2 
percent increase in domestic 
commercial disappearance of 
milk and dairy products likely 
will occur. 

• Changing stnacture. The 
trend to fewer and larger dairy 
farming operations will 
continue and likely accelerate. 
The smaller siz.e commercial 
dairy farms find it increasingly 
difficult to generate an 
adequate level of family 
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income. Rural communities 
heavily dependent on a farm 
population are finding their 
economic base eroded as the 
smaller dairy farms and milk 
cow numbers decline. 

• Variable prices. Long range 
financial planning by dairy 
farmers is difficult with 
uncertain and variable milk 
prices. 

• Surplus milk fat. The trend 
to lower fat milk and dairy 
products will continue. CCC 
butter purchases will likely 
continue at relatively high 
levels until the price is low 
enough to stimulate domestic 
demand and/or exports. 

Policy 
Alternatives and 
Consequences 

Price Support Options 

• Status quo. A continuation of 
the current dairy price support 
provisions would keep the support 
price at $10.10 per hundredweight 
which is below the full cost of 
production for most dairy farmers. 

Inadequate returns on many 
farms would continue a trend to 
fewer and larger dairy operations 
and the number of dairy processors 
and marketers would likely 
decline. Structural change in dairy 
farm and processor numbers would 
be most pronounced in the more 
traditional dairy regions of the 
Upper Midwest and the Northeast 
where the smaller scale dairy farms 
and dairy processors constitute a 
larger share of the indUSUy. For 
some rural communities located in 

these areas, the loss of farm 
numbers and milk cows will 
negatively impact their economic 
base. Frequently, the land resource 
in these areas are best suited for 
dairy or livestock production. The 
local agribusinesses, the main stay 
for many of these small towns, 
would experience reduced business 
volume. Unless alternative 
employment opportunities develop, 
the nonfarm population for these 
rural communities would decline. 

At the same time, retail milk 
and dairy product prices would 
likely increase at an annual rate of 
less than current inflation. There
fore, in real tenns, the price paid 
by consumers for milk and dairy 
products would decrease. The low 
support price would keep milk 
surpluses at relatively low levels. 
Taxpayer costs for the dairy price 
support program would remain 
relatively low at less than $300 
million annually. 

• Eliminate dairy price 
support program. Under the 
current provisions of the dairy 
price support program, market 
forces primarily detennine prices 
for milk and dairy products, and 
the elimination of the program 
would likely lower dairy product 
and farm level milk prices but not 
drastically. The exceptions would 
include butter and perhaps nonfat 
dry milk. As butter and nonfat dry 
milk prices declined, milk utiliza
tion would shift from these uses to 
the production of cheese until net 
returns from butter/powder and 
cheese were more equal. 

Although the short-run drop 
in farm level milk prices would not 
be drastic, increased price variabil
ity would accelerate the decline in 
dairy farm numbers and increase 
structural change to fewer and 
larger dairy farms. The introduc
tion of new technologies that have 
the potential of substantially 



increasing mif,production could 
result in rathe sharp declines in 
farm level pri . 

Consume would experience 
slightly lower but more variable 

milk and dai~product prices than 
under the nt program because 
there would no government 
costs under th dairy price support 
program. Th°', taxpayer costs for 
the purchase ~~ surplus dairy 
products woulr disappear. 

• Self-belpjprograms. Self-help 
programs incl~de programs funded 
by and/or :rnistered by the dairy 
industry (f: rs, dairy processors 
or both) rathe than by the federal 
government. ~elf-help programs 

may focus on~mand enhance
ment via dai product promotion 
and research, n the purchase and 
distribution o dairy products 
through dom · c feeding pro

grams or on~· ' temational markets. 
Some self-hel concepts also 
attempt to r ce the supply of 
milk marke . 

Recent ~ions of self-help 

programs ha! centered on 
establishing thority for an 
industry boar . This industry 
board could ilnge from having 

only an advi~· ry authority to the 
Secretary of griculture in 
administerin the federal dairy 
price support program to assuming 
complete auotority and responsibil
ity for the sutrt program. All or 
a majority of costs to adminis
ter these self- Ip programs would 
be borne by ~e fanners through an 
assessment o~ a draw from federal 
milk marketifg order revenue 
pools. 

For example, improved price 
stability may ~ achieved by timely 
purchases on I the commercial 
market of dais· products, nonfat 
dry milk and cheese. These 
purchased pr. ucts would not 
reenter the c4mmercial market, but 
would rather [be disposed of 

through domestic feeding pro
grams or sold on the international 
market. 

If price enhancement is the 
objective of self-help programs, the 
industry board would advise the 
Secretary to implement a standby 
supply management program if 
farm level milk prices dropped 
below a specified level or the level 
of milk surpluses were unaccept
able. 

To the extent that self-help 
programs are successful in improv
ing milk and dairy product price 
stability, the market price risks to 
dairy farmers and dairy processors 
would be reduced. Lower market 
price risk alone could encourage 
additional milk production. If 
prices are also enhanced, milk 
production would expand further 
and unless a supply management 
program is implemented, the 
required quantities of dairy 
products needed to be purchased 
from the market to achieve 
program objectives could become 
burdensome. 

Over the long run, structural 
change at the dairy farm level may 
not be significantly different under 
self-help programs than under the 
current policy. However, price 
stability and the possibility of net 
price enhancement with some type 
of standby supply program could 
reduce the rate of decline in farm 
numbers and slow the geographic 
shifts in milk production. 

With less volatile farm prices, 
consumer prices for milk and dairy 
products would be more stable. If 
farm prices are enhanced, con
sumer prices would be higher. 
Since the costs of self-help 
programs are funded by the 
industry rather than by the federal 
government, taxpayer costs would 
be reduced accordingly. 

• Increase the support price 
with supply management pro
grams. Since the current $10.10 
per hundredweight support price is 
below the cost of production for 
most dairy farmers, some increase 
in the support price may be 
achievable without increasing milk 
production to the point of burden
some milk surplus levels. How
ever, if surplus levels become 
unacceptable, a supply manage
ment program would need to be 
implemented. 

A voluntary supply manage
ment program is designed to 
maintain a balance between milk 
production and consumption by 
regulating milk production 
through voluntary participation in 
the program. Success in striking a 
balance between production and 
consumption using a voluntarily 
program depends on the attractive
ness of the incentive to participate 
as well as the consequences of non
participation. Further, voluntary 
supply management programs are 
usually fully or partially funded by 
dairy farmers themselves through 
assessments. Examples of past 
voluntary supply management 
programs include the dairy 
diversion program and the dairy 
termination program. 

Although voluntary supply 
management programs have been 
successful in reducing milk 
surpluses in the short run, they 
have not prevented surpluses from 
reoccurring. Mandatory supply 
management programs give 
producers no choice in participa
tion. Non-participation results in 
economic consequences that are 
very costly. 

If the support price was 
increased to a level that not only 
maintains greater price stability 
but also determines dairy product 
and farm level milk prices. a 
mandatory supply management 
program would be required in 
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order to avoid burdensome milk 
surpluses and relatively high 
government costs. 

Dairy farmers could receive 
substantially higher prices for their 
milk marketings under high 
support prices and mandatory 
supply management. With this 
support price system, farm level 
prices would be more stable and 
financial planning would be easier. 
However, the impact on the dairy 
farm structure is not certain. The 
right to produce and market milk 
at the quota will talce on a value 
and become an additional cost to 
producers entering the industry. If 
the quota is freely transferable, in 
part or as a whole, as is the 
situation in Canada, then the dairy 
farm structure may still evolve 
toward fewer and larger dairy 
farms. Existing dairy farmers may 
be in a better position to bid for 
additional quota for expansion 
than would newly entering 
individuals. In attempting to 
maintain the existing dairy farm 
structure, more restrictions exist on 
quota transfer for the European 
Union countries. 

Depending upon whether a 
supply management program is 
used to maintain a specific dairy 
farm structure, the economic 
impact on rural communities 
would likewise be impacted. In 
either case, the structural change 
would be slower than under 
current provisions. 

With increased price support, 
consumers would experience 
higher but more stable milk and 
dairy product prices. Since milk 
production is kept more in balance 
with consumption, taxpayer cost 
would be reduced with voluntary 
supply management for the 
purchase of surplus milk and dairy 
products and could be entirely 

eliminated under mandatory supply 
management. Essentially the cost 
of the program is shifted from the 
taxpayer to the consumer. 

Federal Milk Marketing 
Order Options 

In light of significant regional 
shifts in milk production, fewer 
differences in regional milk 
production costs, and modern 
processing, packaging and trans
portation technology, existing 
federal milk order pricing provi
sions likely require reexamination. 
Specifically, reform of Class I 
differentials and the M-W may be 
considered. Included in the 1995 
farm bill debate will be proposals 
for amending federal milk orders 
to correct perceived pricing 
deficiencies. 

• Reduce Class I price differ
entials. The 1985 farm bill 
realigned the national pricing 
system for fluid milk. It increased 
most federal milk marketing order 
Class I differentials. Increases, 
however, were more substantial for 
the southern orders. Thus, upper 
Midwest interests argue that the 
increased differentials have been 
partially responsible for shifts in 
milk production to the West and 
Southwest. They argue that 
because of the regional shift in 
milk production coupled with the 
fact that the Upper Midwest is no 
longer the low cost milk produc
tion region, the existing Class I 
differentials are no longer valid. 

• Mandate a substitute for M
W price series. The M-W price 
series has been used for nearly 30 
years as the minimum price for 
Class III milk as well as the mover 

of Class II and Class I prices for all 
federal milk orders. However, 
because of the decline in Grade B 
milk production in Minnesota and 
Wisconsin, the validity of the M-W 
is questioned. The 1990 farm bill 
specified that the Secretary of 
Agriculture study possible alterna
tives to the M-W. This study was 
completed in 1991 and a call for 
industry proposals and a hearing 
were held in 1992. At this time, 
the Secretary of Agriculture has 
not made a recommended decision 
on an alternative. 
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I n the 1993 appropriation 
process, the U.S. Congress made 
the decision to phase out the 

wool and mohair incentive 
payment provided by the National 
Wool Act of 1954. Proposals for 
increases in feb for public lands 
grazing and oilier restrictions on 
public lands gtazing have become 
increasingly common. These 
changes in policy have been 
precipitated, in part, by budget 
concerns and by pressures to 
protect the environment. In any 
event, their i°'plementation will 
significantly i'1tpact the wool and 
mohair indusr. 

Wool and Mohair 
lncentiye 
Paymerts 

Background 

With the National Wool Act of 
1954, Congrc:fs explicitly recog
nized domestic wool as an essential 
and strategic f,mmodity. Since it 
is not produced in the United 
States in suffifient quantities to 
meet the demand for the product, 
an incentive payment program to 

encourage more production was 
developed. Payments have been 
made to qualified wool and mohair 
producers through the USDA. 

The Wool Act, which enables 
the incentive payment plan, was 
enacted rather than simply 
increasing tariffs on imported wool 
to raise wool prices. The adminis
tration felt that higher tariffs 
would be contrary to the U.S. aim 
of expanded foreign trade. The 
Wool Act sought to stimulate 
production of 300 million pounds 
of shorn wool which was to be used 
as a measure of our national 
security and in promotion of the 
general economic welfare. The 
payments to producers under the 
incentive program in any year is 
limited to 70 percent of the total 
amount of the duties collected on 
imported wool and wool manufac
tures during that year. 

Annual U.S. production of 
wool has never reached the Wool 
Act goal of 300 million pounds. 
Production peaked in 1960 at 
nearly 299 million pounds and has 
declined steadily. U.S. wool 
production was approximately 80 
million pounds in 1993. This 
steady decline in the sheep 
industry is a result of a number of 
factors including predator prob
lems, labor problems, market 
infrastructure problems and low
cost imports pressure. While the 
incentive program has not been 
successful in reaching its goal or 

even maintaining the sheep 
industry, most would agree that it 
has slowed the decline. 

Mohair production has 
remained fairly steady over the 
past several decades. Production 
was 9.25 million pounds in 1984 
and 11 million pounds in 1993. 
Over 80 percent of the Angora 
goats are in Texas. 

Current 
Situation 

Wool and mohair incentive 
payments are being phased out 
over the next two years, with 
repeal of the National Wool Act 
(effective December 3 l, 199 5). 
Wool growers will receive 75 and 
50 percent of their calculated 
payments for the 1994 and 1995 
marketing years, respectively. In 
addition, the Secretary of Agricul
ture is directed to offer a budget
neutral wool and mohair recourse 
loan programs as a marketing tool 
during 1994 and 1995. 

Receipts from sheep and goats 
are derived most commonly from 
those raised on rugged range lands. 
The production of lamb, mutton, 
goat meat, wool and mohair has 
represented the highest opportunity 
for income generation on these 
lands. Although these range lands 



provide some income from 
wildlife, alternative productive 
uses are limited. Rangelands 
utilized in sheep and goat produc
tion are an important component of 
the tax and economic base for 
many rural counties and communi
ties in the Western states and in 
West Texas. The welfare and 
viability of rural communities will 
likely be adversely affected by the 
decline in the sheep and goat 
industries, which is fostered by the 
loss of the incentive program. In 
addition, the Wool Act provides 
the collection mechanism for the 
wool and mohair research and 
promotion checkoff programs. 
Another basis will have to be 
established as a means for imple
menting and collecting these funds 
if research and promotion activities 
are to be continued. 

Issues 

The sheep and goat industries 
have experienced low returns 
caused by increased production 
costs, relatively low sheep and 
lamb prices and unusually low 
wool and mohair prices. Without 
any other programs to assist or 
support these industries, the loss of 
incentive payments will signifi
cantly reduce the size and viability 
of this industry. For years, 
environmental concerns about the 
numbers of coyotes and other 
predators have led to regulations 
that have increased production 
costs and as a result, have reduced 
the production of sheep, lambs, 
wool and mohair on Texas and 
Western states' rangelands. Key 
concerns affecting the policy 
decisions for the 1995 Farm Bill 
include the following: 

2 

• Devaluation of rangelands on 
which the highest opportunity 
to generate income is from 
sheep, goats, wool and mohair 
production. 

• Lowering of the tax base for 
rural counties and communi-
ties, thus impacting rural 
education, health and other 
social programs. 

• Loss of jobs and incomes for 
agricultural workers currently 
employed by sheep and goat 
operations; many of whom are 
from minority groups. 

• Lower supplies of domestically 
produced lamb, wool and 
mohair, thus potentially 
raising prices to U.S. consurn-
ers. 

• Reduced income to 
agribusinesses that currently 
contribute to the production 
and marketing of sheep, goats, 
wool and mohair. 

• The cost of any program that 
is enacted to alleviate eco
nomic pressure in the sheep 
and goat industry. With 
Congress operating within 
budget guidelines, offsetting 
revenue must be found to 
cover the cost of new or 
expanded programs. Since the 
wool and mohair program has 
been phased out, any new 
alternatives will likely be 
scored as new cost to the 
program. 

Alternatives and 
Consequences 

Status Quo 

In the summer of 1993, policy 
makers began discussing amend
ments to the 1990 farm legislation 
that would eliminate price support 
payments to wool and mohair 
growers. This prompted a review 
of the economic impacts of that 
policy alternative. 

Jones and Wyse estimated the 
economic impacts of eliminating 
wool and mohair payments on the 
following areas: l) a 41-county 
region of west Texas that accounts 
for over 90 percent of the state's 
wool and mohair production, 2) the 
state of Texas, 3) the state of 
Colorado and 4) the state of 
Wyoming. The study considered 
only the initial loss of revenue in 
each region or state. It was not 
designed to estimate the effects of 
business exits or entrants to the 
industry or any other potential 
longer term business adjustments. 

Table 1 includes the estimated 
economic impacts to the 41-county 
region of Texas and the state of 
Texas. These impacts reflect the 
loss of revenue from wool and 
mohair incentive payments only. 
For example, in the 41 county west 
Texas region a loss of incentive 
payments of $71.8 million was 
estimated to cause regional 
industrial sales to decline by 
$146.7 million. Besides regional 
business sales losses, regional 
household income was estimated to 
decrease by slightly more than $75 
million, and employment was 
estimated to decline by 3,000 jobs. 
It was estimated that those jobs 



Table J. Economic Impacts to the Wool and Mohair Industry from 
Loss of Incentive Payments to Selected States. 

Suh.idy Sal ca Income Jobs People 
($MM) ($MM) ($MM) (I) (I) 

Economic Region 1992 
Economic Economic Economic Economic 
lmpecta lmpecta lmpecta lmpecta 

41 County Weat Texas -71.8 -146.7 -75 -3,000 -6,293 

State of Texas -74.8 -185.9 -94.8 -3,597 -6,873 

Source: Jones Qnd Ujlse. 

Table 2. Economic Multipliers for the Wool and Mohair Industry for 
Vlll'ious States. 

Sale a Income Jobi People 

Economic Economic Economic 
Economic Economic 

lmpacta per lmpacta per Region lmpacta lmpacta 
Million Dollars Million Dollars 

41 County West 
2.0348 l.0401 41.6047 87.6452 

Texas 

I 
State of Texas 

I 

2.4767 1.2625 47.9344 91.885 

State of I 2.2022 l.1759 42.4055 69.3881 
Colorado 

State of 
I 2.ll45 0.7573 49.7427 84.3586 

Wyoming 

support the livelihood of 6,293 
people. I 

Table 2 pfFsents a comparison 
of multipliers for the 41-a>unty 
west Texas rewon, the state of 
Texas, Colorado and Wyoming. 
The multiplie'15 presented in Table 
2 may be used to estimate state 
sales, income Jmd employment 
impacts for an~ magnitude of 
sheep, goat, wp<>l and mohair cash 
receipt reductipns or increases. 
For example, at the Texas state 
level, every ddllar from sales or 
payments gen~rates a total $2.48 in 
industrial salef in the state 

economy. Each dollar in receipts 
from wool and mohair in Texas 
generates $1.26 in income from all 
sources to individuals. Each 
million dollars of receipts lost from 
wool and mohair is estimated to 
remove 48 full-time-equivalent 
jobs from the state and impact the 
livelihood of 92 people. The 
results for Colorado and Wyoming 
indicate that the overall economic 
impacts of the sheep, goat, wool 
and mohair industry are similar to 
those in Texas. 

The impact of a loss of 
incentive payments for the sheep, 

goat, wool and mohair industry on 
federal, state and local tax genera
tion was estimated for the 41 
county west Texas region and the 
state of Texas. Information from 
the IMPLAN input-output model 
and the Texas State Comptroller of 
Public Accounts was used. The 
results indicate that for every 
dollar of payments lost in the 41 
county region, almost $0.15 in 
taxes (federal, state and local) or 
tax allowances are lost within the 
region. The loss of $71.8 million 
in incentive payments implied that 
taxes and tax allowances collected 
would decline almost S 11 million 
in the region. Approximately two
thirds or about $7 million of these 
impacts would be reduced taxes 
and tax allowances paid to the 
federal government. The remain
der would be taxes paid to state 
and local jurisdictions. For the 
state of Texas, loss of incentive 
payments would result in a loss in 
tax revenues of approximately $5 
million. 

Maintain the National 
Wool Act of 1954 and the 
Wool and Mohair 
Incentive Payments 

This option would prevent the 
loss of economic activity and 
resulting tax collections outlined in 
the previous alternative. The costs 
would be a taxpayer burden equal 
to the amount of the incentive 
payments or continued deficit 
budget spending. 
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Establish a Target Price/ 
Deficiency Payment 
Program similar to other 
current agricultural 
support programs 

Target prices and deficiency 
payments are currently used for 
wheat, feedgrains, cotton and rice. 
The advantage of this type of 
program for wool and mohair is 
that it would bring the program in 
line with the other government 
supported commodities. 

Converting the current 
incentive price program to a target 
price/deficiency payment plan calls 
for establishing the target price 
level. A method for arriving at an 
equitable target price could involve 
evaluating the relationship between 
the income protection that the 
current target price program 
affords wheat, feed grains, cotton 
and rice producers. A target price 
level could be determined that 
gives sheep and goat producers a 
similar level of protection. The 
sheep industry, however, has two 
complicating factors that would 
need to be addressed. One is the 
fact that meat generates most of 
the receipts for sheep producers. 
The government support for the 
industry would likely be on wool, 
which generates a smaller fraction 
of total receipts. For example, 
wool marketings generated 20 
percent of total sheep revenues in 
1990 (USDA). Cotton is similar in 
that there is dual production of 
cotton lint and cottonseed. In this 
case, however, cotton lint, which is 
supported under the program, 
generates the majority of cotton 
revenue relative to the cottonseed 
by-product that is not directly 
supported. The second complicat
ing factor is that currently produc
ers also receive an wishorn lamb 
payment as a disincentive to excess 
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shearing of market lambs. A target 
price/deficiency payment program 
that would be equivalent to current 
support levels and in line with the 
other program commodities must 
address these issues. 

Sheep and goat producers, 
agribusiness and rural population 
and communities would not be 
impacted as greatly from the loss 
of incentive payments if a target 
price/deficiency payment program 
replaced it. At the same time, the 
loss of supplies of sheep, lamb and 
goat meat and wool and mohair 
would be minimized to consumers. 
Taxpayers' burden would likely 
continue with the budget exposure 
determined by the established 
target price relationship to current 
market prices. 

Include lamb imports to 
the U.S. Meat Import 
Quota Law 

Without protection from 
increased lamb imports the 
increase in the price of U.S. lambs, 
due to liquidating flocks, would 
likely be minimal. Major U.S. 
lamb packers own lamb plants in 
Australia and New Zealand and 
can easily replace their previous 
U.S. lamb slaughter with imported 
lamb and. therefore, continue to 
supply their U.S. markets. Price 
increases for U.S. lambs could be 
limited to the cost of shipping 
carcass equivalents to the United 
States. 

If lamb meat was added to the 
U.S. Meat Import Quota Law, it 
could allow U.S. sheep and lamb 
producers to receive the higher 
prices that normally accompany 
flock reduction. thus reducing the 
impacts of the loss of incentive 
payments. Benefits from such 
action would accrue to farmers, 
agribusinesses, rural populations 
and communities as more income 

is generated from the sheep, goat, 
wool and mohair industry. 

This policy option would run 
counter to the Uruguay Round 
GATT agreement. lf it were 
implemented, however, taxpayers 
would benefit since the Uruguay 
Round Agreements would substi
tute tariffs for quotas to control 
excessive imports. The tariffs 
would then be phased out over time 
under the Uruguay Round Agree
ment. Therefore, this alternative 
would, at best, appear to be a 
temporary transitional benefit to 
the wool industry. While it lasted, 
consumers would face higher retail 
lamb prices. 

Public Land 
Grazing Fees 

Background 

The debate over public land 
grazing fees has continued since 
the first fees were proposed in 
1877. Grazing fees were first 
charged on Forest Service (FS) 
land in 1906 and on what would 
become the Bureau of Land 
Management (BLM) land in 1936. 
Since 1906, fees have been set 
based on the cost of administra
tion, a "reasonable level," private 
rental range value, range appraisal 
adjusted by the level of livestock 
prices and other factors. 

The Public Rangeland 
Improvement Act (PRIA) of 1978 
mandated the use of a new formula 
for calculating federal grazing fees 
on both FS and BLM lands. PRIA 
established a formula that was "to 
prevent economic disruption and 
harm to the western livestock 



industry" by 34COWlting for 
changes in the I cost of production 
(USDA-USDI,i 1986 and 1992). 
The PRIA formula uses a base 
value of $1.23 per animal unit 
month (AUM) and is adjusted 
annually for changes in the private 
grazing land lease rate, an index of 
changes in beef prices and an 
index of beef production costs. By 
executive order, the PRIA formula 
is still in use tOday. 

Current 
Sitµation 

As priorities over the uses of 
public lands have changed and 
budget pr~s have increased, 
the level of gcizing fees have 
become a majqr policy issue. 
Recently there' has been an effort 
by members o( Congress and the 
administratio~ to increase revenue 
by raising fedqral grazing fees and 
thus eliminatelthe perceived 
subsidy to pub!ic land ranchers. 
Proponents of increasing fees argue 
that current f~ levels subsidize 
sheep and cattle production and 
that millions of dollars would be 
raised by higher fees. The Clinton 
Administration proposed raising 
federal revenufS by $76 million 
over the 199411998 period through 
increasing grazing fees on BLM 
and FS land. 1rhe Rangeland 
Reform '94 prbposal put forward 
by the SecretafY of the Interior was 
one of the mo$t strongly debated 
issues in the West during 1993. 
Various rangeland reform propos
als in 1994 have included changes 
in policy and regulations govern
ing use of rangelands for livestock 
grazing, chaoses in the ownership 
of range impr~vements and water 
rights and higher grazing fees. 
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Proponents of higher grazing 
fees argue that the federal govern
ment is not collecting the full 
market value of the forage, and 
thus the public interest is not 
served. Opponents, however, 
suggest that grazing costs are 
much higher on public lands so 
that grazing fees plus the other 
costs associated with public lands 
grazing make the total cost per 
AUM of public lands grazing 
equivalent to or higher than costs 
on private lands. In addition, 
opponents argue that any cost 
advantage to public lands grazing 
associated with particular leases 
has been capitalized into the value 
of the permit. Ranchers who 
purchased or inherited a ranch 
which included a federal grazing 
permit have actually paid the 
capitalized value for the permit 
and thus do not benefit from any 
low cost grazing. If fees were 
raised, ranchers would lose the 
value of the permits raising an 
equity issue. 

At this time, approximately 48 
percent of U.S. stock sheep are 
produced in 11 Western public land 
states. Increases in grazing fees, 
coupled with the loss of the wool 
program, will negatively impact a 
large portion of the U.S. sheep 
industry. 

Issues 

In summary, key issues for 
future legislation include the 
following: 

• Reduced economic viability of 
sheep production in the 
western U.S. 

• Loss of jobs and income for 
workers currently employed in 
the sheep industry. 

• Loss of grazing permit value, 
such as, reduced ranch values. 

• Potentially higher lamb prices 
to consumers as production is 
curtailed. 

• Impact on federal government 
payments-in-lieu-of-taxes to 
county governments. 

• Ownership of improvements 
made by permit, including 
water facilities, on public 
lands. 

Alternatives and 
Consequences 

Status quo 

The status quo would main
tain the current formula for setting 
the public land grazing fee. Fees 
would continue to fluctuate around 
their current levels based on forage 
values, cattle prices and production 
costs. Charges of an unfair subsidy 
and of the government not getting 
a fair return for its resources would 
remain. 

Higher fee 

This option would increase 
fees to users of public land. Higher 
fees may either be administratively 
set or developed through a new 
formula that has a higher base 
value. Higher fees, whether 
administratively set or developed 
by a new formula, will reduce the 
profitability of the Western 
livestock industry. For sheep 
producers already affected by 
elimination of incentive payments, 
the increased costs of grazing will 
further reduce profit margins. 
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Rural areas would be adversely 
impacted under any higher grazing 
fee scenario. It is uncertain what 
changes would be made to the 
payments-in-lieu-of-taxes by the 
federal government to the counties 
where revenues are generated. If 
the current payments, which are 
based on a percent of government 
receipts, are continued, it is 
possible that some counties could 
see higher payments from the 
federal government if few ranchers 
reduce herd size or go out of 
business. 

Several recent proposals have 
included a percentage reduction in 
the higher fee based on good land 
stewardship. A rancher would 
have to develop an acceptable land 
management plan and establish 
objectives that would have to be 
met to be eligible for the fee 
reduction. Problems with this 
include setting appropriate goals 
within the management plan. In 
addition, the fee reduction will 
likely be too small to fund any 
capital improvements as part of the 
management plan. 

ReducedAUM 
allotments 

This alternative reduces the 
number of animals that can be 
grazed on any allotment. Groups 
may propose reduction in herds to 
meet the needs of increased 
wildlife numbers and/or reintro
duction or preservation of other 
species. 

Any public range grazing 
policy changes will likely include 
this type of environmental empha
sis. These herd reduction require
ments are much more important 
and costly to ranchers than simply 
increasing grazing fees. 
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Background and 
Current· 

Situation 

The U.S. Jheat situation has 
changed ~bstantially from 
what it was prior to the 1990 

farm bill debate. Five years ago, 
the wheat market was winding up 
two years of high prices brought on 
by r~uced pl~tings due to large 
set-asides and Conservation 
Reserve Progr3m (CRP) enroll
ments, drought-reduced yields and 
strong exports. By the end of the 
1989/90 marketing year, wheat 
ending stocks !WI ere at their lowest 
level since the early 1970s. 
However, nati~nal wheat prices 
averaged $3.72 per bushel, the 
highest since 1980. 

Today's situation is different. 
Wheat stocks have begun to 
rebuild; the w~rld wheat export 
market has softened; and U.S. 
wheat prices have averaged less 
than $3.25/bu, for the past two 
marketing years. These changes in 
wheat sector <=Pnditions are 
attributable to/ the following 
circumstances: l) five years of low 
acreage reduction program 

requirements (ARP); 2) above 
average U.S. wheat yields; 3) 
stagnant world export demand, and 
4) a dramatic percentage increase 
in U.S. wheat imports brought on, 
in part, by the combination of 
export subsidies under the ex
panded export assistance program 
(EEP) and by conservation reserve 
land removed from production. 

Change in the wheat sector 
have not been unifonn across all 
classes of wheat. Wheat produc
tion increased 18 percent between 
1989/90 and 1993/94, with 
increases occurring in hard red 
winter, hard red spring and soft 
white wheats. Production of soft 
red winter and durum wheats 
declined. Imports increased by 75 
million bushels per year. Most of 
that increase was in hard red 
spring and durum wheats. Overall 
exports were static, but there were 
increases in hard red winter and 
soft white wheat. During the same 
time, stocks-to-use ratios were 
virtually unchanged. 

Differences in the quality, 
supply and demand of the various 
wheat classes have had differential 
impacts on market prices. In 
January 1994, major tenninal 
prices for durum were $2.40/bu. 
and hard red spring prices were 
$1.24/bu. higher than five years 
earlier. However, soft white wheat 

prices were $. 72/bu. and soft red 
winter wheat prices were S.24/bu. 
below prices five years earlier. 
Finally, the price of hard red 
winter wheat was $.26/bu. lower 
than the price of five years ago in 
Kansas City, which is the nation's 
major center for the production of 
bread flour. 

Issues 

Wheat issues are interrelated 
with other sectors of U.S. agricul
ture in both the domestic and 
international economy. For the 
purposes of this paper, issues will 
be limited to the following: 

• Domestic policy issues 
including alternatives for 
dealing with the conservation 
reserve program (CRP), 
acreage controls, decoupling, 
target prices and loan rates. 

• Trade policy issues to include 
the cost and benefits of the 
export enhancement program 
(EEP), General Agreement on 
Tariffs and Trade (GAIT) and 
the marketing loan for wheat. 



Policy 
Alternatives and 
Consequences 

Status quo 

The "status quo" situation is 
defined as follows: 1) no renewal 
of CRP and a return of most of the 
wheat acreage to production; 2) a 
continuation of EEP - but 
probably at greatly reduced 
funding levels; 3) a continuation of 
15 percent flexibility provision 
(NFA) and 0/85; and 4) use of 
annual set-asides between 5 to 15 
percent. The United States' share 
of world wheat trade would 
probably stay the same under most 
policy scenarios including the 
"status quo" scenario. However, it 
is not clear whether the "marketing 
loan" would stay in effect. 

The return of CRP land (even 
with annual set-asides) would 
probably result in more acres being 
planted to wheat. Increased 
production would lead to larger 
supplies and lower prices. The end 
of CRP payments to farmers would 
probably mean a net reduction in 
overall payments to wheat Canners 
(loans, deficiency payments, CRP 
payments, etc.). The net reduction 
in government payments and lower 
prices would probably mean lower 
net income to wheat producers, 
and particularly since non-land 
costs of production can be assumed 
to increase over time. 

Budget exposure would vary 
depending on the following: 

• the size of the annual set
asides 
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• the level at which the regular 
loan is set 

• the level at which the EEP 
program is funded. 

There will probably be a 
decline in aggregate funding for 
programs that affect wheat 
producers. Although per capita 
consumption of wheat products is 
rising, wheat's purchasing cost is a 
relatively minor share of final 
retail value of most of these 
products. Consequently, the 
"status quo" is not expected to 
have a significant impact on 
consumers. 

Domestic Policy 
Alternatives 

• CRP's impact on wheat. A 
major domestic issue facing 
wheat policy makers is how to 
define the proper balance 
between maintaining a viable 
wheat industry with sufficient 
income support for producers, 
maintaining market share in 
the world market and compro
mising environmental interests 
regarding the disposition of 
CRP land. It is expected this 
balance will be sought within 
tight budgetary constraints. 

Of the 36.5 million acres of 
cropland currently enrolled in 
the CRP, approximately 10.8 
million acres (30 percent ) 
have wheat base. The first of 
the CRP's 10-year contracts 
will expire after the tenth 
payment, which is scheduled 
for October 1995. While the 
CRP is not likely to be debated 
under the wheat title in the 
1995 farm bill, its future and 
the implications on wheat 
program parameters warrant a 

brief discussion in this paper 
(a more extensive look at CRP 
is provided in this paper 
series). 

Signals about the future of 
the CRP are unclear. The 
policy alternatives appear to be 
in two sets which are to: l) not 
extend the CRP contracts and 
2) extend the CRP contracts. 
If the contracts are not 
extended, producers' primary 
options will be to return land 
to crop production or to retain 
the land in a conserving use. If 
the land is returned to con
serving use it would be eligible 
for haying or grazing 0/92/85 
payments, or for use as 
wildlife habitats and/or field 
windbreaks. CRP contract 
holders intentions suggest that 
over 50 percent of the wheat 
crop acreage base will likely 
return to production if there 
are no contract renewal 
opportunities. 

The economic impacts on 
wheat producers if at least 50 
percent of the wheat base in 
CRP returns to wheat produc
tion will depend on wheat 
program mechanics. If ARP 
requirements remain low and 
the NFA percentages are held 
at 15 percent, wheat prices 
might decline by 5 to 6 
percent. If greater than 50 
percent of the wheat base in 
CRP is returned to wheat 
production, actions to reduce 
adverse wheat price impacts 
may be taken. These actions 
could include increases in the 
ARP requirements and NFA 
percentages from current 
levels. Such adjustments in 
program provisions would 
affect all wheat producers, not 
just those who would have 



wheat base released when their • Decoupling. Partial contracting, futures hedging 

CRP ~expire. decoupling has occurred with and commodity options would 
Hints ti r limited extensions the 0/92/85 and related become more important since 

of certain CRP contracts may programs introduced through these would be the only 
be evident- The criterion used the 1985 farm bill as well as mechanisms available for 
for selecting contracts for the NF A and optional flex acre producers to manage price 
extension' will directly (OFA) programs introduced by risks. 
influence the impacts on the the 1990 farm bill. In addi- Given constrained budgets, 
wheat sector. If the current lion, the basing of deficiency a drop in total returns per acre 
environmental benefits index payments on historical ASCS of wheat harvested would 
becomes rce criterion that is effective yields also partially likely occur. Because farm 
used for e selection of CRP decoupled program benefits operators need some threshold 
contracts ~ extend, most from current production levels. level of income to provide for 
contracts extended will be Complete decoupling would family living and debt service, 
outside of the major wheat mean that acreage reduction this could result in an increase 
production regions because of programs would be eliminated in the average size and a 
its emphasis on water quality. and payments would be decline in the number of wheat 

decoupled from production operations, even if there were 

• Acreage controls Conceptu- and market prices. For no economies of size in wheat 
ally, acr~ge controls are instance, income support production. Government 
supposed to boost farm income payments would be disbursed outlays would drop signifi-
by reduci~g production and regardless of whether any cantly as direct income 
raising pljices and net farm wheat was planted. transfer payments were 
income. However, some In the short term, the gradually eliminated or 
analysts !)ave argued that domestic and world wheat reduced to some minimum. 
acreage controls force partici- markets would probably Over the longer run. prices 
paling farmers to idle land, experience significant disrup- could gradually strengthen 
regard!~ of inherent differ- lions. Depending on market although total returns per 
ences ::;.te land's productiv- prices, U.S. wheat acreage bushel might remain below 
ity. F rmore the resulting previously idled (or not levels realized when wheat 
reductioq in supplies, while it possessing a wheat base) could was under "coupled" govern-
may have a temporary price- be brought back into produc- ment price and income 
enhancing effect, also reduces tion and thereby increasing support. Some U.S. marginal 
the supplies available for supplies which would lead to croplands historically used to 
export. When the United price reductions. Assuming produce wheat might be 
States reduces acreage planted, that a marketing loan is in switched to other crops or 
other major wheat exporting effect and the loan price floor pasture. 
countrij have increased their is bypassed, the lower prices 
producti n. Also, as wheat and increased supplies could • Target prices. Target prices 
prices ri*, domestic consump- stimulate increased export were introduced in the 1973 
tion is reduced. demand. Since prices would farm bill. Originally, target 

In the early years of the be allowed to find a level at prices were intended to reflect 
1985 farm bill, most of the which available supplies the cost of production. 
wheat~ idled were ARP should clear the market. stock However. with the 1981 fann 
acres. In the latter years of the levels would be limited to bill. Congress revised its 
1985 fa$ bill and under the "normal" levels needed to thinking and target prices 
1990 bill the majority of the meet pipeline requirements. were set independently of 
wheat er p acreage base acres With this the case price risk production costs. Essentially, 
idled wen: escrowed with CRP would be shifted completely to target prices became politically 
enrollments. the producer. Marketing determined to assure guaran-

alternatives such as forward teed minimum income 
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transfers. Target price 
protection is guaranteed to 
only those producers who 
complied with the basic ARP 
requirements and was based 
on the farm's ASCS effective 
yield. Given budget pressures, 
it is not likely that producers 
will see an increase in target 
prices. The debate will more 
likely focus on reductions as a 
means of reducing taxpayer 
cost. As was the case with the 
introduction of the NF A 
concept, the debate regarding 
cuts in target price will be 
bounded by those that argue 
for direct cuts and those that 
press for a reduction in 
payment acres in exchange for 
more planting flexibility. 

• Loan rates. The method for 
calculating loan rates for 
wheat and other program 
crops was substantially revised 
in 1987. These revisions were 
prompted by the wide differ
ences which existed between 
counties with respect to their 
posted county prices (PCP -
the PIK redemption price) and 
their loan rates. This argu
ment has been extended. 
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Some suggest that if regional 
differences in a commodity's 
value should be considered in 
calculating the loan rate, then 
why not assign a different loan 
rate to each class of wheat? 
The four basic feed grains, 
which are close substitutes for 
one another, already have 
different loan rates. Consider
ing the different uses, markets 
and prices for the five major 
classes of wheat, the question 
remains as to why loan rates 
for these classes do not reflect 
these differences. Critics of a 
class-based wheat loan fear 

that this would be counterpro
ductive for the following three 
reasons: 

1. It would create confusion 
in areas where more than 
one class is grown 

2. It would distort market 
prices since there is 
considerable variation in 
the prices of wheat classes 
both on an annual and 
seasonal basis 

3. It would have little impact 
on production decisions 
since wheat producers look 
to the target price, which is 
the same for all wheat 
classes, as their final 
income goal. 

Trade Policy Alternatives 

• Export Enhancement 
Program (EEP). The EEP 
program since 1990 has been a 
tool that the U.S. used in its 
attempt to obtain agricultural 
concessions from the Euro-

pean Union (EU) in the 
Uruguay Round of the General 
Agreement on Tariffs and 
Trade (GATT) talks. In 
addition, EEP has been used to 
counter what the USDA says 
were "subsidized" prices 
offered to Mexico. Brazil, the 
Philippines and other markets 
by the Canadian Wheat Board. 
Between June 1990 and 
January 1994, EEP wheat 
expenditures have totaled 
nearly $2. 9 billion (Table 1 ). 
From a budgetary standpoint, 
what is of greater importance 
is that EEP bonuses are now 
paid in cash rather than PIK 
certificates. This switch from 
certificates to cash bonuses is 
significant because of the 
debate regarding the efficacy 
of the EEP program. One 
example of this is an attempt 
to rationalize the "true costs" 
of the program with "addi
tional benefits" such as 
improved U.S. wheat prices 
and reduced deficiency 

Table I. Export Enhancement Expenditures/or Wheat. 

Fiscal Year 

85/86 

86/87 

87/88 

88/89 

89/90 

90/91 

91/92 

92/93 

93194* 

•As ofJanuary I , 1994 
Source: USDA 

EEP Expenditures EEP Subsidy/Bushel 
($, millions) Subsidized ($/bu) 

105 0.88 

286 1.10 

1,064 1.00 

494 0.58 

152 0.39 

392 0.86 

1,026 1.34 

690 0.89 

760 1.33 



payments 'f hich allegedly 
offset the ~EP subsidies. 

When fi11'51 introduced in 
1985/86, ~ was used 
sparingly and targeted 
primarily to North African 
countries where competition 
from EU-subsidized wheat was 
most intense. However, 
beginning in FY 1986/87, the 
program Was expanded to 
include th~ U.S. 's traditional 
customers .~th the exception 
of most of lwestem Europe, 
Korea andl Japan. Some 
analysts ~ that the United 
States has not gained market 
share. They suggest that when 
U.S. export competitors have 
sufficiently large exportable 
supplies, 1'iey will either 
match thelU.S. subsidies as 
has been 4one by the European 
Union or ~lse lower their 
prices as in the case of 
Canada, Australia and 
Argentina. Consequently, the 
primary beneficiaries of these 
trade tacties are probably the 
wheat imI[><>rting nations. 
Exporter rations have not 
been abl~jto significantly alter 
their Inarfet shares. 

• GATT. Although not specifi
cally a 1995 farm bill compo
nent, GAIT ratification, 
implementation, and related 
trade negotiations certainly 
will influence 1995 farm bill 
language. This is briefly 
discussed in this paper as it 
relates to wheat. Under the 
recently concluded GAIT 
agreements, the United States 
and the European Union 
agreed to reduce export 
subsidies by 21 percent in 
volume and 36 percent in 
expenditures. The reduction 
will be made in equal parts 
over six years. If Congress 
grants approval of the GAIT, 
the subsidy cuts will begin in 
1995. 

Independent of the GAIT 
was the decision by the 
European Union to change its 
domestic wheat pricing 
policies and decouple income 
support from production 
decisions. The goal of these 
changes is to move EU wheat 
prices more in line with world 
market prices. Conceptually, 
the decrease in EU wheat 
producers' incomes, brought 
about by a lowering in 

Table 2. Compm'ison of Realigned EU Internal Wheat Price with Non
EEP U.S. Wheat Export Prices. 

Eltimaled EU November 
November U.S. 12 HR.W 

Yeat Wheat Export Price Prior to FOB Gulf ($fMetric Ton) 
I Relllitution• ($fMetric Ton) 

199~ $236 $150 

I 

1~ $236 $147 

1993 $165 $146 

1994 $154 $133** 

1995 $142 $138** 
I 

*Restitution is lthe EU's export subsidy. 
**Kansas Stat~ University Agricultural Economics Projection. 
Source: USDNFAS, "Grain: World Markets & Trade," January 1994, p.2. 

domestic support prices, will 
be offset by direct government 
payments. Unlike the U.S. 's 
income support system 
(deficiency payments), EU 
wheat producers could benefit 
from unforeseen price in
creases. 

There could be several 
important outcomes resulting 
from the change in EU wheat 
support prices. First, depend
ing on the size of the direct 
payments, there may be a shift 
in production out of wheat to 
other crops. Second, lower 
wheat prices will likely 
stimulate increased domestic 
utilization of wheat by the 
livestock sector which has had 
to contend with relatively high 
domestic grain prices. Finally, 
the size of export subsidies 
needed to compete in the 
world market could decline 
sharply and may even be 
unnecessary if world prices 
remain at or near current 
levels (see Table 2). 

• Marketing loan. The 1990 
farm bill required the imple
mentation of a marketing loan 
for wheat beginning with the 
1993 crop. Under the market
ing loan, a wheat producer 
may repay a Commodity 
Credit Corporation (CCC) 
loan at the lower of the 
outstanding loan principal 
plus interest or the posted 
county price (PCP). The 
amount of the loan principal 
forgiven is referred to as the 
"marketing loan gain." 
Producers could also forgo 
enrolling wheat under the 
usual CCC nonrecourse-loan 
program and may receive a 
loan deficiency payment 
(LOP). The LOP would be the 
positive difference between the 
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county loan rate and the 
posted county price. A LOP 
would be available on all of a 
producer's wheat produced on 
wheat crop acreage base and 
flex acres from other crop 
acreage bases. 

Conceptually, a marketing 
loan should eliminate the need 
for export subsidies and end 
the trade discriminating 
practice of offering EEP 
subsidies to two-thirds of the 
U.S.'s wheat customers but 
none to the rest. Given long
term trends in world wheat 
production and utilization, the 
world market price for wheat 
could average between $2.55-
$2.85/bushel (based on U.S. 
farm gate prices) over the 
period of 199 5 to 2000. If 
ASCS nonrecourse loan rates 
remain above these projected 
world prices, then an addi
tional expenditure to the U.S. 
Treasury for loan deficiency 
payments would occur. On the 
plus side of the ledger, there 
would be no cost for EEP 

other than an emergency food 
reserve, and government 
storage costs would be 
eliminated. 

Another question related to 
the marketing loan for wheat 
is how well the PCP represents 
a competitive world price. It 
could be argued that the 
nonrecourse feature of the U.S. 
loan program supports price at 
the adjusted loan rate, thus the 
PCP pricing mechanism may 
not allow wheat to be more 
competitive in international 
markets. Therefore, the 
pricing mechanism for 
determining repayment rates 
could be an issue. 

Summary 

Policy tools such as marketing 
loans, EEP, NFA and OFA, ARP 
requirements, 0/85 and the CRP 
have not significantly improved the 
wheat situation from what pre-

vailed prior to the enactment of the 
1990 farm legislation. Wheat 
stocks have remained low, exports 
have not expanded, and EEP 
expenditures have averaged $700 
million per year. U.S. wheat prices 
have only averaged $3. 15 over the 
last three years. 

The goal of enhanced competi
tiveness has met with only partial 
success. The most significant 
achievements were the passage of 
NAFTA and the anticipated 
passage of GATT. However, both 
of these accomplishments were not 
part of the basic farm legislation. 
Possible changes in the approach 
to wheat policy include signifi
cantly reducing the scope of the 
EEP programs, continuation of the 
marketing loan, discontinued or 
selected renewal of CRP contracts, 
total decoupling and/or increased 
flexibility in base substitution, and 
increases/decreases in effective 
target prices and/or class-based 
loan rates. 

This publication edited by Ed 
Smith and Ron Knutson, Texas 
A&M University. 
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Background 

H istoridaily, feed grains 
(corn. sorghum. barley and 
oats) provisions have been 

a very impo~t part of farm bills. 
Grown on more acres than all 
other program crops combined 
(excluding soybeans), the cost of 
feed grains prbgrams also is 
frequently hi~er than the total for 
all other commodity programs. 
Moreover, feep grain prices 
influence other commodity prices. 

Com typically accounts for at 
least 75 percent of feed grains 
harvested acrq:age. However, 
because of com 's relatively higher 
yields, more than 90 percent of the 
benefits from reed grains programs 
go to com prqducers. 

ThroughGut the history of feed 
grains programs, eligibility for 
price suppo~ and income supple
ments co~nly has been linked 
to production (acreage) limitations. 
More recently - in the 1985 and 
1990 farm bil~s ~ eligibility also 
has hinged ori compliance with 
certain soil conservation/wetlands 
practices. 

Over the lpast 60 years, farm 
bills have becbme more compre
hensive and complex. In part. this 
is because of l:ver-expanding 
objectives that extend well beyond 
providing temporary economic 

relief for farmers. CoDS\Ullers, 
taxpayers, environmentalists, 
agribusinesses (including those 
engaged in international trade) and 
the nonfarm rural population all 
have brought concerns to the 
policymaking process in recent 
years. Beyond this, the production 
sector itself continues to change. 
In short, fine-tuning never seems 
to end. 

Current 
Situation and 

Forces of 
Change 

The feed grain sector is 
entering a period of rapid change 
and structural transition. The 
long-term decline in farm numbers 
may accelerate in the late 1990s as 
more farmers retire and fewer 
young farmers enter agriculture 
because of high capital require
ments and uncertain income 
prospects. Declining farm popula
tions will present serious chal
lenges to rural communities in the 
Western Com Belt and Great 
Plains where nonfarm employment 
opportunities are limited. Farm 
income at the national level has 
stabilized even though some 
regions have experienced severe 

income declines due to localized 
weather problems. Between one
third and one-fourth of the 
commercial farms in severe 1993 
flood areas of the western Com 
Belt are struggling with large debt 
burdens. About IO percent of the 
farmers in this region faced critical 
solvency problems before the 
floods. These financial difficulties 
are partly a carryover from the 
farm crisis of the rnid- l 980s and 
partly due to severe crop losses in 
two of the three years ending in 
1993. Similar problems are 
present in the Southeast, which is 
an area affected by major drought 
in 1993. 

Low carryover stocks. 
Adverse weather has reduced the 
nation's reserve supplies offeed 
grains. Low stocks make the U.S. 
livestock industry vulnerable to 
widespread adverse weather in the 
mid- l 990s although normal 
growing conditions in 1994 and 
1995 should rebuild carryover 
stocks to more comfortable levels. 
In years of severely reduced feed 
grain production, the domestic 
livestock industry often is forced to 
sharply curtail grain use. The 
decline in feed use is brought about 
by high feed costs which trigger 
liquidation of breeding herds. 
That, in tum, places temporary 
downward pressure on livestock 
prices and thus worsening the cost
price squeeze in the industry. 

,. ... , 



Later, consumer meat and dairy 
product prices rise in response to 
reduced production. 

E:sport market trends. U.S. 
feed grains exports trended 
downward in the early 1990s, with 
drastically reduced sales to 
previously large markets of the 
former Soviet Union (FSU) and 
Eastern Europe. Moreover, the 
U.S. share of exports declined 
(Figure 1). U.S. com exports in 
1993-94 will be about half as large 
as in 1980-81. There is little 
chance former centrally planned 
markets will return to their 
previous si:ze in the foreseeable 
future although some growth is 
possible over a five- to eight-year 
horizon. Growth potential is likely 
to depend on U.S. government 
financing. 

U.S. protein meal export 
demand (including com by-product 
feeds) also has weakened in recent 
years due in part to FSU financing 
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problems and lower European 
Union (EU) internal grain prices. 
For many years, the EU has 
supported its grain prices well 
above world market levels but has 
imported oilseeds and protein meal 
at or near world prices. Artifi
cially high EU grain prices 
encouraged much higher EU 
protein meal use and less grain 
feeding per animal unit than in the 
United States. The EU's recently 
reduced grain prices in preparation 
for new GATI rules are reversing 
that trend and have significantly 
reduced EU imports of soybeans 
and soybean meal. Reduced U.S. 
soybean and soybean product 
exports tend to shift U.S. cropland 
to com. The change also nega
tively affects EU demand for com 
gluten feed and meal and may 
force U.S. processors to develop 
new corn gluten markets else
where. Com gluten feed and meal 
markets will be vitally important if 
the U.S. corn processing industry 
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expands rapidly in 
the late 1990s to 
produce high
fructose corn syrup 
(HFCS) and/or 
ethanol. 

Yigure 1. U.S. Colll'se Grain Exports as 11 

Percent of World Colll'se Grain Exports 
1970-1993 

Despite recent 
severe setbacks in 
U.S. feed grains 
exports, several 
factors point to at 
least modestly larger 
exports in the late 
1990s. New EU 
policies are increas
ing its domestic 
wheat and barley 
feeding, and the EU 
is attempting to limit 
plantings. These 
actions suggest less 
competition for U.S. 
feed grains in 
international 
markets. 
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Growing populations and 
incomes may be helpful in Mexico. 
other Latin American and Carib
bean nations and the Middle East. 
Exports to Mexico also are 
expected to increase with reduced 
import barriers under NAFTA. 
The Pacific Rim is likely to remain 
a long-term growth market for 
U.S. feedgrains as economies of 
the region grow. 

In general, expansion of 
foreign grain production slowed in 
the late 1980s and early 1990s. 
because of U.S. policies that 
provided much less support to 
world grain prices. The recent 
GATI agreement, if ratified, may 
also restrain foreign feed grain 
production, thus improving the 
long-term position of the United 
States in world markets. 

Domestic market trends. 
Animal and poultry feeding is the 
largest source of demand for the 
nation's com crop. U.S. livestock 
feeding is becoming more concen
trated with fewer and larger 
livestock farms. The pork industry 
appears to be poised for a rapid 
increase in concentration. Incen
tives for the structural change stem 
from needed improvements in 
coordination from researchers to 
breeding stock to packers to 
consumers. Consumer demand for 
uniform, low-fat, high-quality 
products is a driving force behind 
the structural change. Regional 
shifts may also occur with in
creased feeding in parts of the 
South and Southwest. Increased 
concentration and coordination in 
the livestock industry may lead to 
more stable long-term feed demand 
that is less prone to cyclical 
fluctuations and is more inelastic: 
thereby contributing to more price 
volatility as production varies from 
year to year. 



The rat~f structural change 
in production griculture may be 
influenced · nally by the level 
of feed grains rices and the size of 
government d ficiency payments. 
High grain priees likely would 
accelerate the FOncentration in hog 
production. Tbe process of change 
would be as foEows: Strong grain 
prices would ge smaller 
hog producers to rely more on cash 

grain income;Et the same time, 
high grain pri and/or larger 
government d ficiency payments 
might slight1y1retard the expected 
acceleration tdward larger and 

fewer grain :E· · 
The com rocessing industry 

also has beco more concentrated 
in recent y~ to take advantage of 
new technology and economies of 
size in proces!jing. Further 
concentration ~y occur as new 
types of com are developed 

through bio~ology that are 
designed for ific types of 
processing end uses. 

Enviro~ental Protection 
Agency (EPA) decisions about the 
use of ethanolt rivatives in 
reformulated els in the nation's 
most severely llution-prone 
cities will infl~nce domestic com 
processing de~. Growth in 
com processiqg could range from 
modest to sub~tial for the 
remainder of the decade, thereby 
helping to offi$et recent reductions 
in export de1Dfllld. A strong 
national comrhitment to ethanol 
utilization a1s{> would make the 
demand for cqm more inelastic 
and contributing fo increased price 
volatility. I 

Es:ceu p~uction capacity 
continues. ~le domestic com 
processing haS grown rapidly and 
now exceeds ~xports, the United 
States still ~ substantial long
term excess fded grain production 
capacity. Witfl average growing 

conditions and a zero acreage 
reduction program (ARP), excess 
production capacity in U.S. feed 
grains appears to be around four to 
seven percent under current farm 
program provisions. Sharply lower 
loan rates or aggressive use of 
marketing loans could reduce the 
excess capacity. Future excess 
capacity also will be influenced by 
policies relating to the conserva
tion reserve program (CRP). 
Release of substantial medium
quality CRP land for feed grains 
production could increase U.S. 
excess feed grains production 
capacity by two to four percent. 

Issues 

Debate on commodity provi
sions of the farm bill will focus on 
four primary issues. These include 
the following: 

• The nature and level of price 
and income protection. 

• Taxpayer and consumer costs. 

• Natural resource conservation 
requirements 

• International competitiveness. 

Ultimately, the following are 
the questions that are likely to be 
addressed for the feed grains sector 
in the farm bill debate: 

• What should be the type and 
level of program benefits on a 
per unit (bushel) basis? 

• How many units of production 
should qualify for benefits? 

• What should be required in 
exchange for benefits? 

Policy 
Alternatives and 
Consequences 

Theoretically, many alterna
tives are possible as policymakers 
consider how to structure the feed 
grains provisions of the 1995 farm 
bill. In the analysis that follows. 
primary attention is given to two 
alternatives that seem most likely 
in 1995. One is the continuation of 
the present program (status quo) or 
fine-tuning it. Other alternatives, 
such as revenue assurance, "green 
payments" and targeting, are not 
included because they are covered 
elsewhere in this series. 

Status quo 

If the current program is 
continued, small-scale producers 
will continue to receive only a 
small percentage of all program 
payments because of their small 
contribution to production. 
Increasingly inelastic demand, 
greater production marketing 
coordination and continued excess 
capacity do not bode well for these 
producers. Therefore, dependence 
on off-farm income will likely 
continue. 

The big question is what 
would happen to commercial 
producers, for example, those with 
gross sales of at least $100,000 
annually. Relatively fewer bushels 
of production have been eligible 
for deficiency payments in recent 
years because the gap between 
actual yield and the frozen farm 
program yield continues to 
increase and the flex (NFA) 
requirement has been instituted. It 
may be increasingly tempting not 
to participate in the program. (The 
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participation rate for corn already 
is lower than for most other 
program crops.) 

Increased nonparticipation 
could result in more production. 
with accompanying drops in feed 
grain prices and net farm incomes. 
Prices also would become more 
variable. Eventually, some produc
ers would respond to lower, more 
uncertain prices and income by 
returning to the program, assum
ing that ARP levels are reasonable. 

However, the impact on the 
taxpayer is uncertain. Lower 
initial prices will result in larger 
deficiency payments to remaining 
program participants, offsetting 
some or all of the savings from 
nonparticipants. Subsequently, as 
some producers return to the 
program, taxpayers costs likely 
would increase, although ARP 
levels and potentially higher 
market prices could be compensat
ing factors. 

In the short-run, the return of 
some CRP land and further 
reductions in annual program 
participation should increase seed 
and fertilizer sales and the volume 
of grains to be marketed. In rural 
areas where feed grains production 
is an important part of the 
economy, the entire community 
would be affected much the same 
as agribusinesses. 

Current policy is to keep 
nonrecourse loan price levels low 
enough to clear the market; i.e., to 
keep grain out of extended storage. 
The availability of marketing loans 
also supports this-objective. 
Livestock feeders and other 
purchasers of feed grains benefit 
from this policy. 

Environmental matters, 
particularly those relating to soil 
conservation and wetlands reten
tion. would continue to be ad
dressed if the current feed grains 
program is extended. However, if 
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program participation dwindles 
over the next few years, it may 
negatively affect soil conservation/ 
wetlands practices that result solely 
as a cost of participation. 

Fine-Tune the Present 
Farm Bill 

Several provisions of the 
current feed grains program could 
be fine-tuned in a new farm bill. 

• Program yields. Many corn 
producers have argued that 
program yields should be 
updated to reflect current yield 
expectations. (Actual corn 
yields have increased more on 
average than wheat and rice 
but less than upland cotton 
since 1985.) 

Federal budget restrictions 
would be the key to under
standing the long-term impact. 
If no net cost budget restric
tions stay in place or become 
more stringent, the NF A 
requirement probably would 
be increased to the point of 
cancelling, for payment 
purposes, the increase in 
program yields. After several 
years of adjusUnent, the 
impact would be quite similar 
to that described above for 
continuing the present 
program. Examples include, 
less program participation, an 
eventual reduction in produc
tion and higher, but more 
variable, prices and net 
returns. 

If current budget restric
tions were eased enough to 
accommodate actual yields and 
yields were adjusted annually, 
producing for the government 
might tend to become the 
objective. Producer income 
would increase initially with 
all the increase being borne by 

taxpayers. Agribusinesses 
selling big-ticket items would 
benefit, as would rural 
communities. Environmental
ists would appreciate greater 
program participation, which 
would enhance conservation/ 
wetlands compliance, but they 
would be concerned by more 
intensive application of 
fertilizer and chemicals. 
Eventually, the federal 
government would probably 
need to increase the NF A 
requirement or the acreage 
reduction requirement to 
reduce costs and production 
incentives. At that point, the 
adjustment for producers 
probably would be more 
difficult than if yields had not 
been increased in the first 
place. (By this time, a portion 
of the benefits from higher 
program yields probably would 
have been built into land 
prices. 

• Increase NFA. Another 
possibility is to increase the 
NF A requirement, irrespective 
of changes in program yields 
or other provisions. This 
would push the feed grains 
program in the direction of 
greater market orientation 
while reducing taxpayer 
outlays. Over time, prices of 
feed grains may increase on 
balance because fewer acres 
would be planted just to 
maintain base while becoming 
more variable because of less 
program participation and an 
inelastic demand. The 
potential for greater price 
variability probably would 
discourage big increases in 
acreage planted in response to 
higher prices in a single year. 

Higher feed grains prices 
may or may not increase 



aggregate 1net returns in this adjustment. overall production Lower payment limitations 

si~ A higher price on probably would be less, and would discourage program 
all bushel sold and lower prices and net returns would participation with many of the 
input because of fewer be higher but more variable impacts being similar to those 
acres pl~ would be than at present. With this identified above for lower 
positive ~t!ors. However, case, the cost to government participation. 
giving up deficiency payments would go down, but 
on increaSed flex acreage agribusinesses and rural • Increase stocks. The federal 
would be ~ negative factor. In communities would be hurt in government could be required 
addition, ret returns for the the short-run. Therefore, to keep some feed grains in a 
crop grown on flex acres conservation compliance strategic reserve as a part of a 
would be important in those would be less effective. formal stocks policy for feed 
areas witll significant altema- grains. Provisions of the FOR 
lives. A:!businesses would • Adjust Loan rates. An could also be changed to 
be hurt . a lower volume of upward adjustment in the loan encourage more long-term 
feed grai~ production because rate to a level that remained storage of feed grains. This 
competin$ crops that could be below market-clearing prices may reduce price variability to 
grown on 1flexed com base, would have little effect except the benefit of livestock 
tend to ~uire fewer pur- to generate some additional producers, but it would not 
chased in uts. short-term operating funds for increase average net returns 

Inc*ing the number of producers. However, if loans for feed grains producers. 
NFA ac~ could discourage were set above the market Likewise, taxpayers would 
mon~ which is an clearing level, it would bear the cost of keeping stocks 
enviro ntal concern. encourage both program in reserve. 
However, lthe potential for participation and production 
lower pro~ participation while increasing costs to 

would 3: be conducive to taxpayers because of the 
conserv on/wetlands potential for marketing loan Conclusion 
complian . deficiency payments on all of a 

I participating producer's 

• Adjust t~et prices. Current production, not just on the As the 1995 farm bill debate 
target pri levels have been in predetermined program yield. begins, the defining characteristics 
place sinde the 1990 crop year. Given current budget limita- of the feed grains sector are its size 
Some pr~ucers have argued tions, loan rates above market- and the potential for increasingly 
that the lfget price should be clearing levels could not be variable prices within the sector. 
increased if for no other sustained without reducing Program provisions will have 
reason ilib to match inflation. target prices, increasing NF A important consequences for both 
However,[ because of the and/or reducing eligible acres producers and non-producers, even 
potential ~umber of bushels to for production. if the new provisions essentially 

be~ increasing the maintain the status quo. To the 
com targ price by even one • Adjust payment limits. extent that program provisions are 
cent per ~ could increase Increasing payment limit altered from those currently in 
the cost if taxpayers by $50 levels would tend to encourage place, consequences could range 

million 1: lllllR. In an era of greater program participation. widely. Ideally, policymakers will 
tight bud ets, reducing the However, its overall impact on consider both short- and long-
target pri is more likely. production, prices and net range consequences of whatever 

DecrFa-sing the target returns may be limited because program provisions are selected. 

price~ discourage 
many large producers have 

program · cipation and either already split their 
decrease t returns to operations into more than one 
producer$ in the short-run. entity or are not inclined to 
However.I after a period of participate for other reasons. 
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Cott~n Policy 
Carl G. AndJrson. Texas A&M University 
o.A. c1eve1ard· Mississippi state University 

Policy issks facing the U.S. 
cotton iqdustly are similar to 
those th3t have existed for 

more than 60 ~· The changing 
supply and de~d forces in 
international markets, the protec
tionist trade i>O)icies of many 
countries and the vagaries of 
weather on wo~ld cotton produc
tion require considerable interac
tion between rtjarket forces and 
resulting adjustments of cotton 
policy pro~. Farm income 
protection, re5*1ting from policy 
provisions, 1113 in stabilizing 
prices and in mes which. in turn, 
promotes orde ly adjustments of 
capital and hunum resources in the 
production protess. Therefore, 
U.S. cotton po~cy is to be imple
mented so as to maintain treasury 
cost at politi~ly acceptable levels. 

The princiPaJ features of the 
cotton title of tfie 1990 farm bill 
included the fqllowing provisions: 
(I) an income ~pport through 
deficiency payfients; 2) a continu
ation and stredgthening of market
ing loan provi~ions; 3) a 15 
percent cut in Oeficiency payments 
with increased1planting flexibility 
(NFA); 4) a ~rease in emphasis 
on the supply qwmgement based 
acreage reductjon program (ARP) 
of the 1985ibill; and 5) an 
increased emp is on conserva-
tion. The mar eting loan provi
sion was m · ed to provide for 
adjustments in prices paid by 
purchasers to ~eep them in line 

with world prices. Therefore, the 
1990 legislation was directed 
toward more market dependence, 
less restriction on acreage planted, 
lower program costs and greater 
world market competitiveness. 

One purpose of the ARP as 
introduced in the 1985 farm bill 
was to target the level of U.S. 
stocks carried over from one 
marketing year to the next. 
Policymakers' goal was to achieve 
a carryover level sufficient to 
bridge the gap between seasons 
with an adequate supply for 
domestic and export demand. The 
desired level of ending stocks was 
the primary determinant in 
establishing the percent of annual 
base acreage to be set-aside. The 
1985 legislation directed that 
planted acreage should be annually 
adjusted to maintain an expected 
four million bale level of ending 
stocks. However, the legislation 
did not consider temporal changes 
in usage (domestic plus exports), 
and it drew criticism on the basis 
that a fixed stock target could 
hinder market expansion. 

The 1990 farm bill addressed 
this concern by reverting to a 
desired stock level based on a 
stocks-to-use ratio. This provision 
required the Secretary of Agricul
ture to establish an annual ARP for 
upland cotton such that the ratio of 
carryover to total disappearance 
would be 30 percent. The program 
was to be based on the most 

current supply/demand projections 
available from USDA at the time 
the ARP level was announced. 
A targeted stock level was expected 
to reflect market forces better than 
a fixed level of stocks. Yet, it was 
recognized that the target level 
would be difficult to attain year-to
year because of weather and 
market factors that cause unfore
seen changes in supply and/or 
demand during the year. 

Current 
Situation and 

Forces of 
Change 

The 1990 cotton program was 
implemented in 1991 at a time of 
tight stocks and relatively high 
prices in the United States and the 
world. However, during the 199 l/ 
92 marketing year, foreign stocks 
rose by 11 million bales to 37 
million supported by a 26.1 million 
Chinese crop, up from 20.7 million 
bales the year before. This 
pressured world cotton prices 
lower, and this pressure increased 
as the Soviet Union collapsed. 
Instantly, five million bales of 
cotton formerly .. trapped" in the 
Soviet system were placed on the 
world market. The "A" Index fell 



20 cents per pound from the 
previous year. This drove the 
adjusted world price (A WP) during 
the 1991 harvest below the base 
loan rate of SO. 77 cents. 

The lower prices, resulting 
from the buildup in foreign stocks, 
could have caused substantial loan 
forfeitures and associated increases 
in budget outlays had it not been 
for the marketing loan. The 
marketing loan provisions pro
vided the avenue for the United 
States to export more than 6.2 
million bales in a world market 
where the "A" Index averaged only 
63 cents per pound for the 1991/92 
marketing year. 

World prices remained weak 
in 1992/93 as the cotton producing 
republics of the Former Soviet 
Union (FSU) moved cotton into the 
world market at severely dis
counted prices or under barter 
arrangements. Foreign stocks 
remained at a high level of almost 
34 million bales with stocks-to-use 
at 45 percent. 

U.S. cotton exports totaled S.2 
million bales in 1992/93 while 
world cotton exports fell from 28.4 
million bales the previous year to 
only 24.8 million. The FSU 
republic of Uzbekistan was the 
largest cotton exporter in 1992/93 
as Central Asian cotton was priced 
l 0 cents below the "A" Index and 
as much as 15 cents below the U.S. 
quotation. 

Abundant foreign stocks and 
expectations ofa large U.S. crop 
depressed U.S. and world cotton 
prices as the 1993/94 marketing 
year began. However, when 
production problems in China, 
Pakistan and other foreign produc
ing regions surfaced, the world's 
textile industry began to indicate a 
demand for U.S. cotton. By 
calendar year 1994, a smaller U.S. 
crop than previously expected and 
decreasing foreign supplies began 
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pushing U.S. prices higher. By 
May, exports were forecast at seven 
million bales, and the U.S. stocks
to-use ratio declined to 21 percent. 
While fiscal year 1994 program 
costs will remain high during the 
1993/94 marketing season, most of 
this can be attributed to events of 
calendar year 1993. The reduction 
in U.S. and foreign carryover 
stocks suggests fiscal year 1995 
costs will be only one-third the 
fiscal year 1994 level. 

U.S. cotton prices are largely 
determined by world prices. Thus, 
international political decisions 
directly impact world cotton prices. 
The dissolution of the FSU and the 
freeing of the cotton producing 
republics, which coincided with 
China's second largest crop, 
depressed world cotton prices. It 
was not until the end of 1992/93 
that the United States reached the 
targeted 30 percent supply-use 
ratio. 

While the provisions of the 
1990 farm bill operated to main
tain U.S. cotton's export share and 
protect farm income, these actions 
were costly. Commodity Credit 
Corporation (CCC) cotton outlays 
were larger than expected because 
world cotton prices were signifi
cantly lower than expected. 

During the middle of the 
1993/94 season, the forthcoming 
drawdown in foreign stocks 
became evident. The inverse 
relationship between the level of 
world stocks and prices caused the 
market to move higher. The 
expected U.S. supply-use ratio fell 
to 21 percent, down from an earlier 
estimate of 40 percent. The 
foreign ratio fell from 45 percent to 
36 percent. Then in November 
1993, world cotton prices began a 
rally that carried prices 20 cents 
per pound higher. 

While the marketing loan 
provisions added substantially to 

program costs in 1991/93, the 
provision insured that U.S. cotton 
was competitive on the world 
market. Additionally, it prevented 
cotton from being forfeited to the 
government under the terms of the 
CCC loan program. Furthermore, 
changes made in the marketing 
loan program in the 1990 Act 
improved U.S. cotton's ability to 
maintain price competitiveness 
while protecting producer income. 

Major Issues 

More than 90 percent of world 
cotton production is produced in 
non-market economies and/or with 
substantial subsidies for production 
and marketing. The Uruguay 
Round discussions on agricultural 
provisions of GAIT make it clear 
that U.S. cotton's foreign competi
tors are not inclined to reduce their 
subsidies. The result is a tendency 
for cotton to move into channels of 
trade at prices below the real cost 
of production. If farm policy is 
driven by extremely restrictive 
budget considerations, the U.S. 
cotton industry is vulnerable. 
Principal issues include the 
following: 

• Maintaining income support at 
a politically acceptable level. 

• Managing the marketing loan 
to maintain U.S. competitive
ness. 

• Managing the cost of the cotton 
program. 

• Improving the use of targeting 
stocks-to-use and the acreage 
reduction program. 



• Impact of Planting Flexibility 
Provisions. ; 

• Impact of Payment Limitations. 

Other issues such as the 
Conservation R(eserve Program 
(CRP), environptent. crop insur
ance, land conservation, export 
credits and imports are addressed 
in other papers in this series. 

P~licy 
Alternatives and 
Consequences 

Status quo 

The status I quo alternative will 
receive considJrable attention in 
the 1995 farm bill debate. If 
current program provisions and 
implementation procedures were 
extended for the life of the 1995 
farm bill, it is 'ikely that the 
domestic mar~t for cotton will 
continue to exJ>and as U.S. textile 
suppliers are s9mewhat protected 
from foreign uade decisions 
through the marketing loan 
program. In apdition, the market
ing loan would offer continued 
export incentiyes in world trade. 

It is likely that farm income 
will decline asl inflation pressures 
on input costs lwill more than 
surpass any gains in cotton revenue 
due to frozen target price levels. 
As indicated ~lier, cotton prices 
are virtually determined in a world 
market place dominated by "state 
traders." Thetefore, program cost 
will vary dire4tly with decisions 
made by foreign governments. 
The market will likely not be as 
volatile as existed under the 1990 
farm bill because historical events 

such as the demise of the Soviet 
Union are not foreseen. 

Fine-Tuning the Current 
Program 

The 1990 farm bill provides 
income support largely through 
target prices and deficiency 
payment provisions. The income 
support issues are closely tied to 
treasury cost considerations. The 
impact of income support extends 
beyond the producer reaching to 
the agribusiness and rural commu
nity infrastructure. Regional 
concerns stimulate various fine
tuning proposals concerning target 
price and loan levels, targeting 
stocks-to-use, flexibility provisions 
and payment limits. 

Target price and loan 
levels 

Target prices for upland cotton 
were frozen in the 1990 farm bill 
at 72. 9 cents/pound, and payment 
yields were held constant. In 
addition, a 15 percent NFA was 
established. The CCC base loan 
rate was determined by a formula 
based on U.S. and world prices but 
cannot fall below 50 cents. 
Alternatives for the 1995 act are to 
increase, decrease, or freeze the 
income safety net. 

The marketing loan program 
has prevented large scale forfeiting 
of cotton owned by producers to 
the CCC. It has allowed U.S. 
prices to decrease below the loan 
level when world prices were 
exceptionally low. Adjustments in 
U.S. prices (Steps l and 2 provi
sions) have added to the competi
tiveness of U.S. cotton in both the 
domestic and international 
markets. The primary disadvantage 
of the marketing loan has been 
government cost. Such costs, 
however, have occurred to some 

extent as a result of subsidies paid 
by foreign governments to their 
cotton industries. 

An increase in the target price 
would likely increase producer 
returns with the extent depending 
upon the production stimulus and 
any subsequent market price 
decrease. A higher target price 
would tend to encourage the use of 
more production inputs. As a 
result, economic activity would be 
increased for agribusiness finns 
and rural communities. However, 
a higher target price also would 
increase treasury costs. Payment 
limits would be reached with fewer 
planted acres per farm and 
government programs, instead of 
market forces, would largely 
influence the allocation of agricul
tural resources. Therefore, under a 
higher target price, supply man
agement strategies would receive 
more attention. 

A decrease in income support 
would bring about a decrease in the 
number of farms participating in 
farm programs. Planted acreage 
would tend to follow the prospects 
of economic incentives related to 
market returns from growing 
cotton and alternative crops. 
Producers would rely more on risk 
management strategies such as 
diversified enterprises, price 
planning market strategies and 
crop insurance. Producers failing 
to effectively manage financial risk 
and adjust production to market 
signals would be forced out of 
production. Less income would 
reduce the use of production 
inputs, services and machinery. 
Farmland value could decrease, 
production would decline, 
agribusiness sales would slow and 
rural communities could experi
ence less business activity and 
fewer tax revenues from agricul
ture. The world's cotton produc
tion base would likely shift to 
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developing countries and devel
oped countries whose subsidy 
programs remained intact and the 
U.S. treasury cost would be 
reduced. 

Supply management 

The primary objective of 
utilizing a 30 percent stocks-to-use 
ratio in the 1990 farm bill as a 
target when determining ARP rates 
was to provide sufficient carryover 
stocks to service domestic and 
export demand from the end of one 
season until new crop cotton was 
harvested. Thus, ARP is a supply/ 
stocks management tool. But, 
because the ARP affects such a 
small percentage of the world's 
cotton acreage, the U.S. stocks-to
use ratio has limited impact on the 
world price. The United States 
alone cannot balance world supply 
and demand. 

Supply management programs 
have had limited success due to the 
international nature of the cotton 
market. Acreage reduction 
programs have not been particu
larly effective in either maintaining 
producer income or reducing 
government payments because of 
the marginal productivity of set
aside land, the influence of market 
forces on program participation, 
the conflicting program objectives 
and yield and market uncertainties. 

Conflicting government 
objectives also contribute to the 
lack of effectiveness of adjusting 
supplies via supply management. 
On one side is the perspective that 
government focuses on reducing 
direct farm program intervention 
by provisions that enhance market 
price. On the other side are the 
objectives of cheap food and fiber, 
full utilization of agricultural 
resources and international 
competition. These forces, with 
conflicting program objectives, 
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contribute to an uncertain market 
environment. 

The CRP has removed some 
36 million acres of erodible 
cropland from production prac
tices. Since the CRP includes 1.4 
million acres of cotton base, the 
potential to increase cotton 
program base acreage is substan
tial. The result will be a somewhat 
lower market price. 

The U.S. cotton industry faces 
significant competition from man
made fibers and foreign producers/ 
governments. Thus, it is vulner
able to tradeoffs between too little 
cotton and the resulting high 
prices and too much cotton and the 
resulting low prices coupled with 
large treasury costs. The industry 
depends on exports for approxi
mately 40 percent of total use. In 
any year, potential production can 
easily exceed total use. 

Flexibility 

The planting flexibility 
provisions of the 1990 Act were 
intended to reduce budget expo
sure, to provide more freedom for 
producers to shift crop acreage, to 
stimulate production of crops in 
scarce supply, to restrict production 
of surplus crops and to encourage 
crop rotations. In many areas, 
however, flexibility puts single 
crop farm operators at a disadvan
tage because of the lack of eco
nomically viable crop alternatives. 

The normal flex acreage 
(NFA) of 1.5 percent could be 
increased if cotton program costs 
are deemed too high and politically 
unacceptable. This would reduce 
acreage qualified for the regular 
deficiency payment and lower 
government cost while still 
maintaining desirable features of 
the program. A higher NFA 
percentage would subject more 
crop base to market forces, and the 

dependence on ARP as a supply 
management tool would be 
reduced. In addition, the NFA 
could be used to offset part of the 
Optional Flex Acres (OFA) to 
reduce the percentage of eligible 
crop base available for flexing each 
year. 

Payment limits 

Payment limit provisions 
constrain government payments to 
individual farmers. Limits 
increase costs of production which, 
in tum, impact the income and 
structure of agricultural operations. 
Most cotton farm operators find it 
financially beneficial to comply 
with farm program provisions and 
payment limits. However, the 
number of operations producing 
beyond the payment limits is 
rapidly escalating. Large opera
tions often forego payments to 
avoid restrictions associated with 
program compliance. Reducing 
payment limit levels would force 
more operators outside the pro
gram. Thus, the program would 
become less effective in managing 
production, prices and incomes. 

Conclusions 

Cotton policy issues focus on 
fostering support for the 
agribusiness and rural community 
infrastructure. income stability. 
appropriate interaction of supply 
and demand and competitive 
prices. Cotton producers and the 
government fare best when market 
prices are fairly strong and stock 
levels reasonable relative to 
demand. The challenge to 
policymakers and the industry is to 
design and implement programs 
that result in stock levels and 



market prices that support the 
stability of pr~ucer incomes yet 
effectively cordpete with synthetic 
fibers and foreign cotton produc
tion. 
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Rice Policy 
Robert E. Coats, Jr., University of Arkansas 
Gall L. Cramer, University of Arkansas 

Background 

C urrent rice legislation has 
created a transition 
period where income 

support to rice producers continues 
to decline in real dollars, and 
payment limitations restrict 
efficient use of resources. 

The income support level was 
effectively frozen under the 1990 
farm bill at $10.71 per cwt, which 
is $1.19 below 1984. Political 
realities are such that no future 
increase in income support is 
expected. Rice producers, there
fore, are facing a future in which 
they will likely continue to depend 
more on the market and less on 
government income support. 

The 1985 farm bill increased 
emphasis on making U.S. agricul
ture more competitive in world 
markets through lower loan rates 
and implementation of the market
ing loan program for rice. Target 
prices provided the basic income 
support mechanism for payments 
to eligible producers. The 1985 
farm bill froze the 1986 minimum 
target price at the 1985 level of 
$11.90 per cwt and set the mini
mum 1987 through 1990 target 
prices at declining levels. It also 
froze payment yields at the 1981-
1985 level. 

The 1990 farm bill, as 
amended by the Omnibus Budget 

Reconciliation Act of 1990, 
continued the freeze on payment 
yields and further cut government 
program expenditures by reducing 
payment acreage by 15 percent of 
base through the normal flex acre 
program (NFA). Producers, 
however, were allowed to plant 
(flex) the NFA acreage and, if 
desired, an additional 10 percent of 
their base (OFA) to approved 
alternative crops without losing 
rice base. 

Current 
Situation and 

Forces of 
Change 

Rice is an important food 
staple in the world accounting for 
about one-fifth of the world's grain 
consumption. Due to its nutri
tional value and cost per serving, 
over one-third of the world's 
population depends on rice as their 
primary food staple. 

Globally, rice ranks as the 
second most important food grain 
next to wheat. Rice is by far the 
most significant food grain 
throughout much of Asia and is an 
important source of food in Africa 
and the Middle East. 

There are four major types of 
rice including indica, japonica, 

aromatic and glutinous. Indica 
accounts for 80 percent of world 
production, japonica 16 percent. 
with aromatic and glutinous 
making up the remainder. 

World rice production (paddy 
basis) in 1993 is estimated to be 
11,275 million cwt up 137 percent 
over the 1961 rice production level 
of 4,756 million cwt. The largest 
world rice crop was produced in 
1992/93 with a production of 
11,440 million cwt. 

Since 1991, world consump
tion of rice has exceeded the level 
of production. As a result. world 
stocks of rice have been reduced to 
pipeline levels. Any unforeseen 
natural disaster. such as a general 
failure of the monsoon, could 
result in acute shortages of rice and 
possible ensuing political unrest in 
some countries. 

The U.S. produced its largest 
crop in 1992 with a total produc
tion of 179. I million cwt compared 
to production in 1962 of 66 million 
cwt. U.S. rice production in 1993 
was estimated to be 156. l million 
cwt. The primary rice producing 
states are Arkansas, California. 
Louisiana, Missouri, Mississippi 
and Texas. 

About one halfofU.S. rice 
production is exported. but imports 
of specialty rices account for 7 
percent of domestic consumption. 
The U.S. produces less than 2 
percent of world production but 
accounts for over 20 percent of 
world rice exports. 



During thq past decade, rice 
producers and fesow-ce owners 
have increasin&ly become con
cerned about ilieir economic future 
as well as the ifnpact that the 
following situaUons will have on 
the profitability and economic 
viability of their farm business. 

• A competitive situation where 
traditional and emerging 
exporting countries are domi
nated by government state 
traders. M41>reover, competition 
from develdping countries 
whose tradirg price is not 
reflective of returns thai will be 
required to ~eep resources in 
rice producpon as these 
economies (levelop and popula
tion expancr. 

• A farm government program 
with declini.ng real income 
support which provides only 
above average producers with a 
level of support needed to cover 
their financial cost of produc
tion. This declining level of 
real incomq support makes 
producers doncemed about 
being ableJo increase yields 
and/or red ce costs at a pace 
which will ~te the inflation
ary-induced erosion in gross 

farm incoje. 

• An annual '1Verage price for 
rice which has consistently 
been below the target price of 
$10.71/cwt and in many recent 
years, below the $6.50/cwt loan 
rate. 

• A farm pr~gram and an 
economic dnvironment which 
restricts a qroducer 's ability to 
expand an<l capture economies 
associated With size and 
diversifica~on. 
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• An uncertain future for the rice 
program and other institutional 
legislation. 

Table l indicates farm firm 
baseline data for seven panel rice 
farm firms. The farm firms 
represent four rice producing states 
including California, Texas, 
Missouri and Arkansas. Average 
annual return on assets was 
negative for two rice farms. The 
Texas 3900-acre farm had a 
negative 4.67 percent return and 
the Missouri 3150-acre farm had a 
negative l.28 percent return. The 
highest rate of return was Missouri 
with 8.12 percent. 

The North American Free 
Trade Agreement (NAFfA) was 
significant to the rice industry. 
With the agreement, the United 
States gained the attention of 
countries that enjoy trade surpluses 
with us and have protectionist 

tendencies. If shut out for no 
reason other than protectionism the 
United States has taken the 
position of retaliation. This 
administrative position signifi
cantly enhances the rice industry's 
ability to trade in world markets. 

The General Agreement on 
Tariffs and Trade (GAIT) con
cluded on December 15, 1993, 
after seven years of negotiation in 
the Uruguay Round of trade talks. 
For rice, the major highlights of 
negotiations are market access, 
reduced export subsidies and 
reduced internal support. GATT 
will provide increased access in 
Japan, South Korea and Taiwan. 
The United States will decrease its 
rice tariffs by 36 percent over 6 
years in equal installments. The 
European Community must cut its 
tariffs by at least 15 percent by the 
year 2000. 

Table 1. AFPC 1994 Baseline on Representative Rice Farm Firms, 
Assuming Continuation of the 1990 Farm Bill Over the Period 
1992-1998. 

Item California California Teua Teua Mi110Uri Mi110Uri Arkan1U 
420 Acrcl 1300 ISOO )9()() ISOO llSO 

Acta Aett:I Acta Aett:I Acta 

Average 315.00 9.52.00 407.00 100.5.00 .506.00 969.00 
Annual Cull 
Rcceipta 
(1,000) 

Average .5.26 3.74 0.12 -4.67 8.12 -1.28 
Annual Return 
lo Auc:tl ( ~) 

Avenge 10.30 -.5.90 -.56.71 -86.20 4.5 . .59 -18.8.5 
Cbuge in Real 
Net Worth (~) 

Average 74.82 90.6.5 92.62 100.88 .59.75 87.65 
Annual Ratio 
Expcmca I 
Rcccipta (~) 

Average Gov't 37.21 36.2.5 34.34 34.74 23.74 26.3.5 
Paymenta u ~ 
of Rcccipta (~) 

"Implications of the 1990 Farm Bill and FAPRI January 1994 Baseline on Representative 
Farms," AFPC Worlting Paper 94-1, Agricultural and Food Policy Center, Texas A&M 
University. 

1260 
Acn:s 

467.00 

1.32 

4.95 

78.01 

26.68 



developing countries, Eastern would be eliminated. This 
Europe, and other countries be includes the elimination of the 

Issues promoted? nonrecourse loan, target prices, 
acreage reduction, 50/85 provi-
sions, conservation compliance and 

Key issues which will likely 
Policy 

the marketing loan. While the rice 
merit public policy debate and market price would rise, this 
impact resource conservation, Alternatives and increase would likely not be 
environmental stewardship, sufficient to offset the elimination 
resources use efficiency and rice Consequences of payments resulting from the 
farm finn profitability/economic target price and marketing loan 
viability include the following: elimination. Substantial 

Status Quo 
downsizing and restructuring of 

• Real income support. Re- the rice industry would occur in 
duced farm government the absence of the rice farm 
program spending due to A 1995 status quo farm bill program. While production 
federal debt has resulted in a simply continues the current declines would occur in all regions, 
prolonged decline in real transition farm bill. The transition they would be the most precipitous 
income support. Can this trend is from an income support program in Texas and Louisiana. 
continue while maintaining that at one time provided producers Those farms that have 
economic viability of U.S. rice their cost of production to one that production alternatives would shift 
production? will have limited income support. all but the most productive rice 

The current program, coupled land to alternative crops. All 

• Resource use efficiency. What with the economic environment, farms would experience substantial 
can be done about payment encourages rice producers to declines in land values to reflect 
limitations and other targeting structure operations within the the lower level of returns from rice 
mechanisms which restrict $50,000 payment limit guidelines and/or alternative crops or live-
resource use efficiency by without regard to how efficiently stock. 
limiting a producer's capacity resources are being used. Production could decline 
to capture economies associated The best operators and sufficiently in some regions to 
with size and diversification? resource owners expect that future jeopardize the rice production and 

returns on investment and real net marketing infrastructure of the 

• Conservation of natural worth will continue to decline. region. Therefore, restructuring 
resources. How can incentives Risk and uncertainty for many would extend beyond the farm 
be provided to invest in natural producers are becoming too great level to the related agribusiness 
resource conservation and for the monetary rewards. and rural economy. Consumers 
promote environmental Despite the low rates of return would pay higher prices for rice. 
stewardship while continuing to indicated in Table l, many rice Exports would decline as the 
produce rice? farmers perceive that holding the United States became less competi-

current policy scenario may be the tive in the world market. 

• Trade. How can the movement best they can hope to secure. 
toward opening more markets Consumers are clearly better off Fine-tuning Current Rice 
and/or leveling the playing field than they would be with no Program 
be continued? program. There is little or no 

evidence of environmental harm. Relatively high taxpayer cost • Global food security. The However, taxpayer costs are and deficit reduction will likely 
importance of food security is relatively high. provide the incentive for change in 
reinforced by the fact that one- the 1995 farm bill. On the other 
fifth of the people in developing No Rice Program hand, it is not likely that such 
countries are chronically draconian actions as the no 
undernourished. How can Without a rice program, all program alternative will result. It 
national food security for farm program provisions for rice is highly probable that the current 
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farm pro~l ~l remain the basis 
for the 1995 ~F. bill with fine 
tuning likely in the following 
areas: 

! 

• Annual aclreage reduction 
requirements (ARPs). The 
1990 farmlbill instructed the 
Secretary ~f Agriculture to 
implement an ARP program 
that would achieve a stock-to
use balan1 between 16.5 and 
20 percent. The program has 
been effective for rough rice in 
aggregate, !but problems appear 
when exatjllning rice by class. 
For example, the l 992/93 long-

grain st:t-to-use ratio was 
approxi ely 17 percent while 
the same tio for the medium 
and short grains was 32 
percent. I* 1993/94, the 
increased demand for medium 
grain as a result of purchases by 
Japan willJ!ikely result in both 
classes of f ce approaching 
stocks-to-use of 12 percent. Is 
it feasible to set ARP require
ments by class? The industry 
may want to look at this 
although it may require more 
fine tuninj than Congress has 
in mind. 

• 50/92/85. The 50/92/85 has 
been used heavily in Texas and, 
in recent ybars, in California 
and Mississippi. Questions 
abound. I~ it paying producers 
for idling •and that would not 
be planted under current 
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circ=? If program 
spending eeds to be cut, 
should 50/ 5 be the prime 
candidate? Certainly, Texas 
and Califorrua producers may 
have problbms with this 
alternative. The regional 

differen~will likely fragment 
rice inter if action is taken in 
this area. 

• Update farm program 
payment yields. As with all 
target price supported com
modities, rice farm program 
yields have been frozen since 
1986 and thus reflect produc
tion technology dating back to 
1976. If yields are brought 
current, they would better 
reflect current technology but 
would result in higher program 
expenditures unless offset by 
other mechanisms including 
increased NFA. 

• Marketing loan. The market
ing loan will be measured 
against its stated objectives of 
international competitiveness 
and the release of stocks given 
program cost. If discontinued, 
producer income would likely 
fall, other agribusiness would 
be adversely impacted as less 
volume was moved through the 
system, and Commodity Credit 
Corporation (CCC) stocks 
would likely increase. In
creased stocks and reduced 
producer income could encour
age producer special interests to 
push for increasing loan rates 
and higher ARP levels, thus 
reducing the competitive 
position internationally. 

Major Modifications of 
Current Farm Bill 

A major restructuring of 
current program provisions could 
include the following: 

• Increase target price to offset 
inflation when annual inflation 
rate is about 3 percent 

• Freeze nonpayment acres at 
current levels. 

• Eliminate annual acreage 
reduction requirements. 

• Eliminate the payment limita
tion. 

• Allow current base to relocate 
and simplify base building. 

• Increase soil and water conser
vation assistance. 

The above are several key 
modifications which would reduce 
the financial stress of rice produc
ers and resource owners. They 
would likely offer the incentives to 
promote environmental soundness, 
increase resource use efficiency 
and allow a more orderly transition 
to a farm government program 
with limited income support. If 
inflation remains in check, it is 
unlikely that program cost would 
increase significantly. 

Enhance Cost Sharing 
Assistance to Rice 
Producers for Improving 
Water Management 

Cost sharing could provide the 
incentive to conserve soil and 
water resources, promote environ
mental stewardship and allow for 
resources to be used more effi
ciently, thus improving the 
economic viability of rice farms. 

Land forming, straight levees 
and water control systems would 
allow for the following: 

• More timely field operations. 

• Improved machinery perfor
mance rates. 

• Reduced irrigation water 
requirements. 

• Enhanced producer's ability to 
manage a crop. 



• Full genetic potential of plant 
material. 

A field that is precision 
leveled will dry out faster and 
allow a producer more days 
suitable for field work in most crop 
years. Depending on the farm 
firm, this may reduce water 
requirements, reduce the amount 
and size of the machinery needed, 
improve machinery performance, 
increase the acreage farmed, 
enhance management, improve 
yields or some combination. 

Reservoirs, water delivery and 
water recovery systems would 
promote the following: 

• Storage of surface water which 
would normally be lost. 

• Allow for more timely and 
efficient irrigation. 

• Reduced labor. 

• Improved management. 

• Multiple water use. 

• Conserve groundwater. 

Government cost would 
depend on the extent of the cost 
share. Environmental and water 
quality improvement would be 
directly related to the attractiveness 
of the incentive. 

Conclusion 

For the rice industry, the 1995 
farm bill debate has a sense of 
urgency. Rice is one of three or 
four commodities to which 
program cancellation has been 
threatened/recommended. In many 
respects, the policy decision 
involves a decision whether U.S. 
policymakers desire that the United 
States maintain its rice industry as 
a viable domestic and international 
market force. 
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Oilseeds Policy 
Darrel Good. University of llllnols 
George Flaskerud. North Dakota State University 
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Bac~ground 

The 1990 farm bill established 
marketing loans and loan 
deficiency payments (LOP) for 

soybeans and minor oilseeds. The 
minor oil~ include sunflowers 
(oil and non~il types), safflower, 
canola, flaxset<i, rapeseed and 
mustard seed. I Canola is the name 
for a group of

1

rapeseed varieties, 
and is the pretalent rapeseed 
grown in the \Jnited States and 
Canada. The minimum national 
average loan J:tes were set at 
$5.02 per bushel for soybeans and 
$8.90 per cwt,for minor oilseeds. 
A 2 percent loan origination fee 
was charged by the Commodity 
Credit Corporation (CCC). For 
1994, the loan origination fee was 
abandoned in I the budget reconcili
ation process, and the minimum 
national loan rates have been 
adjusted to $4. 92 per bushel for 
soybeans and ls8. 70 per cwt for 
minor oilseeciF. 

A CCC oilseed loan can be 
I 

repaid at a level that is the lesser of 
the loan rate plus accrued interest 
or at the USDA announced 
repayment rate. The repayment 
rates are announced daily for 
soybeans and ,every Friday for the 
minor oilseeds. An LOP is 
available to p~oducers if the 
announced repayment rate falls 

below the county loan rate. The 
LOP is the difference between the 
loan rate and the announced 
repayment rate on the day the 
producer chooses. If the LOP is 
selected, the oilseed cannot be 
placed in the CCC loan program. 
For crops not planted on 0/92 
acreage, the crop can be divided 
between the marketing loan and 
the LOP. 

The 1990 farm bill allowed 
planting of minor oilseeds on 0/92 
acreage for other crops when a set
aside is in effect. In such a case, 
the producer must decide at the 
time of acreage certification 
between the 0/92 deficiency 
payment for the program crop and 
the marketing loan or LOP for the 
oilseed crop. 

The major crop commodity 
provisions of the 1990 farm bill, 
including the oilseed provisions, 
were designed to give producers 
more flexibility in responding to 
market signals. Accordingly, 
"flexible acres" or "triple base" 
acres were established for 
feedgrains, wheat, upland cotton 
and rice. This provision estab
lished normal flex acres (NFA) at 
15 percent of the base acreage for 
the crop and optional flex acres 
(OFA) at 10 percent of the base 
acreage. Deficiency payments are 
not paid on the 15 percent NF A, 
and producers are eligible to plant 
soybeans or minor oilseeds on 
those acres. Producers are eligible 

for deficiency payments on OFA if 
planted to the program crop, but 
they could choose to forego those 
payments and plant soybeans or 
minor oilseeds on the OFA. 

Current 
Situation and 

Forces of 
Change 

The current economic environ
ment for the oilseed industry in the 
U.S. is more market oriented than 
anytime in the past 15 years 
although meal and oil exports 
continue to be subsidized and there 
are import duties on some oils. 
Oilseeds can compete freely for 
acreage with other crops based on 
actual or expected market prices. 
The CCC loan prices for oilseeds 
are generally below market price so 
that producers are encouraged to 
produce to meet market require
ments and not for government 
purchases. Export credit guarantee 
programs (GSM-102 and GSM-
103) as well as the PL-480 
program, support U.S. vegetable 
oil and meal exports. In addition, 
soybean and sunflower oil exports 
have been subsidized under the 
Export Enhancement Program 
(EEP). About 200 thousand metric 



tons of sunflower oil were exported 
under the Sunflower Oil Assistance 
Program (SOAP) in FY 1993. The 
recent North American Free Trade 
Agreement (NAFfA), as well as 
agreements under the Uruguay 
Round of the General Agreement 
on Trade and Tariffs (GATI), 
suggest that oilseed trade barriers 
will be reduced somewhat over the 
next 5 to 15 years including the 
U.S. import tariff on oil. Signifi
cant reforms have been made in 
the European Union Common 
Agricultural Policy (CAP). The 
impact of these reforms should be 
largely reflected in market prices 
by 1995. 

Soybeans 

Soybean production in the 
United States expanded during the 
1970s, reaching a record 2.3 
billion bushels on 71.4 million 
planted acres in 1979. The growth 
in acreage in the late 1970s was 
geographically widespread. The 
growth in production was fueled by 
rapidly expanding domestic and 
world demand for high protein 
animal feed and edible vegetable 
oil. 

U.S. soybean production 
during the 1980s stagnated as 
declining acreage was offset by 
higher average yields. Between 
1979 and 1990, planted acreage 
declined by 19 percent and 
remained between 59.2 and 59.5 
million acres through 1993. The 
decline in acreage came entirely in 
southern growing areas as low 
yielding soybeans could not 
compete with other program crops 
with relatively high target prices or 
with the Conservation Reserve 
Program (CRP). 

The stagnation in U.S. 
soybean production over the past 
12 years was also associated with 
increased competition from 
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Figure J. World Soybean Production. 

soybean production in South 
America (Figure 1), with the 
expansion in world production of 
other oils, particularly palm and 
canola and with a slow down in the 
rate of growth in protein feed 
demand in the United States and 
Europe. U.S. exports of soybean 
protein peaked at 26.3 million 
metric tons in 1981-82 and totaled 
only 22.3 million tons in 1992-93. 
In contrast. exports of South 
American protein exports nearly 
doubled during the same time 
period and were nearly equal to 
U.S. exports by 1992-93. 

The domestic crush of soy
beans increased by about 14 
percent from 1979-80 through 
1992-93 with the majority of 
increase occurring in the past three 
years. Another round of expansion 
in livestock and poultry production 
pushed domestic soybean meal use 
to record levels in each of the past 
four years. Domestic soybean oil 
consumption increased by 4 7 
percent from 1979-80 through 
1992-93. Part of the increase was 
associated with population growth, 
and part of the increase was 
associated with substitution of 
soybean oil for tropical oils and 
animal fats. 

Minor Oilseeds 

Planted acreage of minor 
oilseeds has fluctuated signifi
cantly since 1987 but generally 
increased since 1990 (Figure 2). 
Planted acreage of sunflowers, 
canola and safflower demonstrated 
the greatest response to the 
incentives of the 1990 farm bill. 
Increased acreage of those crops 
resulted from the flexibility and 0/ 
92 provisions. Thirty-seven 
percent of the minor oilseed acres 
were planted on flex and 0/92 
acres in 1993. Acreage has 
generally responded to market 
conditions, thus suggesting that the 
flexibility provisions of the 1990 
legislation have functioned 
successfully with respect to minor 
oilseed. 

Imports of minor oilseeds were 
relatively stable from 1987-88 
through 1992-93, with flax 
representing the largest share of 
the imports. That pattern, how
ever, was altered during the 1993-
94 marketing year, to include a 
sharp increase in canola imports. 
The small U.S. oilseed crops in 
1993 and abundant canola produc
tion in Canada accounted for the 
large increase in imports of canola 
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and canola oil. Imports of canola 
are expected to moderate as U.S. 
oilseed production rebounds. 

Domestiq consumption of 
safilower, fl~ rapeseed and 
mustard has ~n very stable since 
1987-88. Co~ption of sun
flowers incrt$ed sharply in 1991-
92 and was dpected to remain 
high through 1993-94. Consump
tion of cano1J showed the most 
year-to-year ~ariation. 

Prices of
1

minor oilseeds have 
generally renlained above the 
marketing loan price, with the 
exception of flaxseed. However, 
the flaxseed price has increased 
from the low~ during the 1991-92 
marketing year. 

Issues 

For U.S. ,oilseeds, the chal
lenge is to remain competitive in 
the world market. Forces over the 
last l 0 years F,ve led to increased 
oilseed production around the 
world, thus rf<Iucing the U.S. share 
of the world fJlaTket. Domestically, 
policy changes have allowed 

oilseeds to compete more freely 
with other crops for acreage. The 
flex provisions of the 1990 farm 
bill eased what appeared to be an 
unfair advantage to program crops 
with relatively high target prices. 
Key issues influencing 1995 
oilseed policy decisions include the 
following: 

• Level of federal government 
spending for agricultural 
programs. Reduced spending 
would have at least two major 
implications for oilseeds. 
First, reduced subsidies for 
other program crops would 
likely make oilseeds more 
competitive with those crops. 
Reduced target prices for 
feedgrains, wheat and cotton 
or reduced payment acres 
(increased NFA) would have 
similar impacts. Second, it 
appears that reduced spending 
might disproportionately 
impact the export subsidy 
programs for vegetable oils. 
Alternatively, credit guarantee 
programs are intended to be 
budget neutral - limits can be 
set on budget exposure but 
money is not budgeted for the 

program. Credit programs 
have been successful in 
maintaining exports and 
increasing sales to countries 
that have difficulty purchasing 
without credit. The cost 
effectiveness of such programs 
is another issue. 

• World competition. U.S. 
oilseeds, particularly soybeans, 
have lost market share over 
the past 15 years. Part of the 
loss can be attributed to 
domestic policy that favored 
the production of competing 
crops. Part was because policy 
decisions in other countries, 
for example European oilseed 
subsidies. Trade liberali?.a
tion, as reflected in NAFfA 
and the recent GAIT agree
ments should put U.S. oilseeds 
in a more competitive position 
over time. Competition from 
South American soybean 
production, however, will 
remain keen. 

• CRP policy. Decisions on 
CRP will influence the amount 
of acreage available for crop 
production after 1995. A 
significant portion of acreage 
in this program in the South
east and Delta states was in 
soybean production at one 
time. Decisions relative to 
CRP may influence annual 
acreage reduction programs 
and the magnitude of NF A 
acres. 

• Philosophy of commodity 
programs. There is a growing 
interest in changing the 
approach to price and income 
policy. In particular, the 
concept of "decoupling" 
(separating income subsidies 
from production decisions) is 
regaining some popularity. 
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Secondly, there is discussion 
of integrating aspects of price 
support programs, crop 
insurance programs and 
disaster programs into a "risk 
management" program. 

Policy 
Alternatives and 
Consequences 

There are at least three policy 
alternatives for oilseeds that will 
likely be examined in the 1995 
farm bill debate. Each of these 
alternatives is discussed and 
potential consequences examined. 

Status Quo 

This alternative would keep 
the major commodity provisions of 
the 1990 farm bill intact. These 
provisions would include the 
following: 

• Target prices fixed for the 
duration of the 1995 act. 

• Marketing loans for oilseeds 
and other program crops. 

• The continuation of flex 
acreage provisions allowing 
oilseeds to be planted on base 
acreage of other program 
crops without loss of base 
history. 

• Allowing CRP contracts to 
expire. 

This alternative would retain 
several of the positive conse
quences for oilseeds of the 1990 
farm bill by providing production 
flexibility, price and income 
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support, income stability and the 
ability to compete in the global 
economy. Producers would 
continue to benefit from the 
opportunity to respond to market 
signals in determining planted 
acreage of oilseeds. Taxpayers 
would benefit as the federal budget 
exposure for deficiency payments 
is reduced since production on flex 
acreage is not eligible for defi
ciency payments. For minor 
oilseeds, increased acreage and 
production might lead to the 
establishment of additional crush 
capacity and thereby generate 
additional economic activity in 
rural communities. To maintain 
competitiveness in world trade, 
increased use of credit programs 
might be an alternative if budget 
limitations or trade agreements 
necessitate a reduction in export 
subsidies. 

Allowing a significant portion 
of the CRP acreage to come back 
into production as contracts expire 
would have numerous and diverse 
consequences. Initially, elimina
tion of a large portion of CRP 
would reduce government expendi
tures and stimulate economic 
activity which would be positive 
for agribusinesses and some rural 
communities. Secondary impacts, 
however, would be mostly nega
tive. All other conditions remain
ing the same, more planted acreage 
would generate surpluses and low 
prices for some crops. Given the 
location of the CRP acres, a large 
increase in oilseed plantings, 
particularly soybeans, on acres 
brought back into production 
would occur. Deficiency payments 
could be increased for some crops, 
and more fine tuning of annual 
acreage reduction programs might 
be required. In addition, overall 
conservation efforts might be 
hampered. 

Extending the 
Conservation Reserve 
Program 

The CRP encourages conser
vation of highly erodible land, 
supports grain and oilseed prices 
by taking land out of production 
and financially supports producers 
with less productive land. A 
continuation of CRP at the current 
level would maintain these 
benefits. 

Some rural communities and 
agribusinesses have been nega
tively impacted by CRP due to 
reduced economic activity as land 
was taken out of production. A 
continuation of CRP would not 
likely have additional negative 
impacts on those communities or 
businesses. Taxpayers would 
probably be negatively impacted by 
the continuation of CRP. The 
direct cost of renting CRP acres, 
however, would be offset by the 
elimination of budget exposure in 
other areas. That is, allowing the 
majority of CRP acres back into 
production could lead to a higher 
frequency of surplus production 
which in tum could increase 
deficiency payments on crops with 
target prices and trigger marketing 
loan benefits. 

Partial Decoupling 

Under current provision of 
farm legislation. most direct 
payments to producers are com
modity specific. Each farrn has an 
established base acreage for 
individual crops and annual 
programs may require devoting a 
portion of that acreage to conserv
ing uses in order for the producer 
to be eligible for target price 
protection. Decoupling would 
break the link between the 
producer's decision about crop 



selection and the level of income 
protection. ~et prices would be 
eliminated aiid replaced with a 
direct lump t payment to 
individual pr ucers. 

Under °'s alternative, a total 
crop acreage base could be calcu
lated for eac~ farm and the annual 
payment calculated using the base 
acreage and ~eld history. The 
payment rate would likely remain 
fixed for the ~uration of the 
program. Producers would be free 
to choose thej crop mix each year. 
If, in any yea,, acreage reduction is 
considered n¢cessary, a percent of 
the base ac~ge would be required 
to be devoted! to conserving use. 
Loan rates ~uld be maintained 
and tied to a moving average of 
annual avera~e prices. 

This altdrnative would allow 
producers to resa>ond to market 
conditions when making planting 
decisions. ~ernment control 
over acreage ~f individual crops 
would be redbced, allowing 
production ot oilseeds as well as 
other crops tq adjust to market 
signals. To the extent that the 
market can ~rect resources more 
efficiently ~ program adminis
trators, this ~ternative would lead 
to greater production efficiencies 
overtime. I 

Replaci~g target prices and 
deficiency payments with a direct 

lump sum payment would likely be 
budget neutral and would result in 
stable outlays from year to year. 
Producer incomes could be more 
volatile since payments would not 
be inversely related to commodity 
prices. The difficulty with this 
alternative is to fairly and accu
rately establish the base for 
payments. 

The direct income payment to 
producers would provide a "safety 
net" and perhaps reduce the need 
for crop insurance and/or annual 
disaster programs. 

Combinations of 
Alternatives 

It is possible to design a policy 
alternative that combines aspects 
of the above alternatives. For 
example, annual acreage reduction 
programs in the decoupling 
alternative could be replaced by or 
combined with an extension of the 
CRP. Complete decoupling could 
be accomplished by offering 
producers a fixed annual payment 
without any acreage controls or 
price supporting mechanism. 

Under the first alternative of 
maintaining the major elements of 
the current program, more choices 
could be offered under the flex 
acreage provisions. For example, 
under the current program, 

producers can choose to plant 
minor oilseeds or other 
nonprogram crops. on an addi
tional 10 percent of the base acres 
ofa program crop (OFA). How
ever, producers must forego the 
deficiency payment on those acres. 
Producers could be given the 
choice of deficiency payment for 
the program crop or the marketing 
loan for the minor oilseed crop. 

Summary 

Changes of commodity 
provisions in the 1985 and 1990 
farm bills have moved the oilseed 
policy toward a market oriented 
policy. Producers have been 
offered a safety net for prices in the 
fonn of a marketing loan and have 
been given more flexibility in 
making production decisions. 
Direct acreage controls on oilseeds 
have been avoided. Most industry 
participants believe that the policy 
has been successful in keeping 
oilseed production competitive. 
The 1995 farm bill will likely push 
commodity policy further in the 
direction of market detennination. 

This publication edited by Ed 
Smith and Ron Knutson, Texas 
A&M University. 
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Peanut Policy 
W. Don Shurley. Dale H. Carley and Stanley M. Fletcher 
University of Georgia 

Peanuts rank eighth among 
primary field crops pro
duced in the United States 

with a 1990-93 average farm value 
of$1.2 billion. Production is 
concentrated in nine states com
prising three production regions: 
Georgia. Florida, Alabama and 
South Carolina (the Southeast -
60 percent); Texas, Oklahoma and 
New Mexico (the Southwest - 20-
25 percent); and Virginia and 
North Carolina (the Virginia
Carolina region - 15-20 percent). 
The United States accounts for 8-
10 percent of the world peanut 
production and roughly 30 percent 
of world trade. Approximately 20 
percent of U.S. production is 
exported annually. 

In 1991, there were 28,867 
U.S. peanut producers. One half 
harvest less than 50 acres, two
thirds harvested less than 100 
acres and only 14 percent harvest 
200 acres or more according to the 
1987 Census of agriculture. 
Eighty-five percent are classified 
as sole proprietorship operations. 
The average peanut enterprise is 
92 acres per farm. 

Background 

The 1990 farm bill amended 
previous legislation to continue the 
program through the 1995 crop. 

The current program is a result of 
several modifications by previous 
farm bills designed to meet 
changing supply/demand condi
tions and minimize government 
cost. 

In addition to supply, control 
and price support provisions 
provided by the 1990 farm bill, 
peanuts are protected from imports 
by Section 22 of the Agricultural 
Adjustment Act of 1933. Loan 
provisions are administered by 
three regional grower associations, 
which act as marketing agents for 
the Commodity Credit Corpora
tion. Handling, processing and 
quality are controlled under 
Marketing Agreement 146 and 
coordinated by the Peanut Admin
istrative Committee 

The major provisions of the 
current program are as follows: 

• Supply is controlled through 
poundage quotas set annually 
by the USDA at a level 
determined necessary to meet 
U.S. edible, seed and related 
use needs. For 1991-95, the 
minimum quota is l.35 
million tons. Quota is 
allocated among farms based 
on production history. Peanuts 
can be grown for the U.S. 
edible and seed markets only 
by farms with a quota. If, due 
to weather or other uncontrol
lable factors, farmers are 
unable to produce their quota. 

unproduced quota 
(undennarketing) may be 
carried forward to future years, 
but no more than IO percent of 
the national quota can be used 
in a single year. The quota 
plus undennarketings is 
referred to as the "effective 
quota." 

• Peanuts produced in excess of 
the farm's poundage quota or 
on farms without a quota are 
referred to as "additionals." 
These peanuts are produced 
and sold primarily for export 
and crushing, but may also be 
used for the U.S. edible market 
through the "buyback" 
provision or CCC resale when 
quota supply is short of 
demand. 

• There is a two-tier price 
support. Quota peanuts are 
supported at a higher rate and 
adjusted a maximum of 5 
percent annually for any 
increase in the cost of produc
tion. The support price for 
additionals is set by the 
Secretary of Agriculture to 
ensure no losses to the CCC. 
The 1994 average support 
price is $678/ton for quota and 
S 132/ton for additionals. 

• Under new provisions set forth 
by the 1990 farm bill, farms 
with no quota but with a 



history o ' producing Quota peanuts placed in loan 
additio s will earn a share of 

Current 
must be purchased by handlers at a 

anyq increase. Tenant minimum of 105 percent of the 
andq owners must also 

Situation and 
support price if purchased prior to 

share eq ly any increase in December 31 and 107 percent 
quota due to the Forces of thereafter. Provided the quota does 
tenants p oduction of not exceed expected domestic use. 
additio Change the resale provisions on quota 

minimize government cost 

• exposure. 

Quality 
Additionals purchased for 

export must be sold at a minimum 
resale price set annually by the 

Peanuts are sold by the fanner USDA ($400/ton for the 1994 
in-shell and referred to as "fann- crop). Additionals, although not 
ers' stock". Fanners' stock expressly produced for that 
peanuts are visually inspected for purpose, once in loan are also 
indicators of aflatoxin and other available if needed to cushion the 
damage, and classified as Segrega- U.S. market from quota shortage. 
tion 1, 2, or 3. Segregation 1 Such sales, however, must meet 
peanuts are visually free of quota price minimums, as dis-
aflatoxin and have less than 2 cussed previously unless purchased 

• Quota wi l be reduced if not percent damage. Only Seg 1 under "immediate buybacks" at 
produced or "considered peanuts may be marketed as quota 100 percent of the quota support 
produced in two of the three or for edible export. price. 
previous ears. New provi- Seg 1 peanuts are later CCC will typically realize 
sions in 1990 fann bill, shelled, chemically tested and then losses on quota peanuts placed in 
however, lowed unproduced blanched if above tolerance in loan unless quota supplies are 
quota to reallocated to aflatoxin. Blanched peanuts are short or there are substantial 
farms in retested and allowed for edible use profits made from the resale of 
Texas. if below tolerance. additionals. CCC losses in 1991-

Segregation 3 peanuts show 92 resulted from the quota being 

• The 1990 budget act initiated visual evidence of aflatoxin and set higher than market demand, 
a 1 perce t marketing assess- crushed for oil and meal. Seg 2 thus reducing buyer interest and 
ment (s equally by peanuts have greater than 2 forcing quota into CCC. Net 
producer d first handler) percent damage. 1)'pically, less outlays for the program averaged 
beginnin with the 1991 crop. than 3-5 percent of a crop will be $17 million annually for fiscal 
Thebudg t reconciliation of graded as Seg 2 and Seg 3. years 1986-93. 
1993 e the assessment 
through 1997 crop with CCC Loan Activities and Cost of Production 
the produ r share to increase Cost 
to 0.65 rcent by 1997. A 1993 U.S. General Account-

Most peanuts are contracted or ing Office (GAO) study concluded 

• CCC outl ys only involve sold by the producer directly to a that support prices were high 
peanuts p aced in loan (usually handler. There is no quota relative to production cost. USDA 
less than 10 percent of total contract deadline, but additionals production cost survey results show 
productio ). Regulations on must be contracted by September the U.S. average total cost of 
rm rum resale prices and 1 S of the year harvested or placed production was $611 per ton in 
cross-co pliance between the in CCC loan. Quota may be 1991 and averaged $573 per ton 
regional iations mini- contracted, priced and sold at for 1987-91. These cost are for 
mizes go ernment cost delivery or placed in CCC loan. both quota and additionals. all 
exposure. peanut types, both irrigated and 
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non-irrigated production. and 
exclude income loss or non-income 
years in rotational crops. 

These cost include the 
capitalized value of land and 
quota. The value of quota and 
lease rate for quota are largely 
determined by the level of price 
support. Lower price support 
would lower farmland values. 
Excluding quota and management, 
the U.S. average cost of production 
was $507 per ton in 1991. 

U.S. Edible Peanut 
Consumption 

Peanuts are consumed in 
candy,snacks,peanutbutterand 
in-shell. Peanut butter accounts 
for about 50 percent of total use. 
Total use trended upward during 
the 1980s but use was down 8 
percent during the 1992-93 
marketing year compared with 
1989-90. Use in peanut butter 
declined 11 percent. During the 
first 9 months of the 1993-94 
marketing year, total use was down 
3 percent compared to 1992-93 
with use in peanut butter down 10 
percent. 

Imports of Peanut Paste 

Section 22 does not apply to 
peanut butter/paste. Imports of 
peanut butter/paste, originating 
mostly from Canada and Argen
tina. have increased 7-fold since 
1989. Peanut paste is made 
primarily from China and Argen
tina peanuts. During calendar year 
1993, imports totaled 18,149 
metric tons- equivalent to 38,000 
farmer's stock tons of U.S. quota. 
Twenty seven percent of the 
reduction in the use of U.S. 
peanuts in peanut butter during the 
1992-93 crop year may be attrib
uted to displacement by imports. 

NAFTA and GATT 

These trade agreements will 
affect various sectors of the U.S. 
peanut industry. Section 22 
protection was eliminated and 
replaced with minimum import 
access levels and tariffs for edible 
peanuts and peanut butter. Under 
the Uruguay Round GATT Agree
ment (URA), the minimum access 
for edible peanuts is 33, 770 metric 
tons (mt) the first year, increasing 
to 56,283 mt the sixth year. Under 
NAFfA, Mexico is given duty-free 
access of 3,377 mt, 10 percent of 
the URA minimum access level. 
For peanut butter, the first year 
minimum access is 19,150 mt 
increasing to 20,000 mt in the 
sixth year. The combined edible 
peanut butter minimum access 
levels are approximately 96,000 
tons in-shell equivalent the first 
year, growing to 135,000 tons the 
sixth year. 

An ad valorem tariff will be 
levied on amounts above the 
minimum access levels for shelled 
edible peanuts, peanut products 
and in-shell imports. Tariffication 
may not immediately affect the 
price support program but could 
over time. The URA is only for six 
years after which there could be 
pressure to further reduce tariffs 
and move towards free trade. In 
contrast, NAFfA does eliminate 
all tariffs over a 15-year period. 
While Mexico is presently not a 
significant peanut-producing 
country, economics may change 
this. Furthermore, the "docking" 
provision could allow other Latin 
American countries to join 
NAFfA. 

Effect of the Peanut 
Program on Consumers 

The 1993 GAO study con
cluded that the peanut program 

added $3 14-$513 million annually 
to consumer (first buyer) cost. The 
study still leaves in question the 
effects of the program at the retail 
level. 

The USDA estimates that the 
use of peanuts for domestic food in 
marketing year 1994-95 will be 
1.019 million tons in-shell 
equivalent. If support price were 
reduced from the 1994 level of 
$678 per ton to $500 per ton, the 
savings would be S 180 million 
dollars or about 70 cents per 
person if all savings were passed 
on to the consumer. The price 
reduction in an 18 ounce jar of 
peanut butter would be 15 cents. 
Because the peanut manufacturing 
industry is oligopolistic (only a few 
firms), it is unlikely that all 
savings would be passed on. 

Issues 

Due, in part, to the process of 
change previously discussed, the 
industry at the present time faces 
several program-related major 
issues, including the following: 

• Declining demand. Peanut 
butter consumption has declined 
and the future trend is unknown. 
The 1994 quota is l.35 million 
tons, a 9. 8 percent reduction from 
1993 and the minimum allowed, 
but still above the USDA estimated 
quota need of 1.333 million tons. 

• Effective quota leads to 
oversupply. The formula for 
determining the quota does not 
consider undermarketings and 
carryover. Effective quota in recent 
years has been large relative to 
demand. 
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• CCC program cost. The access of peanuts and peanut butter maximum of two or three 
program represents a very small provided by GATI will likely years. Quota produced could 
portion of f:fn program expendi- result in excess quota peanuts. be counted against a 
tures but gov rnment cost in the These would be placed in CCC and producer's basic quota first 
program has been increasing in crushed, resulting in increased and then their 
recent years. 

1 
government outlays. undermarketings. If not 

I If price supports increase as a produced, undennarketings I 
I • GAIT and NAFI'A. Current result of cost of production would be lost and the quota 

minimum quota, price support adjustments, the difference adjusted accordingly. These 
levels and prit adjustment between the support price and provisions would decrease the 
mechanisms o not consider the crushing value would likely tendency for excess quota. 
changing economic environment increase, meaning additional Government costs would be 
caused by re;ing Section 22 government costs. reduced. This provision may 
with import ket access and alter lease arrangements and 
tariffication. Fine Tuning Existing regulations on quota, i.e .. 

Programs should the tenant pay for quota 
• Aflato:littesting. Peanuts not produced? 
graded Seg 1 · sually may, after Several modifications of the 
chemical testing, contain above present peanut program could be • Eliminate undennarketings 
tolerance lev~s of aflatoxin. considered, including the follow- if a producer receives crop 
Conversely, g 3 peanuts may ing: insurance payments. 
contain acceptable levels. 

• Eliminate the minimum Currently, producers can 
• Yields ~technology. quota limit and provide receive crop insurance 
Adoption of er varieties and flexibility in factors used to payments and still carry that 
approval of new chemicals could estimate domestic edible use. lost production forward as 
result in hightr yields in the future undennarketings. A provision 
and reduce th cost per ton. Loss The minimum quota provision could be developed that 
of chemicals due to environmental could be eliminated and poundage receiving any type 
or food safety

1 
regulations could replaced with a maximum that of payment for lost production 

impact the ~ee peanut-producing quota may be reduced in any be subtracted from the farm's 
regions diffe ntly. one year; for example, no calculation of undermarketing. 

more than 5 percent. Flexibil- The result could reduce 

Jolicy 
ity could be included to allow effective quota and govern-
inventory, undennarketings ment costs. 
and imports to be considered 

Altern~tives and when establishing the quota • Include producer cross 
level. Modifications of this compliance in calculating 

Consequences type could reduce the amount area pool profit and losses. 
of quota available to producers 
and/or could be utilized to A producer cross compliance 

Status Quo manage government cost. would discourage placing 
quota peanuts in CCC loan . 

Maintai~ng present price • Limit the number of years The profit from an individual 

support level and adjustment 
that undermarketings can be producer's additionals in the 

mechanisms and the minimum carried forward or eliminate loan would be first used to 

quota at 1.35 imillion tons will 
the provision. offset any quota losses of that 

likely result i continuing govern-
producer. This provision 

A time limit could be estab- would be used before the 
ment costs. Without adjustments 

Ii shed on the number of years current pool and area cross 
in the minim£ quota, the 
uncertain di ·on of demand for that undermarketings may be compliance provisions are 

peanut produ and the minimum 
carried over, such as a applied. By discouraging 
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placing quota peanuts in the 
CCC loan, the potential for 
government loss is reduced. 

• Change the method for 
determining price support 
level. 

Currently, support prices can 
only be adjusted upward for 
changes in production costs 
based on the previous two crop 
years. A moving average 
would remove any sudden one 
year input price spikes. Limits 
on the changes in either 
direction could be limited to 5 
percent annually. Longer 
term, downward adjustments 
in the quota support price may 
also be necessary to meet the 
competitive level of import 
prices. 

• Adopt a no-net cost provi-
sion. 

With program modifications 
that would tend to limit 
government losses, farmers 
could initiate a no-net cost 
provision. A producer 
assessment equal to 2-3 
percent of the market value 
could be initiated for each 
grower association and used to 
pay for any CCC losses within 
the association. 

• Provide quality incentives 
and disincentives. 

To encourage production of 
high quality, aflatoxin-free 
peanuts, adjustments could be 
made in the support price 
structure. Producers could 
receive a higher price for 
peanuts meeting specified 
quality standards or receive a 
discount for poorer quality. 
The current mechanism 

adjusts price primarily for 
kernel size and condition, 
moisture and foreign material. 
Chemical testing for aflatoxin 
has been tried at a limited 
number of peanut buying 
points. If chemical testing 
were used rather than visual 
inspection, price support 
premiums and discounts could 
be applied to various levels of 
aflatoxin. 

• Adjust provisions for addi-
tional peanuts. 

For those who want to produce 
additional peanuts, several 
modifications may improve 
the conditions for marketing 
them. Allowing the CCC to 
sell additionals for edible 
export at world prices instead 
of the minimum resale price 
would increase market 
orientation. A second possible 
modification would be not to 
include seed peanuts in the 
quota but to allow seed to be 
produced from additionals. 
This would reduce grower 
income due to the quota 
decrease but also lower 
production cost. Another 
modification would allow 
additionals to be purchased for 
government food programs. 
This would reduce quota 
demand but also reduce 
government cost for food 
programs. If these changes 
were made, the current "act of 
God" clause could be removed 
from contracts and growers 
required to deliver additionals 
contracted. This is similar to 
contracts on other crops and 
would improve market 
information for buyers. 

• Allow quotas to be rented or 
sold across county lines 
within area associations. 

This would provide an 
opportunity for quota to be 
produced by the more efficient 
farmers and/or in higher 
yielding locations. It would 
provide a means for quota 
owners who no longer farm or 
are inefficient to sell their 
quota at a possible higher 
price and provide the opportu
nity for farmers who want to 
produce quota peanuts to 
obtain it. Moving quota could, 
however, mean more concen
tration of peanut production by 
larger farm operations. It 
could also impact the infra
structure of agribusiness 
suppliers and peanut buying 
locations and sheller opera
tions by reducing the quantity 
of peanuts produced and 
available in their area of 
operations. 

No Program 

In absence of a price support 
and quota program, farm prices for 
peanuts, although difficult to 
estimate, would decrease. Quota 
would have no value. Some 
geographical shifts would occur as 
production adjusts to it's highest 
comparative advantage. Lower 
prices resulting in reduced income 
and land values, as well as 
locational shifts, would cause 
financial distress among farmers, 
related agribusiness and the rural 
infrastructure in some locations. 
Quota rental income would be 
eliminated. 

Without a government 
program that establishes the 
minimum price for quota peanuts, 
peanut farmers would face a 
different marketing environment 
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and price detenµined under 

different marks:· conditions. 
Forward con ·ng would become 
essential to con ol risk. Prices 
may become qulite variable. Peanut 
farmers may tx; interested in 
forming markeµng cooperatives. 
Futures market$ may become a 
viable marketirlg tool. More 
vertical integra~on could occur 
with direct gro-,ver/processor 
pricing or contfacting. 

Although farmer prices would 
decrease, the nrswt would not 
likely be signiijcant changes in the 
retail price level of peanut prod
ucts. 

Conclusion 

I 
Peanuts 111/C an economically 

important c~ in many southern 
rural areas. Changes in the 
program could have considerable 
impact on pr<>C!'ucers, related 
agribusiness ~d rural areas 
dependent on this economic 
activity. Geo~phical shifts could 
also occur. Fapn income and land 
values would Fline causing 

economic hardship to growers and 
rural communities. 

Eliminating the program 
would result in lower farmer prices 
but cost savings would not likely 
be fully reali7.Cd by retail consum
ers. The present program, how
ever, has some components that if 
modified may improve production 
efficiency, market orientation and 
reduce government cost exposure. 

The major factors impacting 
the industJy at present include 
GATT and NAFTA market access, 
imports of peanut butter/paste and 
uncertain U.S. consumer demand. 
These and other forces will likely 
need to be considered in any 
program modification. 
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Tobacco Policy 
Wiiiiam M. Snell. University of Kentucky 
A. Blake Brown, Southern University 
Russell W. Sutton, Clemson University 

Background 

There are two major types of 
tobacco produced in the 
United States - flue-cured 

and burley. Flue-cured tobacco is 
produced in North Carolina, 
Virginia. South Carolina, Georgia 
and Florida, with North Carolina 
being the largest producer. Burley 
tobacco is produced in Kentucky, 
Tennessee, Virginia, North 
Carolina, Ohio, Indiana, West 
Virginia and Missouri, with 
Kentucky being the largest 
producer. In addition to flue-cured 
and burley tobacco, several other 
types of tobacco are produced in 
the United States. These include 
dark air-cured, dark fire-cured, 
Maryland and cigar filler, binder 
and wrapper types. Tobacco is an 
important income crop in the 
southeastern United States with 
1993 farm sales of about $2.8 
billion. According to the USDA, 
there are approximately 380,000 
quota holders and over 100,000 
growers in 21 states. This paper 
concentrates on the flue-cured and 
burley tobacco programs because 
production of these types comprise 
around 95 percent of total U.S. 
tobacco production. 

The U.S. tobacco program 
originated under the Agricultural 
Adjustment Act of 1933, with the 
1938 bill authorizing marketing 

quotas and the 1949 act authoriz
ing price supports. While the 
program has been amended many 
times over the years, the basic 
components of the tobacco pro
gram remain. Specifically, U.S. 
tobacco growers are guaranteed 
minimum prices through price 
supports in exchange for limiting 
production via allotments and 
quotas. The program effectively 
raises the farm-level price of 
tobacco which tends to modestly 
increase the price of tobacco 
products to consumers and thus 
slightly lower the consumption of 
tobacco products. The costs of 
operating the U.S. tobacco pro
gram are paid by producers and 
purchasers through marketing 
assessments. Relatively small 
administrative costs are borne by 
taxpayers. 

The tobacco program 
operates under continuing legisla
tion and is normally not considered 
part of the periodic farm bill. 
Since the legislative guidelines are 
on-going and rather precise, 
program adjustments usually 
require new legislative activity, and 
a referendum is held every three 
years for flue-cured and burley to 
determine whether producers 
support the continuation of the 
programs. Past votes have 
overwhelmingly supported the 
programs. 

Under the current tobacco 
program national marketing quotas 
are set each year. These quotas 

determine the maximum amount of 
burley and flue-cured tobacco that 
producers can sell that year. 
Restricting the supply of U.S. 
tobacco via national quotas has 
been successful in garnering a 
higher price for U.S. tobacco on 
both the U.S. and world markets. 
Support prices are set for various 
grades of tobacco. If a sale lot of 
tobacco does not bring more than 
the support price. it is acquired at 
the support price by grower-owned 
and grower/buyer financed 
cooperatives. In the face of 
expanding world production and 
declining U.S. market share, the 
supply restrictions over the past 50 
years have gradually become less 
effective in extracting prices for 
U.S. tobacco that are above world 
prices. 

The national quotas are 
allocated among individual 
allotment holders. This allotment 
grants each holder the right to 
market a given amount of tobacco. 
Allotment holders who are not 
active producers of tobacco may 
lease (rent) or sell their quota to 
active producers within the same 
county. Cross-county leasing of 
quota is allowed only under 
specified disaster conditions and in 
Tennessee. The current lease rate 
for quota in some counties aver
ages 30 to 3 5 percent of the market 
price. Thus, the return to quota is 
a significant source of income for 
many farmers and non-farmers in 
tobacco producing areas. Con-



versely, the co~ of leasing is also a 
significant cas~ expense for 
producers who lease-in quota. 

Since 19~0, the U.S. tobacco 
program has *n revised several 
times in response to economic, 
political and international pres
sures. A major change occurred 
with the T~ Improvement Act 
of 1985. Price supports for tobacco 
were reduced ;:this legislation 
and domestic t cco manufactur-
ers were requi ed to purchase 
existing loan stocks. In addition, 
the price suppqrt and quota 
formulas were ~evised in an effort 
to generate more market-oriented 
price and prodrction levels (see 
below for mor~ details). 

Expanding international 

markets durinl the late 1980s 
resulted in rap dly rising market
ing quotas. H wever, the demand 
for U.S. tobacco was reduced 
sharply in l 99i and 1993 in 
response to a "'orld excess supply 
of less expensive foreign tobacco 
and to a chan!" ng manufacturing 
blending prac ces to accommodate 
increasing do estic sales of 
generic cigarettes. U.S. cigarette 
manufacturers !responded by 
importing record levels of tobacco 
into the United States. 

Faced wiµt declining domes
tic sales and mrrrketing quotas, the 
U.S. tobacco program was modi
fied in 1993 to effectively limit the 
volume of imoorted tobacco. 
Under this d~Jiestic content 
legislation, individual domestic 
cigarette manlfacturers would be 
subject to monftary penalties and 
loan stock purchase requirements 
if they use more than 25 percent 
foreign toba::j in U.S. cigarettes 
during a given calendar year. 
However, an international panel 
has recently ~ed this legislation 
violates GATTJ As a result, 
Congressional members from 
tobacco produ9ing states are 
presently atte"f pting to provide 
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import protection while remaining 
GATT-legal. 

Current 
Situation and 

Forces of 
Change 

Tobacco production has 
escalated worldwide since 1991, 
resulting in a significant surplus of 
tobacco in international markets 
and depressed world prices. 
However, the U.S. price support 
structure has generally prevented 
U.S. tobacco prices from falling 
during this period of excess world 
supplies. In recent years, U.S. 
tobacco prices have averaged two 
to three times the average price of 
foreign tobacco. U.S. tobacco still 
demands a quality price premium 
in the world market, but this 
premium is reportedly declining in 
response to improving foreign 
tobacco quality and abundant 
world supplies. World tobacco 
production is expected to decline in 
1994, but it will likely take several 
years to work-off record world 
stock levels. 

Worldwide tobacco consump
tion continues to increase to record 
levels annually. But growth is 
generally not occurring in tradi
tional U.S. markets. Besides being 
confronted with stagnant/declining 
consumption, the U.S. tobacco 
producers are also faced with a 
greater substitution of less expen
sive foreign leaf for U.S. tobacco in 
these markets. 

Demand for U.S. tobacco in 
the domestic market has also been 
adversely affected by increases in 
the number of smoking restric
tions/bans, wholesale cigarette 

prices and taxes. As a result. 
demand for U.S. tobacco has 
declined considerably from the 
record levels established during the 
early 1990s causing loan stocks to 
approach critical levels. 

U.S. tobacco growers are 
hopeful that a modified domestic 
content law will eventually boost 
U.S. tobacco demand. This 
legislation will undoubtedly reduce 
U.S. tobacco imports, but at the 
probable expense of also reducing 
U.S. leaf and cigarette exports. 
Thus, the long-term effects of this 
legislation on the U.S. tobacco 
industry are uncertain. 

In addition to increasing 
international competition, the U.S. 
tobacco industry is also being 
threatened in the domestic market 
by proposals for significantly 
higher excise taxes on tobacco 
products as well as heightened 
government regulation on tobacco 
products. In response to these 
conditions, the marketing quota 
formulas for flue-cured and burley 
tobacco called for an over 40 
percent reduction in 1994 farm 
quotas. However, provisions under 
the domestic content legislation 
limited the 1994 downward 
adjustment in flue-cured and 
burley quotas to lO percent. 
Unless market conditions improve 
immensely, larger 1995 quota 
reductions may result. 

In summary, the U.S. tobacco 
industry faces much uncertainty as 
it enters the mid- l 990s. Increas
ing international competition, 
proposed higher excise taxes, 
uncertainty regarding the import 
restrictions and additional smoking 
restrictions/bans and other govern
ment regulations are major issues 
confronting the industry. Current 
market forces indicate that U.S. 
tobacco quotas/production and 
world market share will likely 
continue to decline unless the 
tobacco program is modified to 



improve the price competitiveness 
ofU.S. tobacco. 

Issues 

U.S. policymakers face the 
choice of either substantially 
lowering quotas under the current 
program, pursuing legislation to 
lower price supports for tobacco or 
a combination of adjusting both 
quota and price supports down
ward. How long policymakers can 
wait before making such difficult 
choices will depend to some extent 
on how effective import restrictions 
are at increasing domestic tobacco 
use without causing a decrease in 
unmanufactured and manufactured 
exports. Non-producing quota 
owners and growers who own most 
of their quota may favor maintain
ing current price levels with lower 
production levels (implying higher 
lease rates), while large scale 
growers who rent a large portion of 
their quota may favor lower price 
supports and higher production 
levels (implying lower lease rates). 

• Price Support. Should the 
price support formula be revised to 
directly account for changes in 
world tobacco prices? Annual 
changes in the average price 
support for flue-cured and burley 
tobacco are determined by changes 
in both a moving average of 
market prices and a cost of 
production index. The moving 
average of market prices reflects 
past supply/demand conditions that 
may not accurately reflect current 
market conditions. In years of 
excess world supplies and falling 
export prices, U.S. price supports 
tend to stabilize U.S. market 
prices, which coupled with 
increasing production costs tends 

to increase future price supports. 
As a result, the price support 
formula is not very responsive to 
lower export demand. 

• Quota. Should policymakers 
continue to intervene in minimiz
ing quota reductions or should they 
allow the formula to actually set 
the quota? The flue-cured and 
burley marketing quotas are 
determined annually by a formula 
that takes into account the U.S. 
cigarette manufacturers' domestic 
purchase intentions for the 
upcoming marketing season, a 
previous three-year average of leaf 
exports and an adjustment for the 
reserve-stock level. This three-part 
total yields the basic quota with the 
effective quota being adjusted by 
the previous year's under/over 
marketings. Manufacturers are 
required to purchase 90 percent of 
their stated intentions to avoid 
penalties (requirements may be 
decreased proportionally if 
marketings are less than the 
effective quota). In recent years, 
the quota formula has called for 
large quota reductions, but legisla
tive actions have prevented large 
cuts. 

• Leasing. Should the leasing 
program be modified? Increasing 
lease rates in response to declining 
quotas are causing some farm 
groups to again evaluate policy 
options with respect to leasing. 
Currently (except under disaster 
conditions or in Tennessee) burley 
tobacco producers may lease quota 
only within county boundaries. 
Lease and transfer of flue-cured 
tobacco quotas is not allowed. 
Flue-cured producers can only rent 
quota by cash rent on the farm of 
the quota owner or cash rent by 
farm combinations through USDA
ASCS. 

• Excise Taxes. Should tobacco 
farmers receive a portion of 
tobacco excise tax revenues? 
Currently, excise taxes collected on 
the sale of tobacco products exceed 
$13 billion - more than four 
times the entire farm value of U.S. 
tobacco production. Proposed 
higher excise taxes on tobacco 
products would have a significant 
adverse effect on many tobacco 
producers and rural communities. 
Farm groups and policymakers are 
debating whether the federal 
government should provide 
economic assistance to tobacco 
farmers and/or their rural commu
nities that are adversely affected by 
higher excise taxes designed to 
reduce tobacco consumption. 

• Program Cost. How will 
policy changes affect the cost of the 
program? Currently the tobacco 
program requires producers and 
purchasers to share equally in the 
government's cost of operating the 
program. The cost of the assess
ment is projected to significantly 
increase without program modifi
cations. Since the U.S. supply of 
tobacco is essentially fixed at 
marketing, the buyer assessment 
decreases the price the purchaser is 
willing to pay for tobacco. Thus, 
the market price to the grower is 
reduced by the sum of the buyer 
and producer assessments. If 
policymakers try to preserve both 
price support and quota levels, 
stocks held by the producer 
cooperatives will increase (which 
in tum increases assessments. 
thereby decreasing the effective 
price received by the grower). 

• Program Change Risk. If 
opened, will the program be lost? 
Another key issue that 
policymakers must consider in 
evaluating tobacco policy altema-
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lives is the :7£ot political 
environment f1 r any type of 
tobacco legisla ·on in Washington. 
D.C. Exposing the tobacco 
program in t~y's Congress 
brings about t1f potential for 
completely los~og the program. 
Thus, the cone· ional delegation 
from tobacco- roduciog states will 
likely be very itant to make 
many (if any) ¢hanges in the 
program. Given that this type of 
political environment will likely 
continue in th4 future, 
policymakers FY consider adding 
more administrative flexibility in 
the tobacco pr~gram to avoid 
future legislati~e action. For 
example, the Secretary of Agricul
ture could be Siveo the authority to 
adjust the aveliage price support or 
quota admini$atively when loan 
stocks exceed ~ specified level. 

Polic~ Options 
and 

Cons+quences 

Price Support 

Policy options regarding price 
support include the following 
alternatives: I 

(l) Leavi~g the price support 
formula as is ~ continuing with 
a similar p~~ _.~rt structure for 
individual ~ will continue to 
generate U.S. tobacco prices 
similar to prites received in recent 
years. Howeter, U.S. tobacco 
producers wi~l likely face signifi
cantly lower ~uotas and higher 
lease prices, ~oan stocks and 
marketing ~meots under this 
policy option: Restructuring price 
supports for individual grades 

! 

(without changing the average 
price support) to more accurately 
reflect current buyer preferences 
could modestly improve demand 
for U.S. tobacco. 

(2) Lowering the average price 
support has been an option used in 
the past to improve the price 
competitiveness of U.S. leaf. 
Research by Johnson and Norton 
in 1983 indicates that during the 
previous 40 to SO years, a I percent 
drop in U.S. tobacco prices 
(adjusted for inflation) led to a I 
percent increase in domestic 
purchases and a 2 to 2.5 percent 
increase in unmanufactured 
exports. Given the decline in the 
U.S. share of the world market and 
the improved quality of tobacco 
from competing countries, a given 
reduction in U.S. tobacco prices 
would, over time, likely lead to 
larger increases in sales than in 
previous decades. This policy 
option would tend to increase the 
concentration of quota as some 
high-cost producers would likely 
sell or lease their quota. Input 
suppliers in high-cost of produc
tion counties would likely suffer 
economic losses, and land values 
in tobacco producing areas could 
fall. 

(3) Include a more direct 
measure of world prices in the 
price support formula. World 
prices are only reflected in the 
formula through their effect on 
past U.S. tobacco prices. Direct 
inclusion of an index of prices 
from competing exporters (e.g., 
Brazil, Zimbabwe, Malawi) would 
make price more responsive to 
changing world demand and 
supply. This approach would 
increase the variability in prices, 
but it also would tend to reduce the 
variability in quotas. 

( 4) Eliminate price supports, 
but keep the quota system. Many 
of the same consequences outlined 
above for lowering price supports 
would likely evolve (e.g., increased 
exports, lower imports, larger 
quotas, more concentration of 
quota, reduction in agribusiness 
sales in certain areas and lower 
land values)- but perhaps by a 
greater magnitude than simply 
reducing price supports. Price and 
income variability would also 
likely increase. 

(5) Establish a two-tiered price 
support system with a different 
price support structure for quanti
ties destined for domestic markets 
relative to the export market. In 
order to be successful. a two-price 
plan must effectively segment the 
domestic and export markets. 
Effective market segmentation 
would require control over move
ment of tobacco between the 
domestic and export markets, as 
well as control over imports of 
tobacco. The peanut program 
operates such a program, and the 
necessary regulation and control is 
accomplished by banning almost 
all imports and requiring exports 
to be contracted ahead of the 
marketing season. Gaining this 
level of control for tobacco appears 
unlikely given the movement 
toward free trade between the U.S. 
and other countries. 

Quota 

The structure of the quota 
formula is generally viewed 
positively by most industry officials 
and farm groups. One major 
concern of the present formula is 
that it does cause a considerable 
amount of quota instability from 
one year to the next. In order to 
fine-tune the present formula to 
provide for more quota stability, 



some farm groups are currently 
debating the following options: 

( l) Requiring manufacturers 
to purchase a greater percentage of 
their stated intentions may provide 
the industry with a better indica
tion of current demand conditions 
for U.S. tobacco in the domestic 
market. However, it also may lead 
to manufacturers submitting lower 
intention levels to hedge them
selves against unexpected demand 
changes. 

(2) Requiring a carry-forward 
quota has been cited by some farm 
groups within the burley belt as 
one of the main factors contribut
ing to large increases in burley 
loan stocks in recent years. While 
attempting to minimize quota 
instability and loan-stock intake, 
reducing or eliminating the volume 
of carry-forward quota could have 
significant adverse effects on 
farmers/communities who lose 
carry-forward quota. 

(3) The current combination of 
relatively large loan stocks and 
relatively low reserve-supply levels 
is resulting in a large, negative 
reserve-stock adjustment within 
the quota formulas. Larger 
reserve-stock levels used in 
calculating the quota would 
temporarily increase the volume of 
quota U.S. tobacco producers could 
market. However, larger loan
stock inventories evolving from 
this policy option would result in 
larger no-net-cost assessments for 
U.S. producers and purchasers. 

( 4) Maintaining the quota 
formula could be more responsive 
to these changing conditions if it 
included current or projected 
exports. Currently export demand 
is accounted in the quota formula 
by a previous three-year average of 
unrnanufactured leaf exports. In 

recent years, U.S. leaf exports have 
been very volatile in response to 
rapidly changing world market 
conditions. 

(5) Allowing separate quota 
formulas for the domestic and 
export markets. This alternative 
could be coupled with a two-tiered 
price support structure outlined 
previously. 

Leasing 

Some leasing policy options 
would include the following: 

( l) Maintaining the current 
lease program will likely result in 
lease prices remaining relatively 
high compared to market prices. 
Holding all other factors constant, 
projected quota reductions would 
also reduce the supply of quota 
available in each county market, 
thus increasing lease prices. With 
higher lease prices and lower 
quotas, producers leasing tobacco 
quota will be adversely affected via 
higher production costs. The net 
income effect of higher lease prices 
and reduced quotas on farmers 
leasing-out quota is uncertain as 
lease income gains from higher 
lease prices may or may not offset 
the negative income effect of lower 
quotas. 

(2) Allowing cross-county 
leasing of quota is a fiercely 
debated policy option, especially 
when lease prices are increasing 
and growers perceive large lease
price differentials across counties. 
In recent years, the burley lease
price differential between high
and low-lease-price counties 
(within a given state) has dimin
ished greatly, thus reducing the 
potential benefits of cross-county 
leasing (within a given state) to 
producers currently leasing-in 
quota in high-lease-price counties. 

The county lease-price differential 
has remained fairly constant in 
flue-cured growing areas. Cross
county leasing within state 
boundaries would tend to lower 
lease price differences among 
counties in a given state. While 
reducing the cost of production for 
some growers, it is not clear that 
this option would have a signifi
cant effect on the overall average 
cost of production. 

(3) Opening leasing markets 
belt-wide would significantly 
reduce lease prices in some 
traditionally high-lease-price 
counties. Quotas would likely 
move to the lower production cost 
areas. For burley, this move would 
be to the central and Bluegrass 
regions of Kentucky. For flue
cured, quota would move toward 
eastern North Carolina. In the 
short-run, burley belt-wide cross
county leasing would likely 
increase production relative to the 
quota, and thus further increasing 
the current excess supply of U.S. 
burley tobacco. Improved national 
yields would reduce the overall 
cost of production, thus limiting 
future increases in price supports. 
Quota would concentrate as the 
number of growers declined, 
further reducing the industry's 
political base. 

Cross-county leasing would 
tend to increase agribusiness sales 
and demand for services in high
lease-price-counties to which quota 
is being transferred, while reduc
ing the demand for goods and 
services in low-lease-price coun
ties. Alternatively, lease income in 
high-lease-price counties would 
fall while improving in counties 
that are currently experiencing 
low-lease prices. 

(4) Eliminating the lease-and
transfer program for burley tobacco 
as flue-cured did in 1987 would 
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provide both 1>1=nefits and added 
cost to prod.qrs relative to quota 
owners. In o~er to prevent the 
forfeiture oft~ quota. those 
quota owners 'pting to not produce 
their quota woWd be faced with the 
decision of selling their quota. 
developing a crop-share arrange
ment with a p~ucer or renting 
their farm (in$ead of their quota) 
to an active prpciucer. Initially this 
policy option tould tend to reduce 
quota sale-prices, improve the 
producer shar' in a crop-share 
arrangement jr reduce the rent of 
tobacco farms. Following quota 
redistribution,• producer benefits 
made availabl* by eliminating 
leasing would ~nd to diminish in 
the long run a$ the economic rent 
of tobacco q~ would be bid into 
the rental val of the land. In 
addition, eli nating the lease and 
transfer of quqta would greatly 
increase ~on cost of 
obtaining quoea. 

Excise Tares 

A propoJt $0.75 per pack 

increase in :.tederal excise tax 
on cigarettes i projected to cause 
U.S. cigarette nsumption to fall 
around 15 percent and U.S. 
tobacco de~ to decline by 7 to 
9 percent. A~tional consumption 
declines would likely evolve in 
response to ~tes increasing 
tobacco taxes to sustain state 
tobacco-tax ~enues amidst falling 
cigarette sales. 

Some inv~lved in the policy 
process have $uggested that part of 
the revenue from the proposed 
cigarette tax i~crease be used to 
purchase quo'1l from owners. 
Under such a plan, quota owners 
would be comtnsated for the loss 
in quota inco e. Although there 
are numerous ptions, one dis-

cussed alternative is that the quota 
buy-out would permanently retire 
quota from willing sellers. At 
issue is what (if any) restrictions 
would an individual seller of quota 
in a "buy-out scheme" have on the 
money he/she received from the 
government. Should the individual 
be required to reinvest the proceeds 
in agriculture or in the local 
community? Those who choose 
not to sell quota would still 
produce tobacco under the tobacco 
program which would tend to 
minimize their quota reductions 
following the tax increase. As a 
result, the concentration of quota 
would be increased toward the 
areas with the lowest cost of 
production. 

This policy action could be 
detrimental to groups such as 
tenants, growers who lease quota. 
tax bases/rural development in 
areas that lose production and 
supporting businesses such as 
banks, tobacco warehouses and 
input suppliers. With this policy, 
land values could also be signifi
cantly lower. Besides a quota buy
out, other policy options being 
considered include annual pay
ments to quota owners for quota 
reductions or a reinvestment fund 
for tobacco-producing regions to 
finance the infrastructure and 
training of tobacco growers to 
produce alternative crops. 

Eliminating the Tobacco 
Program 

An extreme policy option 
available to policymakers is to 
completely eliminate the price 
support/production control 
program. Grise indicates that 
under this policy alternative, 
"Some U.S. growers would go out 
of business. U.S. production would 

likely expand. Land prices (except 
perhaps in very low cost of 
production areas) would decline 
because quota values would be lost. 
Leaf costs would decline and 
cigarette and other tobacco product 
prices would likely be slightly 
lower. Imports would fall and 
exports would rise. Consumer 
prices might decrease and con
sumption of tobacco products 
would increase." 
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Sugar and Honey Policy 
Roger G. Johnson, North Dakota State University 
Albert Ortego, Louisiana State University 

Background 

The United States imports 
sugar to supplement domestic 
production from an industry 

historically protected through 
government programs. The U.S. 
Sugar Act starting in 1934 
supported and regulated the 
industry until it was allowed to 
expire in 1974 when world sugar 
prices were high. Regulations and 
support were reinstated for 1977-
79 and again in the 1981 farm bill. 
The current sugar program 
includes a combination of 
nonrecourse loans, tariff-rate quota 
and, when necessary, marketing 
control to support the domestic 
market. A loan rate of 18 cents a 
pound for raw cane sugar was 
provided in the 1985 and 1990 
farm bills. The 1993 budget 
reconciliation process extended the 
sugar price support program 
through the 1997 crop. 

Since sugar production is 
concentrated in certain geographic 
regions near processing plants, the 
sugar industry impacts specific 
rural communities not only for 
producers' incomes but also for the 
employment and economic activity 
of the processing industry. The 
sugar industry provides 361,000 
jobs in 42 states and adds $18.5 
billion annually to the economy. 

Current 
Situation 

U.S. sugarbeet and sugar cane 
producers provide about 85 percent 
of domestic sugar needs. Just over 
half of the U.S. production is from 
sugarbeets. Before the early 1980s 
when most soft drink companies 
replaced sugar with high fructose 
com syrup (HFCS), imports 
accounted for as much as 50 
percent of domestic consumption. 
U.S. beet and cane sugar produc
tion and net imports since 1979 are 
shown in Figure l. 

U.S. sugar production is 
concentrated in a few areas. Half 
the sugar cane is produced in 
southeastern Florida and another 
25 percent in southern Louisiana. 
A declining portion is produced in 
Hawaii (20 percent) and a small 
amount in southern Texas ( 4 
percent). Sugar cane tends to be 
produced on large, specialized 
fanns. Most Florida and Hawaii 
cane is grown directly by the 
milling companies rather than 
through contracts with indepen
dent farmers. 

Non-irrigated sugarbeets are 
produced in the Red River Valley 
of eastern North Dakota and 
western Minnesota (33 percent) 
and Michigan-Ohio (12 percent). 
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Imports, 1979-1993. 



Irrigated production in the western 
Great Plains (22 percent), the 
Northwest (19 percent) and 
California (14 percent) account for 
the remaining production. 
Sugarbeets are generally produced 
on diversified, moderate-scale 
farms. 

Sugar is a part of a broader 
caloric sweetener industry that 
includes com Sweetener, honey and 
edible syrups. Only 45 percent of 
caloric sweete~er consumption is 
from sugar; 54 percent is from 
com sweetener; and I percent is 
from honey anp edible syrups. 
Com sweetendr producers have a 
direct interest jn continuing sugar 
price supports because their prices 
are positively ~mpacted by sugar 
prices. Honey is a higher priced, 
special-use prqduct and has had 
price and income support under the 
recently termif'lted honey pro
gram. 

Price supJk>rt for raw cane 
sugar has been constant at 18 cents 
per pound sinqe 1985. The refined 
beet sugar loan rate, which was 
23.6 cents in ~993, has increased 
slightly based pn an increasing 
ratio of the returns to beet growers 
to the returns ~o cane growers. 
Price support Is achieved through 
the Commodity Credit Corporation 
(CCC) nonrecourse loans available 
to sugar proa$sors. Current 
legislation specifies that the loan 
program be o~rated at no cost to 
the federal government. To ensure 
no forfeitures of sugar to the CCC, 
sugar imports are restricted 
through a tariff-rate quota (TRQ) 
to comply with the Uruguay Round 
of GATT. Th¢ quota is set to 
ensure that dqmestic prices remain 
above the loan price plus interest. 
The TRQ repl~ced an absolute 
quota which regulated the entry of 
sugar into the; United States from 
1982 to 1990. 1 
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The TRQ is a two-tiered duty. 
The lower tier of imports is subject 
to a nominal or zero duty for 
quantities that balance domestic 
supply with projected sugar use at 
the supported price. This amount 
is allocated on a country-by
country basis. The allocation of 
import quotas among countries is 
based on historical imports, but 
quotas have occasionally been 
changed to achieve foreign policy 
objectives. Sugar imported above 
the low duty quantities is subject to 
a second-tier duty of 16 cents a 
pound, raw basis. The high tariff 
duty will be reduced under the 
Uruguay Round agreement to 
14.45 cents a pound by the end of 
the century. This lowered duty will 
still price U.S. sugar imports above 
the 18 cents a pound raw sugar 
loan rate. 

The 1990 farm bill established 
provisions for marketing allot
ments to processors of domestic 
sugar whenever imports were 
estimated to fall below 1.25 
million short tons. On June 30, 
1993, the USDA announced sugar 
marketing allotments for fiscal 
1993. The allotments limited 
domestic processor sugar 
marketings based on their sales 
history. Marketing allotments 
have not been needed for fiscal 
year 1994, but sugar imports are so 
close to the 1.25 million ton 
minimum that marketing allot
ments remain a probability in 
future years. 

The North American Free 
Trade Agreement (NAFTA) gives 
Mexico duty-free access to the U.S. 
sugar market beyond the present 
quota if Mexico has "net surplus 
production." A side agreement 
defines net surplus production such 
that Mexican production must 
exceed consumption of both sugar 
and HFCS for Mexico to be 
considered a net surplus producer. 

The chances of Mexico's becoming 
a net surplus producer using this 
definition is unlikely. 

Domestic sugar prices are 
supported substantially above 
world market trading levels. For 
example, world raw sugar prices in 
fiscal 1991 and 1992 averaged 
9.24 cents per pound (f.o.b. 
Caribbean port), while U.S. raw 
sugar prices averaged 21.64 cents 
per pound (duty-free paid, New 
York). The legitimacy of the world 
price is critical to evaluating sugar 
policy. Sugar producers argue that 
the world price is a dumping price, 
which does not represent prices 
that would prevail without produc
ing countries' price-distorting 
policies. Nearly all sugar-produc
ing countries have market inter
vention policies to stabilize their 
domestic sugar prices and/or 
subsidize their domestic sugar 
industry. 

What the world price would be 
without these price-distorting 
government policies is not known. 
However, a competitive market 
price would tend to equal opportu
nity cost of production. A recent 
study indicated a world free market 
equilibrium price between 14 and 
17 cents per pound of raw cane 
sugar. This is somewhat higher 
than the world market price but 
lower than the U.S. supported 
price. 

Issues 

Sugar policy affects producers, 
processors and rural communities 
in sugar-producing areas and the 
economies of less developed 
countries which export sugar. 
Current policies also impact 
consumers and taxpayers. 



Effects of present sugar policy • How would the sugar industry million bushels of com used 
include the following: (l) higher be supported ifthe United annually in the com sweetener 
but more stable sugar prices, (2) States becomes self-sufficient industry. Increased com prices 
reduced U.S. sugar consumption, in sugar? from sweetener demands have also 
(3) increased com sweetener reduced federal expenditures on 
consumption and ( 4) a lower • Should domestic market com deficiency payments. 
"world trading" price than would allotments be used to control Consumers in sugar-importing 
prevail under a more market- supply? countries outside the U.S. benefit 
oriented sugar policy. Current from lower world prices that result 
policies also result in the use of from increased U.S. production 
more U.S. sugar and com produc- and reduced imports. Producers in 
tion and processing resources than Policy exporting countries with a U.S. 
would be needed if more imported sugar quota receive double or more 
sugar were allowed into the U.S. Alternatives and the world trading price for quota 
market. Some important issues Consequences sugar. However, quotas have been 
include the following: sharply reduced since 1981, so 

gross earnings from sugar sales to 

• What should be the level of the United States have declined. 
sugar industry support, if any, Status Quo Those countries not holding U.S. 
and how should support be quotas are particularly adversely 
implemented? Continuation of the present affected. 

price support involves no federal U.S. consumers pay higher 

• Should producers receive budget exposure. However, prices for sugar and sugar-
direct payments if price domestic sugar marketings may containing products with a support 
supports are reduced? If direct have to be limited in some years to program than without. How much 
payments are initiated, how maintain the current price. Stable higher depends on what increase in 
should they be paid to inte- sugar prices under the present world trading prices would occur 
grated producer-processors in policy mainly benefit the produc- without the U.S. sugar price 
light of the current $50,000 lion side of the industry as prices support program. About three-
payment limitation for are stabilized above the world fourths of U.S. sugar consumption 
deficiency payments on other trading price. Producer net income is in sugar-containing products. 
crops? per acre is often higher than from Considerable debate exists over 

alternative crops, particularly for price responsiveness of sugar-

• Should the government sugarbeets. This tends to bid up containing products to changes in 
provide adjustment assistance land rental rates and land values sugar prices. Some sugar users 
to agribusiness firms and rural and/or processor share owner and consumers may prefer the 
communities negatively prices in production areas where more stable sugar and HFCS prices 
impacted by changes in sugar sugar production is most profit- from the present policy over lower 
policies? able. but fluctuating world market 

Rural economies in sugar prices. 

• How should market allocations production areas, which include U.S. producers of sugar-
be adjusted if Mexico in- sugar processors, farm input containing products that compete 
creases sugar exports to the industries, marketing services and with imports currently lose part of 
United States under NAFTA? main street businesses, benefit their market due to higher prices of 

from a stable, price-supported domestic sugar. The domestic cane 

• Should further economic sugar industry. Supported sugar sugar refining industry, which also 
assistance be provided to less prices have enabled com sweeten- processes imported raw cane sugar, 
developed countries being ers to take the soft drink market has been downsized about 20 
closed out of the U.S. sugar away from sugar. Com producers percent due to declining imports. 
market? If Communism falls and processors of com sweeteners 
in Cuba, should this country have benefited from an expanded 
be granted a sugar quota? market with approximately 600 
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Substitute income 
support ft>r price 
support I 

An alternative to the current 
sugar policy i~ to increase import 
quotas and re<,tuce price supports to 
a level closer to projected world 
trading pricesi Producers could be 
compensated {or the price support 
reduction throtigh deficiency 
payments based on target prices as 
used in other program crops. The 
program either could be structured 
with a low price support floor or 
with a marketing loan and no price 
floor. 

With this !income support 
oriented progijam, the current price 
of sugar wottld fall to either the 
price support£oor or the world 
market price, hichever is higher. 
Lower sugar rices would encour
age increased sugar consumption 
particularly by recapturing markets 
lost to com 5Weeteners. As a 
result. the wet com milling 
industry and related sweetener use 
of com would decline. World 
market prices would tend to move 
upward because of increased 
consumption in the United States. 

If target prices were main
tained at the cµrrent loan level, 
producer returlns would not decline 
except when~payment limit was 
effective. In ted sugar produc-
ers, such as se predominant in 
Florida and Hawaii, would be 
particularly vulnerable to payment 
limit restrictions. For example, 
five of the six milling companies 
in Florida own approximately two
thirds of Florida's total cane 
acreage. 

Current quota-holding 
countries would lose the benefits of 
higher U.S. sugar prices. They 
would only belable to sell to U.S. 
refiners at the I world price. How
ever, improvenient in world prices 

I 
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would partly compensate for lost. 
high-priced U.S. quota sales. 

Under current budget con
straints, increased expenditures on 
the sugar program would require 
reduced expenditures on other 
commodities. In other words, the 
agriculture committees would need 
to decide where to cut expenditures 
in order to increase sugar subsi
dies. 

Reduced price support 
with transitory income 
payments 

This alternative would use 
target prices only for transition to a 
freer sugar market. For example, 
the Sugar Program Improvements 
Act of 1987, proposed during the 
Reagan administration, would have 
reduced loan rates from 18 cents to 
12 cents per pound of raw sugar 
over four years. Producers' income 
would have been supported by 
direct payments starting at 6 cents 
the first year and declining to 1. 5 
cents by the fourth year. Also, the 
payment rate would have declined 
progressively as the quantity of 
sugar produced on each farm 
increased. USDA estimated 
government costs for the four-year 
period would be SI. I billion. Once 
again, considering current budget 
constraints, these increases in 
government costs would have to 
come from some other source. 

This alternative would have an 
adverse impact on the U.S. sugar 
production industry and associated 
rural economies. The extent of the 
decline in the sugar industry would 
depend on the level of world 
trading prices that might be 
sustained as U.S. production 
declined and consumption in
creased. 

Producers would experience 
declining income over the four
year transition period, and produc-

tion in high-cost areas would 
disappear as producers shifted to 
other commodities. Low-cost 
producers might continue but 
would receive sharply lower 
economic returns and the cost to 
purchase or lease production 
contracts would decline. Dryland 
sugarbeet producers generally have 
lower production costs, so the 
production decline would be 
moderated in these areas. 

The sugar processing industry 
would go out of business along 
with producers in high production 
cost areas and could be downsized 
in lower-cost areas. Thus, rural 
economies in these areas would 
experience declines in employment 
and economic activity, and 
processors of com sweeteners 
would experience lower prices and 
reduced demand. Consumers 
would gain from lower-cost sugar, 
but they might experience less 
stable sugar prices in food stores. 

Sugar-exporting countries 
would gain from a gradually 
expanding sugar market at 
somewhat higher world trading 
prices; however, prices for U.S. 
imports under quota would decline 
with lower support prices. 

Free market policies 

Free agricultural trade will 
move the world trading price for 
sugar toward the average produc
tion cost of the majority of efficient 
producers. This price would be 
above the current world trading 
price but possibly below the 
current U.S. support price. This 
may mean lower sugar prices for 
U.S. producers and consumers, 
downsizing U.S. sugar production, 
increasing U.S. sugar imports, 
reducing HFCS production and 
prices and reducing the price 
received by quota-holding coun
tries for sugar sold in the United 



States. Communities located in 
regions with high sugar-producing 
and -processing costs would be 
adversely impacted. 

Honey Policies 

The 1987 Census of Agricul
ture indicated 40,000 beekeepers 
while trade publications claimed as 
many as 125,000 beekeepers, 
counting hobbyists. The 4,000 
beekeepers who participated in the 
honey program accounted for 95 
percent of U.S. honey production. 
Although beekeepers in 4 7 states 
used the honey program, the 
largest concentration of honeybee 
colonies were located in California, 
North Dakota, South Dakota and 
Florida. 

Domestically produced honey 
has had a price or income support 
program since 1950. The objec
tives of the honey program have 
been to provide price stability to 
beekeepers and to ensure sufficient 
bee population to provide pollina
tion to certain food and fiber crops. 

Although nonrecourse loans 
were available to honey producers 
since 1950, the market price 
generally exceeded the loan rate 
until 1981. Beginning in 1981, the 
loan price exceeded the world 
market price, thus increasing 
imports. Domestic producers 
forfeited their honey to the CCC to 
realize the higher price. The large 
forfeitures led to large stocks and 
increased CCC expenditures which 
peaked at $100 million in 1988. 
To control expenditures and allow 
domestic producers to compete 
with imports, honey producers 
were allowed to repay CCC loans 
at market prices beginning with 
1986 production. Honey producers 
were also given the option of a 

loan deficiency payment in lieu of 
the marketing loan. To further 
reduce program costs, loan rates 
were reduced from a high of65.8 
cents per pound in 1984 to 53.8 
cents by 1990. These changes 
brought program costs down to 
$16.9 million in 1993. 

In October 1993, Congress 
eliminated the honey support 
program beginning in fiscal year 
1994. Congress eliminated the 
program because they believed it 
was too costly, was used primarily 
by large commercial honey 
producers and was not needed to 
ensure crop pollination as crop 
producers could own or rent bee 
colonies. A problem with owning 
bees for pollination is how to get 
paid for bees pollinating the 
neighbors' crops. 

The major policy decisions 
concern price supports and 
imports. Should Congress rein
state a revised honey program, 
perhaps with lower support levels 
and more restrictive payment 
limits? Also, should honey 
imports, particularly from China, 
be cwbed or subjected to higher 
tariffs? 

Conclusion 

The sugar program has 
provided the environment for a 
stable and generally profitable U.S. 
industry. Producers, processors 
and rural communities in sugar
producing areas have benefited. 
Control on imports has been the 
mechanism to support prices above 
world trading levels. The cost of 
the program has been borne by 
U.S. consumers and producers in 
sugar-exporting countries that have 
little or no access to the U.S. 
market. The sugar industry has 

been able to maintain its protection 
from imports under both the 
NAFfA and GAIT agreements. 
World market trading prices are 
lower than they would be in the 
absence of protective measures in 
the United States and other 
industrialized countries. There
fore, evaluation of freer sugar trade 
policies must take into account the 
resulting increase in world sugar 
prices. 
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Background 
I 

The 1995 farm bill and other 
legislation in the food arena 
could have a large on the 

United States ~ivestock sector. 
Feed costs codstitute a major 
portion of total costs of livestock 
and poultl')' production. Instability 
of feed ingre<ijent prices contrib
utes to the instability of livestock 
production, prtices, returns to 
producers and prices to consumers. 
Thus, feed grain program provi
sions affect l~~estock producers and 
consumers. Rjelatively high loan 
levels, coupled with significant 
government stocks that can be used 
to offset shortlcrops or export 
surges, tend to stabilize feed and 
livestock pri~s. Whereas, low 
loan levels and/or marketing loans 
with stocks held only in private 
hands are lik~ly to result in greater 
price variation. 

I 

Issues 

There are many issues of 
concern to th1 livestock sector 
which will be debated in the 
legislative arena. In addition to 
the feed grain program, which is 
covered elseJhere in this series of 

papers, issues that will be of 
significant concern to livestock 
interests during the upcoming 
debate on the farm bill and related 
legislation include the following: 

• The declining quantity and 
quality of publicly reported 
livestock price information. 

• The desirability of allowing 
animal patents. 

• The impact of rising animal 
welfare concerns on livestock 
production. 

• The future status of land 
enrolled in the Conservation 
Reserve Program. 

• The future of indUStl')' financed 
promotion and research 
programs. 

• The structure of the swine 
ind us ti)'. 

• The food inspection and meat 
safety issues. 

This paper will provide a brief 
overview of the current situation in 
each of these areas as well as 
discuss several public policy 
alternatives along with their 
probable consequences. 

Policy 
Alternatives and 
Consequences 

Public Price Reporting 

The reliability of public price 
reports is becoming an issue 
because of concentration in the red 
meat slaughtering industries. The 
four largest beef packers in the 
U.S. have 73 percent of steer and 
heifer slaughter, and the four 
largest pork packers control 42 
percent of the nations hog slaugh
ter. Nearly eighty percent of the 
nation's sheep and lamb slaughter 
is in the hands of four firms. 

Increased packer branding, an 
increased sale of products on 
contracts priced on the basis of 
market quotes and an increased 
share of production sold as further 
processed products are leading to 
thinner public markets where 
benchmark values are established. 
The trend towards the use of non
market coordination of production 
and processing will lead to further 
reductions in price information 
available to the public and make it 
more difficult to compare prices 
across firms as product descrip
tions vary from one firm to 
another. Present voluntary price 



reporting systems will be faced 
with even thinner commodity 
markets and perhaps even reduced 
cooperation from integrated 
operations. The loss of reliable 
price reports and consistent 
product definitions on which price 
quotes are based could lead to 
economic inefficiency if prices fail 
to reflect changing supply and 
demand conditions. 

The price reporting policy 
alternatives include the following: 

• Mandatory uniform descrip
tions to measure and describe 
live or animal carcasses to 
facilitate comparison of bids 
and offers. Objective defini
tions of descriptions would 
increase the information 
content of the price message 
and more effectively communi
cate conswner demand to 
producers. The difficulty of 
arriving at a set of objective 
measures that can reflect clearly 
the unique needs of individual 
processors must be appreciated. 
To a degree, however, the 
standardization of descriptions 
and measurements conflicts 
with the need to meet specific 
demands and to change the 
product to fit the more rapidly 
changing demands of conswn
ers. 

• Mandatory price reporting 
combined with objective 
description at wholesale for 
major meat and poultry 
products could facilitate 
coordination and increase 
effective competition in the 
livestock and poultry sectors. 
With modem computer and 
telecommunication methods, 
mandatory transaction report
ing would not create a heavy 
burden for processors. Price 
reports used most frequently for 
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formula pricing are provided by 
private firms. However, if 
reporting were mandatory, 
eligibility for access to the firm 
level reports would have to be 
established and controlled to 
maintain confidentiality. 
Reporting and interpretation of 
more complex data will present 
some new challenges, and some 
processors may object on 
privacy grounds. 

Animal Patents 

Biotechnology holds the 
potential for much more rapid 
change in food animals, both in 
efficiency of conversion of feed to 
protein foods and in variation of 
other attributes to satisfy consumer 
demand. Recent innovations in 
biotechnology suggest that major 
changes in livestock breeding 
programs should be available in 
the near future. The potential for 
rapid change in animal character
istics creates concern about 
property rights associated with 
genetic developments. On the one 
hand, protection of the discoverer's 
rights encourage activity to 
improve animals, but such rights 
also convey market power that may 
not be used in society's best 
interest if access to improved 
technology is severely limited. 

The animal patent policy 
alternatives include the following: 

• Allow animal patents. Patent
ing has been considered an 
accepted mechanism to protect 
intellectual property, thus 
providing the incentive to 
develop new products by 
increasing the chances of 
obtaining an economic return 
on research investments. 
Biotechnology has moved 
rapidly from basic academic 
research to commercial applica-

tion. Today's research and 
product development is heavily 
dependent upon venture capital 
for small biotechnology 
companies and investment by 
large corporations. Availability 
of patent rights has perpetuated 
such ventures and investments 
in research. 
In the livestock industry, 
however, there is a strong 
feeling that patenting and 
regulation of genetically altered 
animals must be developed in a 
manner that is compatible with 
traditional commercial agricul
ture. For example, will the 
potential technology reduce the 
dependence on traditional land
based systems in beef produc
tion in favor of confinement 
production as is seen in poultry 
and pork? Will the granting of 
animal patents accelerate 
vertical integration in beef and 
pork production? 

• Disallow animal patents. The 
alternative of not allowing 
animal patenting would likely 
foster a much greater reliance 
on publicly funded research for 
animal improvement. The 
greatest concern related to 
animal patenting is the possi
bility of monopoly control of 
economically valuable animals 
and the potential negative 
impact on animal producers 
and consumers from such 
market control. The concern is 
not unique to patenting. Such 
concerns, however. have been 
more directly addressed by 
antitrust laws and regulation 
rather than patent restriction. 
Prohibiting patenting could 
force biotechnology companies 
into competitive-production 
agriculture based upon fran
chise arrangements or contract 
production that would allow 



control of n9vel animals. This 
could affect lthe market struc
ture of the Uvestock and meat 
industries. 

Animal Welfare 

There is little question that 
most Americans believe that 
animals, whether companion 
animals, work animals, or food 
animals, should be treated hu
manely and should not suffer 
unnecessarily. Humane slaughter 
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has been defined and required by 
law for many y~. Animal 
welfare advocates have been 
concerned abo~t practices in 
intensive livestock production that 
limit space for ~d movement of 
animals, such ~ veal calves in 
crates and layi*g hens in cages. 
Furthermore, a small segment of 
the U.S. popul.tion questions 
whether h~ have the right to 
view and use ahimals as resources 
to the point of ~xcluding use of 
animals as f~ (for more back
ground on this~ topic, see the 
Animal Rights and Animal Welfare 
paper included, in this series). 

Much of the concern about 
animal treatment appears to be 
based on anthropomorphism, the 
attribution of human motivation. 
characteristics or behavior to 
animals, rather than research based 
knowledge of animal welfare. 
Most animal producers contend 
that animal comfort is related to 
productivity and is already in the 
producer's economic interest. In 
many cases, tbF trade-off is 
between animat production with 
greater space '(ersus the efficiency 
and consequently lower consumer 
prices attribu14ble to confined 
production systems. 

The ani~ welfare policy 
alternatives intlude the following: 

• Set minimum space require
ments for livestock and 
poultry produced in confine
ment. Setting minimum 
standards for livestock and 
poultry raised or maintained in 
confinement would increase 
production costs and, eventu
ally, consumer food costs. 
Impact on animal welfare 
would be a matter of conjecture, 
unless objective measures of 
animal welfare can be reliably 
established. 

• Establish standards and 
verification for production 
under alternative conditions. 
Measures to establish names 
and standards for alternative 
animal production systems and 
to verify that claims for 
products are valid could be put 
in place at the national level. A 
board of interested producers, 
processors and consumers 
might be established to set 
standards and to establish 
systems to verify claims. Thus, 
a market solution would be 
facilitated. Those for whom the 
production system is of great 
concern could voluntarily pay 
the price while others would 
continue to benefit from more 
cost efficient production 
systems. 

Conservation Reserve 
Program (CRP) 

Following a major liquidation 
that began in the mid- l 970s and 
continued through much of the 
1980s, profitability returned to the 
cow-calf sector in the late 1980s. 
The return to profitability helped 
stabilize the size of the U.S. cattle 
herd and, more recently, it has led 
to a modest expansion in the cattle 
inventory. Per capita beef supplies 
will start increasing in the mid-

1990s. The beef supply increase 
will ultimately push both beef and 
cattle prices lower by the mid to 
late 1990s. Hog supplies are also 
increasing cyclically, and rising 
pork production is expected to 
drive hog prices below the cost of 
production for many hog producers 
in the mid- l 990s. Against this 
backdrop of increasing meat 
supplies, the disposition of land 
enrolled in the CRP program upon 
contract expiration is of great 
concern to the livestock sector. 

The CRP was originally 
introduced in the 1985 Food 
Security Act. The program's 
objective was to take highly 
erodible cropland out of crop 
production and provide ten years of 
rental payments to cushion the 
transition to non-
cropland uses. Approximately 
36.5 million acres are currently 
enrolled in the CRP with almost 60 
percent of the acreage located in 
the 10 Great Plains states. Nearly 
all of the ten year rental contracts 
on land enrolled in the program 
expire by 200 I, and the first 
contracts expire in late 1995. 

The CRP policy alternatives 
include the following: 

• Status quo. If the CRP 
program is simply allowed to 
expire when existing contracts 
terminate, the livestock sector 
will be impacted in two ways. 
First, the return of a significant 
portion of the CRP land to crop 
production will increase grain 
supplies and push feed costs 
lower. A recent study (for more 
details see The Conservation 
Reserve Program: Present and 
Future paper in this series) 
indicates that if 50 percent of 
the land enrolled in the CRP 
returns to crop production, 
wheat and com prices will 
decline 5 to 6 percent. The 
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decline in feed costs will result However, keeping land in the and pork which are funded through 
in an increase in livestock CRP could prove expensive to assessments on producers based on 
profitability for several years the taxpayer. Current contracts their sales volume. The underlying 
but will ultimately lead to a have an average rental rate near purpose of these programs is to 
greater expansion of livestock $50 per acre which means that increase producer returns by 
production than would other- maintaining the program could funding various marketing efforts 
wise have occurred. Second, have an annual cost of approxi- that will lead to an increase in 
most of the land that does not mately $1.8 billion. Maintain- demand for the commodity in 
return to crop production will ing a large CRP enrollment also question. Consequently, most 
be suitable for use as livestock limits short run U.S. crop expenditures from these programs 
pasture. The increase in production flexibility in the go to advertising and promotion 
pasture availability will result event that grain stocks are with a relatively small proportion 
in lower pasture rental rates drawn down sharply because of of the total dollars collected 
and hay prices which. in crop production problems devoted to funding research. In 
addition to the aforementioned although it does provide a long some cases, the authorizing 
decline in grain prices, could term acreage reserve. legislation actually restricts the 
provide further impetus to the types of research that can be 
expansion of the U.S. cattle • Offer a new CRP program funded by checkoff dollars to 
herd currently underway. This designed to keep CRP land research that is not oriented toward 
will ultimately help in pushing from returning to crop farm level production practices (for 
cattle prices lower than they production, but allowing it to more detail on advertising and 
would otherwise go. Thus, in be used for baying and promotion programs see the 
the short run, releasing the grazing. This program offers Commodity Advertising and 
CRP land will increase live- many of the environmental Promotion Programs paper in this 
stock profitability because of a benefits associated with a series). The value of these 
feed cost reduction. The long continuation of the current CRP programs to producers are difficult 
term effect on livestock profit- program, but it could be to document, but research on both 
ability would likely be negative executed at a somewhat lower dairy and beef promotion efforts 
as supply increases result in cost since landowners would suggests the programs have been 
lower livestock prices. reap some of the benefits successful in increasing demand 

associated with haying and for their respective commodities 

• Offer a CRP program grazing. Adoption of this and that the returns to dollars 
extension that will be attrac- policy option would lead to a invested in the programs are 
tive enough to keep most land larger portion of the current positive and significant. However, 
currently enrolled in the CRP CRP in pasture and hay other research suggests that the 
out of either crop or livestock production than under the rate of return on farm level 
production for another 5 to 10 status quo policy option. As a production research might exceed 
years. Offering a CRP pro- result, this policy option could the rate of return on commodity 
gram extension will help encourage the greatest expan- promotion programs. 
maintain the original CRP sion of livestock production, The checkoff policy alterna-
program's objective of keeping especially cattle, of the three lives include the following: 
highly erodible land out of crop alternatives. The long term 
production. It will also limit result would be lower livestock • Status quo. Current legislation 
the likelihood that a large prices, particularly cattle, than authorizing checkoff programs 
increase in pasture availability would otherwise occur, ulti- will remain in force including 
of as much as 1 O to 12 million mately benefiting the consumer. prohibitions on spending 
acres will occur in the late checkoff dollars on farm level 
1990s. Restricting the increase Industry Financed production research. Promo-
in pasture availability removes Promotion and Research tion programs appear to have a 
an ancillary incentive to expand Programs positive impact on the demand 
the U.S. cattle herd in a time for their respective commodities 
frame when cattle numbers are Current legislation authorizes which means producers will 
approaching a cyclical peak. checkoff programs in dairy, beef 

4 



receive somewhat higher prices 
for the pr~ than they 
would wimrt the programs in 
place. 

• Continue to autboriu check
off prograibs but remove 
restrictionj prohibiting the 
boards overseeing program 
expenditures from spending 
money on farm level produc
tion researtb. The programs 
would opesilte much as they do 
now; however, they would have 
the flexibility of allocating 
checkoff ddllars where the rate 
of return isl highest. If this 
policy is ~opted, it is likely 
that some of the dollars 
currently being allocated to 
promotion programs will be 
reallocated

1 

to research that 
reduces farmers production 
costs. In the long run, consum
ers would benefit because a 
reduction ih production costs 
would ultiibtely lead to lower 
retail price5. 

Swine Industry Structure 
I 

The U.S. lhog industry struc
ture is changing rapidly from an 
industry with a relatively large 
number of small producers to an 
industry with la small number of 
large operations. Although this 
trend has been in effect for a 
number of years, the pace of 
change has a<rcelerated recently. 
The trend to'1'ard increasing 
concentration is being augmented 
by increasing vertical coordination 
within the industry. 

The pace of changes occurring 
in size, ownership and contractual 
relationships of swine production 
have led some industry observers 
to question ~hether policy pre
scriptions ~igned to slow the 
industry's consolidation would be 

appropriate. In 1980, no swine 
operations marketed more than 
50,000 head of hogs per year. By 
1992, 41 operations were known to 
market more than 50,000 head of 
hogs per year. Similarly, Rhodes 
and Grimes estimate that 15-16 
percent of all U.S. hogs produced 
in 1991 were produced under some 
form of contract. This represents 
an increase of 4 percent since a 
similar survey in 1988. Typical 
contract relationships involve 
separation of the farrowing and 
finishing stages of production. 
Thus, the owner of feeder pigs may 
contract a grower to take custody 
of the pigs and feed them to 
slaughter weight with feed, 
medication and management 
programs provided by the owner. 
The grower may own the facilities 
or the facilities may be owned by 
the owner of the pigs. 

Two policy issues arise from 
the structural changes. First, large 
swine producers may have access 
to more sources of capital. That is, 
their size makes it easier to acquire 
capital as well as to acquire capital 
at lower rates. Second, there are 
environmental concerns raised by 
these large scale production 
facilities. The environmental 
concerns include, but are not 
limited to, surface and groundwa
ter contamination, odor nuisances, 
and waste management. The 
swine structure policy alternatives 
include the following: 

• Status quo. It may be argued 
that these are natural economic 
changes which occur with the 
growth and maturing of an 
industry. Competitive forces 
may be the most efficient 
allocator of scarce resources for 
swine production. This default 
policy option will likely result 
in a continuation of recent 
trends currently observed. 

Operation size will continue to 
increase, contract production 
arrangements will likely 
increase, and smaller swine 
operations will find it more 
difficult to compete. Under this 
scenario, environmental 
concerns arising from the 
operation of large units will be 
dealt with at the state and local 
level. 

• Include provisions for na
tional environmental guide
lines. Currently, nearly all 
environmental standards which 
apply to swine production are at 
the state, county or community 
level. However, knowing that 
application of stricter or looser 
environmental guidelines and 
restrictions may affect a 
community or region's competi
tive position (those with less 
restrictive ordinances will likely 
attract production facilities) 
there is some incentive to abuse 
environmental regulations as a 
fonn of business expansion or 
alternatively as a tariff against 
large production unit expansion 
in certain areas. Federal 
legislation could be imposed to 
provide a minimum set of 
environmental standards. This 
would eliminate some of the 
uncertainty surrounding 
environmental regulation 
compliance and could promote 
environmentally conscious 
development of the swine 
industry. Additional local 
regulations could still be used 
to protect particularly fragile 
regional ecosystems. 
Concerns exist regarding the 
imposition of environmental 
guidelines at the federal level. 
In particular, it's not clear 
whether a one size fits all 
approach to regulating livestock 
waste management and disposal 
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is workable. Good waste because of reduced consumer have concerns about the 
management practices vary confidence. However, improve- treatment methods. The trade-
with changing geography and ments in technology may make it off seems to be that use of these 
weather patterns. It might possible to better ensure the safety methods would almost assur-
prove difficult to allow for the of the meat supply at a reasonable edly improve the safety of meat 
necessary flexibility in federal cost. Currently, the USDA is products with respect to 
legislation to promote good developing a two track proposal to microbial contamination and 
waste management practices. improve meat inspection. Track 1 thus greatly reduce the inci-

is to maximize the performance of dence of illness associated with 

• Include provisions for im- the current inspection system. meat contamination. If 
proved capital access. There Track 2 is to develop a revamped consumers still have concerns 
may be increased economic regulatory program for the future about the treatments' safety, the 
efficiency with larger size swine and calls for more revolutionary negative impact on consumer 
facilities. If this is the case, it changes. demand associated with health 
may be necessary for small The meat inspection policy and safety concerns may 
producers to become larger if alternatives include the following: persist. 
they wish to compete. How-
ever, a significant barrier to • Improve performance of the • Implement improved quality 
entry is the large capital current inspection system. control measures throughout 
requirement for large scale USDA has recently taken steps the meat production process. 
confinement production to improve the current inspec- While antimicrobial chemicals 
facilities. To foster this growth tion system in both red meat and irradiation offer methods of 
it may be beneficial to develop and more recently, poultry "fail safe" protection, improv-
a financing mechanism within plants. This approach essen- ing the overall quality control 
the current farm finance tially applies higher quality of meat products is another 
structure to provide expansion control standards to the meat long term alternative. This 
loans to smaller swine produc- production process using would include using advanced 
ers which will assist them in technology already in place. detection methods, improved 
expanding their operations. More careful inspection of meat packaging, and close monitor-
This could improve the com- in packing plants will slow ing of on-farm production 
petitive nature of the swine production line speeds and raise practices, processing practices 
industry by reducing the costs. The actual impact on and safe food handling proce-
barriers of entry to swine food safety will be modest and dures. It would also improve 
production faced by smaller will still be heavily dependent the image and safety of meat 
operators. on consumers proper handling without the compromise of 

and cooking prior to consump- employing treatments to which 

Meat Inspection and ti on. some consumers are averse. An 

Food Safety Issues improved total quality control 

• Implement legislation de- system could relieve many of 
The wholesomeness and safety signed to encourage the use of the health and safety concerns 

of food products is of key impor- advanced technologies such as associated with the meat supply, 
tance to consumers. Failure to antimicrobial chemical sprays but the total cost of implemen-
ensure the safety of the meat and irradiation to ensure talion may be greater than for 
supply has direct and indirect meat safety. Increased use of the other alternatives. 
consequences. Direct conse- these techniques would ensure 
quences include the potential for improvement in the safety of 
illness and death resulting from a meat products. However, 
contaminated meat supply. consumer attitudes toward the This publication edited by Ed 

Indirect consequences include the safety of meats may be un- Smith and Ron Knutson, Texas 

costs of lower meat consumption changed, particularly if they A&M University. 
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Fruitland Vegetable Policy 
Charles R. H~ll. Texas A&M University 
Gary Falrchlld, University of Florida 

For the u.J. fruit and veg
etable industry, the 1990 farm 
bill repre*nted landmark 

legislation. FoJ the first time, a 
fruit and vegetable title was 
included as ~ of the farm bill. 
In contrast to tile commodity 
programs usually addressed in the 
farm legislation, fruit and veg
etable producerf. and marketers 
operate, for the most part, in an 
environment where producers 
competing amopg themselves. 
However, mark~ting orders provide 
group market discipline for some 
fruit and vegetable markets. 

A unique f~ture of fruit and 
vegetable agrictUture is that 
growers usually make production 
and marketing ~ecisions indepen
dent of each oilier with decisions 
based on market-oriented judge
ments as to in~vidual expected 
costs of produc~on, anticipated 
prices and probable volume of 
perishable product that will be 
available over ~ specific time 
period. This ddcision process can 
be contrasted with regulated 
commodities t.hfough which 
decision-makin~ is facilitated by 
government policy considerations 
such as price sqpport and/or 
subsidy consideEtions. 

In the fruit and vegetable 
industry, success is heavily 
dependent on iqformation acquisi
tion. Effective producer decision
making involves acquisition of 

detailed knowledge about buyer 
demand and improved understand
ing about their own production 
costs as well as the competitive 
cost structure of the industry. 

In general terms, the fruit and 
vegetable title of the 1990 farm bill 
addressed the need for greater 
public information about industry 
practices and policies. Fruit and 
vegetable consumption has 
expanded in recent years primarily 
because of health and nutrition 
considerations. The desire to 
obtain factual data was why the 
1990 title received widespread 
support from the industry. Many 
sectors recognized that while 
existing legislation did provide for 
selected facilitating functions (for 
example, marketing orders and 
agreements), industry-wide data 
were often inadequate and incom
plete to ensure efficient and 
effective responses to industry 
problems and issues. 

Because comprehensive 
baseline industry information is 
poor or nonexistent. impacts from 
recent policy changes such as 
enacunent of nutrition labeling 
requirements, passage of the North 
American Free Trade Agreement 
(NAFTA) and/or advances in 
biotechnology leave industry 
participants uncertain about the 
future and concerned about how 
their competitiveness will be 
affected. 

Current Status 
and Forces of 

Change 

The fruit and vegetable title of 
the 1990 farm bill recognized the 
economic importance of the fruit 
and vegetable industry and its 
associated problems by stating: 

''fruits, vegetables, and specialty 
crops are a vital and important 
source of nutrition for the general 
health and welfare of the people of 
the United States; and that fruits 
and vegetables are recommended 
as an essential part of a healthy, 
nutritious diet . .. improving U.S. 
dietary and nutritional standards 
by promoting domestically 
produced wholesome and nutri
tious fruits and vegetable prod
ucts; increasing public awareness 
as to the difficulties domestic 
producers experience regarding 
the production, harvesting, and 
marketing of those products; and 
aid in the development of new 
technology and techniques that 
will assist domestic producers in 
meeting the challenges of in
creased demands for fruit and 
vegetable products in the future. " 



In support of the congressional Although mandated, such a tive to maintain the status quo. 
declaration that the domestic study has still not been released by Furthermore, many govern-
production of fruits and the Secretary of Agriculture. ment programs, including 
vegetables is an integral part of nutrition programs such as the 
U.S. fann policy, the Secretary of school feeding program, tend 
Agriculture was directed to 

Issues 
to discourage the consumption 

conduct a study to determine the of fruits and vegetables. 
state of the U.S. fruit and vegetable 
industry. The contents of the study • Marketing orders which have 
were to include the following Although some fall outside the historically been supported by 
objectives: jurisdiction of the 1995 farm bill, federal legislation have come 

several issues of significant under attack from both 

• A review of the availability of importance to the fruit and consumer-advocacy groups 
an adequate labor supply for vegetable industry include the and environmental groups. 
maintaining and harvesting following: Given the widespread use of 
fruits and vegetables. and general support for these 

• What will be the impact of activities by the fruit and 

• A review of the availability of rules and regulations designed vegetable industry, it is not 
crop insurance or disaster to implement legislation to clear that these facilitating 
assistance for fruit and protect the environment and functions should be eliminated 
vegetable producers. agricultural workers on the without benefit of definitive 

economic and biologic impact analysis. 

• A review of scientific and viability of fruit and vegetable 
technological advances in the production in the United • The Perishable Agricultural 
areas of genetics, biotechnol- States? Included the issue are Commodities Act (PACA) 
ogy, integrated pest manage- the deliberations over Delaney administers the law regulating 
ment, post-harvest protection and the Federal, Insecticide, the buying and selling of 
and other scientific develop- Fungicide, and Rodenticide produce, and it is running out 
ments related to the produc- Act (FIFRA). In addition, of money. Congressional 
tion and marketing of fruits there are questions regarding support is currently being 
and vegetables. the implications of sought to authorize raising the 

sustainability provisions of the license fees which are now set 

• An examination of the 1990 fann bill for the future of per company. Produce 
availability of safe and the fruit and vegetable retailers and wholesalers claim 
effective chemicals for use in industry if they receive greater that they pay an unfair share 
the production of fruits and emphasis in the 1995 farm of the cost of the program, 
vegetables, and an evaluation bill. while receiving few benefits, 
of the value of national and they would like to see the 
uniformity to both consumers • National nutrition and dietary law eliminated. Proponents of 
and producers. goals suggest significant PACA claim that it ensures 

increases in the consumption "fair" buying and paying 

• A review of the requirements of fruits, vegetables and practices, that is it is less 
and cost of labeling fruits and grains. While this concept is expensive than lawyers and 
vegetables in the industry, and supported by the medical and courts for settling disputes and 
the benefits that would result nutrition professions, con- that buyers, both wholesale 
from the labeling of such sumer groups and the fruit and and retail, benefit from the 
products. vegetable industry, successful rules covering contracts, 

implementation faces many origin, grade, count, labeling, 

• A review of Federal education hurdles. For example, the and other terms and practices. 
programs that teach the livestock, poultry and dairy 
importance of fruits and industries, as well as the fast- • The linkage between federal 
vegetables to a proper diet. food industry, have an incen- grading standards and other 
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regulations governing cos
metic appdarance and pesti
cide use remains a significant 
concern. The 1990 legislation 
called for research to produce 
the following outcomes: (1) 
determine 'perishable commod
ity pestici4e application levels; 
(2) determline the extent to 
which Feqeral grade standards 
affect pesticide use; (3) 
determine !the effect of reduced 
emphasis on cosmetic appear
ance on application of pesti
cides, adoption of reduced
pesticide agricultural practices 
and produetion and marketing 
costs; ( 4) determine the extent 
to which grade standards 
reflect consumer preferences; 
and (5) dejvelop options for 
removing Obstacles to pesti
cide use r~uction. Field 
market research studies were 
also requekted to demonstrate 
and evaluate programs 
designed to offer consumers 
choices of products with 
different production practices, 
to provide1 consumers with 
infonnatiqn regarding 
agricultural practices used in 
perishabl~ crop production and 
to educate the public regarding 
the relati~hip between 
cosmetic appearance and 
pesticide use. 

A study conducted by 
Powers and Heifner concluded 
that there is little evidence 
regarding the effects of grades 
on pesticia«: use. There is 
evidence ~t pesticides reduce 
quality de~tion for some 
items. Hqwever, many 
pesticides I increase yield as 
well as quality, and the effects 
are not easily separated. 
Reducing the use of pesticides 
would increase the share of 
produce with blemishes and 
other ap~ce defects and 

decrease per acre yields. 
Several studies suggest that 
some but not all consumers are 
willing to accept some types of 
surface defects. Additionally, 
higher production costs due to 
lower yields would elevate 
consumer food expenditures. 

• The threatened loss and 
reduction of minor-use crop 
pesticides impact all sectors of 
the fruit and vegetable 
industry. In October 1988, 
Congress amended the Federal 
Insecticide, Fungicide and 
Rodenticide Act, commonly 
known as FIFRA. As 
amended, FIFRA requires that 
all pesticides registered before 
November 1984 be reregis
tered to comply with present 
standards by the end of 1997. 
This legislation has serious 
implications for the so-called 
minor crops such as veg
etables, fruits, nuts, herbs, 
spices, ornamentals, flowers, 
trees, turfgrass and even for 
some major agronomic crops 
requiring minor-uses of 
pesticides. 

Policy 
Alternatives and 
Consequences 

As with the issues, many fruit 
and vegetable policy alternatives 
likely will be debated and legis
lated outside the 1995 farm bill. 
This does not mean, however, that 
the 1995 farm bill has no place in 
the process. 

Status quo 

As mentioned in the Issue section 
of this leaflet, the mandated study 
to determine the state of the U.S. 
fruit and vegetable industry has not 
been released. From a policy 
perspective, it is difficult to 
understand the nature and prob
lems of the fruit and vegetable 
industry without completion of this 
base study. The issues that were 
important in 1990 continue to be of 
critical importance in the mid-
l 990s. Furthermore. it is impos
sible to accurately assess policy 
impacts on the fruit and vegetable 
industry without this benchmark 
information. Factual information 
and detailed analysis of problems 
remain inadequate to help the 
industry solve its own problems 
because federal and state agencies 
have under-invested in information 
collection. Information is needed 
so that industry leaders and 
participants can make factually
based business decisions while also 
providing consumers with desired 
products. 

In addition, this benchmark 
information is required before the 
economic, environmental and 
social impacts of changes in 
environmental regulation, water 
safety regulation, marketing orders 
and food safety regulation can be 
assessed. 

PACA 

One alternative would be to allow 
status quo although this would 
mean the eventual depletion of 
PACA reserves, thus eliminating 
the program by default. Another 
alternative could include an 
appropriation of additional funds 
for the PACA program or passing 
legislation that would allow PACA 
licensing fees to be raised. Thus 
far retailer opposition has been 
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effective because no one in 
Congress has been willing to 
sponsor such a bill. Another 
alternative, which would involve 
no Congressional intervention, 
would have the Secretary of 
Agriculture to appoint representa
tives from all parties concerned 
(growers, wholesalers, retailers and 
the USDA) to resolve the issue 
through a task force. 

Grades and standards 

Leaving fruit and vegetable 
grades and standards as they are 
will continue to fuel the concern 
relative to the linkage between 
cosmetic standards and pesticide 
use. Lowering the standards, 
however, might make it difficult 
for consumers to obtain produce 
with appearance attributes they 
desire. Marketers might develop 
alternative mechanisms to ensure 
availability of produce with the 
desired appearance attributes and 
further encourage pesticide use for 
limited appearance defects. Thus, 
net pesticide usage might not 
change significantly. 

Other alternatives could 
include modifying the standards to 
include information regarding 
pesticide use during growing and 
packing stages or to develop a 
stand-alone pesticide testing and 
monitoring program. The extent 
to which these alternatives would 
alter consumer fresh produce 
purchases depends on consumer 
sensitivity to health and environ
mental risks, price differences and 
product quality differences. 
Unfortunately, much of the 
information necessaiy for consider
ing any modification or addition to 
existing grades and standards is 
unavailable at this time. Thus, the 
field market research mentioned in 
the Issue section that was man
dated in the 1990 Fann Law would 
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likely contribute to a more in
formed policy decision process. 

Minor-Use Crop 
Pesticides 

The Clinton administration 
has already sent its legislative 
proposal to Congress to revamp 
pesticide laws and replace the 
zero-risk Delaney clause. This 
bill, "The Pesticide Reform Act of 
1994" would dramatically change 
the manner in which pesticides are 
regulated. The zero-risk Delaney 
clause would be replaced by a new 
safety standard defined as "reason
able certainty that no harm will 
result from all anticipated con
sumer exposures to the residue". 
The bill also sets stricter safety 
standards for children, which is in 
line with the National Academy of 
Sciences recommendations. Other 
key provisions call for the follow
ing: 

( l) all pesticides to be reregistered 
every 15 years, 

(2) strengthened authority for 
FDA enforcement against 
companies that ship food with 
illegal levels of residues, 

(3) restrictions on the export of 
pesticides not permitted in the 
U.S., 

( 4) speedier cancellation of 
problem pesticides and 

(5) incentives for registering 
pesticides on minor crops. 

The bill is prompting consid
erable debate, mainly because it 
eliminates consideration of the 
benefits of pesticides unless food 
groups can prove that the loss of a 
pesticide would seriously disrupt 
the food supply. 

USDA could be instructed to 
implement means to improve 
coordination of federal programs 
relating to pest management on 

minor crops. This federal coordi
nation with state programs could 
help develop and integrate new 
technology into practical pest 
management programs. Requiring 
an emphasis in integrated pest 
management (IPM) practices is a 
start in that direction. Additional 
multiyear funding would likely be 
needed to achieve the goals of the 
IR-4 Project to register new minor
use pesticides and support needed 
re-registrations. Increased 
funding could be directed toward 
establishing and staffing field 
research centers, upgrading 
existing analytical facilities, 
establishing additional satellite 
laboratories and expanding the 
existing program for registering 
biologicals. Renewed emphasis on 
fundamental and applied research 
for agricultural pest control could 
be encouraged through the avail
ability of additional funding 
grants. 

The Environmental Protection 
Agency (EPA) could consider 
allowing the maximum amount of 
time consistent with re-registration 
time frames for the submission of 
residue data in support of minor
uses while fully utilizing existing 
policy for minor-use data waivers. 
Additional options could be 
explored for the use of surrogate 
data from related commodities in 
support of minor-use registration 
and re-registration. Additional 
measures involve delaying cancel
lations of unsupported minor-uses 
at the request of the registrant, 
until the Agency is prepared to 
make a decision on the re-registra
tion of the pesticide active ingredi
ent. This will be possible provided 
the EPA is not aware of any 
unreasonable risks associated with 
the unsupported uses. This would 
provide a transitional period to 
allow IR-4 and other interested 
parties additional time to develop 



data for unsupported uses or to 
develop alternative pest controls. 

Legislation could be enacted to 
facilitate andE. "te the registra-
tion of biologi and microbial 
pest control a nts. For example, 
testing guideli e requirements for 
biologically-bclsed pesticides to 
develop clear guidance for poten
tial registrants; could be reassessed. 
This would also compliment the 
administration's emphasis on IPM 
practices. Adequate staffing is 
needed to coordinate the review of 
minor-use petitions from all 
sources and to assist in expediting 
approvals for biological control 
agents. FunciJ to support minor
use activity shbuld be earmarked 
specifically rot this purpose. 

Appropri,te incentives could 
be developed to encourage private 
sector registration of minor-use 
pest control products. Among 
those incentives that are frequently 
cited are extended patent protec
tion, extended periods of exclusive 
use of data and "fast tracking" 
registrations that include one or 
more minor uses. 

Summary 

While all of the issues dis
cussed in this paper are important 
to the fruit and vegetable industry, 
the combined synergistic effects of 
these issues should not be over
looked. The industry has and will 
continue to resolve many of the 
issues that surface without govern
ment intervention. However, the 
operating environment, as charac
terized by increasing pressure from 
the political arena., has become one 
in which it is difficult for fruit and 
vegetable finns to function. 
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Natural Disaster Protection Policy 
G. A. Barnaby. Kansas state University 
Barry L. Flinchbaugh. Kansas State University 
Roy Black. Michigan state University 

Background and 
Current· 

Situation 

M ultiple Peril Crop 
Insurance CMPCn is not 
a new idea. Several 

private insurance companies 
offered policies in the early part of 
this century. However, those 
companies dropped the program 
within a very short time because 
losses caused by widespread 
drought wiped out their reserves. 
The current government interest in 
crop insurance is not a new 
phenomenon. As early as 1922, 
the Senate called for hearings on 
federal crop insurance. Later, the 
Agricultural Adjustment Act of 
1938 established the Federal Crop 
Insurance Corporation (FCIC). 
The program was expanded until 
1947 when Congress reduced it to 
an "experimental" program. 

A more recent program is the 
agricultural disaster assistance 
policy that provides financial 
protection against drought, excess 
moisture, hurricanes and other 
weather caused perils. Disaster 
policy has also been applied to 
nonagricultural disasters caused by 
hurricanes, floods and earthquakes. 
Most of these policy's were 

initiated in the late 1960s and in 
the 1970s. 

The Crop Insurance Act of 
1980 was an attempt to make crop 
insurance the federal government's 
means for dealing with natural 
disasters at the individual farm 
level. Objectives included making 
multiple peril crop insurance more 
broadly available and giving 
farmers the opportunity to make 
yield risk reduction a cost of doing 
business. This action was expected 
to reduce the political and eco
nomic incentive to provide "free" 
disaster assistance programs to 
farmers. 

However, even the most ardent 
supporters of crop insurance will 
not argue that the program has 
worked as expected. The initial 
goal of the 1980 Act for crop 
insurance was to have 50 percent 
participation by 1989. Recent 
national participation rates are 
estimated in the 31-45 percent 
range. The greatest participation 
rates are in the Great Plains and 
the western com belt. In the 
northern Great Plains, current 
participation exceeds 80 percent. 
However, recent General Account
ing Office estimates indicate that 
participation in excess of 50 
percent nationwide is needed 
before the pressure on Congress to 
provide disaster payments will 
subside. 

For the period of 1980 to 
1990, the cost of underwriting 

losses and subsidies on crop 
insurance averaged $396 million 
per year, disaster payments 
averaged $784 million per year, 
and the net cost of low interest rate 
loans average $1.3 billion per year. 
Furthermore. the loan cost esti
mates are probably understated 
because additional loans will likely 
be written down in the future. 
Given that background, the 
primary issue to be addressed is, 
"How best to provide natural 
disaster protection for agricultural 
producers." 

Alternatives and 
Consequences 

Status Quo 

This option would simply 
continue the current MPCI 
program, private supplemental 
MPCI insurance, private hail 
insurance, low interest FmHA 
emergency loans. zero/92 after a 
crop failure and weather-induced 
ad hoc disaster programs. While 
still an option, it is the one choice 
that is under attack from both 
budgetary and efficacy standpoints. 
Many in Congress are saying 
either fix the FCIC program so it 
works or eliminate it. The 
problem is, however, that it is 



extremely ditlifUlt to judge FCIC 
in isolation. Many other USDA 
programs such as disaster aid, 0/ 
92/85 and low :interest loans 
discourage farmer participation. 
thus reducing efficiency and the 

fulfillment of ~rogram objectives. 

"Free" Disaster 
Payments 

I 

The alternatives are of two 
types. One ~ is permanent 
legislation that would specifically 
identify when l:lisaster payments 
are to be paid and ad hoc programs 
developed by Congress as each 
disaster occurs. The latter is what 
has occurred Sfnce l 980. Congress 
has provided disaster payments on 
selective di53Slers because political 
support was wide spread. This 
may be effective for growers 
fortunate enough to draw their 
disaster in the right year. How
ever, some wo'1td also view it as 
inheritably unfair to those growers 
that were unfJ.tunate enough to 
experience their disaster in a year 
when there was not wide spread 
public support for a full payment 
disaster pro~. An example 
would be those com growers in 
Nebraska that1suffered huge hail 
losses in 1987. and were denied any 
federal assistance including low 
interest FmHA disaster loans. 
Even in years ,when disaster 
programs are provided they tend 
not to be of s$i_lar design. For 
example, the 1988 disaster 
program included both commodity 
program crops and non-program 
crops. The legislation also broke 
the linkage "1th ASCS participa
tion and provided "limited" 
assistance to program crop growers 
not participating in government 
programs. This was a distinct 
departure from past disaster 
programs. ~so, Congress often 
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attaches special interest legislation 
to disaster bills, which increases 
the costs. The major gainers with 
a disaster program policy would be 
those states that have much higher 
production risks than the country 
as a whole. In addition, disasters 
could be substantially over esti
mated without the accompanying 
legislation to force growers to 
prove yields. 

Multiple peril crop 
insurance based on 
individual farm yields 

Allowing FCIC greater 
flexibility in the design of crop 
insurance products was a major 
change in the 1990 farm bill. 
Recent examples include the 
development of the Group Risk 
Plan (GRP) based on county losses 
only, and the reinsurance of 
privately developed replacement 
coverage. These products were 
developed for specific niche 
markets to increase participation. 

Recent MPCI changes. 
Many have suggested, MPCI rates 
are too high for high yielding 
producers while to low for low 
yielding producers. Because 
participation has been low among 
producers with high yields, the 
FCIC began using actual produc
tion history (APH) in 1985 that 
bases yield guarantees on each 
individual farm's past production 
history. An APH yield is based on 
a 4 year average, building to a l 0 
year average yield. APH rules 
prevent the "average" yield from 
being reduced by more than 10 
percent or increased by more than 
15 percent as each new yield 
record is added to the production 
history. 

The standard MPCI policy 
provides guaranteed yields at 35%, 

50%, 65% or 75% of the indi
vidual fann unit's APH (sub-fann 
level 's average yield). It is 
common for large farmers to have 
more than 10 units and as a result, 
more than 10 APH's. Since each 
unit is insured separately, a yield 
that is below the guarantee on an 
individual unit will trigger an 
indemnity payment. Each lost 
bushel or pound is then paid based 
on a forecasted price assuming 
farmers select the highest price 
election. 

Replacement MPCL A 
private replacement coverage 
endorsement was recently ap
proved by FCIC for catastrophic 
reinsurance. This policy change 
should encourage more private 
companies to provide this coverage 
and in more states. It is likely to 
be a niche market that would 
appeal to growers who are cur
rently using forward pricing tools. 

While the standard MPCI 
contract is often discussed in terms 
of bushels guaranteed, in fact it 
only guarantees bushels if the 
market price equals the price 
election. For example, for each 
6,500 bushels of guaranteed com 
production, the grower will receive 
enough indemnity dollars to 
purchase 6,500 bushels only if the 
market price equals $2.40, which 
was the 1994 FCIC forecasted com 
price. lf market prices were to 
increase to $3.00 this same grower 
would only receive enough 
indemnity dollars to replace 5,200 
bushels of com per 6,500 bushels 
guaranteed under the MPCI 
contract (Figure l). However, 
growers who forward contracted 
those 6,500 bushels must either 
produce the 6,500 bushels or buy 
those 6,500 bushels at current 
market value to fill the contract. 
Therefore, the remaining 1,300 
bushels must be purchased from 



growers' equity or from borrowed 
funds. 

Replacement coverage 
guarantees all 6,500 bushels at 
their market value (Figure 2). For 
example, during the 1993 floods 
com prices increased. Those 
growers who forward priced their 
com had to replace any lost 
production at current market 

6,400 

6,200 

6,000 

S,800 

S,600 

s,400 

S,200 

S,000 
$2.40 $2.SO 

prices. The standard MPCI 
contract replaced each lost bushel 
at $2.30. Replacement coverage 
MPCI paid $2.60 per lost bushel, 
which was the cost of replacing 
bushels at harvest time when 
farmers were required to make 
delivery on their forward con
tracted bushels. 

$2.70 $2.90 $3.00 

Figure 1. Replacement Bushels Using 65% MPCI with a Corn Price 
Increase. 
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Figure 2. Replacement Bushels Using 65% MPCI wills a Corn Price 
Increase 

The first 50% of crop 
insurance coverage provided 
"free". The administration is 
proposing this alternative to 
"reform" crop insurance disaster 
aid policy. Under this method, 
farmers would be given an MPCI 
contract based on 50% of their 
proven yield at 60% of the top 
price election when they sign-up 
for commodity programs. Growers 
would then be able to purchase 
(higher) levels of yield coverage 
and with higher price elections. 
Farmers would also receive a 
higher subsidy for the 65% 
purchased MPCI coverage. 

The administration is cur
rently asking for an additional one 
billion dollars to implement this 
alternative. They argue that 
savings will result because in
cluded in the legislation is a 
requirement that future ad hoc 
disaster programs be funded "on 
budget". That requirement is 
expected to make it more difficult 
for Congress to pass future ad hoc 
disaster programs. 

Cross compliance. It has 
been suggested that farmers be 
required to participate in the MPCI 
program as a condition for partici
pation in government commodity 
programs. Conservation compli
ance is already a requirement and 
this could work the same way . 

There would be very few 
producers that the cross compli
ance requirement would force out 
of the commodity program because 
of economic reasons. For example, 
purchase of an MPCI contract at 
the minimum level of 35% 
coverage at 30% of the top price 
election would cost about a $1. 7 5 
per acre while deficiency payments 
may be $60-$70 per acre or more 
for the typical Delta cotton 
producer. 
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This is prqbably the least 
costly altemati~e for significantly 
expanding participation rates. The 
administration' proposal has 
limited cross cbmpliance because 
all program participating growers 
would be req~red to have the 
"free" catastrophic coverage, 
which requires a $50 processing 
fee. 

Area wide crop insurance hued 
on county yie~d1 only. More than 
40 years ago, Halcrow proposed 
basing crop insurance payments on 
an area or county basis. The 
Commission fOr the Improvement 
of Crop Insurance suggested this 
approach be t~ed. It is now being 
pilot tested by FCIC under the 
name Group ltisk Plan (GRP). 
GRP is based bn county losses. 
The group is tihe county, and 
everyone in that group will pay the 
same premi~ rates for a selected 
coverage levef. 

GRP is being offered to 
farmers in selected test counties on 
corn, soybeans, milo, wheat and 
forages. GRP is currently an 
alternative otlj'er to the MPCI 
contract. Farmers in the test 
counties will choose between 
MPCI, GRP dr self insure. 

I 

GRP payments and rates by 
county. Farmers will be able to 
select dollars bf protection (liabil
ity) and the percent county trigger. 
The trigger ranges from 90% down 
to 65% of the expected county 
yield. Maximum dollars of 
liability that farmers may select are 
set by county and crop. FCIC uses 
the established price multiplied by 
the expected bounty yield multi
plied by 150 percent in order to set 
the maximtmt liability. Higher 
coverages arc:r permitted under GRP 
than MPCI because an individual 
farmer through management 

cannot trigger an indemnity 
payment. 

Farmers who are considering 
the purchase of a GRP contract 
should be aware of the following 
items: 

• The premium rates and the 
indemnity payments are based 
only on the county. It is 
possible for a farmer to have a 
complete crop failure and 
receive no crop insurance 
payment under GRP. It is also 
possible for a farmer to produce 
a normal yield and receive a 
crop insurance payment. GRP 
provides no individual farm 
level yield guarantees. 

• If the county has a 50 percent 
yield loss below the expected 
county yield then every GRP 
insured farmer will be paid 
from 23.1% up to 44.4% of 
their liability depending on 
percent coverage level selected 
by the farmer. 

• GRP will provide the best 
protection against wide spread 
drought and county wide 
freezes. However, hail, flood, 
excessive spot rain, quality 
losses, local winds or tomados 
could generate large amounts of 
damage on an individual farm, 
but the farmer would likely 
receive a smaller than expected 
indemnity payment and in some 
situations no payment. GRP 
will provide almost no coverage 
for any peril that tends to be 
site specific. Furthennore, 
some counties may experience 
enough variation in weather 
events and growing conditions 
that result in GRP being 
suitable only for catastrophic 
coverage. 

• The final indemnity payment 
will occur 4-6 months after 
harvest, while the premium is 
due at harvest. 

The GRP market. Farmers 
that expect their yields to track 
with county yields are the ones 
who would most likely purchase 
GRP. Farmers with higher average 
yields than the county average 
yield are not penalized because 
losses are measured in percentages. 
For example, if the expected 
county yield is 30 bushels and the 
actual bushels produced are 15 
then the county suffered a 50 
percent loss. If the high yielding 
farmer has an expected yield of 40 
bushels but only produced 20 
bushels, he/she has also suffered a 
50 percent loss. and GRP would 
cover that loss. 

The GRP approach would 
likely reduce the cost of providing 
disaster protection to farmers. For 
that reason. many Washington 
policy makers have suggested the 
use of GRP. However, some 
farmers have opposed the concept 
because they fear a local loss that 
does not trigger a county payment. 

It may be possible to reduce 
the area from a county down to a 
township or a zone. This would 
reduce the chance of a farmer 
suffering a loss when the GRP is 
not triggered. However, the cost 
and presumably the premium 
would increase. Also, the use of 
remote sensing may make it 
possible to provide an earlier 
estimated indemnity payment 
similar to the advanced deficiency 
payment. 

Revenue Insurance 

If one insures both price and 
yield by definition one has insured 
revenue. Public policy could either 
insure revenue through USDA or 



utilize private market risk tools. 
There are two government 

provided revenue insurance, or 
assurance - depending on who is 
footing the bill - programs being 
suggested. Under the Iowa Fann 
Bill Study Team approach, all cost 
would be paid by the government, 
and the Harrington and Doering 
approach assumes farmers would 
pay part of the cost. 

An alternative revenue 
insurance approach would utilize 
private put options and private 
replacement coverage crop 
insurance endorsement combined 
with MPCI. In the pilot target 
price put option counties, farmers 
can voluntarily insure their 
revenue by combining the two 
programs. The expansion of 
private revenue insurance would 
only require the Secretary of 
Agriculture to expand the pilot put 
program. (The paper titled, New 
Farm Policy Approaches, included 
in this series, discusses the issues, 
alternatives and consequences 
relative to revenue assurance.) 

Private Insurance 

Another option is for the 
public sector to simply do nothing 
and leave it up to the private sector 
to provide natural disaster protec
tion. The private sector has been 
successful in writing single peril 
insurance policies on hail. Many 
of those private companies view 
multiple peril crop insurance 
sponsored by the government as a 
major competitor. Hail insurance 
certainly has the advantage of 
being much simpler to write and 
administer than does the more 
cumbersome MPCI insurance. 
However, as any producer can 
explain, a lot of things can happen 
to a crop besides hail. A good 
example were the freezes in 1981 
and 1992 in the Great Plains that 

caused wide spread damage to the 
wheat crop. While that could have 
been covered under an MPCI 
policy it was not covered under a 
hail policy. 

Private hail insurance has 
some advantages for the grower 
over government sponsored 
insurance programs, for example, 
it covers spot loss. Growers with 
only a small part of a single field 
hailed out would receive indemnity 
payments from their private hail 
insurance policy. However, under 
an MPCI policy they may or may 
not collect indemnity payments for 
a hail loss that covers only a small 
part of their farm. It will depend 
on how the undamaged crop acres 
yield. If the rest of their farm has 
a bumper crop, it will more than 
offset the hail loss, thus resulting 
in an average yield greater than the 
minimum bushels guaranteed 
under the MPCI policy provisions. 

The potential liability is large 
enough that it is questionable 
whether the private insurance 
industry would be able and willing 
to assume the MPCI liability. 
Also, if a similar MPCI program 
were offered by private insurance 
companies without any subsidies, 
farmer paid premium rates would 
likely double and some growing 
areas would be uninsurable. This 
result could mean even less 
participation than under current 
rates. 

Private insurance companies 
have not been successful insuring 
crops for perils other than hail 
because of the potential cata
strophic losses, and losses are not 
independent among the insured. 
One alternative would be for 
government to be the re-insurer of 
last resort. The government would 
re-insure private multiple peril 
crop insurance contracts for the 
part of risk that could not be sold 
in the world re-insurance market. 

There is also the possibility 
that the catastrophic crop insur
ance risk could be covered using a 
new futures contract. The Chicago 
Board of Trade currently trades a 
catastrophic property-casualty 
insurance contract. It may be 
possible to apply those same 
principles to a catastrophic crop 
insurance contract. 

Summary 

Because of major droughts, the 
farm financial crisis of the 1980s 
and the 1993 flood, the suggestion 
of how to provide natural disaster 
protection for agricultural produc
ers is developing into a controver
sial public policy issue. Agricul
ture is a capital intensive thin 
margin industry. It is certainly 
questionable whether the farmer 
and his lender can carry all the 
risk. Therefore, the options for 
natural disaster protection just 
discussed will be given consider
ation in the policy dialogue during 
the current legislative year and in 
the 1995 Farm Bill debate. 

The policy debate on disaster 
aid is currently before Congress. 
The administration is proposing 
"free" catastrophic coverage and 
allowing farmers to buy additional 
subsidized MPCI coverage. The 
Republican staff of the Senate 
Committee on Agriculture, 
Nutrition and Forestry is proposing 
additional farmer purchased 
coverage be limited to GRP. The 
proposaJ would allow private 
companies to write MPCI type 
products, but the private company 
would assume all of the risk and 
administrative cost. 

It is possible that crop insur
ance reform legislation will be 
passed this year. If this happens. 
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then the new Law will become the 
"status quo... I 
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Targeting Farm Program Benefits 
Luther Tweeten. Ohio state University 
Fred C. White. University of Georgia 

Background 

H istorically, commodity 
programs have targeted 
benefits to grains and 

cotton, commercial farms, middle 
and upper class households, the 
Midwest and South and landlords. 
Some believe retargeting programs 
may better serve policy objectives 
and selected groups. Retargeting, 
however, requires a reexamination 
and perhaps redefining of appro
priate objectives and target groups 
for commodity programs. 

Current 
Situation and 

Forces of 
Change 

The uneven distribution of 
benefits from commodity programs 
has been a major public concern 
since payment limitations were 
introduced in the 1970 farm bill. 
Rules have been changed fre
quently to retarget benefits of 
commodity programs. Over time, 
payment limitations and eligibility 
rules have directed a greater share 

of program benefits to small and 
midsize fanns. 

Operationally, targeting has 
been implemented by placing 
eligibility conditions on who can 
receive government payments 
while at the same time limiting the 
amount of payments that individu
als can receive. Some recent 
changes are discussed below. 

Eligibility Rules 

The Omnibus Budget Recon
ciliation Act of 1987 addressed 
eligibility criteria. Nonresident 
aliens were excluded from receiv
ing direct payments from agricul
tural programs. Direct payments 
could go only to persons engaged 
in fanning, defined as persons 
bearing risk or providing labor or 
management to the fanning 
activity. Under the 1987 act, an 
individual could receive govern
ment payments from a maximum 
of three fanning corporations, 
partnerships or other entities of 
which he was a member. 

Payments normally have been 
proportional to eligible crops 
produced or diverted but limited 
per crop or per person. An 
exception is the Disaster Assis
tance Act of 1988 that conditioned 
eligibility on gross income. 
Producers with $2 million ($2.5 
million for livestock producers) in 
gross revenue from all business 
enterprises were ineligible for 

disaster payments. If producers 
earned a majority of their income 
from fanning, only gross farm 
revenue would be counted in the 
$2.5 and $2.0 million limits for 
livestock and other producers. 
respectively. 

Payment Limitations 

The limit on deficiency and 
diversion payments that a person 
may receive under one or more of 
the commodity programs remained 
at $50,000 in both the 1985 and 
1990 acts. However. the limit of 
Findley payments (wheat and feed 
grain "emergency" compensation 
for reductions in loan rates), loan 
deficiency payments and gains 
from repaying marketing loans at a 
lower level than the original loan 
was dropped from $250,000 to 
$75,000. The total amount for all 
the above programs was initially 
limited to $500,000 in the 1985 
act. However, the 1986 appropria
tions bill dropped this limit on all 
programs to $250,000. The 
$250,000 limit on all programs 
was maintained in the 1990 act. 
Thus an operator and spouse 
together could receive $500,000 of 
payments under the 1990 farm bill. 
(Separate limitations were set for 
honey, wool, mohair and conserva
tion programs, but the former three 
programs are being phased out.) 



Distribution of Payments 
in 1991 

The distribution of govern
ment payment$ by farm size for 
1987 and 199 ~ is reported in Table 
l . The data reflect important 
differences betWeen the 1985 and 
1990 farm bills. First. a larger 
percentage of government pay
ments was received by smaller 
farms under ~ore recent legisla
tion. Farms \\fith less than 
$100,000 in dies received 36.0 
percent of all •overnment pay
ments in 1987 and 42.4 percent in 
199 l. This result is even more 
striking given that the proportion 
of all sales acc;ounted for by these 

smaller farms declined from 26.4 
percent in 1987 to only 22.6 
percent of all sales in 199 l . 

Second, the relative impor
tance of government payments 
declined between 1987 and 199 l. 
With only one exception for small 
farms among farm classes in Table 
l, government payments as a 
percentage of gross cash income 
were cut approximately in half 
between 1987 and 1991. Farms 
with less than $20,000 in annual 
sales received essentially the same 
benefits per dollar of sales in 199 l 
as in 1987. 

The data in Table l are likely 
biased toward less concentration of 
payments on large farms than 

actually occurred between 1987 
and 1991 because some large farms 
were divided only "on paper" to 
remain eligible for full payments. 
However, the extent of that bias is 
unknown. 

When classifying farms by the 
commodity accounting for 50 
percent or more of the value of 
their total production, government 
payments as a percentage of gross 
cash income in 1991 were 6. 7 
percent for crop farms and 2. 4 
percent for livestock farms. Of all 
farm types, cash grain farms had 
the highest percentage of income 
from government payments ( 11.1 
percent), followed by cotton farms 
(8.3 percent), cattle and hog farms 

Table J. liJistribution of Government Payment and Gross Cash Income by Farm Size, 1987 and 1991. 
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I 

Annual Gross Sales 
(Sl,000) 

Less than 20 

20~40 

40 to 100 

100 to 250 

250 to 500 

500 !to 1,000 

i 

1,000 and over 

Government Payments 

Per Farm 

1987 1991 

As a Percentage 
of Gross Farm 

Income 

1987 1991 

Percentage Distribution among 
Farm Sizes 

Government 
Payments 

1987 1991 

Gross Cash 
Income 

1987 1991 

-Dollars-- -----------------Percent-----------------------

593 650 8.5 8.6 4.8 9.7 5.8 5.1 

5,336 2,567 14.8 7.4 7.5 7.5 5.1 4.5 

12,348 6,699 15.5 8.7 23.7 25.2 15.5 13.0 

28,778 10,740 15.2 6.2 36.4 28. l 24.3 20.3 

48,729 17,275 11.9 4.6 17.2 14.5 14.7 14.l 

58,947 30,231 7.4 4.1 6.7 9.6 9.2 10.6 

63,000 27,688 1.5 0.8 3.8 5.4 25.4 32.3 

100.0a 100.0 100.0 100.0a 

•sums rlot exact due to rounding. 



(4.7 percent) and dairy farms (1.4 
percent). 

Payments by size of operation 
were nearly proportional to wheat 
production on wheat farms, to feed 
grain production on feed grain 
farms and to cotton production on 
cotton farms. An exception was on 
very large farms where payments 
limitations helped to hold payment 
proportions below production 
proportions. However, the major 
reason why payments were lower 
per dollar of all receipts from all 
commodities on larger farms in 
aggregate is because such farms do 
not emphasize production of 
program commodities but instead 
emphasize fruits, vegetables, 
poultry and livestock. We do not 
know to what extent payment 
limitations drove them from 
program commodities. Whether 
driven by payment limits or not, 
large farms on the whole appear 
not to have suffered. Rates of 
return on resources are at least as 
great on large farms constrained by 
payment limits as on small and 
medium size farms. 

The fifteen leading states in 
terms of government payments as a 
percentage of gross farm income 
are tightly clustered in mid
Arnerica. North Dakota (15.8 
percent), followed closely by 
Montana (14.4 percent) had the 
highest percentage of farm income 
from government payments in 
1991. Other states with more than 
5 percent of income from govern
ment payments ranked in order 
were Kansas (8.8 percent), 
Louisiana (8.1 percent), South 
Dakota (7.2 percent), Arkansas 
(6.9 percent), Oklahoma (6.6 
percent), Mississippi (5.9 percent), 
Iowa (5.8 percent), Missouri (5.8 
percent), Minnesota (5.5 percent), 
Texas (5.5 percent), Illinois (5.5 
percent), Nebraska (5.0 percent) 
and Colorado (5.0 percent). In 
contrast, payments per dollar of 

gross farm income averaged less 
than 1 percent in the Northeastern 
states in 1991. 

Agriculture has made notable 
economic progress in recent 
decades, lessening the imperative 
to transfer income from taxpayers 
to commercial and part-time 
farmers. At the same time, 
programs have shifted emphasis 
from supply control to direct 
payments. While such a shift 
recognizes the importance of being 
price-competitive in a global 
economy, it also poses difficulties 
in a federal government troubled 
by budget deficits and pressures to 
fund new initiatives such as 
universal health care. The public 
continues to have objectives for 
agriculture that the market alone 
cannot fulfill. But the above forces 
for change call for targeting to 
achieve those objectives more cost
effectively than in the past. 

Issues 

Whether payments are fairly 
distributed depends on how 
fairness is defined. If fairness 
means equal government payment 
per dollar of gross farm income, 
large farms are treated unfairly. 
Large farms received less than one 
cent of payment per dollar of gross 
income while small farms received 
eight cents of payment per dollar 
of income in 1991(Table1). If 
fairness means equal payments per 
farm, small farms are treated 
unfairly. Farms with sales of over 
$1,000,000 received $27,688 of 
payment per farm while farms with 
sales of less than $20,000 averaged 
only $650 of payment per farm in 
1991. 

In principle, direct (defi
ciency) payments are easier to 
target to specific groups and 

objectives than are benefits from 
other types of commodity programs 
such as supply controls and price 
supports providing rewards 
proportional to output and re
sources. However, the shift to 
direct payments has not markedly 
altered the incidence of program 
beneficiaries. 

Revisions in programs to more 
effectively target payments to 
preferred groups have not been 
effective. Efforts to target opera
tors rather than landowners are 
circumvented by switching from 
share rent to cash rent and then 
raising the rent to capture pay
ments to operators. Payment 
limitations to individuals can be 
circumvented by dividing owner
ship among family members. 
Instead of merely continuing to 
tinker with payment limitations, a 
broader evaluation of targeting is 
appropriate for the political 
process. It is necessary to ask the 
following questions: 

• What are appropriate objectives 
for public policy in agriculture? 

• How can commodity and other 
programs effectively target 
those objectives? 

Policy 
Alternatives and 
Consequences 

Some Principles of 
Effective Targeting 

One reason why commodity 
programs cannot serve their 
intended purposes is because the 
objectives of farm policy exceed 
the number of instruments (land 
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set aside, prict supports, etc.). 
This reduces the efficiency of 
programs in 5f rving any one 
objective. For example, commod
ity programs 4esigned to raise farm 
prices by reducing production do 
not preserve family farms and the 
environment. jllleviate poverty or 
maintain intek.tional competi
tiveness. PolifY goal attainment 
requires at ledrrt as many policy 
instruments as there are policy 
objectives. J 

Another rinciple is that 
successful use of payments to 
reduce produ~tion must include 
larger farms because they account 
for most outpt.1t. Combining tight 
payment limitations with produc
tion controls could require idling 
all cropland Of small fanns -
hardly a way to preserve such 
farms. Foregqing production 
controls couldl allow payments to 
be targeted to special needs such as 
financially ~nerable fanns, 
poverty or enVironmental hazards. 
However, to~ decoupling of 
payments fro~ production and 
economic incentives is impossible. 
Another princ~ple is that the 
government cbst of meeting a 
given target is likely to be underes
timated if no 1ccount is taken of 
slippage. An effort to target 
payments to s~l- and mediurn
size family fahns rather than large 
farms causes large farms to break 
into smaller farms (at least on 
paper) to be eligible for full 
payments. Aq effort to restrict 
payments on any one commodity 
loses effectiveness when farm 
operators div9rsify among com
modities. Some payments to 
reduce soil er9sion will go to farms 
that would have taken conservation 
measures without special incen-
tives. i 

Another form of slippage 
occurs when program benefits are 
bid into land values, thus reward
ing landowners. Benefits are lost 
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to renters, new landowners and 
farm laborers. Intended benefits of 
commodity programs to operators 
are also lost to consumers and to 
inefficiency. For that reason, the 
ultimate beneficiaries of farm 
programs are often different from 
the initial beneficiaries. 

Matching Objectives 
with Instruments 

Seven policy objectives for 
commodity programs along with 
potential policy instruments to 
achieve them are listed in Table 2. 
To achieve each objective, some 
public action may be needed to 
supplement the private market. 
Farm commodity programs 
currently attempt to serve each of 
these objectives, but each objective 
could be served more cost-effec
tively by commodity program 
unbundling or by other programs. 
Unbundling means separate 
programs for the environment, 
poverty and stability rather than 
combining all in a commodity 
program. 

Family farm preservation 
would be served more cost
effectively by a direct payment 
program or credit program targeted 
to farms at risk. Food security 
would be served by a modest public 
buffer stock policy for wheat alone. 
The environment would be served 
cost effectively by conservation 
easements featuring government 
purchases of cropping rights (but 
allowing farmers to hay or graze 
land under "best management" 
practices). Easements, provided 
but never funded in the 1990 farm 
bill, focusing on the environmen
tally sensitive land could reduce 
program costs while targeting 
environmental problems. Environ
mental objectives are also served 
through programs of technical 
assistance by the Soil Conservation 
Service (SCS), chemical screening 

by the Environmental Protection 
Agency (EPA), food safety by the 
Food and Drug Administration 
(FDA) and numerous other 
programs and agencies. 

While commodity programs 
target food and family farm 
security and the environment, 
other objectives would be better 
addressed by other programs. An 
income-maintenance "workfare" 
program along with human 
resource development programs 
would better utilize public funds to 
alleviate poverty. Rural develop
ment would be targeted by human 
resource programs such as im
proved schooling, skill training 
and extension programs rather 
than by commodity programs. 
Economic efficiency, enhanced 
national income, low food plus 
farm budget costs and international 
competitiveness also are most 
effectively targeted, not by com
modity programs, but by research 
and human resource development 
programs to improve farming 
technology and management. 

Space limitation precludes full 
discussion of the consequences of 
each objective as - exhibited by 
the instrument pair in Table 2, but 
let us briefly examine only the first 
objective - family farm preserva
tion. If the objective is to preserve 
family farms, a way to minimize 
production and capitalization 
distortions is to confine payments 
to the small segment of the farm 
population at risk of leaving the 
farm in mid-career. Confining 
payments to a few, financially 
vulnerable mid-sized family farms 
would improve their economic 
chances without threatening the 
economic vitality of efficient large 
farms receiving few payments and 
small farms depending mainly on 
off-farm income. Formidable 
problems are encountered in 
identifying that vulnerable seg
ment, however. Treasury outlays 



for payments are difficuJt to sustain 
in an era of budget stringency. 
Confining payments to a narrower 
base of farmers diminishes the 
votes to support transfers, and the 
effort could be criticized for 
preserving poorly-managed farms. 
These and other considerations 
condition any discussion of 
programs appropriate for specific 
objectives of policy. 

Impact 

How would targeting of funds 
more narrowly to financially 
vulnerable farms, the environment, 
and food security influence major 
participants in agriculture? 

• Farmers and Ranchers. 
Targeting payments narrowly to 
financially vulnerable farms 
would require adjustments for 

Table 2. Objectives and Instruments/or Tlll'lfeling Ftll'm Policy. 

Objective or Problem 

Maintain family farms 

Food security (assured, adequate 
food supply) 

Alleviate poverty 

Protect environment (soil 
conservation, protection of 
water and food from chemical 
contamination) 

Maintain rural communities 

Low food prices 

International competitiveness 

Current Instruments 

Commodity program price and 
income supports, credit 
programs; disaster payments 

Commodity program price 
supports, stocks, diverted acres; 
research and education; 
information systems; crop 
insurance 

Commodity program price and 
income supports, welfare, 
schooling and training 

Commodity programs, including 
Conservation Compliance and 
Conservation Reserve Program; 
Soil Conservation Service 
(SCS); Environmental 
Protection Agency (EPA); Food 
and Drug Administration (FDA) 

Commodity programs, rural 
development programs, 
schooling and training 

Commodity programs, research 
and education, conservation 

Commodity programs, including 
Export Enhancement Program 
(EEP), Market Promotion 
Program (MPP), research and 
education 

the many farms that would no 
longer receive payments. 
Removing federal funds for 
commodity price supports and 
supply management would 
reduce land prices until rates of 
return on land would return to 
levels before adjustments. A 
transition program could ease 
adjustment problems from 
depreciation of land values. 

Public Instruments for 
Cost-Effective Targeting 

Direct payments and other 
financial assistance targeted to 
farms vulnerable to failure 

Wheat buffer stocks, research 
and extension, futures market 
education, information systems 

Income maintenance (workfare) 
programs, schooling and 
training 

Conservation easements, SCS, 
EPA, FDA 

Rural development programs of 
schooling and training, job 
development 

Research and education, 
conservation 

Research and education 
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• Agribu1in.. Agribusinesses 
that supply farm inputs and 
process, ~rt, store and sell 
food and fiber thrive on 
volume. A FfOP and livestock 
sector freed 

1
of production 

restraints would raise 
agribusine~ employment and 

• I earrungs. 

• Nonfarm J..ral Population 
and Comm~nities. Targeting 
funds form~rly used for 
commodity programs to support 
rural gene"*1 schooling, 
vocational-technical training 
and other hµmmt resource 
development programs would 
raise living jstandards of rural 
people - "°hether they remain 
in their conµDunity or go 
elsewhere. j 

• Consume~. Targeting of funds 
now used f<)r commodity 
programs t~ higher payoff uses 
depicted in :Table 2 would 
increase frufming efficiency. 
Additional productivity from 
greater invesunent in human 
resources, ~ience, and an end 
to production restraints would 
hold down ~roduction costs to 
enable farmers to be more 
competitiv~ in international 
markets. Gonsumer prices and 
food outlays also would be 
restrained. I 

• Environment. Targeting likely 
would shift government 
spending from transfer pay
ments to environmental 
payments. Targeting would 
extend conservation compliance 
to all farmland from the half 
currently emailed in commod
ity programs. Administrative 
and other public funds currently 
used to support commodity 
programs could be used to buy 
permanent easements on land 
with environmental ha7.ards. 
Significant environmental gains 
are possible. 

• Tupayen. Lower outlays for 
commodity programs could be 
used to reduce the national debt 
or to fund high payoff invest
ments. Devoting funds for
merly for commodity programs 
to other programs listed in 
Table 2 would likely raise real 
national income. 

• Public at Large. The public 
includes producers, consumers 
and taxpayers. From the public 
standpoint, the most efficient 
and equitable outcome may be 
to promote efficiency with 
markets and publicly supported 
research and education coupled 
with selected additional 
interventions to protect the 
environment and provide a 
safety net for the poor - a 
combination of targeted 
instruments in Table 2. 

Conclusions 

In conclusion, targeting can 
help public resources devoted to 
agriculture go further to meet 
objectives of farm policy. This 
may require unbundling of com
modity programs. That is, 
commodity programs to address 
simultaneously the environment, 
poverty and instability in agricul
ture may need to be separated into 
specific programs uniquely 
targeting these concerns. 
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Income Assurance and 
Green Payments Policy 
Ronald D. Knutson, Texas A&M University 
Fred Woods, Extension Service-USDA 

A s indicated by the intro
duction to this series of 
papers, there are two main 

directions that the 1995 farm bill 
may go. These include the follow
ing: 

• A continued evolution of 
policies and programs that 
retain the current commodity 
approach and date back to the 
1930s. 

• A major watershed revolution 
in policy that drops the 
commodity approach in favor 
of functional objectives. 

Most farm bills, as with 
legislation in general, follow the 
evolutionary approach with 
incremental policy and program 
changes. This approach reduces 
the chances that a policy change 
will have a major destabilizing 
impact on the agricultural produc
tion sector, the associated 
agribusiness sector and the rural 
community infrastructure. 

Periodically, however, new 
policy approaches surface that 
merit analysis as part of the policy
making process. The purpose of 
this paper is to describe and set 
forth what is known about the 
consequences of two policy options 
that represent substantially new 
farm policy approaches which 
includes either or both of the 
following: 

• Revenue assurance 

• Green payments 

The consequences of new 
policy approaches are not always 
well understood and depend 
heavily on how they are imple
mented. Moreover, past experi
ence indicates that while many 
claims are made about the merits 
of new approaches, their conse
quences are not always accurately 
predicted. It is possible, however, 
to at least surface the major issues 
regarding each option. There are 
also some general consequences 
that would appear to hold regard
less of implementation strategy. 
Neither of these approaches need 
be a complete substitute for current 
programs. Elements of either or 
both could be incorporated into a 
farm bill in combination with 
modifications of the present 
program. 

Revenue 
Assurance 

Background 

Revenue assurance programs 
would guarantee a certain level of 
gross income to participating 

producers. Therefore, while crop 
insurance places an emphasis on 
yield and target price programs 
emphasize price, revenue assur
ance provides coverage for the 
multiple of price and yield (price x 
yield). It is referred to as revenue 
assurance (as opposed to insur
ance) because the implementation 
plan may or may not include 
charges for actuarially- determined 
program cost. 

There are several different 
means of implementing revenue 
assurance- by commodity, for the 
whole farm, for current program 
commodities, with or without yield 
insurance and with or without the 
utilization of the options market. 
Contemporary revenue assurance 
proposals are not sufficiently 
specific to allow complete evalua
tion of their consequences without 
making assumptions regarding 
implementation. 

Current 
Situation and 

Forces of 
Change 

Revenue assurance is not new. 
Canada and its provinces have 
experience with both gross revenue 



and net income assurance. In the 
1985 farm bill debate, revenue 
assurance briefly surfaced as an 
alternative for ~scussion and 
analysis. In a 90ntemporary 
context, the interest in revenue 
assurance has rlesulted from 
dissatisfaction ~th the operation 
of crop insurance and disaster 
payment programs (see Natural 
Disaster Protettion Policy). Some 
advocates see ¢venue assurance as 
a way to redu9= the complexity of 
farm pro~ decrease the 
amount of regillation implied in 
programs, move further toward 
more market~ven production 
decision policifs and reduce 
program costs. Like all policy 
proposals, cardful study is required 
to determine ifi' they can deliver 
what is being ~romised. 

As discusSed here, revenue 
assurance is t¢ated in a generic 
context and 'ot tied to any 
particular plan or proposal. As 
such, it is desi~ed to address 
some of the major decisions that 
would need to1 be made in framing 

a revenue ~ce program. 

What cotrlbination of 
crops ancl;or livestock 
are to be tovered by 
revenue assurance? 

Commodity programs are not 
inclusive of ~l crops and livestock. 
Instead, Con~ess limited the 
coverage of pnce and/or income 
support progrluns to certain 
commodities ~hich were desig
nated as "bas;c" or "strategic." 
These program commodities 
currently incl~de wheat, rice, feed 
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grains, cotton, milk, soybeans and 
peanuts. Federal crop insurance 
has been expanded over time to 
include a broader set of commodi
ties including the price supported 
crops, various fruits and veg
etables. Disaster coverage, from 
time to time and with increasing 
regularity, has been extended to an 
ever broader set of commodities 
from virtually all farm products to 
include those covered by crop 
insurance in addition to various 
nursery products, livestock and 
poultry. Because of the ever 
expanding scope of coverage by 
crop insurance and disaster 
payments, the question logically 
arises as to whether revenue 
assurance programs should be 
designed to protect revenue for the 
whole farm or only for certain crop 
and/or livestock enterprises. Three 
major commodity coverage options 
exist and are discussed in some 
detail below. 

• At the one extreme, income 
from all agricultural sources 
could be covered by a revenue 
assurance program. Payment 
decisions could be made based 
on average gross revenue from 
all commodities in a represen
tative base period or on a 
moving average of past 
revenues. The effects of such a 
change in program concept are 
complex and difficult to 
analyze. For example, an 
incentive for diversification of 
enterprises is to spread risk. 
Thus, the incentive may be 
reduced by gross revenue 
assurance. In other words, 
specialization in the produc
tion of risky crops or livestock 
operations exhibiting econo
mies of size may be encour
aged. Moreover, more costly 
cultural practices that reduce 
risk may be discouraged. The 

incentive to specialize or take 
on risky practices and, 
therefore, the magnitude of 
effect, depends on the level of 
revenue assurance provided. 
However, use of a moving 
average revenue base period 
could reduce these distortions 
since a producer's actions 
would affect future returns. 

• At the other extreme, indi
vidual commodity coverage 
implies that decisions on 
eligibility for payments would 
be handled on an individual 
commodity basis. Individual 
commodity coverage would 
appear to hold little potential 
for simplifying farm programs 
although it would allow 
program provisions to be 
tailored to commodity 
uniquenesses. Such tailoring 
could scale level of income 
assurance coverage to the 
magnitude of risk involved in 
production thereby providing 
disincentives for farmers 
getting into risky situations. 

• Revenue assurance could be 
provided only for a selected 
group of commodities such as 
all price and/or income 
supported commodities. This 
approach would tend to favor 
the production of the covered 
commodities relative to those 
not covered. The issue of 
whether commodities not 
covered by income assurance 
should have access to federal 
crop insurance or disaster 
assistance would remain. 

At what level should 
income be assured? 

The current price support 
program effectively guarantees 
producers the support price on a 



portion of the farm's production average of their actual yield • Plans that explicitly separate 
potential as dictated by set-aside experience in the past five yield and price protection 
requirements and historical years, dropping the high and appear to assume that the 
payment yields. The target price is the low. Since cost of produc- producer would pay for the 
paid only on the participating lion varies regionally, by cost of yield insurance. For 
farmer's eligible acreage and on a producer and is itself depen- example, it could be mandated 
yield per acre that has been frozen dent on the level of yield, that all producers who desire 
since the 1985 farm bill which is a USDA's cost of production price protection purchase yield 
form of decoupling. While estimate would invariably be replacement insurance from 
revenue assurance is a new policy the subject of significant the private sector and bear the 
concept, the following options controversy and criticism. cost of that insurance. The 
indicate similarities to issues government could then bear 
surrounding current farm pro- • Revenue could be assured the cost of price assurance as 
grams. based on a specified price and is done with the current target 

a fixed or moving average price program. If lower levels 

• Revenue could be assured at yield. For example, the of government costs are to be 
some fixed percentage (such as assured price could be some achieved, lower levels of price 
70 percent) of a base period percentage of the expected and income support than 
revenue for the farm. Provi- market price at harvest and a currently exist are implied. 
sions would need to be made moving average yield. USDA 
for changes in enterprise mix, would estimate the expected • Plans that assure gross 
inflation, yield, productivity harvest-time market price revenue without explicitly 
and new producers. For prior to planting. Substantial separating price and income 
example, without adjustments political pressure could be appear to assume that the 
for changes in enterprise mix, expected on the process by government would cover the 
producer flexibility would be which the price is determined. full cost of such protection. 
reduced as it is with the The problem of establishing a Savings attributed to some 
current base acre concept. In yield for new producers would such plans appear to be based 
addition, for those commodi- still exist although the price on the presumption of an 
ties currently subject to price could be the same for every- offsetting effect of price and 
and income supports, adjust- one. yield. That is, when yields are 
ment would likely be neces- low, prices are high. While 
sary to account for revenue How should revenue such reasoning may hold true 
impacting implementation of assurance be paid for? in the aggregate, it does not 
those programs. necessarily hold for individual 

Many claim that revenue producers. That is, an 

• Revenue could be assured assurance would cost less than the individual's yield and price 
based on a cost of production current program. This is not received are not necessarily 
index or some percentage of necessarily true. Reducing cost inversely correlated. More-
the cost of production and a implies either a lower level of over, with U.S. market prices 
fixed or moving average yield. protection or shifting costs from being increasingly determined 
For example, the price for the government to the producer. by world market conditions, 
revenue assurance could be Many proposals for revenue U.S. production has less 
based on the U.S. average assurance provide little insight into impact on market prices. 
variable or cash cost resulting either expected level of program Therefore, the positive price 
from USDA's cost ofproduc- costs, which are exceedingly response to low yield and vice 
lion survey. This level could difficult to estimate or the distribu- versa may not be as great as 
be set on the theory that lion of costs. The following historically suggested. 
farmers should be assured of at options are designed to cover the 
least their out-of-pocket spectrum of possibilities. 
expenses. Yield coverage 
could then be based on the 
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Consequences 

While ve~ much influenced 
by the specifids of an income 
assurance program and how it is 
implemented, Isome general 
consequences pm be specified. 

• All incorrle assurance plans 
appear to employ a concept of 
full production. Total produc
tion woul~ expand as land is 
released from the conservation 
reserve program (CRP) and as 
set-aside programs are 
discontinUed. Incentives for 
expanded production would be 
offset, somewhat, by the effects 
of budget-driven reduced 
levels of support. 

I 

• Income a$surance programs 
are often credited for their 
positive environmental 
impacts GQmpared with the 
current ptogram. The basis 
for such Statements appear to 
involve reduced incentives for 
maximwµ production, less use 
of pure~ inputs such as 
fertilizer and pesticides and 
greater flexibility to plant 
alternative crops. The degree 
of flexibility could depend on 
whether ~ncome assurance is 
provided.on an individual 
commodity, on an aggregate 
(gross income) basis or for a 
specified I set of crops. The 
impacts ~m the use of pur
chased inputs depends on the 
combination of the level of 
income ~ce and the total 
acreage fanned. If total 
acreage is expanded suffi
ciently, purchased input use 
could increase even though the 
level of support is reduced. 
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• Income assurance could 
increase the production of 
higher risk crops and produc
tion systems relative to lower 
risk crops. Therefore, dryland 
production could be increased 
relative to irrigated production 
and vegetable production 
could be increased relative to 
lower risk field crops. 

Green Payments 

Background 

Green payments or steward
ship payments could replace 
contemporary government expen
ditures on price and income 
support programs with payments to 
farmers for engaging in specific 
best management and cultural 
practices that conserve soil, 
enhance water quality, promote 
wildlife and/or protect endangered 
species. Some environmental and 
sustainable agriculture interest 
groups have proposed that a 
significant portion of traditional 
commodity program funds be 
shifted to address environmental 
and food safety concerns in 
agriculture. Others might suggest 
that this is currently being done 
through the combination of 
conservation compliance provi
sions tied to program benefits and 
through CRP. 

Green payment proposals 
more closely approximate subsidies 
provided producers under the 
Agriculture Conservation Program 
(ACP) designed to establish soil 
conserving practices, increase 
fertility and improve productivity. 
However, green payments would 
likely be available for a broader set 

of specific practices that protect or 
improve the environment, worker 
safety and/or food safety. Specific 
practices for which payments could 
be available might include the 
following: 

• Fencing off riparian zones 
(streams) from livestock. 

• Restoring and retiring wet-
lands from production. 

• Purchasing permanent 
easements on environmentally 
sensitive cropland or 
pasture land. 

• Developing and implementing 
nutrient management plans. 

• Constructing terraces and 
related conserving practices. 

• Constructing animal waste 
containment and utilization 
systems. 

• Farming without the use of 
pesticides or following 
integrated pest management 
programs. 

• Implementing crop rotations 
and planting conservation 
cover crops. 

Issues 

Such a major shift in the 
objectives of domestic fann 
programs from a focus on stable, 
affordable, abundant food and fiber 
to more environmental objectives 
raises additional issues including 
the following concerns: 

• What level of incentive 
payments are required to 



induce fanners to adopt regions perceived to have the likely increase the pressure for 
environmentally sound yet greatest environmental problems. stringent regulation approaches to 
nonincome enhancing prac- These regions are not necessarily environmental problems associated 
tices? the areas that produce most of the with production on large-scale 

program crops, which currently farms. 

• How would these sets of receive most of the direct benefits If the purpose of green 
practices be derived and what from deficiency payments and the payments is to compensate farmers 
level of monitoring would be nonrecourse loan program. for the resulting higher unit costs 
required to verify their use? Regions receiving the direct of production, more study is 

benefits of current programs will needed of the relationship between 

• Would payment limitations resist giving them up . the benefits of specific practices, 
apply to stewardship pay- Livestock producers could be yields and costs. Without this 
ments? Would farm size direct beneficiaries of green knowledge, it would be impossible 
restrictions be imposed? payments since many of the to develop an equitable system of 

environmental concerns relating to green payments. At the same time, 

• Would acceptance of this type clean water are related to control of it is obvious that environmental 
program be linked to current animal wastes. Waste management regulation of farming and farming 
debate over private property control costs will likely be incurred practices continues to increase and 
rights and the "takings" issue either directly through regulatory similar studies are needed to 
with respect to environmental procedures or indirectly through determine the impacts of these 
regulation? litigation so that livestock produc- regulations on yields, costs and 

ers may initially appear to be better prices . 

• How would the geographic off under a green payment pro-
distribution of contemporary gram. 
farm program payments Green payments may be one 
change with stewardship alternative for maintaining Concluding 
payments? international competitiveness in 

the absence of price and income Comments 
supports while, at the same time, 

Consequences 
dealing with environmental issues. 
By offsetting higher unit costs with While major changes in policy 
environmentally targeted subsidies, seldom occur, it is important to 
international market competitive- acknowledge the potential for 

Green payments compensate ness would be less likely to suffer change and its consequences. 
farmers for the higher costs of although the quantity of crops Pressures for new program 
production embodied in specified available for export could decline approaches arise from those who 
environmentally friendly practices. because of current program are interested in lowering program 
Many of the practices embodied in subsidies being discontinued. At costs or in making agriculture 
green payments could ultimately the same time, green payments more environmentally friendly. 
end up being required under law. probably would be less vulnerable 
If there is a likelihood that these to challenges under the provisions 
practices will be required. why of GAIT. 
might farmers resist these subsi- Subjecting green payments to References 
dies? Part of the answer lies in the the payment limitations rule could 
impacts of green payments on farm undermine achievement of highly 
price and income stability as well desirable environmental goals. Barnaby, G. A. and Jerry Skees, 
as on the geographic distribution of Large green payments to large- "Public Policy for Catastrophic 
payments. By eliminating tradi- scale farmers would probably be no Yield Risk: An Alternative 
tional price and income programs, more politically viable than large Crop Insurance Program," 
instability would increase. commodity program payments. Choices, p. 7-9, Second 

The distribution of program However, payment limits for Quarter 1990. 
benefits would move to those environmental practices would 
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The Conservation Reserve Policy 
James B. Johnson, Montana State University 
C. Robert Taylor, Auburn University 

Stephen H. Amosson, Texas A&M University 
H. Arlen Smith, Auburn University 

Richard T. Clark. University of Nebraska 

The Conservation Reserve 
Program (CRP) was instituted 
by the 1985 farm bill. The 

CRP is a voluntary land retirement 
program wherein croplands 
considered highly erodible or 
otherwise environmentally sensi
tive plus, have appropriate crop
ping history may be enrolled. 
Most contract holders receive 
annual payments for a ten-year 
period for planting cropland to a 
conserving use and maintaining 
these lands in a conserving use. 
Farm operators have bid nearly 
36.5 million acres of cropland into 
the CRP. In addition, CRP 
contract holders receive S 1.8 
billion in payments annually. 

The ten-year CRP contracts 
will begin expiring in late 1995, 
and policymakers' interest is now 
focused on the future uses of these 
CRP lands. 

Background 

The primary objective of CRP 
under the 1985 farm bill was the 
reduction of erosion on cropland. 
Secondary objectives include the 
following: 1) protect the long-tenn 
capacity to produce food and fiber; 
2) reduce sedimentation; 3) im-

prove water quality; 4) create fish 
and wildlife habitat; 5) curb 
production of surplus commodities; 
and 6) provide farm income 
support. 

Land owners and operators 
submitted per-acre bids to county 
Agricultural Stabilization and 
Conservation Service offices. Bids 
less than or equal to the maximum 
acceptable rental rates set for the 
county were accepted. Most 
successful bidders realized returns 
to fixed resources from CRP 
payments which were equal to or 
more than those returns that would 
have been realized from continued 
crop production. 

However, the 1990 farm bill 
changed the focus and the manage
ment of CRP. New land eligibility 
criteria, beyond just highly 
erodible cropland, were specified. 
Now, eligible were croplands 
devoted to filter strips and other 
easement practices in state water 
quality areas, in established 
conservation priority areas, within 
established wellhead protection 
areas and within areas subject to 
scour erosion. To implement this 
new policy, the bid acceptance 
process was changed. The new 
CRP bid acceptance process was 
designed to select lands offering 
the highest conservation and 
environmental benefits based on an 

Environmental Benefits Index 
(EBI), relative to the government 
costs of enrollment. The conserva
tion and environmental goals 
embodied in the EBI were surface 
water quality improvement, 
potential ground water quality 
improvement, preservation of soil 
productivity, assistance to farmers 
impacted by conservation compli
ance, tree planting, enrollment in 
hydrologic unit areas and enroll
ment in established conservation 
priority areas. CRP bids were 
subjected to a two-phase accep
tance process as follows: 

1. The first phase established a 
bid maximum for each tract of 
cropland bid. 

2. If a bid did not exceed the bid 
maximum specified for the 
particular tract and if the total 
acres to be enrolled in the 
bidding period were less than 
the acres in the eligible tracts, 
then CRP bids with the 
highest EBI relative to 
contract cost were accepted. 

Acreage limits set for each 
CRP bidding period determined 
the lowest benefit index to cost 
ratios accepted. 
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Current 
Situa~ion and 
For~es for 
Change 

Signals .. J..t the future of 
CRP are unci:r. No appropria
tions have been provided for new 
enrollments since the 1992 bidding 
period. VcuioU$ interest groups 
have come fo~ with resolutions 
supporting the xtension of CRP 
contracts unde existing legislation 
and for the continuation of CRP in 
some form under new legislation. 
In contrast, ~rs have stressed 
the high goven1'inent cost of CRP 
and have arguefl that other 
programs such las the agricultural 
conservation program (ACP) are 
more cost ei' ·ve. For the CRP 
payments ente into under 
authority of 1985 farm bill 
during the 19 through 1990 
period the average annual per acre 
payment is nearly $49 per acre for 
the nearly 34 nja.illion acres 
enrolled. Un~r the 1990 farm 
bill, the averag annual per acre 
payment was , ly $60 for the 2.5 
million acres enrolled in the 1991 

and 1992 bidding periods. Of the 
23.3 million acres of crop acreage 
base in escrow, 10.8 million are 
wheat base, 4.3 million acres are 
com base, 2.8 million acres are 
barley base, 2.5 million acres are 
grain sorghum base, 1.4 million 
acres are upland cotton base and 
1.8 million acres are oat crop 
acreage base. 

The Northern Plains, Southern 
Plains and the Mountain Regions 
account for 60 percent of the CRP 
acreage. However, as anticipated 
by the architects of the revised 
program specified in the 1990 farm 
bill, its emphasis on water quality 
shifted CRP participation away 
from the Plains and Mountain 
regions to the Com Belt and Lake 
States. 

Most CRP contract holders 
were given a choice of the conserv
ing use that was established on the 
CRP lands. Grass cover is the 
predominant conserving use 
(fable I). 

Practices such as filter strips, 
wildlife habitat improvements, 
field windbreaks, shelterbelts and 
living snow fences have been used 
sparingly but do provide signifi
cant environmental benefits. 
However, even wildlife habitat 
under the 1985 farm bill was 
primarily grass in many states. 
Only under the 1990 farm bill were 

Tabk J. Con'se,,,ing Uses on COllSl!nlation Reserve Program Lands 
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1Ype of Co115Frving Use 

Grass I 
Trees I 

Wildlife HabJtat 
All Other 

TOTAL I 
I 

AcresofCRP 
(Millions) 

31.83 
2.37 
1.97 
0.25 

36.42 

Percent of Acres 

87.4 
6.5 
5.4 
0.7 

100.0 

trees and shrubs required wildlife 
habitat plantings. The likelihood 
of tree, shrub and wildlife 
plantings being kept out of annual 
crop production after the expira
tion of CRP contracts may be 
greater than the likelihood of 
retaining CRP acres in grass cover. 
Based on the Soil Bank program 
experiences of the 1950s and 
1960s, the tree plantings which are 
concentrated in the Southeast and 
the Delta may be expected to 
remain at least until the tree stands 
mature. 

The 1990 farm bill provides 
authority to extend CRP contracts 
for a period up to 10 years. 
Currently, a USDA Interagency 
Task Force is working to identify 
those CRP lands that need to 
remain in conserving use. CRP 
contracts which are extended could 
be carefully targeted. As a 
consequence, payments could cease 
on many CRP contracts at the end 
of their original l 0-year contract 
periods. Under current law. 
contract holders would no longer 
be obligated to maintain a conserv
ing use on their CRP acres upon 
expiration. The USDA has 
identified the lands leaving CRP 
upon contract expiration by 
specifying the number of CRP 
acres no longer under contract 
after the tenth annual payment is 
received in that year. These 
estimates are listed in Table 2. 

Table 2. Acreages Leaving 
CRP, by year 

1995 ....... 2,043,000 acres 
1996 ..... 13,670,000 acres 
1997 ....... 8,756,000 acres 
1998 ....... 5,355,000 acres 
1999 ....... 4,098,000 acres 
2000 .......... 475,000 acres 
200 l .......... 998,000 acres 
2002 ....... 1,027,000 acres 



Without additional legislation. • What options will the CRP conserving use. Additionally, 
most contract holders will have the contract holders have at all policy options will be 
option to return CRP lands to contract expiration? Under thoroughly evaluated for their 
annual crop production (under an current statutory authority the federal budget exposure by 
alternative conservation system if meaningful options for most interest groups concerned with 
the lands are potentially highly contract holders is to return reductions in government 
erodible) and to retain the lands in these lands to uses which offer expenditures. 
a conserving use. Appropriations positive net returns to the land 
have been provided for one resource and other factors of • What impacts would retain-
provision of the 1990 farm bill so production fixed to the farm. ing CRP have on stocks of 
that CRP contracts in place prior to Of course, this limited set of agricultural commodities? 
the 1990 farm bill with grass and choices does not necessarily Some believe that grain stocks 
legume cover can be converted to coincide with the wishes of all are already too low while some 
hardwood trees, windbreaks, who desire to continue the may view CRP as holding 
shelterbelts or wildlife corridors, environmental improvements stocks in the form of standby 
and contracts extended from l 0 to or the reductions in supplies of production capacity. Of 
15 years with up to five additional agricultural commodities course, this acreage conserva-
CRP payments. To date, this achieved under the current tion reserves (ACR) are set-
program has only attracted 12,000 CRP program. aside acres. ACR allows for 
acres nationally. Also authorized annual adjustment in stock 
under the 1990 farm bill was an • What are the environmental levels. Some producers 
option for cropland base and effects of terminating CRP? advocate low stocks as a 
allotment protection without Soil erosion reductions were means of raising prices while 
additional CRP payments. Prelimi- estimated to be an average of others suggest that CRP had 
ruuy implementation rules indicate 19 tons per acre per year on no impact on stocks because it 
base protection may be available the acres enrolled in CRP. In simply lowered ACR and, 
for up to five additional years. A addition, wildlife benefits are therefore, substituted for CRP. 
final option authorized contract often evident on CRP lands. 
extensions up to 10 years and/or Likewise, municipalities in 
the purchase of long-tenn or certain areas have benefited 
permanent easements during the because of less sedimentation Policy 
1996 through 2000 calendar years in their domestic water 
on those CRP lands that need to supplies. Alternatives and 
remain in conserving uses accord-

Consequences ing to USDA detenninations. • What would the effects be on 
Determinations relative to the last rural communities? Al-
option are evidently in process. though the net adverse 
However, appropriations authority economic impact of CRP on No CRP Extension 
would be needed to make this rural economies was negligible 
option a reality. when viewed at the national Without an extension of the 

and state levels, certain sectors CRP contracts, the post-contract 
of the rural economy experi- land use alternatives include the 
enced reduced economic following: 1) to return the land to 

Issues activity subsequent to CRP annual crop production, 2) to leave 
enrollment. Finns most the grass or grass/legume cover for 
impacted were input suppliers haying and grazing and 3) to leave 

CRP issues reflect the diversity and the handlers of agricul- land in a conserving use such as a 
of interests in CRP which could, in tural commodities. Such firms windbreak, wildlife planting or 
tum, affect the nature of coalitions may not support policy trees or to convert grass/legume 
required in the Congress to extend, alternatives which would cover to hardwood trees, wind-
modify or terminate CRP. compensate producers who breaks, etc. 

maintain their cropland in a 
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The key to FValuating the 
economic consequences of not 
extending the CRP contracts are 
the intentions of the CRP contract 
holders. A hostl of surveys have 
addressed contract holders' 
intentions. Two sets of estimates 
of the intentions of CRP contract 
holders crop pr(>duction have been 
made at the national-level by 
USDA production regions. Both 
sets of estimates were developed in 
1990, one by ~cipants in an 
American Agricultural Economics 
Association (AAEA) symposium 

I 

and another through a producer 
survey conducttd by the Soil and 
Water Conservation Society 
(SWCS). These estimates are 
reported along ~th regional CRP 
enrollments (T~le 3). Especially 
in the latter set

1 
of estimates, the 

demographic c~cteristics of the 
contract holders were found to be 
correlated with the post-contract 
intentions for CRP lands. 

Based on the SWCS~stimated 
contract holder intentions and the 
scheduled CRP contract expira
tions, the economic consequences 
of these lands tetuming to those 
uses identified lby contract holders 
were estimated. Crucial to such 

I 

estimation are the assumptions 
relative to economic conditions 
and government commodity policy. 
Inflation was assumed to continue 
at the current annual rate of 
approximately 3 percent. It was 
assumed that commodity target 
prices will be held constant in the 
1995 fann bill. Therefore, real 
target prices would fall substan
tially during the five-year period of 
the bill. 

The major impact of not 
extending CRP will be that at least 
50 percent of the CRP lands will 
return to annual crop production. 
In comparison to the current 
situation with nearly 36.5 million 
acres in CRP, the following 
impacts will be experienced: 

• An increase of 15.2 million 
acres in major crops; l million 
more acres in ACR, and 2.0 
million more acres in summer 
fallow. 

• Somewhat lower crop and 
livestock prices compared to 
what they would be if all CRP 
land remained in conserving 
use; wheat and feed grain 
prices might decline by 5 to 

Table 3. CAA Enrollment and Estimates of Contract Holders' Inten
tion$ to Retllrn Lands to Annllal Crop Production, Under a 
No-fontract Policy. 

I Pen:cnt ID Crops Percent ID Crops 
Region CRP A1:ra (milliolll) (AAEA) (SWCS) 

Northeut 0.23 26 36 

Appalachian l.16 SI 49 
I 

SOUlhcut 1.69 16 17 

Delta 1.2S 21 14 

ComBdt S.60 64 S9 

Lake Slafca 3.01 70 73 

N. Plaiill 9.66 64 SI 

S.Plaiill S.34 66 so 

Mountain 6.69 47 so 

Pacific l.79 S9 IS 

U.S. 36.41 SJ 52 
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6 percent in the 1997 to 2000 
period. 

• Lower food costs with a family 
of four spending about S l a 
week less for food. 

• An increase in deficiency 
payments of about S 1 billion 
per year in the 1997 through 
2000 period due to lower 
market prices for commodi
ties; with time and market 
adjustments, a decline in 
deficiency payments to about 
S0.3 billion above current 
levels. 

The overall impacts of 
allowing the CRP contracts to 
expire without any extension are 
not as severe as some interest 
groups might anticipate. However, 
impacts on regions such as the 
Great Plains, where much CRP 
land is concentrated, could be 
substantial. There would be 
adverse impacts on agricultural 
commodity prices especially if set
aside or acreage reduction program 
requirements were not increased 
above current levels. Wheat and 
com prices would be most ad
versely affected. These impacts 
would tend to diminish with longer 
term market adjustments. How
ever, input suppliers, first handlers 
and consumers would benefit. The 
federal budget exposure would be 
reduced by the termination of CRP 
payments but not by a full Sl.8 
billion annually as deficiency 
payments would initially increase 
by S l billion and then decline to 
lesser levels. Of course, there 
would be environmental costs such 
as the loss in wildlife habitat and 
an increase in soil erosion. 
However. the degree of which will 
depend on post-contract land uses 
and the management practices 
employed. 



ExtendCRP 

The other major alternative is 
to extend CRP. A USDA Inter
agency Task Force is evaluating 
the economic and environmental 
impacts of extending the CRP 
contracts another 10 years and/or 
the purchase of easements on CRP 
lands. Either of these two methods 
of extension would require 
appropriations authority. 

A major emphasis of the 
analyses related to CRP extension 
has been on the identification of an 
appropriate selection criterion to 
identify contracts to be extended. 
ERS/USDA examined the benefits 
and costs of retaining five million 
acres in CRP using four different 
choice criteria. The choices 
included the following objectives: 
1) minimize rental costs; 2) 
maximize erosion reduction per 
dollar of government costs; 3) 
maximize the current EBI per 
dollar of government costs; and 
4) maximize a revised EBI per 
dollar of government costs. 

The current EBI incorporates 
surface water quality improvement. 
potential ground water improve
ment. preservation of soil produc
tivity, assistance to farmers 
impacted by conservation compli
ance, tree planting, enrollment in 
hydrologic unit areas and enroll
ment in established conservation 
priority areas. The revised EBI 
expands on the current index by 
adding variables to capture the 
impacts of reducing the off site cost 
of wind erosion, retaining wildlife 
habitat and reducing commodity 
program deficiency payment 
exposure. 

The criterion to minimize cost 
would create a budget exposure of 
$107 million per year in 1993 
nominal dollars (fable 4). In 
increasing order of budget expo
sure, the three remaining criteria 

Table 4. Economic and Environmental Estimates for Allernative Selec
tion Criteria to Retain Five Million Acres. 

Minimize 
Economic/Enviroruncntal 

COit 

Total Rental COit 106.6 
(million $/year) 

Average Rental COit 21 
($/acre/year) 

Average Erosion 24 
Reduction 
(tons/ acre/year) 

Average Erodibility Index 33 

are minimizing erosion dollar cost, 
the current EBI, and the revised 
EBI. Erosion reduction is greatest 
under the criterion to maximize 
erosion reduction per dollar of 
government cost (fable 4). 

The criterion used to select 
CRP acres for retention makes a 
difference in the environmental 
benefits realized and in the costs of 
the program. The tradeoffs 
between the two elements of each 
criterion will be weighed in the 
political process. 

Another consideration in the 
selection of a criterion for CRP 
contract extension would be the 
geographic distribution of the acres 
retained in CRP under alternative 
criteria. Under most criteria, the 
ten-state Great Plains area would 
be the major benefactor. Some 94 
percent of the first five million 
acres retained under the minimum 
cost criterion would be in the Great 
Plains. Likewise 93 percent of the 
first five million acres of CRP 
retained under the maximum 
erosion reduction criterion, 
62 percent under the revised EBI 
and 34 percent under the current 
EBI would be in the Great Plains. 

Selection Criteria 

Maximize 
Erosion Current EBI Revised EBI 

Reduction 

142.5 234.7 187.1 

29 47 38 

53 36 32 

33 65 60 

The debate on the future uses 
of CRP is becoming more intense. 
All interested parties are advised to 
acquire and study analyses of 
policy alternatives as these become 
available. As with all policy 
changes, specific interests would 
be served better by some alterna
tives than by others. 

Additional 
Readings 

Johnson, James B. and Richard T. 
Clark. "How Some Potential 
CRP Participants Were Taught 
to Bid and Ensuing Land 
Market Distortions." Journal 
of Soil and Water Conserva
tion, Vol. 44, No. 5, Septem
ber-October 1989. 

Osborn, Tim. "The Conservation 
Reserve Program: Status, 
Future, and Policy Options." 
Journal of Soil and Water 
Conservation, Vol. 48, No. 4. 
July-August 1993. 
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Taylor, C. Robc1rt, et al. "Aggre
gate Econdmic Effects of CRP 
Land ~ng to Produc
tion." AccCpted for publica
tion in the 'rfoumal of Soil and 
Water Con$ervation, 1994. 

This publication edited by 
Charles Abdalla, Penn State 
University and Ron Knutson, 
TexasA&M University. 



Conservation Compliance Policy 
Patricia E. Norris. Oklahoma State University 
Richard T. Clark. University of Nebraska 

Background 

C onservation compliance, 
as part of the highly 
erodible land (HEL) 

conservation subtitle of the l 9S5 
farm bill, requires that all HEL be 
cropped according to a USDA
approved conservation plan for 
operators to retain eligibility for 
USDA commodity programs and 
benefits. The l 9S5 law required 
that conservation plans be devel
oped for all highly erodible land by 
1990, with all plans fully imple
mented by January 1, 1995. The 
1990 farm bill added provisions for 
graduated penalties assessed for 
"good faith" violations of conser
vation compliance and added land 
that is set-aside to the acreage that 
must be protected under a conser
vation plan. 

While the conservation reserve 
program (CRP) received wide
spread support, conservation 
compliance was not a popular 
concept among lawmakers or other 
interest groups. According to the 
Senate agriculture committee, 
conservation compliance was 
included in the conservation title of 
the l 9S5 law as a mechanism to 
hold down the cost of implement
ing the CRP program. It was 
believed that the costs of erosion 
control requirements for highly 
erodible land would cause such 

acres to be bid into the reserve 
program at a lower per acre price. 

After considerable debate 
about the definition of highly 
erodible land and with resolution 
of definitional inconsistencies 
between the CRP and HEL 
provisions in the title, HEL subject 
to compliance was defined as any 
cropland acres with an erodibility 
index of eight or greater (EIS+ 
cropland). The erodibility index is 
a ratio of the inherent erodibility of 
a soil unprotected by any ground 
cover or conservation practice to 
the soil's erosion tolerance level (T 
value or the maximum level of 
erosion that can be sustained 
without adversely affecting 
productivity). The l 9S2 national 
resources inventory (NRI) indi
cated approximately 11 S million 
acres of EIS+ cropland. A crop
land field was defined as HEL and 
subject to compliance if at least 
one third of that field was HEL, or 
if the field contained 50 or more 
acres ofHEL. 

The requirements for accept
able conservation plans have 
changed since implementation of 
conservation compliance began. 
Originally, the plans were to 
require practices which would 
reduce soil erosion to the soil's T 
value. This is the requirement of 
the sodbuster provision. As 
implemented, however, conserva
tion compliance plans are accept
able if they include practices that 

will result in a significant reduc
tion of erosion without placing 
undue financial burdens on the 
producer. Plan approval is decided 
by the Natural Resource Conserva
tion Service (NRCS) field offices. 

Current 
Situation and 

Forces of 
Change 

Approximately 27 million 
acres of EIS+ cropland have been 
enrolled in the CRP. The remain
ing 91 million acres have required 
the development and full imple
mentation of a conservation plan 
by January I, 1995. The l 9S2 NRI 
showed that approximately 35 
million acres of EIS+ cropland 
were being managed so that 
erosion was at or below T value. 
While these acres require a 
conservation plan and if erosion 
control has continued, additional 
conservation practices should not 
be required. The remaining 56 
million acres have required a 
conservation plan as well as the 
application of conservation 
practices. 

Acreage figures used by 
NRCS 1 to report conservation 
planning efforts include total field 



acres treated. For example, NRCS 
has reported all of a 100 acre field 
which contain$ only 40 acres of 
EIS+ soil. BaSed on this proce
dure, NRCS estimates that 98 
million acres are being adequately 
protected und9r fully-implemented 
conservation compliance plans. 
Plans are e~ted to be fully 
implemented on an additional 40 
million acres by the end of 1994. 
NRCS estimates that erosion on 
affected acres pas declined by 50 
percent relative to pre-1986 rates. 

The Farm Service Agency 
(FSA) has indicated that a limited 
number of lan~owners have 
decided to forgo farm program 
benefits (participation) to avoid 
compliance requirements. Eligibil
ity for disaste~ assistance, as well 
as other program benefits, has 
likely been a qitical factor in 
farmers' decisions to satisfy 
conservation compliance require
ments. From 1986 through 1993, 
USDA payme~ts to farmers from 
all sources have averaged $11.5 
billion per year. Given current 
estimates of commodity prices and 
production, gqverrunent payments 
to farmers are I expected to average 
$8 to $10 billion per year over the 
next several years. Although it is 
possible that Qigher commodity 
prices or reduc!:ed government 
support of agtjcultural incomes 
could result id a larger number of 
landowners abandoning program 
participation and conservation 
compliance, ~dies indicate that 
incentives for program participa
tion are still strong. 

Crop residue management has 
been an impoljl3Dt component of 
conservation Systems. As much as 
75 percent of the acreage requiring 
conservation plans is being 
protected usin~ some form of 
residue management, including 
cultural or rotational modifications 
to cropping practices. Where plans 
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have not been fully implemented, 
farmers may be delaying required 
structural practices due to costs 
involved. As noncomplying 
producers seek technical and 
financial assistance for implemen
tation of structural practices, 
resources will be strained and 
farmer dissatisfaction are likely to 
grow. Along with this, the number 
of violation reports will also 
increase. 

Based on a 1991 audit, the 
USDA Office of Inspector General 
concluded that 10 percent of the 
tracts in their audited sample were 
not yet in compliance with require
ments in their conservation plans. 
According to a more recent report 
from the Center for Resource 
Economics (CRE), 1991 Soil 
Conservation Service (SCS) status 
reviews found only l.6 percent of 
tracts not actively applying their 
plans, and in 1992 2.5 percent of 
tracts were not in compliance. 
Additionally, the report concluded 
that, since 1986, 42. 9 percent of all 
benefits denied farmers as a result 
of HEL violations (sodbuster and 
conservation compliance) were 
reinstated upon appeal. The CRE 
conclusion was that USDA has not 
been adequately enforcing conser
vation compliance. CRE and other 
critics question USDA's resolve to 
implement the policy, the effective
ness of its monitoring and enforce
ment and the veracity of its claims 
that only a tiny fraction of farmers 
failed to actively apply conserva
tion compliance plans. 

CRP contracts begin expiring 
in October 1995 unless the federal 
government chooses to extend 
some or all of the contracts. A 
conservation plan will be required 
for CRP acres that come back into 
production with an EI of eight or 
higher. The plans must be fully 
implemented prior to planting a 
commodity crop unless structural 

practices are required. Producers 
farming land requiring structural 
practices would have up to 2 years 
following CRP contract expiration 
to fully implement the plan. 

With its current emphasis on 
developing conservation compli
ance plans and assisting with 
implementation of plans. NRCS 
has been unable, in most counties, 
to continue its overall resource 
management program responsibili
ties. NRCS has become a cropland 
management agency in most 
counties and rangeland, pasture, 
urban and wildlife programs have 
suffered. 

There is growing interest in 
total resource management (TRM) 
planning as reflected in the 
English Bill (HR 1440, l03rd 
Congress}, which outlined a role 
for NRCS in coordinating the 
development of such plans. 
Currently, NRCS lacks the exper
tise and resources to do the plans 
alone. It remains to be seen 
whether NRCS will be able to 
coordinate activities with other 
state and federal agencies to assure 
the development of credible TRM 
plans for all farm operations. 

Extending the conservation 
compliance requirement to a 
"whole farm compliance" require
ment has been suggested. This 
broadens the conservation compli
ance approach so that, presumably, 
a TRM plan would be required of 
all landowners or operators who 
farm with or near fragile resources 
and wish to participate in farm 
programs. It is not clear whether 
all farms would be affected or just 
those with HEL. those close to 
surface water or in critical water
sheds or those potentially affecting 
ground water resources. In 
addition. whether farm program 
participation is tied to TRM and 
this broader array of resource 
problems remains uncertain. 



Agricultural interests are likely to 
oppose such a proposal since it 
could be viewed as imposing 
additional costs upon and limiting 
the flexibility of agricultural 
operations. 

Di5CU55ion of a green payment 
program has combined aspects of 
total resource management and 
whole farm compliance (see New 
Policy Approaches leaflet). 
Considerable interest has been 
expressed in a program which 
would provide payments to farmers 
and ranchers who adopt production 
practices aimed at resource 
conservation and environmental 
protection. Therefore, the green 
payment program might replace 
existing price and income support 
programs. Whether payments 
would be made for the adoption of 
individual management practices 
or for the adoption of a whole-farm 
management plan would be an 
important implementation issue 
affecting the extent of environmen
tal benefits obtained. 

Policy di5CU55ions in the 1985 
farm bill were driven by concerns 
about soil erosion and surplus crop 
production, due partly to expansion 
of crop production onto more 
fragile and marginally productive 
acres during the late 1970s and 
early 1980s. In 1990, soil erosion 
and water quality concerns were 
central to agricultural policy 
debates. Today, however, soil 
erosion concerns are less pressing, 
partly because of the successes of 
CRP and conservation compliance. 
Attention has turned to water 
quality issues, wetlands protection, 
private property rights and the 
future of CRP lands. Commodity 
reserves are at their lowest level 
since the early 1970s. 

The political climate has 
changed considerably. Key 
positions in congress on critical 
committees and subcommittees 

have been vacated by strong 
agricultural supporters. Those 
positions are now held by individu
als with less seniority and less 
knowledge of agricultural con
cerns. Environmental interests 
have suggested that EPA should 
play a stronger role in addressing 
pollution issues which arise from 
agricultural activities. As critical 
environmental legislation, such as 
the Clean Water Act, is debated 
and reauthoriz.ed, agriculture will 
likely be directly affected. There
fore, the farm bill may not con
tinue as the central legislation 
directing resource management 
decisions in agriculture. 

Issues 

Effectiveness 

The impact of conservation 
compliance on erosion is not 
known with certainty, as no records 
of preprogram erosion and erosion 
reductions have been maintained. 
Erosion control goals vary widely 
across individual situations. In 
addition, it is not known how a 
movement toward a more market
oriented commodity program or 
higher commodity prices might 
affect compliance since little is 
known about the distribution of 
HEL across land owned or oper
ated by program participants. 
What will happen to erosion 
control efforts if participation in 
farm programs drops? 

Implementation 

As the deadline for full 
implementation of compliance 
plans nears, questions have arisen 
about how FSA will handle last 
minute requests for technical and/ 
or financial assistance by farmers 

who have delayed application of 
conservation practices. USDA 
resources may also be strained as 
CRP contracts expire, and HEL 
owners seek assistance with 
required conservation planning. In 
addition, suggestions that NRCS 
lead the implementation of a TRM 
effort place a burden on existing 
resources. As budgets and staff 
shrink and demands for assistance 
grow, how will USDA handle 
conservation compliance in either 
its current or some modified fonn? 

Enforcement 

The willingness and ability of 
USDA to adequately monitor and 
enforce compliance with HEL 
conservation requirements have 
been questioned. Those who are 
dissatisfied with USDA's perfor
mance relative to enforcing 
conservation compliance may be 
unwilling to allow a whole-farm 
planning program to remain within 
the purview of USDA. ls there a 
role for EPA, traditionally a more 
regulatory agency, in addressing 
such problems? 

Political climate 

The political climate and 
conservation priorities have shifted 
since the 1985 and 1990 farm bills 
were passed. These changes. 
combined with changes in congres
sional leadership, could lead to a 
more regulatory approach for 
dealing with natural resource 
issues in agriculture. However, 
some type of green payment 
program could gain wide support if 
it is perceived as an alternative to 
increasing regulation. Would a 
green payment program, which 
would replace the existing conser
vation compliance program, be 
more effective in addressing 
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protection of highly erodible land 
and other nallf31 resources? 

Pplicy 
Alternatives and 
Consequences 

Maintain status quo 

One optio~ is to continue 
implementation of conservation 
compliance as currently designed. 
Status reviews by FSA decisions on 
receipt ofben~fits would continue. 
Conservation plans for EIS+ CRP 
acreage would be prepared and 
implemented as the acreage comes 
out ofCRP. 

Continuation of conservation 
compliance in its current form 
would have sc:Yeral consequences. 
First, in some iareas, NRCS will 
not be able to return to a broader
based program until all CRP 
contracts have expired. Farmers 
and ranchers ~n some areas who do 
not have HEL ! would continue to 
receive limited assistance from 
NRCS. Urba.Q and community 
programs would also continue to 
be restricted. Second, without a 
significant change in record
keeping procejiures and/or the way 
status reviewslare conducted, FSA 
can expect continued criticism of 
their implementation and enforce
ment of conservation compliance. 
Continued r~uctions in soil 
erosion can bd expected although 
measurement of those reductions 
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cannot not be !translated directly 
into reductions in off-site costs of 
erosion. Broader environmental 
concerns would not be addressed 
without additipnal resources. If 
farm program I benefits decline in 
value to producers, then less 
participation in conservation 
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compliance might occur and 
environmental benefits would be 
reduced. 

Retain structure of 
conservation 
compliance but intensify 
enforcement activities 

Increased enforcement of 
compliance requirements could 
result from increasing the number 
of status reviews conducted 
annually and bringing in non
USD A reviewers to deflect ques
tions of conflict of interest. 
However, additional financial 
resources would be required. The 
number of violations discovered 
would likely increase. A larger 
number of farmers and ranchers 
would be affected and ill will 
between producers and FSA would 
grow. The number of appeals to 
FSA would increase, thus causing 
a greater workload for responding 
to appeals. Erosion control would 
likely increase over time with 
noncomplying farmers being 
identified and brought into 
compliance. However, stricter 
enforcement could influence some 
producers to abandon farm 
program participation in order to 
avoid compliance requirements. 
Then, environmental gains would 
be reduced. 

Expand program to 
whole-farm TRM 
compliance 

Under such an alternative, 
whole-farm planning for environ
mental protection would be 
required as a prerequisite to farm 
program participation. To imple
ment such an option, increased 
funding would be needed. In 
addition, sufficient time for 
planning and compliance would be 

required to assure effective 
comprehensive farm planning. 

NRCS is not likely to have the 
necessary expertise for assisting 
farmers with whole-farm plans, so 
cooperation between federal, state 
and local agencies would be 
required. Involvement by private 
industry in developing farm plans 
and providing technical assistance 
to farmers could ease government 
costs. The issue of certification of 
participating private consultants 
would have to be addressed. If the 
needed leverage is in place 
(sufficient number of owners of 
fragile land or land affecting 
fragile areas participating in farm 
programs), environmental benefits 
could be high. An expanded 
compliance requirement would 
increase the likelihood that some 
farmers would choose to withdraw 
from farm program participation. 

Implement a green 
payment program 

Such a program would involve 
payments to farmers for imple
menting conservation and environ
mental protection practices on 
either a whole-farm or individual
practice basis. The green pay
ments would replace existing 
income and price support pro
grams. For participating farmers 
and ranchers, overall environmen
tal impact would be positive. In 
addition, farmers and ranchers not 
currently participating in farm 
programs could be brought into the 
program so that environmental 
benefits would extend over a larger 
area. 

Additional resources would be 
needed by NRCS if it retained 
primary responsibility for technical 
assistance to farmers and ranchers 
receiving green payments. Private 
agricultural consultants, as well as 
agricultural input dealers, would 



realize new opportunities for 
working with farmers and ranchers 
in the development of resource 
management plans. Involvement 
by private industry would ease 
pressures on SCS. A successfully 
implemented green payment 
program could delay or prevent 
additional environmental regula
tions affecting agriculture. The net 
effect on government cost is 
unclear since the cost of green 
payments would substitute for the 
discontinued price and income 
support payments. However, price 
and income stability would be 
reduced if existing programs are 
ended. Distribution of payments 

would also differ from that of 
current USDA payments. For 
further discussion of the green 
payment option, see the New 
Policy Approaches leaflet. 

Reference 

Cook. K.A. and A.B. Art. Count
down to Compliance: Implementa
tion of the Resource Conservation 
Requirements of Federal Farm 
Law. Center for Resource Econom
ics, Washington, D.C., 1993. 

'New USDA organizational 
terminology is used throughout 
this leaflet. Therefore. the Soil 
Conservation Service (SCS) is 
consistently referred to by its new 
name, the National Resource 
Conservation Service. This 
reference to NRCS also refers to its 
predecessor organization SCS. 
Likewise the county level reference 
to the Farm Service Agency refers 
to the combination of SCS and 
ASCS in the new USDA organiza
tional structure. 

This publication edited by 
Charles Abdalla, Penn State 
University and Ron Knutson, 
Texas A&M University. 
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Wetlands Policy 
I 

Leon E. Danielson. North Carolina state University 
Jay A Leitch. North Dakota State University 

Background 

U .S. wetland policy has 
evolv~ through three 
phases as follows: 

• Wetland 8$ wasteland. 
Initially, wetland was thought 
to be unp~uctive, as well as a 
nuisance and a health hazard. 
In the Swaihpland Acts of 
1849, 1850!and 1860, Congress 
granted 64.~ million acres of 
wetlands to' l 5 states in 
exchange f~r state promises to 
drain and convert them to 
farmland. the Reclamation Act 
of 1902 an~ the 1944 Federal 
Flood Control Act involved 
USDA and 1the U.S. Army 
Corps of E?gineers respectively 
in programS to promote wetland 
conversion. Other federal 
policies prqvided USDA cost
sharing forldrainage, tax laws 
allowed expensing of drainage 
costs, and~ commodity 
programs ~ged expan
sion of production. 

• Conflictint signals. During 
the 1940s and into the 1970s, 

messages to swampland owners 
became mixed following 
adoption of policies that 
encouraged wetland protection. 
By 1962, USDA cost-sharing 
was eliminated for certain 
classes of wetland. The Water 
Bank Program (implemented in 
1972 in l 0 states) was the first 
USDA effort to encourage 
protection of wetlands. Federal 
Water Pollution Control Act 
Amendments in 1972 regulated 
discharge of dredge and fill 
material into navigable waters. 
Executive Order 11990 ( 1972) 
stated that U.S. agencies should 
not be involved in any develop
ment activities that encouraged 
wetland conversion and by 
1978, drainage cost-sharing 
had been eliminated. 

• Wetland protection and 
restoration. Changes in policy 
encompassed in the 1985 farm 
bill were followed in 1986 by 
tax reform, in 1988 by cam
paign promises to stop the loss 
of wetlands and in 1990 by 
further changes in the farm bill. 
Taken together, they eliminated 
many of the conflicting signals 
from policies affecting wetlands 
and slowed conversion. 

Current 
Situation and 

Forces of 
Change 

There are roughly half as 
many wetlands in the contiguous 
48 states as 200 years ago. The 
rate of conversion was about 
105,000 acres per year between 
1987 and 1991, down from 
500,000 acres annually between 
1954 and 1974. Six federal 
agencies are primarily responsible 
for about 25 laws that allow 
regulating. acquiring or using 
incentives to protect wetlands. 

"Swampbuster" provisions of 
the 1985 Food Security Act 
eliminated USDA farm program 
benefits for crops grown on 
wetland converted after 1985 by 
tying farm program benefits to 
compliance with wetland protec
tion measures. Swampbuster was 
continued by the 1990 farm bill 
with modifications including 
changing of the initiation of 
swampbusting from the time the 



crop is planted to the time when 
conversion makes possible the 
planting of a crop, expansion of 
program benefits lost with 
swampbusting and allowance for 
mitigation in certain circum
stances. The Tax Reform Act of 
1986, although not a wetland 
policy per se, eliminated preferen
tial treatment of capital gains and 
put restrictions on expensing farm 
drainage investments. 

The wetland reserve program 
(WRP) enacted in the 1990 farm 
bill, provides incentives to restore 
cropland converted from former 
wetland. Cost sharing and pay
ments for easements go to farmers 
who return converted wetland to its 
former wetland state on a perma
nent or long-term basis. Nine 
states were eligible for WRP funds 
in 1992 including California. Iowa. 
Louisiana. Minnesota. Mississippi, 
Missouri, New York, North 
Carolina and Wisconsin. Nearly 
50,000 acres were enrolled in the 
WRP in 1992 at a total cost of $46 
million. However, no funds were 
appropriated in 1993. 

In 1994, regular WRP enroll
ment resumed in twenty states with 
the addition of Arkansas, Illinois, 
Indiana. Kansas, Nebraska, 
Oregon, South Dakota. Tennessee, 
Texas, Virginia and Washington. 
WRP is funded at $66. 7 million for 
1994, which is enough to enroll an 
additional 75,000 acres. In the 
1995 budget, developments suggest 
further increases in budget support 
for retiring wetlands. 

Much of the wetland contro
versy in recent years bas focused 
on definition and delineation. 
Mainly there is disagreement 
concerning evidence of three 
wetland characteristics (soils, 
hydrology and vegetation) needed 
to identify an area as a wetland. 
Wetland regulated under sections 
40 l and 404 of the Clean Water 
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Act currently are identified using 
technical criteria in the 1987 Corps 
of Engineers Wetland Delineation 
Manual. In 1989 a manual was 
developed as a replacement for the 
1987 version, but it led to confu
sion and controversy. In 1991 
another revision of the manual was 
developed, but it generated 
additional controversy and was not 
adopted. During a Congressional 
review of the 1991 manual, 
Congress barred the Corps from 
implementing the 1989 manual. As 
a result, the 1987 manual contin
ues to be used for wetland delinea~ 
tion. A National Academy of 
Sciences wetland study scheduled 
to be completed in 1994 may help 
resolve these issues. 

In August 1993, a compromise 
package on wetland policy was 
announced by the Clinton Admin
istration. President Clinton's plan 
for wetland protection embraces 
the concept of no-net-loss (NNL) 
as an interim goal with the long
run goal of increasing the quality 
and quantity of the nation's 
wetland resource base. NNL of 
wetlands is not a policy per se but 
is a policy goal specifying that loss 
of wetlands be balanced with a 
gain in wetlands elsewhere. 
Achievement of NNL is dependent 
upon the combination of all 
wetland management actions. 
President Clinton's plan also gives 
the Natural Resource Conservation 
Service/USDA (NRCS) responsi
bility for determining the extent of 
swampbuster and Clean Water Act 
jurisdiction on agricultural lands. 
In addition, the plan recommends 
wetland mitigation banking and 
the WRP and promises an Execu
tive Order to enunciate interim and 
long-term NNL goals. 

Unprecedented floods in the 
Midwest in 1993 inundated 
millions of acres of farmland, 
reemphasizing the need for 

floodplain management. As a 
result, flood relief and floodplain 
management currently are being 
used as the rationale for funding 
wetland restoration in the Missis
sippi Valley. The voluntary 
emergency watershed protection 
program helps landowners convert 
flood-damaged cropland to 
wetlands. More than 25,000 acres 
will be restored to wetland in seven 
Midwest states. 

Pressures for change in 
wetland policy depend upon one's 
perspective. Budget limitations 
push policy toward regulation or 
voluntary programs. Property 
rights advocates push policy 
toward compensation and incen
tives. Wetland protection propo
nents push for broad wetland 
delineation, while those having 
wetland acreage who design it not 
be regulated push for narrow 
delineation. The problem for 
policymakers. then. is to devise 
new or revised policies that will 
meet NNL wetland protection 
goals, resolve the delineation 
issues. address the property rights/ 
compensation issues of landowners 
and generally overcome criticisms 
of current programs. This will 
need to be accomplished within 
budget constraints imposed in 
efforts to reduce the federal budget 
deficit. 

Issues 

• Compensation. Property rights 
and constitutional taking issues 
will continue to plague wetland 
policy. At issue is whether the 
historic property right/compen
sation balance will be accept
able to property owners and 
taxpayers in the future. Posi
tions on this issue depend upon 



one's view as to whether 
wetland outputs are society's 
property, th¢ landowner's 
property or a combination? 

• Control. "Who will control 
wetland policy for agriculture" 
will be an orgoing issue since 
many believe agriculture is the 
leading cause of wetland loss. 
Can NRCS lsuccessfully work 
with wetl~ owners in a 
regulatory role, and will NRCS 
leadership be accepted by 
nonfarm inierests? 

• Delineation. Wetland delinea
tion is not f[undamentally a 
scientific question, but a policy 
decision ab9ut the lands over 
which reguiators will have 
jurisdiction~ NRCS has 
responsibil~ty for wetland 
delineation on agricultural 
lands but the Corps of Engi
neers and EPA have oversight 
responsibility. The Corps and 
EPA are still responsible for 
404 permitfing where required. 

• Effectiveness. The effective
ness of alternative wetland 
policies cab be measured by the 
extent to which they enhance 
the efficieilcy of wetland 
management regardless of the 
policy goal selected. However, 
the effecti\ieness of policies 
often depend upon many 
factors. For swampbuster this 
includes "-e health of the farm 
economy, budget pressures and 
incentives 1to participate in farm 
programs. Because so many 
factors are 1 involved, 
swampbuster may not provide 
effective q,nversion disincen
tives where the most vulnerable 
wetland is

1 
located. Effective

ness of the wetland reserve 
program depends on landowner 

acceptance and the level of 
federal funding. 

• Other legislation. Policy 
options for the farm bill may 
depend on wetland provisions 
of other legislation and the 
timing of enactment. Especially 
important to agriculture will be 
the reauthorization of the Clean 
Water Act. which may focus 
upon ecosystems, watershed 
planning and nonpoint source 
pollution regulation. 

Policy 
Alternatives and 
Consequences 

Policy choice among alterna
tives requires decisions about the 
following implementation options: 

(1) What to implement. 

(2) How to implement. 

(3) Who should implement. 

No single scientifically determined 
"best" wetland policy will be 
discovered because value judge
ments, perspectives and positions 
differ among stakeholders. Thus, 
choices appropriately are made in 
the political arena. 

What to Implement 

Deciding "what to implement" 
involves identification of wetland 
management goals, definition and 
delineation of wetland and deter
mination of the optimal breadth of 
wetland management. This may 
range from a broad-based, holistic 

or ecosystem approach to a more 
narrow, targeted approach. 

• Narrow, targeted approach. 
Historically, farm bill policies 
have been targeted at narrow 
issues, such as low commodity 
prices, soil erosion or wetland 
conversion. Expansion of 
programs targeted at wetland 
will require that "wetland" and 
its beneficial functions be more 
clearly defined and that all 
wetland not be treated homoge
neously since wetland is 
different in function and value. 
Alternatively, targeted policies 
could focus on specific environ
mental outcomes or problems 
such as erosion control or flood 
damage. In this case, generic 
solutions such as wetland 
protection might receive less 
direct emphasis. 

• Holistic or ecosystem ap
proach. In recent years, the 
focus of environmental quality 
programs has broadened. 
Specific issues are less apt to be 
considered in isolation. While 
broad objectives require a 
holistic or ecosystem approach 
such as watershed management, 
attention must be paid in such 
cases to the importance and role 
of wetland in meeting ecosys
tem objectives, the other 
components of the landscape 
(natural and man-made) that 
either affect environmental 
quality or are affected by 
wetland policies, and the trade
offs considered between 
different environmental 
resources such as wetland 
versus upland. 

The consequences of wetland 
policies fall on the interest groups 
involved including producers. 
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landowners, developers, consumers 
of food products and environmen
tal services. These consequences 
also depend on the intent and 
effectiveness of wetland policy. In 
general, farmers and ranchers are 
adversely affected if their land use 
options are restricted. Effects 
include reduced crop acreage, 
reduced production of commodi
ties, increased costs, reduced farm 
and ranch income and declined 
market values of land and other 
assets. Consumers may face higher 
food costs. On the other hand, a 
variety of groups recognize a loss 
in public environmental goods 
when wetland restrictions are 
relaxed and conversion increases. 
A broad-based, holistic or ecosys
tem approach will generally affect 
a larger land area than a more 
narrow, targeted approach and thus 
may have greater negative effects 
upon farmers and ranchers. 
However, this approach will 
provide greater environmental 
benefits to the general public. 

How to Implement 

Wetland policies can be 
implemented through use of 
incentives, command and control 
techniques (regulations) or a 
combination of the two. Current 
wetland policies span the range of 
options available to government. 
Each differs in its effects on equity 
among the regulated as well as 
between the regulated and the 
beneficiaries of regulation (i.e., 
those who pay and those who 
benefit). 

• Command and control 
(regulations). Other than 
agricultural programs, most 
resource protection programs 
have relied upon regulations 
and mandatory participation. 

Examples affecting wetlands 
include the Clean Water Act 
(section 404 permits), the 
Endangered Species Act 
(protection of critical habitat) 
and the Coastal Zone Manage
ment Act (CZMA)(control of 
nonpoint source pollution). In a 
departure from past approaches, 
the 1990 reauthorization of 
CZMA mandated implementa
tion of nonpoint source man
agement practices on farmland. 
A similar regulatory approach 
toward agriculture is being 
considered in reauthorization of 
the Clean Water Act and will be 
an option for debate in the 1995 
farm bill. 

• Incentives. The farm bill has 
historically relied on research, 
education and payments to 
producers to generate participa
tion and reach its objectives, 
especially with respect to 
commodity price support
supply control programs. Over 
time, conservation provisions of 
the farm bill have expanded 
and incentive programs such as 
the conservation reserve and 
the wetlands reserve program 
(WRP) have been developed. 
The WRP, an easement pur
chase program, was recently 
expanded to twenty states. 
Increased or continued funding 
for the WRP would increase the 
amount of hydric cropland 
converted back to wetland in 
the twenty (or more if ex
panded) eligible states. 

Impacts of further changes 
in the WRP depend upon the 
design and magnitude of the 
program, including program 
specifics such as the extent of 
buffer zones, cost-sharing 
arrangements, dollars appropri
ated and acreage allowed. 
Government costs could be 

substantial, but program costs 
may be partially offset by 
reductions in commodity 
program costs where eligible 
hydric cropland is currently 
enrolled in those programs. 
Depending upon the magnitude 
of the program and the impact 
upon agricultural production, 
product prices could be affected 
with resulting impacts upon 
agribusinesses and consumers. 
Through higher taxes or prices, 
taxpayers and consumers pay 
for the subsidies received by 
landowners. 

• Combining incentives and 
regulations. In addition to 
incentives, programs have 
offered commodity program 
benefits but mandated that 
participants implement conser
vation activities on the land. 
Swampbuster is an example. 
Swampbuster provisions will 
continue unless it is specifically 
eliminated. Consequences for 
producers and consumers likely 
were greater following the 
passage of the 1985 farm bill 
when the program was first 
established. In its current fonn 
the program is not likely to be 
large enough to affect consumer 
prices. If the program is to be 
continued, it will be essential to 
overcome criticisms of the 
program by insuring fuller 
implementation of compliance 
requirements as well as greater 
consistency in application of 
the provisions across states and 
regions. 

An important question is 
how NNL will be accom
plished. Current programs, 
such as swampbuster and the 
WRP in the 1990 farm bill, 
affect wetland conversion 
incentives but may not be 
adequate to accomplish NNL. 



Policy consequences and the 
effects of~ are dependent 
upon the tools chosen to 
accomplish its objectives. 

I 

Who ShoUld Implement 

Implementation of wetland 
policies requi~s decisions about 
the level of government to be 
involved, the ~gencies that will 
have a role and the coordination of 
different policies. 

• Federal, .. te or local level. 
What is the appropriate mix of 
federal versus state and local 
managemept? A centralized 
approach t<I> wetland manage
ment may ~me at the expense 
of efficiency and local au
tonomy. On the other hand. 
national wetland policy goals 
could be ctjmpromised with 
state or local administration of 
wetland policies although 
taxpayer <X)st may be reduced. 

I 

• Which agency? Should 
intervention be accomplished 
within one1agency or spread out 
among several agencies? 
Wetland ~licies can be 
administered by an agricultur
ally oriented agency, by an 
environmental agency, by a 
"neutral" ~gency or by multiple 
agencies. QSDA recently was 
given a major role in wetland 
regulation 1with the naming of 
NCRS as the lead agency for 
wetland ~lineation for agricul
ture. NCRS 's predecessor, the 
Soil Conservation Service, has 
been a "wlµte hat" agency or in 
other words, a friend of 
agriculture. Now it is being 
asked to interpret, implement 
and enforqe restrictive regula
tions on its clientele. The 
challenge ~II be for NCRS to 
succeed as both a facilitator of 

agricultural activities and a 
regulator. 

The ultimate choice of "who 
should implement" is in part 
determined by the response to 
"what to implement" and "how to 
implement". Wetland policy 
currently is coupled with agricul
tural policy through swampbuster. 
However, whether coupling 
improves wetland management is 
open to debate and at a minimum, 
is dependent upon the specific 
policy option being considered. 
Further, if policies are adminis
tered through a single department, 
it is difficult to philosophically or 
administratively decouple policies. 
If policies are administered by 
separate agencies, potential 
problems include lack of coordina
tion, duplication or the existence of 
cross purposes. 

Concluding 
Comments 

The 1995 farm bill, perhaps 
more than farm bills in the past, 
will be influenced by the timing of 
other legislation, especially the 
reauthorii.ation of the Clean Water 
Act. Enactment of the farm bill 
before reauthorii.ation of the Clean 
Water Act will present opportuni
ties to address wetland and 
nonpoint source pollution issues 
there rather than in the Clean 
Water Act because the approach 
and strictness of policy options are 
apt to differ. If the Clean Water Act 
is reauthorized first, actions will 
likely be stricter and more pre
scriptive. In addition, strong 
budget support for the current 
Wetland Reserve Program will 
lessen the pressure to develop new 

approaches in the 1995 farm bill. 
A number of issues must be 

resolved before wetland policy
making becomes tractable. These 
include the resolution of the 
wetland delineation controversy, 
the agreement on goals related to 
management of that resource, and 
a comprehensive assessment of 
issues related to compensation and 
equity, program control, effective
ness and the relationship of 
wetland policy to other policies. 
Each and every public policy 
choice brings with it change in the 
status quo. This is a change that is 
positive to some and negative to 
others. Finally, the impacts and 
effects of wetland policy will vary 
depending on the level of govern
ment responsible as well as the 
mission of the agency or depart
ment within the level of govern
ment. 
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Agriculture and Water Quality Policy 
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Background 

A national water quality 
assessment conducted by 
the Environmental 

Protection Agency (EPA) has 
indicated that agricultural runoff is 
a significant source of water 
pollution in the United States. 
According to the 1992 National 
Water Quality Inventory Report to 
Congress, approximately two 
thirds of the assessed waters meet 
state-established water quality 
goals. Of those waters with quality 
problems, agricultural sources 
were the leading cause of contami
nation. 

Agricultural sources of water 
pollution can include soil sedi
ments, nutrients, pesticides, 
mineral salts, heavy metals and 
disease organisms. While damage 
to water quality is of concern to 
farmers, water pollution from 
agricultural sources can also have 
off-site effects that impose dam
ages on other users of water. 
Nutrients can overstimulate the 
growth of algae and weeds; 
siltation smothers bottom-dwelling 
organisms and destroys stream 
habitat; pathogens cause shellfish 
harvesting restrictions, drinking 
water restrictions and recreational 
beach closures; and organic 
enrichment leads to reduced levels 

of dissolved oxygen in water, 
which can cause fish to die. Thus, 
off-farm effects on water quality 
impose costs on society, including 
costs of avoiding potential health 
haz.ards, degradation of natural 
environments and lost recreational 
opportunities. 

Current 
Situation and 

Forces of 
Change 

Congress has responded to 
public concern about water quality 
problems related to agriculture in 
several different ways. Section 319 
of the Clean Water Act (CWA) as 
amended in 1987 required the 
states to submit assessments of 
water pollution from nonpoint 
sources including agricultural 
sources. States were called upon to 
develop management programs 
that target water quality problems 
basing priorities on the risk posed 
by nonpoint source pollution to 
aquatic ecosystems or human 
health. 

The EPA and Congress have 
been disatisfied with the lack of 
progress in achieving water quality 
goals through the Section 319 
CWA program. Weaknesses of the 

program include lack of effective 
deadlines for state compliance, 
inadequate provision for enforce
ment and lack of appropriations to 
implement Section 319 activities. 
Lack of progress in controlling 
nonpoint-source pollution has 
prompted Congress and EPA to 
call for revisions to the program in 
discussions concerning CWA 
reauthorization. 

The Coastal Zone Manage
ment Act Reauthorization Amend
ments of 1990 (CZMA) required 
the 24 states and five territories 
having approved Coastal Zone 
Management Plans to develop 
strategies for protecting coastal 
water quality. EPA guidance 
specifying management measures 
for sources of nonpoint pollution in 
coastal waters specifically includes 
measures relating to agricultural 
sources. The CZMA approach to 
nonpoint source pollution control 
is potentially important because it 
represents a high degree of federal 
involvement in specifying manage
ment measures and because it sets 
up a process for prodding the states 
into implementation of stringent 
programs. The CZMA approach 
also is noteworthy because it is 
being used as a model for proposed 
rewrites of the CWA. 

The 1990 farm bill authorized 
a new water quality incentives 
program (WQIP). It provided for 
incentive payments to farmers to 
implement multi-year farm 



management plans which protect 
water quality by reducing use of 
fertilizer, manµre and pesticides. 
The WQIP autihorizes incentive 
payments of up to $3,500 per year 
for 3-5 years to farmers who 
implement a sPil Conservation 
Service (SCS)AuSDA approved 
water quality resource management 
plan. Program yield and base are 
protected for wrticipants in WQIP. 
The program targets those acreages 
especially susceptible to water 
quality problems and is adminis
tered on a wat~rshed basis. States 
submit plans to USDA for pro
posed project areas. The WQIP 
was first funded at $6. 75 million in 
1992, at $15 nUllion in 1993 and 
again in 1994. At this point, it is 
still too early tO judge the effective
ness of the program. 

The conservation reserve 
program (C~). created by the 
1985 farm bill, was partially 
redirected under the 1990 bill. 
Lands thought to endanger water 
quality when ~ for agricultural 
production were added to "highly 
erodible" land in the criteria for 
defining CRP rligibility. This 
revision mean an additional 11 
million acres could be enrolled in 
the CRP in areas not previously 
eligible as wel~ as substantially 
increased CRF enrollment in some 
coastal and lake states. 

The 1990 farm bill made 
changes to pnigram rules to 
encourage planting flexibility. If 
farmers are free to rotate crops 
without losing program base, then 
they may be ati>le to reduce the 
amounts of pesticides and fertiliz
ers used. This reduction in 
chemical use ~uld result in 
improved protection for water 
quality. The iptegrated crop 
management program (ICM) is 
being tried on a pilot basis to 
reduce agricultural chemical use. 
Farmers receiye incentive pay-
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ments for using integrated pest 
management, new rotations and 
other steps for using chemicals 
more efficiently. 

The following forces of change 
concerning agriculture and water 
quality have become apparent 
during the past decade: 

• Agricultural nonpoint-source 
water pollution has found its 
way onto the agenda of the 
environmental committees of 
Congress in the context of the 
CWA reauthorization. New 
policy proposals put increased 
emphasis on concerns for 
human health, environmental 
preservation and resource 
amenity values related to off
farm impacts of agricultural 
practices. 

• Some environmentalists 
contend that USDA lacks 
either the will or the ability to 
implement measures to reduce 
agricultural nonpoint sources 
of water pollution. 

• Congress, in its efforts to 
reduce deficit spending, 
appears to be increasingly 
reluctant to approve additional 
spending in support of 
voluntary agricultural water 
quality programs unless the 
funding is redirected from 
other programs that have 
traditionally benefited agricul
ture. 

• Given the shortage of money 
for environmental programs, 
there will probably be an 
increase in emphasis on 
targeting programs to areas 
where problems are most 
severe and prospects for 
reducing pollution are greatest 
will be evident. 

• Holistic approaches to pollu
tion management have gained 
support. Concepts of "land
scape approaches", "ecosystem 
management" and "watershed 
planning" are replacing a 
previous focus on point 
sources of chemical contami
nation. 

Issues 

Debate over the appropriate 
role of the federal government with 
respect to agriculture and water 
quality will be shaped by the 
manner in which the problems are 
framed. How the problems are 
framed depends largely on who 
does the framing - environmental 
interests or agricultural interests. 
Either way, policymakers will 
confront difficult questions 
concerning "how clean is clean 
enough," "who decides," "who 
pays" and "what level of govern
ment is appropriate." 

The question, "how clean is 
clean enough," cannot be answered 
unless the water quality objectives 
are clear. It will need to be 
determined what the primary 
objective is: public health and 
safety; or aesthetics and recreation; 
or ecosystem protection and 
restoration. 

Questions about "who decides" 
and "who pays" may be interre
lated. If public policy pertaining to 
agricultural sources of water 
pollution is left to the agriculture 
committees of Congress, it is likely 
that a tradition of voluntary 
programs will continue and that 
USDA will be the implementing 
agency. If the environmental 
committees of Congress decide to 
address agricultural sources of 



water pollution. it is more likely 
that regulatory programs will be 
considered. placing the EPA into 
the role of lead agency. 

Some proponents of regulation 
to control nonpoint sources of 
pollution argue for specific land
use controls tied to public land-use 
plans and zoning ordinances which 
are the activities that have been the 
traditional domain of local 
government. The case for a federal 
government role rests primarily on 
arguments that there is a need for 
coordination, for uniformity across 
state and regional boundaries and 
for the capacity to address pollu
tion problems that are trans-state 
in nature. 

Policy 
Alternatives and 
Consequences 

Conceptually, there are three 
basic categories of policy actions to 
reduce water pollution including 
incentives and disincentives, 
regulation and education and 
technical assistance. The three 
categories of policy actions are not 
mutually exclusive. Some propos
als for policy reform would 
package two or more of these 
generic approaches into a single, 
more complex program for water 
quality protection. Depending on 
the outcome of the CWA reauthori
ution during 1994, at least three 
broad possibilities exist for water 
quality provisions in the 1995 farm 
bill. These are presented here as 
"generic options". 

Continuation of Existing 
Voluntary Programs 

Supporters of the current 
voluntary, incentives-based 
approach to agricultural soil and 
water conservation argue that 
current efforts will be effective in 
the long run and must be given a 
fair chance to succeed. They 
would opt for continuation of the 
WQIP and the ICM pilot program 
until greater knowledge and 
experience has been gained about 
effective ways to reduce agricul
tural sources of water pollution. 
These supporters of voluntary 
programs point out that specific 
attention to water quality protec
tion is a fairly recent policy 
emphasis for agricultural pro
grams. Technologies that are both 
environmentally benign and 
economically feasible for farmers 
are still evolving. Further, it takes 
years of education, demonstration 
and technical assistance to change 
the management decision process 
of thousands of independent 
farmers. To require adoption of 
specified management practices 
before those practices are techni
cally proven and understood by 
farmers may impose additional 
costs on farmers without producing 
long-term water quality benefits. 

Supporters of a voluntary 
approach concede that recent 
assessments of water quality 
impacts demonstrate some reason 
for concern, especially in Identifi
able pollution "hot spots." How
ever, these supporters argue that 
the evidence does not document a 
crisis in water quality justifying 
rapid movement to more stringent, 
and potentially less efficient, 
approaches to the control of 
agricultural nonpoint sources of 
water pollution. 

Continuation of existing 
programs would imply a relatively 

small commitment of public funds 
to reducing agricultural sources of 
water pollution. It would impose 
no increased costs to farmers. On 
the other hand, it would offer little 
hope of significant changes in 
water quality at least in the short 
run. 

Green Payments 

The concept of "green pay
ments" {sometimes referred to as 
"stewardship payments") as 
incentives for reducing agricultural 
sources of water pollution has 
elicited much interest. This 
program would pay farmers who 
adopt "environmentally friendly" 
production practices (see also 
Income Assurance and Green 
Payment Policy leaflet). The 
general idea is to divorce commod
ity program income supports from 
current planting decisions and to 
use a substantial portion of the 
funds previously allocated to 
commodity programs for the new 
stewardship payments. Payments 
could be made to farmers for 
adopting such practices as filter 
strips or information technologies, 
such as soil nitrogen testing, as 
methods to achieve water quality 
goals. In a variation of this 
concept, payments could be tied to 
the achievement of specific 
environmental results, such as 
reduced water quality problems 
within a watershed. 

The concept of a green 
payment approach raises certain 
questions of implementation. 

• Payments. What level of 
payment is needed for farmers 
to adopt practices which 
improve water quality? What 
are the relationships among 
practices, their costs and 
impacts on water quality? 
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• Design. Should farmers 
receive paYment for adoption 
of individUal management 
practices, for following whole
farm management plans or for 
achieving designated environ
mental results? 

I 

• Choice of 1policy instrument. 
How should responsibilities be 
allocated ilmong federal, state 
and local government? How 
can the syStem be adminis
tered in a way that avoids too 
much complexity? 

• Implementation. How will 
accountability be insured? 
Who will bionitor compliance 
with pracuces or water quality 
improvements? 

• Fairness. Would the program 
punish the existing good 
stewards and reward the poor 
stewards? If green payments 
are funded by reducing 
commodity program payments, 
related qQestions of equity 
arise. W~uld most of the 
farms los~ng commodity 
program benefits become 
eligible for green payments? 
Or would the green payment 
program result in a wholesale 
redistribution of government 
paymen~ to farmers? 

i 

Without 91ear answers to these 
questions, th<1 consequences of a 
green paymeqt approach can be 
outlined only in general terms. 
Assuming the program results in 
improved water quality, individuals 
who currently absorb the off-site 
costs of agricµltural water pollu
tion would txinefit. Some propo
nents of the ~ewardship payments 
concept would prefer that the 
stewardship ~yment not be linked 
to existing program benefits and 
program crops. They would like to 
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see the stewardship program 
replace existing commodity 
programs and would advocate 
targeting of payments to achieve 
water quality goals. 

Incentives for management 
practices would be broadened 
beyond program crops to include 
livestock and specialty crop 
producers as well as into geo
graphic areas with water quality 
problems. This type of steward
ship payment program would cause 
a significant portion of commodity 
program expenditures to be shifted 
to localities having the greatest 
water quality problems and away 
from areas with the greatest 
amount of commodity program 
crops. 

Effects on profits of producers 
are likely to be mixed. Producers 
located on an impaired watercourse 
who were previously ineligible to 
receive payments for conservation 
practices may benefit under the 
green payment option. Farmers 
currently enrolled in commodity 
programs may experience a 
reduction in income and greater 
income instability. However, these 
adverse impacts may be offset in 
some cases by green payments. 

In general, success of a 
program in protecting water 
quality and the environment may 
forestall or delay pressures for 
more stringent regulatory pro
grams. Therefore, green payments 
may benefit all producers contrib
uting to water quality degradation. 
The net effect on government and 
taxpayer costs is unclear since the 
degree to which green payments 
would substitute for income 
supports and the costs of imple
menting the program are not 
known. 

Universal Water Quality 
Compliance 

This option would feature a 
regulatory component. Each farm 
found to be a source of off-site 
water pollution would be required 
to adopt a "water quality compli
ance plan" by some specified future 
date - perhaps by the year 2000. 
The plans would resemble conser
vation compliance plans developed 
pursuant to the 1990 farm bill, but 
they specifically would address 
water quality. Farm operators 
whose practices contribute to water 
pollution or some other environ
mental hazard and who choose not 
to follow a water quality compli
ance plan would be subject to 
penalties. Farmers following water 
quality compliance plans would be 
exempt from such penalties. 

The water quality compliance 
program could be targeted to 
exclude: areas without serious 
water quality problems, thus 
helping to minimize program 
costs. The program could also 
embrace environmental objectives 
in addition to water quality, such 
as critical habitat protection or air 
quality. Technical assistance in 
developing plans would be avail
able from the SCS and intensive 
educational programs could be 
provided by the Extension Service. 

Consequences of such a 
program are uncertain. It has 
several important characteristics. 
First, it incorporates targeting and 
allows for comprehensive water
shed management approaches to 
water quality protection. It avoids 
the cost and aggravation of 
program compliance except where 
real problems exist. Farmers 
whose practices do not create 
environmental problems would pay 
no penalty. Farmers whose 
practices have in the past created 
water quality problems can avoid 



the penalty by following an 
approved plan. In some instances, 
production costs may be increased 
and, conceivably, certain opera
tions might be forced out of 
production. Supporters of this 
concept contend that many water 
quality problems can be eliminated 
by changes in fanning practices 
without additional cost to the 
farmer. Where such conditions 
exist, intensive technical assistance 
and education can be of much 
benefit without long term budget 
exposure or farmer costs. 

The regulatory aspects of the 
water quality compliance concept 
raises questions about the suitabil
ity of the SCS as the lead agency. 
If "penalties" are limited to loss of 
other program benefits, water 
quality compliance becomes a cross 
compliance program similar to 
those already administered by 
USDA. If"penalties" refer to civil 
or criminal penalties, then this 
provision is not for the farm bill 
but for the CWA. It is also unclear 
how large a penalty would be 
necessary in order to induce 

compliance among reticent 
farmers. Enforcement would be a 
key to success of the concept, and 
enforcement of unpopular regula
tions can be costly. 

Summary 

State assessments of water 
quality in streams and lakes 
indicate that agricultural nonpoint 
sources account for the largest 
portion of the nation's remaining 
water quality problems. Public 
concern has been reflected in 
proposals to address agricultural 
sources of water pollution through 
amendments to the CWA. The 
nature of water quality proposals 
for the farm bill will no doubt be 
influenced by the outcome of the 
CWA reauthorization process. 

At least three generic options 
could be considered for the 1995 
farm bill including: 

• Continue existing voluntary 
programs. 

• Implement a green payments 
approach that would pay 
farmers for technologies and 
management practices that 
protect water quality. 

• Require universal water 
quality compliance that 
penalize farmers who fail to 
adopt management practices 
and technologies that protect 
water quality. 

The likely consequences of 
any of these proposals are difficult 
to predict with confidence, but they 
would certainly differ from each 
other in terms of farmer cost, 
taxpayer cost and the likelihood of 
achieving improvements in the 
nation's water quality. 

This publication edited by Ron 
Knutson, Texas A&Af Univer
sity. 
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A griculbu sustainability 
seems like a simple goal. 
Howe'fer, the topic can be 

divisive, due iili part to different 
notions about what it means. To 
some people, ~nability has 
always been 1ntral to agricultural 
policy and is achieved with little 
need for government intervention 
since sustainaijility is already in 
everyone's best interest. To others, 
agricultural policies have been 
short sighted, focusing on short
run profits an~ ignoring other 
considerations such as resources, 
the environment or human and 
animal welfar~. 

According to the 1990 farm 
bill, sustainable agriculture (SA) is 
"an integrated I system of plant and 
animal producµon practices having 
a site specific application that will, 
over the long tErm: satisfy human 
food and fiber ~eeds; enhance 
environmental quality and the 
natural resource base upon which 
the agricul~ economy depends; 
make the mostl efficient use of non
renewable resources and on-farm 
resources and f11te~te, where 
appropriate, ~ biological 
cycles and controls; sustain the 
economic viability of farm opera
tion; and enbahce the quality of 
life for farmed and society as a 
whole." 

SA polici"F seek to introduce 
changes that provide more compre
hensive societal benefits like those 
described abo".e. This could be 

accomplished in the following 
major ways: 

• By increasing research and 
education efforts 

• By changing the provisions of 
commodity programs 

• By providing financial 
incentives 

• Through regulations 

Some policy changes would be 
specific to SA, and others would 
focus more narrowly on related 
issues such as water quality. 

Background 

Research and education 

Research and education for SA 
was first authorized in the 1985 
farm bill. Appropriations of 
approximately $4 million per year 
began in 1988. The effort was 
continued in the 1990 farm bill 
through the sustainable agriculture 
research and education program 
(SARE). Its goals are to encourage 
the best utilization of biological 
applications, the integration of 
management systems and the 
development and transfer of 
technology. 

Best utilization of biological 
applications initiates research, 
demonstrations of technologies and 
implementation of educational 
activities for substituting the use of 
chemical pesticides, fertilizers and 
toxic natural materials for lower
input, diversified systems that are 
still profitable and competitive. 
Integrated management systems 
call for research and education in 
integrated crop management 
(ICM) and integrated resource 
management (IRM). The SA 
education program for technology 
transfer provides for technical 
guides and handbooks, national 
and regional training centers and a 
system of state coordinators and 
specialists. In addition, it requires 
SA training for all new extension 
agents. At least $20 million was 
authorized for each objective but 
funding levels were much lower 
and have been slow to commence. 

Financial incentives 

Some programs offer produc
ers direct financial incentives to 
use sustainable systems. The 
integrated farm management 
program (IFMP) pays farmers to 
reduce the percentage of program 
crops grown in order to produce 
resource-conserving crops (i.e., 
legumes and grasses). This 
program combines flexibility with 
cost-sharing to promote rotations 
with resource-conserving crops. 



Other programs are the conserva
tion reserve (CRP) and wetlands 
reserve programs (WRP), which 
offer payments to retire critical 
lands from production (see CRP 
and Wetlands leaflets). The ICMP 
and the water quality incentives 
programs (WQIP) provide cost
sharing and other incentives for 
adoption of best management 
practices that a farmer agrees to 
carry out in a farm plan. 

Commodity program 
changes 

Some changes were also made 
in the commodity price and income 
support programs to reduce their 
negative impacts on sustainability. 
Studies have suggested that 
commodity programs encourage 
monocultural practices which 
promote intensive production 
systems and discourage crop 
rotations that may be more 
environmentally friendly. In the 
1990 budgetary reconciliation 
process, Congress provided that 15 
percent of a farmer's base acreage 
would not receive deficiency 
payments and could be "flexed" to 
produce other crops. An additional 
10 percent of the base acreage 
could be flexed at a producer's 
option without receiving deficiency 
payments. "Flexing" reduces or 
removes rotation disincentives by 
decoupling benefits from the 
program crop thus allowing 
producers to rotate program crops 
with legumes, grasses and other 
crops to take advantage of "natu
ral" pest controls and fertilizers. 
Such "flexing" would occur only if 
it is found to be profitable. 

Another major change in 
commodity programs was to link 
benefits to increased accountability 
for managing resources such as 
wetlands, soil and water. For 
example, conservation compliance 
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requires a conservation plan on 
highly erodible fields. Swamp
buster discourages farmers from 
converting wetlands into new 
cropland. Whereas, sodbuster 
permits land conversion only if 
erosion is kept within allowable 
limits. 

Regulations 

The majority of regulatory 
actions controlling farm practices 
are carried out by state agencies or 
by federal agencies other than 
USDA. However, regulations in 
farm bills are increasing. For 
example, the 1990 farm bill 
requires growers to keep a record 
of all restricted use pesticides that 
they applied. 

Current 
Situation and 

Forces of 
Change 

SA programs were introduced 
in the 1985 and 1990 farm bills 
because of concern regarding the 
contribution of agriculture to 
environmental problems and its 
dependence on non-renewable 
resources. Some people felt that 
these problems as well as others 
threatened the sustainability of 
agriculture, and that government 
policy contributed to the problem. 

This viewpoint presumes that 
current policies have not focused 
on SA, which is dependent on a 
person's point of view. While 
there is common ground between 
traditional and sustainable agricul
ture, SA can involve views not 
shared by many producers. Indeed, 

in a comparison of conventional 
and alternative farmers, one study 
found that farmers that used SA 
techniques had less farm experi
ence, relied less on Extension 
agents for information, and had 
lower farm incomes. This suggests 
that there is a philosophical or 
ideological element to the belief 
that traditional agriculture is not 
SA since many "SA" producers are 
rejecting traditional information 
sources and accepting lower 
incomes. The following four 
reasons have been offered as to 
why previous policies have not 
focused on SA. 

• Social beliefs or values, it is 
suggested, penalize SA by 
placing too much importance 
on profit and production. This, 
in tum, draws attention away 
from other needs such as 
reducing soil erosion. The 
conservation provisions of the 
1985 and 1990 farm bills 
provide evidence that environ
mental needs can be addressed 
without threatening food 
supply or prices. In addition, 
producers may place too much 
faith in technology to over
come any adversities that 
result from conventional 
systems. This faith, it is 
suggested, weakens the case 
for SA as an alternative form 
of protection to assure a stable 
and abundant food supply. 

• SA may also be disadvantaged 
by resistance to change from 
the agricultural establishment; 
however. change is occurring. 
Producers are adopting best 
management practices, 
industry has factored environ
mental considerations into 
their products and 
policymakers are implement
ing programs. The policy 



questions ¥C as follows: l) 
who will decide how much is 
"too much 1' emphasis on 
profit, thef nvironment or 
other goal when private and 
social inte~ are not the 
same? 2) When and where 
should the! government 
intervene to alter fanners' 
decisions?! 

• The many !meanings of SA 
and meth~ to achieve it result 
in a lack of precise informa
tion. While SA is rapidly 
narrowingl to environmental 
considerations, advocates want 
SA to inclµde community 
values, scx!ial justice, and 
equity. As la result, there will 
be continued pressure to 
consider ehvironmental or 
community impacts in 
agricultucll policy. 

An impoJmt question rising 
from this discdssion is how does 
one know the value of SA without 
definition or irlronnation? Some 
SA advances ~II improve both 
profits and other social goals such 
as environmeqtal amenities while 
others will involve trade-offs. 
Therefore, notlall infonnation will 
increase fann9r adoption. For 
example, less profitable SA 
systems may ~ adopted by 
producers with a deep commitment 
to stewardshipl However, not all 
fanners, or th«1ir lenders, share a 
deep commitirlent to stewardship 
and therefore ~ot all farmers are 
motivated to adopt less profitable 
systems just t>c;cause they are less 
damaging to the environment. 

Finally, a~encies outside 
USDA and thCi legislation they 
administer affect SA including the 
Clean Air Ac~ the Clean Water 
Act, the E~gered Species Act 
and the Fedecll Insecticide, 
Fungicide, RC>flenticide Act. The 
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Environmental Protection Agency 
(EPA), the Department of Interior 
and other agencies increasingly 
concern themselves with agricul
tural issues. These agencies have 
changed their traditional concerns 
as they have addressed agriculture. 
For example, the EPA has histori
cally relied heavily on regulatory 
actions but has recently contributed 
research funds for SARE in its 
agriculture in concert with the 
environment program. 

The Major 
Issues 

• Is there an overarching 
national definition of SA or 
should federal policies be 
limited to identifying common 
goals that can be adapted to fit 
local needs and conditions? 

• Which programs and agencies 
should address SA? Should 
USDA be the only agency 
involved in SA or should other 
agencies such as EPA play an 
active role? 

• What are SA program costs 
and benefits? How much cost 
and lost productivity is society 
willing to bear to achieve 
sustainability? What are the 
benefits of sustainability? 

• Can SA be more effectively 
met by current agricultural 
research and education 
programs or is a separate SA 
program required? 

Policy 
Alternatives and 
Consequences 

Congress will encounter the 
following three main questions as 
it considers SA: 

• Where will the issues be 
addressed and how they will 
be coordinated - which 
committees, agencies, which 
bills and which titles? 

• What is the proper role of 
government? 

• What are the most effective 
policy vehicles to accomplish 
its objectives? 

Coordination of policies will 
be difficult because of the broad 
definition of SA. It is possible that 
provisions in one program area 
will be redundant or offset in 
another program. A process to 
coordinate separate policies or to 
determine how different provisions 
can address a single, multifaceted 
objective would reduce redundan
cies and ambiguities. 

The role of government and 
proper level of support will be 
determined through a lengthy 
debate. From past Congressional 
action, society appears to want 
more SA while it also wants to 
reduce financial outlays to agricul
ture. What is not clear is how 
much more SA is desired and how 
much it would cost. Limited 
budgets will make it easier to cut 
disincentives for SA than to create 
new ones. At the same time, 
incentives will be hard to justify 
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because the benefits from SA are 
not always clear. 

SA benefits are difficult to 
define due to divergent private 
interests and a lack of infonnation. 
For example, there is little agree
ment about the appropriate role of 
government in controlling pesti
cide use. The government could 
force or encourage farmers to 
change their practices or leave 
these decisions to individuals. 
Currently, it provides infonnation 
about risk and restricts use where 
risks exceed a politically deter
mined threshold. In addition, it 
finances research to develop less 
risky alternatives. The 
government's options include the 
present approach of providing 
infonnation and limited restric
tions or to increase or reduce 
intervention. Increased interven
tion would require outlays for 
financial incentives or imposing 
costly restrictions on producers. 

Finally, Congress must 
determine which policy vehicles to 
use. Two extremes are possible. 
One is to set a simple and clear 
national policy that applies to all 
farmers. The other is to set the 
ground rules for allowing produc
ers to negotiate solutions at the 
local level. A uniform policy is 
more easily administered but is 
inefficient and ambiguous since it 
treats every site the same. A 
flexible policy promotes more 
efficiency by allowing each 
producer to apply the appropriate 
technologies for local conditions 
but lacks uniformity, clarity and 
accountability, since all farmers 
would not be treated equally. 
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Policy Options 

Education 

An outline for SA education 
was developed in the 1990 farm 
bill. However, many details were 
not addressed. The 1995 farm bill 
could more carefully address who 
will carry out SA education, what 
it will cost and what it will 
include. For example, will 
education include infonnation 
about economic costs and benefits 
of sustainable systems? How is the 
new program different from what 
the Extension Service already 
offers? 

One viewpoint is that profit 
receives too much priority in 
current Extension programs. Some 
systems may offer other benefits 
such as soil conservation or lower 
worker exposure to pesticides. A 
separate or independent SA 
education program might identify 
and focus on these secondary costs 
and benefits and communicate 
them to producers considering SA. 
In addition, a system that empha
sizes SA could give more attention 
to keeping current on information 
advances that improve the profit
ability of SA. But how much more 
is needed than is already offered? 
And if SA is important and more is 
needed, why is the current system 
failing to provide it? Could the 
current system already be provid
ing the appropriate amount 
already? 

Research 

SA research in the previous 
farm bills has focused primarily on 
production technologies. In the 
future, research could systemati
cally include economic, market 

development, policy and socioeco
nomic effects. Production technol
ogy is one basis for policy develop
ment. However, production 
systems and farming systems are 
impacted by policies that regulate 
farmers or that provide education 
or financial aid. At this time, 
research specifically on policy is 
notably absent. 

Advocates of SA argue that 
research has not concentrated on 
discoveries that advance the use of 
SA technologies. But how are the 
unique aspects of SA best ad
dressed and are they unique? 
Targeting research money to SA to 
some extent validates the notion 
that the overall USDA research 
program does not adequately 
address it. What is inadequate 
about the current system and why 
is it so? Many if not most SA 
research discoveries stem from 
general research. Perhaps a 
separate program is justified. 
However, it is worth considering 
whether it would be more cost 
effective to investigate why the 
choices about SA have been made 
in the current system and make 
course corrections if necessary. 

Another area of potential 
research is in the area of market 
development. There are examples 
of successes and failures in which 
products have been sold with 
"green" labels separating them 
from other products. Product 
certification for environmental 
attributes is a potential source of 
funds for SA that represents 
consumer willingness to pay for 
the attributes, thereby avoiding the 
need for the government to 
determine individual values. 

Financial incentives 

Financial incentives can be 
effective in motivating farmers to 
adopt conservation measures. In 



addition to overall budget con
straints, benefi~ do no necessarily 
accrue to those 'who pay the bill. 
For example, taxpayers are often 
not willing to pay for increased 
wildlife benefi~ that only local 
residents recei~e. While at the 
same time, when farmers adopt 
practices that improve wildlife 
habitat, policymakers seem equally 
reluctant to require farmers to bear 
the costs. 

Farmers may revert to previ
ous practices if funding is with
drawn. If CRP contracts are not 
renewed, man~ of the benefits will 
be lost when the last payments are 
made at the end of the ten-year 
contract. In addition, CRP, 
wetland reserves and set-aside 
programs affeq sustainability but 
do little for I~ still in production. 

The WQIP and ICMP affect 
farming practices on land still in 
production. Researchers who have 
studied the W~IP found that it was 
most effective -When aimed at 
narrow environmental problems. 
However, the payments per farm in 
these program$ are low, and they 
have yet to prore their effective
ness. A study pf the ICMP showed 
that the program reduced fertilizer 
rates but had a mixed impact on 
pesticides. Th~ integrated farm 
management program (IFMP), 
designed to in4rease rotation 
incentives, only enrolled 96,039 
acres in its first two years, al
though 25 mil~ion acres were 
authorized betiveen 1991-1995. 
Higher funding levels in these 
programs appear necessary to 
provide enough financial incentive 
to adopt more .SA practices. 

It has beccl>me increasingly 
common for tqe Congress to link 
environmental plans to specific 
program benefits. For example, 
conservation compliance was 
adopted in thel 1985 farm bill by 
requiring that each participant 

have a conservation plan to control 
soil erosion as a condition for 
receiving program benefits. 
Conservation compliance could be 
expanded to be one element of 
whole farm plans and, thereby, act 
as a social contract between the 
producer and other members of 
society to define mutually tolerable 
production practices. Fifteen 
USDA programs now require 
conservation plans of one form or 
another. Farm plans could be 
controlled centrally by the federal 
government or left to the discretion 
of local administrators. Leaving 
choices to local administrators 
even within federally determined 
guidelines allows producers to 
apply the most appropriate 
technology but suffers from a lack 
ofuniformity. However, local 
planning is used successfully in 
some instances. For example, in 
Nebraska, some natural resource 
conservation districts require 
producers to test their soil for 
residual nitrogen and then works 
with these producers to determine 
recommended timing of applica
tion and optimal nitrogen fertilizer 
rates that are profitable and that do 
not threaten groundwater. 

The government could provide 
payments directly to producers for 
adopting practices that are sustain
able under some government 
guidelines. Such "green pay
ments" are gaining popularity 
among supporters of environmen
tal issues (See New Policy Options 
leaflet). One example of this is a 
proposal that would provide 
payments to dairy producers that 
have implemented waste manage
ment plans. However, current 
budget rules requiring that such 
options be funded through cuts in 
other programs such as traditional 
commodity programs make it more 
difficult to adopt new programs 
such as green payments. 

Commodity program 
changes 

The previous two farm bills 
initiated several changes in 
commodity programs designed to 
increase the attractiveness of SA. 
President Clinton recommended an 
increase in normal flex acreage 
from 15 percent to 25 percent of 
base acreage in his deficit reduc
tion package, which was not 
implemented. However, additional 
flex remains an alternative. 
However, analyses of flex experi
ence have indicated only moderate 
gains. While flexibility was 
designed to encourage the planting 
of cover crops such as legumes, 
only about 22 percent of potential 
land was flexed into something 
other than the program crop, and 
soybeans was the dominant crop 
chosen when crops were changed. 
Flexing actually increased the 
acreage of cotton, which many 
regard as an input intensive crop 
not often consistent with SA 
objectives. Therefore, since 
soybeans and cotton are both row 
crops, one study concluded that 
flexing probably had a negative net 
effect on the environment. 

In short, the changes in 
commodity programs in the past 
two farm bills have not produced 
substantial increases in the 
adoption and use of SA systems. 
There are many reasons why this 
has happened, but two factors had 
a dominant influence including the 
following: 

• Congress was unclear about 
what SA is and failed to 
develop clear and consistent 
policy. A lesson can be taken 
from the conservation compli
ance provisions because the 
successes of this program 
indicates that clear and narrow 
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goals, such as reduced soil 
erosion, are easily achieved. 

• On the other hand, flexibility 
did not have a clear goal in 
tenns of SA - rather it was 
designed to cut program costs 
and. in return, gave farmers 
planting options that were not 
SA specific. Benefits to SA 
were insufficient to effect 
change. For example, the 
IFMP provisions were not 
attractive enough to encourage 
large enrollments. Conserva
tion compliance provisions 
may not be sufficiently 
attractive to require more SA 
practices. If incentives are to 
be utilized they must make the 
desired SA practices economi
cally feasible. 

Regulations 

Regulations are an increasing 
reality in American agriculture. 
However, most of these regulations 
are not promulgated in the farm 
bills. Agriculturalists prefer self
improvement and economic 
incentives over regulation. Never
theless, outside pressures may lead 
to more regulation in the 1995 
farm bill. A major concern here is 

which agency would enforce the 
program and how much it would 
cost. 

Conclusions 

There has been very little 
economic research about the 
benefits and cost of large increases 
in SA. Furthermore, there has 
been little consensus about how to 
most effectively obtain SA. The 
government could increase funding 
for conventional agricultural 
research with targeted objectives 
(e.g., water quality), or it could 
create a separate SA research and 
education program. The amor
phous issues in SA may be too 
much to address in a single 
program. Therefore, SA may be 
best addressed through research 
and education efforts targeted at 
specific objectives such as reduced 
soil erosion, improved water 
quality, less pesticide use, etc. 
Where these efforts prove inad
equate to protect certain public 
interests, policies could be devel
oped to encourage producers to 
make further changes. 

Further 
Readings 
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Schaller, N. Farm Policies and the 
Sustainability of Agriculture: 
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Henry Wallace Institute for 
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Agricultural Trade Policy 
Parr Rosson, Texas A&M University 
C. Ford RunQ1e, University of Minnesota 

Background 

The 1995 fann bill will be 
written in a political environ
ment of cbmplex, and often 

conflicting, trade issues. The 
export enhancement program 
(EEP) was authorized under the 
1985 farm bill and has become the 
primary mean$ by which the 
United States has attempted to 
meet price competition in world 
markets when' domestic policies 
supported pri~ above the world 
market or to cpunter subsidies used 
by foreign competitors. 

Since its inception in 1985, 
the EEP has been used to subsidiz.e 
export sales t~ over 84 countries. 
By early 1991, over l 06 million 
tons of wheat and wheat flour, 10 
million tons of barley, 319, 000 
tons of grain ~rghum, 327,000 
tons of rice, 189,000 tons of 
poultry feed, 207,000 tons of 
poultry, 788 million eggs, 874,000 
tons of vegetable oil and 70,000 
head of dairy F3tl1e have been sold 
under provisions of EEP. Total 
EEP sales have exceeded $13. 9 
billion. In early 1992, USDA 
began paying IEEP bonuses in cash. 

Export c~t guarantees have 
been used to support U.S. commer
cial agricultural exports to coun
tries that might not otherwise be 
able to buy U.;S. products and to 
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counter credit and price competi
tion by other exporters. Credit 
guarantees increase the availability 
of credit at reduced interest rates to 
foreign customers. 

The 1990 farm bill contains 
provisions to continue export price 
subsidies, credit guarantees, 
nonprice promotion and food aid. 
Export price subsidies and credit 
guarantees are addressed here, 
while export promotion and food 
aid are addressed in other leaflets. 

Current 
Situation and 

Forces for 
Change 

Uncertainty regarding world 
markets and foreign competition 
has prompted the United States to 
rely increasingly upon programs 
designed to enhance trade. 
Throughout the 1950s and the 
1960s, government-supported trade 
programs generally accounted for 
over 20 percent of all U.S. agricul
tural exports annually. The 1970s 
witnessed a decline in government 
supported export sales to below ten 
percent of total agricultural 
exports. The mid- l 980s brought 
greater competition, stockpiling of 

commodities and lower prices, 
while the early 1990s were 
characterized by increasing 
tensions in the multilateral trade 
negotiations and global recession. 
These forces caused a resurgence 
in government supported export 
sales. In fiscal year (FY) 1992, for 
instance, over one-fifth of U.S. 
agricultural exports were supported 
by some form of government 
program. 

To counter unfair foreign 
competition and to offset the effects 
of declining exports, the Congress 
increased funding for price
reducing export programs begin
ning in 1986. The EEP has 
expanded from $3 50 million in FY 
1986 to Sl.O billion in FY 1989. 
Since then, budgetary pressure has 
forced reductions in EEP funding 
to $525 million in FY 92. Con
gressional authorizations require 
that the Commodity Credit 
Corporation (CCC) make available 
at least $ l.0 billion annually in 
cash or commodities to support 
EEP sales through FY 1995. 

The CCC export credit 
guarantee program includes $5.0 
billion annually in short-term 
credit, $500 million for intermedi
ate credit and $200 million in 
guarantees for emerging democra
cies. For FY 1995, it is estimated 
that the total government cost of 
export programs will be $8.4 
billion, compared to $8.8 billion in 
FY 1994. 



Completion of the Uruguay 
Round of the General Agreement 
on Tariffs and Trade (GATI), 
issues related to the North Ameri
can Free Trade Agreement 
(NAFTA) and the prospects for 
extending preferential trading 
status to other Latin American 
nations are all important actions 
that could affect the outcome of the 
debate over a new farm program. 
Major provisions of the Uruguay 
Round agreement will force 
changes in these export promotion 
programs such as EEP. The major 
mandated changes resulting from 
the GATT Round include the 
following: 

• A 20 percent reduction in 
aggregate internal support 
considered most trade distorting 

• Conversion of existing trade 
barriers to tariffs and subse
quent reductions of 36 percent 
overall; minimum market 
access guarantees 

• A 36 percent cut in expendi
tures on export subsidies and 21 
percent cuts in subsidiz.ed 
export volumes 

• A set of "principles and 
guidelines" for sanitary and 
phytosanitary measures 

• A "peace clause" exempting 
domestic agricultural subsidies 
from most GATT challenges 
although countervailing duties 
would still be possible. 

Adjustment to GATT 

Although agreement has been 
reached in the Uruguay Round of 
GATT, it appears unlikely that 
trade tensions will subside prior to 
the implementation of a new farm 
bill. The GATT agreement, 
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despite its extraordinary complex
ity and difficulty in negotiation, is 
unlikely to affect U.S. agriculture 
in the short run. If approved by 
the U.S. Congress, over the 
medium to long run (10-15 years), 
GATT establishes a world trading 
regime that will amplify and 
reward many U.S. advantages in 
agricultural competitiveness. 

The overall internal support 
cut of 20 percent in the aggregate 
measure of support (AMS) is wide 
enough in scope to allow certain 
protected commodities (e.g., sugar) 
to remain entirely unscathed. 
Direct or "decoupled" payments 
are exempted from reductions. 
Moreover, when the 1986-88 base 
used to calculate the 20 percent 
cuts is applied, many U.S. com
modities are already "paid up" and 
in compliance. From the point of 
view of U.S. farmers, this adds up 
to little or no impacts on domestic 
farm programs. Domestic support 
may actually increase if decoupled, 
and non-trade-distorting payments 
are the recipients of funds previ
ously earmarked for export 
promotion. One candidate for such 
funds would be green payments 
(see New Policy Approaches 
leaflet). 

The market access agreements, 
calling for tariffication of border 
measures, will make protection 
more transparent. This 
tariffication will apply to various 
U.S. laws, including Section 22 of 
permanent agricultural legislation, 
as well as the U.S. Sugar Act and 
the Meat Import Law. How much 
tariffs will actually fall (under the 
36 percent reductions called for) 
depends on where tariff equivalents 
are initially set. Canada, for 
example, has interpreted its initial 
tariff equivalents for supply 
controlled commodities very 
generously. These include the 
following percentages: 280-350 

percent on dairy, 180-280 percent 
on poultry, 192 percent on eggs 
and 93 percent on margarine. In 
Japan, the initial tariff on rice, to 
take effect in 2000, will be 500-600 
percent. Countries are allowed to 
change support measures from 
border protection to decoupled 
internal payments if they wish, 
thus creating the decoupled and/or 
green payment option mentioned 
above. Finally, "special safe
guards" are allowed to prevent 
import surges by establishing 
additional duties. Overall, the 
impact of the market access 
agreement on consumers, import
ers and exporters will tend to take 
hold only after 5-10 years and then 
with only modest impacts. 

Export subsidy cuts, which 
will be 36 percent in value and 21 
percent by volume, are perhaps the 
most significant achievement of 
the negotiation, and these cuts 
promise to reduce the excesses of 
the European Union's (E.U.) 
export restitutions as well as U.S. 
subsidies under EEP. This will 
translate, it is hoped, into budget 
and taxpayer savings on both sides 
of the Atlantic. In quantitative 
terms, the agreement obligates the 
European Union to reduce its 
subsidized wheat exports from 20.2 
million metric tons to 13.4 million 
metric tons, and its feedgrain 
exports from 12.7 million metric 
tons to 10 million metric tons. 
This will result in additional 
opportunities for other exporters; 
the U.S. is likely to gain markets 
for feedgrains, while Australia and 
Canada pick up the most of the 
additional wheat exports. 

The "principles and guide
lines" for sanitary and 
phytosanitary measures are an 
important step toward confronting 
non tariff barriers in agriculture but 
are only the beginning of a long 
and vexing process. 
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The "peace clause," exempting 
domestic policies from GAIT 
challenges wl' much heralded in 
the European nion as an indica
tion of its neg · ating prowess. 
This clause prdbably has more of a 
psychological effect than a substan
tive one in that it creates an 
intemational3nse that pressures 
are off for c ges in domestic 
farm programs at least for the 
time being. One of the major 
questions surrqunding the conclu
sion of the GAtr talks is whether 
they were a ca1ialyst which pro
moted domestiF policy reforms in 
the United States, the European 
Union and Japan, or if they were 
simply a ratifi~tion of these 
reforms ex po facto. This topic 
will be debat by trade specialists 
for years to cofue and has no 
definitive answer. 

A final diniension of the trade 
reform discussJon in agriculture is 
its likely im~ on environmental 
quality. A varlety of studies have 
suggested that, the greater the move 
to decoupled price supports, the 
more favorab~the environmental 
impacts of a culture. In so far as 
the GAIT agr ment leads to 
greater decoupling, fanners will be 
allowed to moye away from mono
cropping in ~nse to crop
specific price pports. 

In the fi . analysis, the 
Uruguay Round Agreement is a 
modest but im~rtant achievement. 
It cleared the y for the larger 
negotiation (i volving 14 other 
areas) to be 5$1ed successfully 
with anticipated benefits to world 
income in ex~ of $200 billion 
dollars. Fort.S. farmers, it 
inflicts little · n in return for 
modest expo gains, and for 
protected commodities such as 
sugar or dairy; it offers scope for 

escape from EY of the 
agreement's ·sciplines. As major 
exporters, U. . feedgrain producers 

and processors will benefit most. 
U.S. consumers and taxpayers will 
see modest gains from increased 
market access and reduced budget 
expenditures. Finally, environ
mental improvements may be 
associated with the trend toward 
decoupling and with the latitude 
for increased environmental 
benefits. 

The Export 
Enhancement Program 

The EEP faces the prospect of 
significant reduction in order to 
comply with GAIT obligations. 
Although many farm and commod
ity groups argue that the U.S. 
administration has agreed to 
simply roll EEP funding into the 
market promotion program (MPP), 
it now appears there will be a 
serious attempt to reduce overall 
funding for export programs. Even 
so, EEP still has support among 
policy makers and farm groups. 
EEP reductions under the GAIT 
are shown in Figures 1 and 2 for 
wheat and poultry, respectively. By 
the year 2000, U.S. expenditures 
on wheat exports must be reduced 
to no more than $368.8 million, 
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while subsidized tonnage must be 
reduced to 14.8 million tons. For 
poultry, the reductions are to $14.6 
million and 28,000 tons. 

Some observers argue that 
EEP has been largely ineffective, 
by displacing U.S. commercial 
sales, transferring gains to foreign
ers, causing the U.S. to import 
more wheat than it would if the 
program did not exist and antago
nizing strong allies and trading 
partners such Australia and 
Canada instead of countering 
exports by the European Union. 
Even after GAIT provisions are 
fully implemented in the year 
2000, EEP will likely remain a 
controversial program. 

Export Credit Guarantee 
Programs 

Since 1956, the United States 
has used various fonns of direct 
credit and credit guarantees to 
stimulate the sale of U.S. agricul
tural products to developing 
countries. Administered by the 
CCC, export credit guarantees are 
U.S. government assurances for 
U.S. banks and businesses against 
default or failure of a foreign bank 
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Figure 1. Maximum U.S. Export Subsidies Allowed on Wheat Under 
Uruguay Round. 
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Figure 2. Maximum U.S. Export Subsidies Allowed on Poultry Under 
Uruguay Round. 

or government. USDA presently 
has two major programs including: 
the GSM-102 (General Sales 
Manager) short tenn credit 
program which guarantees credit 
up to three years and the GSM-103 
intennediate credit program which 
is a four to ten year credit guaran
tee. The primary objective of the 
GSM programs is to provide credit 
guarantees in order to expand or 
maintain U.S. exports in selected 
markets. Before 1989, defaults 
had been rare and actual govern
ment outlays under this program 
had been minimal. During FY 
1986-FY 1988, for example, bank 
claims against obligations under 
GSM averaged 12 percent. Since 
then, however, Iraq and several 
former Soviet states have become 
delinquent on loans, thus resulting 
in higher costs to the U.S. govern
ment and taxpayers. 

Major GSM recipient coun
tries in FY 1991-1993 included 
Mexico, Korea, Algeria, Colombia, 
Chile, Pakistan, Venezuela, 
Romania and Russia. Products 
exported under these programs 
included grains, fruits, poultry, 
vegetable oils, meat, hides and 

4 

skins, protein meals, dairy prod
ucts, wood products, nuts and 
livestock. 

Issues 

Export promotion programs 
will experience major reductions in 
funding support as a result of the 
Uruguay Round of GATT. The 
extent to which government 
savings on EEP are channeled into 
other export programs, such as 
market promotion, export credit or 
decoupled domestic support, 
remains to be determined. Produc
ers, agribusinesses and rural 
communities all have a stake in the 
outcome of the debate on redirec
tion of funding for market promo
tion. Some of the major trade 
issues in the discussion include the 
following questions: 

• Who will gain and lose if the 
EEP is diminished? 

• How effective is EEP in 
promoting international 
competitiveness? 

• What is the potential for, and 
effect of, substituting MMP for 
EEP funding? 

• How much budget exposure is 
there in the export credit 
guarantee program? 

• What changes will GATT force 
upon U.S. export policy, and 
how will they affect farmers, 
consumers, and trading 
partners? 

Policy 
Alternatives and 
Consequences 

As public funds to support 
agriculture continue to shrink, it 
will become more important to 
determine which programs offer 
the highest and best use of public 
monies and the extent to which 
public and private interests gain or 
lose from changes in various 
export market programs. The 
purpose of this section is to 
highlight some of the consider
ations for government export 
programs and discuss their 
potential impacts on selected 
economic agents. 

EEP Alternatives 

Status quo. The use of EEP 
has become quite important for 
some commodities. In 1992, for 
instance, EEP support as a share of 
U.S. wheat export sales exceeded 
60 percent. Who gains and who 
loses from such policies is a source 
of much concern and controversy. 
The continuation of the EEP at 
current levels would likely have 
the following consequences. 



U.S. 

accrue to communities, 
particularly ose which have 
strategically I ted grain storage 
and rail facili ·es. They end up 
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handling additional volumes of 
grain and experience some gains as 
trade is expanded. If demand for 
EEP exceeds supplies marketed, 
those same communities may also 
benefit from higher farm prices as 
increased plantings of program 
crops stimulate demand for fann 
inputs such as seed, fertilizer and 
other products. 

U.S. consumers may actually 
benefit marginally from EEP in the 
short term as government stocks 
are dumped on the market and 
prices decline. However, it is 
unlikely that these impacts will be 
extended or of great magnitude 
since most commodities, such as 
wheat, comprise such a small share 
of the value of the final good 
produced. In fact, it can be argued 
that if EEP is effective at actually 
raising prices, consumers could 
potentially lose as prices for flour, 
bread and other products increase. 

EEP impacts on government 
costs depend upon the relationship 
between storage costs and farm 
prices. EEP potentially can reduce 
costs associated with government 
storage of grains as sales are made 
and stocks are lowered. However, 
if farm prices decline due to a 
release of government stocks, then 
deficiency payments may actually 
increase, thereby raising govern
ment costs. If the reduction in 
storage costs exceeds the increase 
in deficiency payments, taxpayers 
will benefit directly from the EEP 
program. 

It has also been argued that 
EEP restored the price competi
tiveness of U.S. grains in the mid-
1980s While this may have a 
certain intuitive appeal, the 
empirical evidence suggests 
otherwise. Paarlberg has estimated 
that during the period 1985-87. 
305 million bushels of wheat were 
exported under EEP at an average 
government cost of $4.08 per 

bushel. The average Gulf export 
price during this same period was 
$3.16 per bushel. He concludes 
that the government could have 
saved $0. 92 per bushel by purchas
ing the wheat at the market price 
and destroying it. While EEP may 
result in lower prices to foreign 
buyers and restore U.S. price 
competition, this example raises a 
serious question about the cost of 
regaining that competitive advan
tage. 

EEP also has been said to 
invite complaints from trading 
partners and allies such as Austra
lia and Canada because it lowers 
world prices and squeezes farm 
profits in other countries. EEP 
invites public image problems, 
may invite retaliation from 
competitors or trigger a trade war, 
and may have undermined U.S. 
efforts for trade liberalization in 
the GAIT. 

Downsizing EEP. IfEEP 
funding is reduced to comply with 
U.S. obligations under the Uruguay 
Round, then the following impacts 
can be anticipated. U.S. producers 
can expect lower prices and less 
export tonnage, resulting in lower 
export revenue. U.S. taxpayers 
and consumers, however, can 
expect to gain as lower prices and 
government costs offset the 
revenue foregone by fanners. As 
world supply and demand are 
brought more in balance by all 
GAIT countries reducing export 
subsidies, farmers will likely face 
additional price, and hence, 
income, instability. 

Downsizing EEP also has 
some important implications for 
agribusinesses and rural communi
ties. Private traders may initially 
experience lower volumes of 
business as subsidized exports 
decline. These reductions will 
likely have negative impacts on the 
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economies of some rural areas. 
Over the longer run, as world 
prices recover and farm production 
decisions are based more on 
comparative advantage, it can be 
anticipated that trade volumes will 
expand, resulting in increased 
business for private trading firms 
and a positive economic impact on 
rural communities. 

If government revenue saved 
by downsizing EEP is folded into 
the MPP to enhance demand for 
agricultural products, then addi
tional positive economic impacts 
for the farm and rural sector can be 
expected as prices rise, production 
increases and trade volumes 
expand. Consumers should 
anticipate slightly higher prices 
due to increased foreign demand 
for basic commodities and pro
cessed goods. See Commodity 
Promotion Policy in Domestic and 
Export Markets leaflet for more 
discussion of MMP. 

Export Credit Guarantee 
Program Alternatives 

Status quo. Export credit 
guarantees have had positive 
impacts on U.S. farmers by 
increasing the demand for U.S. 
agricultural products and resulting 
in greater exports than would have 
occurred without the program. 
Export credit promotes long-term 
market development and allows 
U.S. products to be more competi
tive. 

Agribusinesses are beneficia
ries of export credit programs. As 
credit is extended and exports 
increase, agribusinesses, especially 
private trading firms, experience 
an increase in volume of business. 
In most cases, export sales made 
under the GSM programs are in 
addition to exports which would 

have occurred without the program 
and result in significantly greater 
trade volume for some firms. 

Rural communities may 
benefit from GSM, particularly if 
grain and processing facilities are 
located nearby, and these commu
nities may experience greater 
business volume as exports 
increase. Allied industries such as 
fuel, power, building construction, 
transportation and banking may 
also gain. 

If export credit guarantees 
increase sales substantially above 
historical levels, farm prices will 
rise. In some cases these higher 
prices will result in U.S. consum
ers paying slightly more for some 
food or fiber products. The 
magnitude of the price increase to 
consumers depends upon the extent 
to which bulk or processed 
products are exported under GSM. 
Bulk commodity price increases 
are less likely to be passed on to 
consumers than increases in final 
goods prices. 

The amount of government 
exposure under GSM depends on 
several key factors. GSM pro
grams encourage U.S. banks to 
finance exports at commercial 
interest rates to countries which 
would otherwise not qualify for 
such loans. As the credit programs 
have grown to exceed $5.0 billion 
in most years, default by foreign 
banks or governments has become 
more important as U.S. govern
ment exposure has increased. 
However, if export credit is 
effective at increasing exports and 
raising farm prices, then deficiency 
payments to farmer would be 
expected to decline as market 
prices rise, hence government 
outlays to farmers would also 
decline. The net government 
exposure under GSM depends 

upon whether or not reductions in 
deficiency payments to farmers 
exceed potential loan defaults by 
foreign banks. 

Increased GSM funding. 
One possible export policy option 
is to increase funding of GSM 
programs. It is likely that this 
increased funding will target 
value-added food products, such as 
meats, fruits and vegetables and 
dairy products. It also is likely that 
target markets will continue to be 
developing countries which 
without GSM assistance would not 
be able to purchase U.S. food/fiber 
products. Under these circum
stances, it can be anticipated that 
U.S. government exposure to the 
possibility of default by foreign 
banks or governments would 
increase. 
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U.S. Foreign Food Aid Policy 
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U S. fore gn food aid 
pro historically have 
tried si ultaneously to 

accomplish y objectives. 
Among these oals have been 
alleviating h 
tion, disposin of surplus food 
stocks, develo ing international 
markets toe U.S. exports, 
stimulating nomic development 
in recipient co tries and promot
ing U.S. strate ·c and foreign 
policy inter . As a result of 
these often co peting goals, U.S. 
food aid pro have tradition
ally been the get of much 
criticism re · ng the efficiency 
and efficacy o food aid provision. 

In an atte pt to address these 
criticisms, the 1990 farm bill 
incorporated me of the most 
fundamental c ges in U.S. 
foreign food istance programs 
in recent me ry. The primary 
goal of U.S. ft ign food assistance 
programs was ted to "promote 
the foreign po ·cy of the United 
States by e cing the food 
security of the developing world." 
SecondaJy g s incorporating the 
humanitarian, developmental and 
trade expansi goals listed above 
were also en erated in the new 
legislation. ough this still 
leaves conside le flexibility in 

interpreting the goals of U.S. food 
aid policy, the 1990 act assigned a 
more explicit focus to the allevia
tion of hunger and malnutrition 
than was previously the case. 
Despite this recent reorientation of 
U.S. policy, a number of issues 
remain that can be expected to 
emerge in discussions surrounding 
the 1995 farm bill. 

Current 
Situation and 

Forces of 
Change 

By most measures, food aid 
represents both a declining portion 
of global development assistance 
and agricultural trade. In the early 
1990s, annual food aid from all 
donors totaled $3.4 billion, 
representing only about six percent 
of total overseas development 
assistance, down from 12-15 
percent in the mid- l 970s. This 
relative decline is because of 
several factors, including reduced 
availability of "surplus" food 
commodities in the United States 
and changing donor preferences 
for more flexible fonns of develop
ment assistance. Cereals food aid, 
which accounts for more than 90 

percent of world food aid, 
amounted to only about five 
percent of global trade in cereals in 
the early 1990s, compared to 
nearly IO percent in the early 
1970s. Amid these changes in 
global food aid trends, the United 
States stands out in terms of its 
reliance on food aid in its develop
ment assistance programs. In 
1990-92, U.S. food aid averaged 
$1.1 billion annually. This was 
down from the levels of$1.4-2.0 
billion provided as recently as the 
mid- l 980s, and this is down 
significantly (in real terms) from 
the levels offood aid provided in 
the 1960s and 1970s (Figure I). 
Nonetheless, food aid still repre
sents about 15 percent of U.S. 
overseas development assistance. 
The United States remains by far 
the world's major food aid donor. 
Cereals food aid from the United 
States averaged 7.4 million metric 
tons in 1990-91 which was more 
than 57 percent of total cereals 
food aid provided by all donors. In 
addition, a large proportion of U.S. 
foreign food assistance - in FY 
1992, 44 percent - comes in the 
form of other products, including 
dairy products, vegetable oils, 
wheat flour, com meal, cotton and 
beans. 

U.S. food aid is provided 
through several sources. Until the 
mid- l 980s, the vast share of food 
aid was dispensed on a long-term 
concessional credit basis under 



Title I of P.L. 480, the original 
"Food for Peace" authorizing 
legislation for overseas food aid 
which was passed in 1954. 
Beginning in the late 1970s and 
reinforced by the growth of other 
food aid sources in the mid- l 980s, 
the proportion of food aid provided 
under Title I has continued to 
decline sharply (Figure 2) account
ing for only about 3 7 percent of 
U.S. food assistance in 1990-92. 

Other sources of food aid 
which have increased in relative 
importance include Title II (food 
aid for humanitarian and economic 
development purposes) which 
accounted for about 43 percent of 
food aid in 1990-92. In addition, 
beginning in the early 1980s, 
donations of surplus Commodity 
Credit Corporation (CCC) stocks 
under Section 416(b) of the 
Agricultural Act of 1949 increased 
significantly although these 
donations are dependent on stock 
levels and, as such, are highly 
variable from year to year. A 
future source of reallocated food 
aid may be Title III of P.L. 480, 
which was enlarged under the 
1990 farm act to provide bilateral 
grants of food aid on need-based 
criteria. Consistent with the 

Mill.$ 

traditionally important role of 
foreign policy criteria in allocating 
food aid, a few recipient countries 
have typically accounted for a large 
proportion of U.S. food aid 
donations. Countries of strategic 
interest - Egypt, El Salvador and 
Pakistan, to name a few - have 
historically received large food aid 
donations regardless of needs 
which might be based on criteria 
such as population size or severity 
of poverty and malnutrition. The 
shift in U.S. food aid policy in 
1990 toward more explicit food 
security and economic develop
ment goals should gradually 
redirect U.S. food aid to more 
needy countries. 

Issues 

Much of the food aid policy 
debate surrounding the 1995 farm 
bill can be expected to center 
around the following issues: 

• What is the current and future 
adequacy of food aid donations 
by the United States and other 
donors in light of global 
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developments in both the 
demand for food aid and food 
supplies? 

• Has the efficiency and effec
tiveness of U.S. food aid 
provision improved with 
recent changes in program 
administration? Should 
greater amounts of food aid be 
provided in more flexible form 
such as increased monetii.a
tion of food aid and greater 
use of such mechanisms as 
local purchases and triangular 
transactions? 

• Should cargo preference 
provisions which subsidize the 
U.S. merchant marine industry 
be cut back or eliminated for 
shipments of food aid com
modities? 

• What is the additionality of 
agricultural exports provided 
in the form of food aid, 
especially in light of declining 
food aid commitments under 
Title I of P. L. 480? Is food aid 
an effective way of developing 
markets? 

These issues are addressed 
briefly below in the context of 
policy alternatives and their likely 
consequences, which are likely to 
emerge in farm bill discussions. 

Policy 
Alternatives and 
Consequences 

The far-reaching type of 
review that U.S. food aid policy 
underwent prior to the passage of 
the 1990 farm bill can be expected 
to occur only periodically. With 
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the goals ofuj.s. food aid policy 
redefined in the 1990 farm bill and 
accompanying administrative 
changes put i~ place, it seems 
unlikely that "1ditional fundamen
tal changes in food aid policies and 
procedures will occur in the 1995 
bill. Rather, ~t appears likely that 
much of the debate will center 
around the overall level of commit
ments to foreip food aid and 
procedural an~ management 
changes in the existing food aid 
programs in order to make them 
more effectiv~ and efficient. 

Meeting global food aid 
needs i 

The poli9 debate on the 
supply ofU.Sf food aid only 
addresses one-half of the equation; 
food aid supply must be measured 
against the ~kdrop of continuing 
demonstrated I needs for food 
assistance around the world. The 
National Resqarch Council's 1989 
report on f~ aid needs projected 
global food aid requirements by the 
end of the century at between 30 
and 50 millioh metric tons annu
ally. Current [food aid is approxi
mately one-half this level. In other 
words, food ~d would need to be 

doubled to meet world food needs. 
In addition, a number of factors 
suggest that the earlier NRC 
estimates may underestimate future 
food aid demand. For example, 
the difficulties faced by the newly 
independent republics of the 
former Soviet Union and Eastern 
Europe in supplying their domestic 
food needs imply that these 
countries may represent an 
additional source of food aid needs 
unforeseen at the time of the NRC 
report. Other short-term emer
gency food aid needs, such as those 
currently existing in numerous 
East African countries and Bosnia, 
are notoriously difficult to predict 
whether stemming from natural or 
man-made causes. 

The recently concluded 
Uruguay Round of the multilateral 
the General Agreement on Tariffs 
and Trade (GATT) negotiations 
may also hold implications for 
global food aid supplies. Most 
estimates of the effects of GATT 
trade liberalization have forecast 
somewhat lower supplies and stock 
levels and higher prices for 
commodities which experience 
reduced levels of trade protection. 
Although these outcomes may be 
moderated by the lengthy sched
uled phase-in of many new GATT 

provisions, long-term food aid 
availability from food secure, net 
importing countries may be 
reduced, and food aid that is 
provided may become more costly. 
Retaining the ability to provide 
bona fide food aid to needy low
income countries was a widely 
supported goal in the GATT 
negotiations, but maintaining the 
ability to provide this aid in light 
of GAIT-induced policy changes 
will be dependent on careful 
monitoring of both food aid needs 
and the effects of multilateral 
policy changes. 

Given the situation of substan
tial and growing global demand for 
food aid. a central issue facing 
U.S. policymakers in 1995 will be 
whether the United States should 
increase, or decrease or simply 
maintain its overall commitment of 
resources to foreign food aid 
programs. Iffood aid commit
ments are increased, the conse
quences - in direct proportion to 
the size of the increase -
would be smaller domestic supplies 
of food aid commodities, higher 
prices (to the benefit of producers 
and to the detriment of domestic 
consumers), greater benefits to the 
U.S. merchant marine, improved 
food availability and nutritional 
status of food aid recipients abroad, 
and an increased developmental 
impact of monetized aid. De
creases in food aid commitments 
would clearly have the opposite 
effects. The chosen mix of 
program commitments will also 
influence the overall effects both in 
the U.S. and abroad. An example 
of this is whether food aid is 
provided in-kind (as in Title II 
emergency food assistance) or is 
monetized. 

For a variety of reasons -
overall budgetary constraints, the 
current dominance of domestic 
over foreign concerns in the 
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national agenda, the long-term 
declining trend in total U.S. food 
aid commitments, etc. - it seems 
unlikely that significant new food 
aid allocations can be expected as 
part of the l 995 farm bill. Rather, 
it appears most likely that the 
debate will center on improving 
the policies and procedures 
characterizing existing programs. 

Improving the efficiency 
and effectiveness of 
food aid programs 

Even with unchanging 
commitments of resources, 
improving the effectiveness of 
existing programs can enhance the 
actual realized effects of food aid 
programs. Because of this fact, the 
long-standing criticisms of U.S. 
food aid programs, and the recent 
policy changes (in 1990) that may 
warrant refinement, demands in 
the l 995 debate for further changes 
in U.S. food aid programs can be 
expected. 

The historical multiplicity of 
objectives of U.S. food aid pro
grams has been at the root of most 
of the criticism leveled at these 
programs over the years. Address
ing U.S. foreign policy goals, as 
mentioned previously, has resulted 
in much of U.S. food assistance 
going to countries of strategic 
interest, rather than to those with 
genuine needs as defined by 
poverty or malnutrition-based 
criteria. These latter countries, in 
turn, have only infrequently 
coincided with those countries 
targeted for long-term market 
development. Similarly, the well
documented disincentive effects of 
free or subsidized food aid entering 
local markets and often depressing 
farm prices, reducing local food 
production and inhibiting agricul
tural development has at times 
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created a direct conflict with 
achieving food security objectives, 
which is one of the expressed 
priorities of food aid policy. 

The 1990 farm bill attempted 
to address a number of these long
standing criticisms by refocusing 
U.S. food aid policy goals on the 
food security and developmental 
goals of low-income countries. In 
doing so, administrative changes 
were introduced to attempt to make 
U.S. food aid programs more 
efficient and effective. Adminis
trative control over the various 
food aid programs was divided 
with USDA receivingjurisdiction 
over Title I and the Agency for 
International Development (AID) 
managing Titles II and III. 
Program flexibility was enhanced 
through establishing a minimum 
level of monetized aid ( 10 percent 
of Title II aid), allowing for local 
food aid purchases in recipient 
countries and restructuring Title II 
to permit the distribution of non
emergency food aid through 
private voluntary organizations 
(PVOs) and intergovernmental 
organizations. New Title III 
provisions authorized food aid on a 
government-to-government grant 
basis, rather than as concessional 
loans, and it increased the flexibil
ity in using local currencies 
generated by food aid sales for 
long-term development purposes. 

Notwithstanding the increased 
flexibility of U.S. food aid as a 
result of the 1990 legislation, a 
recent U.S. General Accounting 
Office (GAO) report concludes that 
a number of the changes have not 
been fully implemented and/or 
have not had their desired effects. 
The GAO states that AID has not 
developed adequate guidance as to 
how food aid programs should 
enhance food security. Some 
officials believe that food security 
is best achieved by alleviating 
poverty through overall economic 

development, while others prefer 
shorter-term highly targeted 
projects. The extent to which 
PVOs should have discretion in 
using food aid and how their goals 
are integrated into AID's objectives 
remain to be clarified. According 
to the GAO, monitoring and 
evaluation of food aid programs 
and the use of local currencies 
generated through food aid are not 
accomplished systematically, so the 
lessons learned are not being 
adequately used to improve the 
effectiveness of these programs. 
It is likely that those with an 
interest in furthering the humani
tarian and developmental goals of 
food aid will continue to seek 
greater flexibility in its provision 
and increased accountability within 
the agencies administering the 
programs including USDA and 
AID. Additional flexibility can 
permit the use of food aid in 
addressing short-term emergency 
food needs which arise. Calls for 
increasing the mandated minimum 
levels of monetized aid and for 
taking better advantage of locally 
available food through such 
mechanisms as increased use of 
local purchases of food for distri
bution within the recipient country 
and "triangular transactions" 
(purchase of food in a nearby third 
country for distribution in the 
targeted recipient country) can be 
expected. 

Additional changes in the 
flexibility of food aid provision 
will have the effect of increasingly 
redirecting U.S. food aid programs 
to more closely resemble those of 
other donors. Increased account
ability on the part of USDA and 
AID may be sought through such 
means as clarifying how specifi
cally food security objectives in 
recipient countries are to be 
achieved through food aid, more 
widespread and systematic use of 
monitoring and evaluation proce-



dures and clarifying the role of 
PVOs with respect to the distribu
tion of food ai~. 

Many of these prospective 
changes are procedural and 
administrative I ones and are not 
matters necess~tating fundamental 
policy changes. Yet, given the 
major changes, in food aid policy in 
1990 and the 1'rnited prospects for 
large-scale increases in food aid 
allocations, changes in these 
procedures an4 management 
practices are lJ.ely to figure 
prominently in future farm bill 
discussions as interested parties 
attempt to achi~~e the greatest 
results from tifuited resources. 

Reforming cargo 
preferenct, laws 

So-called "cargo preference" 
provisions ofq.s. maritime 
legislation reqwre that 75 percent 
of U.S. food aid be shipped on 
U.S.-flag v~ls. Since shipping 
costs on U.S. '\[essels far exceed 
those on vessels registered else
where, the eff'ft of these provi
sions is to use r'captive" food aid 
shipments to provide support to the 
U.S. merchant, marine. Even 
though AID 1d the Departments 
of Agriculture and Transportation 
together pay three-quarters of 
cargo preferenFe costs, there is still 
a cost premiutjt that ultimately 
must be paid from food aid 

program bu~dts. 
In the a gate, the added 

landed costs o food aid shipments 
due to cargo preference can be 
quite substan$1. An earlier 
( 1990) GAO rtport concluded that 
the cost differential between U.S. 
and foreign fl~g vessels amounted 
to less than l OI percent of food aid 
expenditures. However, the recent 
1993 report ~tes that the costs of 
transporting 'ijtle II and III 
commodities, while varying by 

region, ranged from 45.3 percent 
of program costs in Africa to 26. 7 
percent in Latin America and the 
Caribbean in fiscal year '92. In the 
same fiscal year, l. 9 million metric 
tons of Title II food commodities 
worth $467 million were distrib
uted to 68 countries with total 
additional transportation costs of 
$321.8 million. 

Since aggregate food aid 
program expenditures can be 
expected to remain constrained by 
national budgetary realities and 
other factors, increased pressures 
to reform cargo preference require
ments so as to free up additional 
resources for food aid itself can be 
expected in 1995. The relatively 
small U.S. merchant marine, ship 
owners and employees would lose 
from such reforms, while domestic 
farmers and exporters of food aid 
commodities, foreign shippers and 
the recipient nations themselves 
would gain. As the GAO con
cluded in a 1990 report, the U.S. 
merchant marine has in fact not 
been kept "viable and competitive" 
by cargo preference and related 
legislation. As budgetary con
straints make the trade-offs 
between food aid and cargo 
preference benefits increasingly 
apparent, it can be expected that 
cargo preference provisions will 
come under increasing scrutiny. 

Food aid additionality 

One of the recurring issues in 
the food aid debate is the extent to 
which food aid can be successfully 
used as a market development tool 
in which case food aid may be 
complementary, at least in the long 
term, with commercial imports as 
opposed to a recipient country's 
reliance on food aid to simply 
substitute for commercial food 
imports. To the extent that food 
aid is "additional" to commercial 

imports, importing countries' food 
supplies are increased thus 
benefiting the food exporting 
countries who are supplying an 
overall larger market. The "usual 
marketing requirement" (UMR) of 
food aid agreements has been a 
way of protecting commercial 
markets by requiring recipient 
nations to purchase their usual 
commercial imports in addition to 
receiving food aid in a given year. 

Considerable evidence exists, 
however, that because of wide
spread circumvention of UMR 
constraints, food aid likely does 
substitute for a portion of commer
cial imports of individual coun
tries. To the extent that this 
occurs, the market development 
objectives of food aid programs are 
likely to suffer. It may be the case 
that rather than enhancing market 
development, food aid shipments 
may simply help maintain exporter 
market share and market presence 
at a time when commercial exports 
decline. If Title I food assistance, 
the traditional market development 
tool of U.S. food aid, is further 
scaled back in the 1995 farm bill, 
U.S. producers and exporters, as 
well as developing country 
recipients, would be adversely 
affected. However, U.S. taxpayers 
would benefit from lower program 
expenditures. 

Conclusions 

In the current environment of 
government program cost contain
ment, it seems likely that much of 
the food aid debate prior to the 
1995 farm bill will revolve largely 
around levels of program costs. In 
the face of increasing global food 
aid needs such as those docu
mented by the NRC report, U.S. 
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food aid program expenditures 
have been constant (in nominal 
terms) and declining (in real 
tenns) over the past three decades. 
While these trends appear to have 
stabilized since the mid- l 980s, 
overall federal budgetary con
straints will likely continue to limit 
the prospect of significant new 
food aid allocations. However, 
changing economic circumstances 
in such areas as Eastern Europe or 
unforeseen emergency food aid 
needs might change this scenario. 
Within the overall cost limits 
imposed by budgetary consider
ations, there will likely be contin
ued attempts to achieve greater 
efficiencies in food aid provision 

through changes in the operation 
and management of food aid 
programs. A gradual redirection 
of food aid to truly needy countries 
may also be expected as a continu
ing outgrowth of the 1990 policy 
changes. 
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I 

I A ssuring an adequate 
supply of nutritious food 
to all ~itizens at a reason

able price is ~ important goal in 
any country. ~ational political and 
economic security depends on well 
fed, healthy citizens and educated 
productive wotkers. These goals 
justify food an~ agricultural 
policies that e~e the production 
of abundant ai)d safe food that sells 
at reasonable prices. Having 
accomplishedts in the United 
States, there e still many low 
income house olds that can not 

I 

afford to purchase adequate food. 
Food assistance programs help 

provide the n~ssary food and 
nutrition req rements for eco
nomically vuI erable citizens. 

The first U.S. food assistance 
programs were established during 
the depression of the 1930s. With 
an objectij stabilizing farm 
prices and in mes, the govern
ment pure surplus agricul
tural commodities and distributed 
them to needy households and to 
school lunch Brograms. The 
government al~ initiated a food 

I 

stamp program, which gave poor 
households food stamps with 
which to purchase food in stores. 
These food distribution and 
subsidy programs served primarily 
suburban consumers and were 
supported by rural politicians in 
exchange for urban politicians' 
support of farm programs. 

Over the years, the primary 
objective of U.S. food assistance 
policy has shifted from stabilizing 
farm prices and income to alleviat
ing hunger, malnutrition and 
poverty. Accordingly, the trend 
has been to de-emphasize the 
direct distribution of food and 
emphasize the delivery of food 
purchasing power to the poor. 
There is remarkably strong support 
for the food assistance programs 
because of the following conse
quences: 

• Hunger evokes strong emo
tional reactions. 

• Food consumption garners 
broad-based support. 

• Taxpayers know more about 
how their money is spent. 

• Targeted programs work more 
efficiently. 

Current 
Situation and 

Forces of 
Change 

Food assistance policies 
include a combination of food 
distribution programs, nutrition 
education and research programs 
and food purchase subsidies with 
the latter being the largest. 
Administered at the state and local 
levels, food assistance programs 
are largely financed by the federal 
government, but administrative 
costs are split with state and local 
governments. The annual federal 
cost of $34 billion is more than 
federal expenditures on all farm 
programs. 

The food stamp program 
(FSP) is the largest U.S. food 
assistance program. It currently 
serves about one in IO U.S. 
citizens and accounts for 70 
percent of federal spending on food 
programs or around $22 billion 
annually. The FSP subsidizes food 
purchases by giving participants 



coupons exchangeable for food in nutrition screening, education and Program (EFNEP) provides 
retail grocery stores. The dollar health care for approximately 5 nutritional information to those in 
value of coupons received depends million low income pregnant and the FSP and WIC. 
on household income and family postpartum women and their Surveys of dietary intake and 
size and is adjusted for inflation. infants and children up to age 5 food expenditures conducted by the 
In 1992, the maximum a family of who were certified to be nutrition- USDA provide the basis for 
four, with no income, could receive ally at risk. nutrition education programs, food 
was $360 per month. In that year, To supplement participants' stamp needs and monitoring of 
each food stamp recipient received diets with foods containing critical food safety and health factors such 
an average of$826 for food, 75 nutrients, specific commodities are as exposure to pesticide residues 
cents per meal. The program sets provided directly and through food and microtoxins. 
a national welfare benefit standard vouchers redeemable at grocery The forces of change for food 
because it is non-categorical, has stores. There is a network of over assistance policy include the 
nationally unifonn eligibility 9000 clinics nationwide to serve following conditions: 
criteria and benefits and is quickly this program. Because of its 
adjusted to changes in economic targeted combination of nutrition • The rising cost of food 
conditions. Between 1980 and and health delivery, it is generally programs resulting from more 
1992 benefits increased in real considered to be a very successful poor people. 
terms by an average of$9 .50 per food assistance program. It is 
month per recipient. Food stamps estimated to save taxpayers almost • The shifting of support for the 
have been referred to as America's $3 for every $1 invested just during poor from other state funded 
second currency since they the first year of a child's life. Past welfare programs to food 
supplement income transfers to the funding has been sufficient for assistance programs. 
poor and because of the sometimes approximately 65 percent of 
fraudulent use of food stamps to eligible people. • The increasing questions 
purchase commodities other than Food distribution programs concerning the healthfulness 
food. rely on supplies of surplus of some foods being distrib-

The School Lunch Program commodities provided by the uted. 
(SLP), the largest recipient of Commodity Credit Corporation 
surplus commodities and the (CCC). But when CCC supplies • The rising costs of time 

largest child nutrition program, fluctuate, these programs are intensive food survey work 

served approximately 24 million forced to find other sources of and the rapid obsolescence of 

children daily in about 89,000 food. Therefore, the Temporary data when eating patterns are 

schools for a cost of approximately Emergency Food Assistance changing rapidly. 

$4.2 billion in 1992. Forty-one Program (TEFAP), which distrib- • The changing political and percent of the children served utes food to food banks and 
received free lunches for which the nutrition programs that provide economic environment has 

federal government pays $1.66 prepared food service, has been made the coalition of urban 

each. Another 7 percent of the authorized to purchase commodi- and rural legislators less 

children received reduced price ties in the open market. Likewise dependable. Moreover, like 

lunches for which the federal with the school lunch and break- farm programs, food programs 

government pays $1.26 each. The fast programs. This purchase and are legislated as need arises 

remaining children received distribution offood to the hungry and with the annual budget 

lunches subsidi7.ed at a rate of 16 has tended to shift the program's process, not just in a five year 

cents per lunch. School lunch focus from the disposal of agricul- farm bills. 

programs also receive food tural commodities to the allevia- • commodities valued at about 14 lion of hunger and malnutrition. The rising public priorities 

cents per lunch. Nutrition education and placed on investment in health 

The Special Supplemental research are carried out in care and early education, both 

Food Program for Women, conjunction with and support of of which compete for re-

Infants and Children (WIC) other food programs. The Exten- sources. 

provides food assistance and sion Food and Nutrition Education 
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• The rising federal budget 
deficit which dominates 
federal pr~gram decisions of 
all types. 1 

ls~ues 

The issues arise out of the 
forces of change and how they 
support or conflict with the current 
food assistance programs including 
the following: , 

I 

• How should food and nutrition 
assistance be provided for a 
growing qumber of poor? In 
1989, the poverty rate was 
12.8 percent. 

I 

• By 1992, ~ne year after a 
recession ended, the poverty 
rate was 14.5 percent and FSP 
participa~on had increased 7 
percent to' 26.6 million. 

• Providing economic support 
for the ~r via food assistance 
programs leads to debates 
about access verses targeting, 
benefit l~els, in-kind verses 
cash distributions and work 
incentives for participants. 

• How sho~d the cost of food 
programs be controlled and 

contain~ After adjusting for 
inflation, verall food assis
tance co increased 50 
percent between 1980 and 
1992, witJll the largest increase 
in the FS}f and WIC (see 
Figure l). The causes of these 
cost increases include a larger 
number ot participants, rising 
administJtive costs, deliberate 
increases in real benefits and 
the erosiofi of state level safety 
net pro~. 

• Who should deliver food 
assistance to the poor; USDA, 
some other welfare agency or 
both? 

• How should useful research 
and education programs on 
food and nutrition be designed 
and delivered? 

Policy 
Alternatives and 
Consequences 

How these issues are resolved 
will change with perceived needs, 
technology, financial constraints 
and public values. Some alterna
tives and expected consequences 
are discussed below for three of the 
largest food assistance programs. 

Food Stamp Program 
Options 

Most studies show that food 
stamps increase household food 

Billions of Dollars 

expenditures, nutrients available to 
household members and overall 
demand for food while increasing 
food prices only slightly. 

Nevertheless the following not 
necessarily mutually exclusive 
options continue to be discussed. 

• Status quo: The status quo 
helps raise households above 
the poverty line, but other 
income supplements are 
needed to fight poverty. Unlike 
the FSP, individual states 
determine the level of support 
and eligibility for their cash 
safety net programs, and they 
have tended to let food stamp 
benefits substitute for cash. 

For example, for a family of 
three with no other income, 
AFDC benefits fell 43 percent 
in the typical state between 
1970 and 1992. Today, the 
average value of AFDC and 
food stamp benefits combined 
matches real AFDC benefits 
alone in the 1960s, before the 
FSP even existed. 

• Targeting assistance: The 
targeting option focuses 
assistance on the poorest 
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consumers and tends to administrative costs and • Electronic Funds: An 
increase the costs per recipi- recipients would be free to alternative to stamps or cash is 
ent. In general targeted decide what goods and electronic funds. 
programs tend to put more services to purchase based on In 1992, states were autho-
money in the hands of their own needs and desires. rized to use electronic fund 
government workers (moni- The USDA has been transfer as a mechanism for 
tors) and less in the hands of investigating how much delivering FSP benefits. 
recipients, assuming no households would reduce their By 1994, 30 states were 
increase in the overall budget food purchases and nutritional using or developing such a 
occurs. Focusing on access is status if they received cash system, and the White House 
consistent with historical rather than stamps and how now is promoting it for all 
intent as well as with new much administrative cost food stamps as well as other 
political priorities on invest- savings would occur. welfare payments. Although 
ment in human capital. Numerous studies have specific systems vary, the 
Emphasizing access over shown that $.20 to $.30 out of recipient is given an 
targeting tends to increase the every dollar's worth offood identification card which 
total costs as the number of stamps goes to purchase food serves as a debit card to a bank 
poor rise. while an average of $.08 to account into which the 

$.11 out of a dollar cash government deposits the dollar 

• Raise minimum wage: This benefit goes to food . value of the food stamps. The 
option would raise the Food stamps tend to debit card may be used to 
minimum wage so that increase nutrient intake 6 to purchase food by inserting it 
working people would have 12 percent while cash benefits into a point of service terminal 
enough money to purchase apparently make no significant and entering a personal 
foods for an adequate diet. difference. Administrative identification number. 

The FSP not only helps to cost analysis indicates that the Assuming the card is not 
feed the poor, but it also cost of issuing checks are lost or stolen and a sufficient 
subsidizes employers who can about half the costs of issuing balance is present in the 
pay lower wages as long as stamps. recipient's account, it is 
people are well fed. Based upon these studies, charged for the amount of the 

This is a broad and compli- cashing out food stamps would food purchase, and the 
cated issue, but it is at the cause either small or no merchant's account is credited. 
center of national income, tax reduction in participants's Recipients will have much the 
and welfare policy. food and nutrient intake but same consumer protection that 

Higher minimum wage would reduce administrative is available to other users of 
should lead to fewer working costs, saving taxpayers some electronic payment mecha-
poor, but it could also lead to money. An all cash transfer nisms such as limited liability 
fewer people being employed would be more likely to lead to for unauthorized transfers. 
because employers reduce the combining the FSP with other While it is not clear whether 
number of employees as the welfare programs and raise the total government (taxpayer) 
minimum wage rises. The net probability that it might no cost will decline with elec-
impact on the costs and longer be administered by the tronic transfers, recipients and 
participation in the FSP is USDA but by some other retailers should benefit. 
unclear. federal agency. As a result, Recipients would no longer 

farmers would lose their need to carry cash or stamps to 

• Cubing out: Some econo- ability to solicit urban support make their purchases and the 
mists argue that FSP benefits for an omnibus farm bill that stigma experienced when 
should be given in cash or includes food programs. Since counting out food stamps at 
checks rather than as stamps cash would no longer be tied the grocery counter would be 
because processing food to food and hunger, taxpayer eliminated. Since the account 
coupons is costly, benefits enthusiasm might also to be debited is dedicated to 
from multiple programs could diminish. food purchases, the food and 
be combined thus reducing 
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nutrition cbnsequences should 
not differ tom the current 
FSP. Retaders would save by 
not havin~ to handle all the 
food stam"5 but would need to 
invest in electronic funds 
transfer equipment. In some 
pilot programs currently 
underway, the equipment costs 
have been shared by retailers 
and local government agen-
cies. I 

This seems to be an interest
ing comprbmise between the 
benefits o~ cash to recipients 
and the dC1Sire of taxpayers to 
maintain Some control on how 
their money is spent. 

• Work incentives: The current 
work training program within 
the FSP has a small target 
audience. 1 

Almost half of food stamp 
recipients lare on AFDC and, 
therefore, 1a1~eady eligible for 
the work training programs. 

After s4btracting those who 
are elderlr, disabled, already 
working, or did not finish high 
school, only about 12 percent 
are considered to be in need of 
training and trainable. 
Dropping this program would 
save some money, and it not be 
expected to have a large 
impact on long term costs, 
participatlon or food consump
tion. 

School Lunch Program 
I 

The distribution of SLP 
benefits and the nutritional content 
of school lunches have been called 
into question. The following 
options exist for dealing with SLP 
issues: 

• Targeting: The 16 cents per 
meal subsidy received by the 
52 percertt of children who are 

not from low income house
holds does not necessarily 
target needy children. 

One alternative to the status 
quo is to provide the 7 percent 
of school children who 
currently receive reduced-price 
lunches with free lunches by 
using 6 of the 16 cents now 
being spent on the majority of 
school lunches for children 
whose families do not fall in 
the low income category. The 
consequences of targeting the 
SLP would be negligible for 
taxpayers, positive for the 7 
percent of students who would 
begin to receive free lunches, 
and negative for the 52 
percent who would experience 
a 6 cent increase in their lunch 
price. 

• Improving nutrition: A 
recent USDA study of the 
nutritional content of the 
lunches revealed that students 
receive more fat and salt and 
less carbohydrates than they 
need. To try to improve the 
quality of meals, the USDA 
plans to reduce the amount of 
fat and salt and increase the 
amount of fruit and vegetables 
offered to schools. An 
alternative is to provide money 
to purchase food and stop 
distributing food to schools 
that they would not otherwise 
purchase. 

The nutritional status of 
children could increase, but a 
problem would arise about 
what to do with surplus 
agricultural commodities 
owned by the government. 

Food Distribution 
Programs 

Since the primary objective of 
food assistance policy has shifted 

over time from farm price and 
income stabilization to alleviating 
hunger, the role of food distribu
tion programs has become more 
problematic. 

• Status quo. Surplus food 
commodities are acquired 
through farm price-support 
programs and are available for 
distribution to the poor. While 
providing resources for food 
assistance programs. they also 
suffer from a number of 
drawbacks. For example, 
supply of food in terms of 
surplus fluctuates in a manner 
completely unrelated to food 
needs, the mechanism for 
distributing food is costly and 
inefficient, and the foods 
distributed are often high in 
fat. 

• Discontinue distribution 
programs: This option would 
stop distributing surplus food 
and provide institutions like 
schools with funds to purchase 
nutritious food on the market. 
A problem with this option 
involves what to do with 
surplus food (such as milk and 
butter) purchased by the 
government under the price 
support program. The result 
may be a requirement for a 
more market-oriented farm 
policy. 
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Food Safety and Nutrition Policy 
I 

Julie A. CaS\Well. University of Massachusetts at Amherst 
Helen H. Jensen, Iowa State University 

I 

Traditional~y. the key policy 
issues for fbe agricultural and 
food sector have focused on 

prices and q~tities. For ex
ample, one of e major stated 
purposes of 1990 fann bill is 
"to ensure co~rs an abun
dance of food 4od fiber at reason
able prices." Now, however, 
assuring the q"81ity of the food 
supply is takin. on greater impor
tance. Quality!assurance encom
passes the ~g:ment (and often 
reduction) off~oome human 
health risks arising from multiple 
sources such a$ microbiological 
pathogens (e.gj, E. coli), nutri
tional risks (e.g., too much fat in 
the diet), pesti¢ide and animal 
drug residues td naturally 
occurring and . nvironmental 
toxicants. In~· 'lion, quality 
assurance is in the context that 
consumption . some foods may 
help in disea5C1 prevention. 

Consume~' increased aware
ness of relationships between food 
safety, diet an4 personal health has 
led them to ~e quality charac
teristics more ¢entral to their food 
choices. Prod"cers and processors 
have a stake i~ providing safer and 

higher quality products in order to 
attract these consumers, to protect 
themselves from possible liability 
attached to inferior quality prod
ucts and to comply with govern
ment regulations. Meanwhile, 
introduction of new production and 
processing technologies as well as 
increases in international trade are 
altering the mix of foods whose 
quality must be assured. 

In this century, government 
has played an increasing role in 
assuring the safety and nutritional 
adequacy of American diets. 
While contemponuy policy interest 
in the relationship between diet 
and health began more than three 
decades ago with the 1969 White 
House Conference on Food, 
Nutrition and Health, food safety 
and nutrition for the U.S. populace 
have not been major fann bill 
concerns. Out of the White House 
Conference grew the dietary goals 
and guidelines which signaled the 
beginning of a new era in nutrition 
education. A major decision 
facing the Congress is the extent to 
which the fann bill should ensure 
consumers an abundant, safe and 
nutritious supply of food at 
reasonable prices. If the answer to 
that decision is in the affirmative, 
the federal government would face 
the task of coordinating its various 
agricultural, food, consumer and 

trade policies to achieve the 
specified level of safety. 

Current 
Situation and 

Forces of 
Change 

The management and reduc
tion of human health risks is on 
center stage because of the rising 
costs of health care and the 
importance of health to individual 
well-being. Recent large-scale 
outbreaks of foodbome illness, 
such as that related to E. coli 
0157:H7 contamination of 
undercooked hamburgers sold in 
Washington, Idaho, California and 
Nevada in early 1993, add urgency 
to safety concerns. Partial esti
mates suggest the societal costs of 
foodborne pathogens alone range 
from $4-12 billion per year. And 
diseases in which diet plays a part 
represent 5 of the l 0 leading 
causes of death in the United 
States. Important elements of the 
current situation include the 
following needs: 



Food demand 

Food safety, nutrition and 
health are topics increasingly 
linked both by scientific evidence 
on diet-health interactions and by 
consumer-driven changes in food 
products themselves. Several 
reports released in the mid- l 980s 
provided a strong scientific 
consensus of support for the fact 
that the foods eaten by consumers 
can affect the likelihood of various 
health outcomes, such as heart 
disease and certain cancers. In 
addition. consumers could choose 
foods not only for their nutritional 
value, but also for preventative 
values, which are not understood. 
Consumers are also choosing foods 
in order to control safety risks 
(e.g., avoiding raw shellfish) and 
as a means of expressing their 
approval or disapproval of particu
lar production or processing 
technologies. Another important 
factor is consumers' increasing 
reliance on convenient food 
sources - including prepared 
foods sold in grocery stores, 
takeout. fast food, restaurants, and 
institutional settings - where 
final quality control is entrusted to 
someone else. 

Government plays a role in 
shaping food demand through 
nutrition education and food 
assistance programs as well as 
selection and provision of foods for 
government programs. The Eating 
Right food pyramid is an example 
of coordinated governmental 
efforts by the agriculture and 
health communities to develop 
easy-t<K:Ommunicate dietary 
guidance consistent with the most 
recent dietary knowledge. How
ever, implementing such standards 
through governmental programs 
will not come without its costs. 
Recommended changes to the 
school lunch program are being 
met with increasing national and 
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local resistance, both due to 
increased costs and to concerns 
about the feasibility of bringing 
about such changes in diets 
through government programs. 

Food Supply 

Food producers, processors 
and distributors have a strong 
interest in providing safe products 
for multiple reasons including 
attract consumers, avoid liability, 
protect themselves or workers from 
hazards and comply with govern
ment regulations. Companies try 
to anticipate and insulate them
selves from controversies regard
ing particular production and 
processing technologies (e.g., use 
of Alar, line processing in poultry 
plants). Companies also are 
marketing more products based on 
their nutritional characteristics 
because of consumers' increasing 
interest in nutrition and changes in 
regulation of label claims. 

Scientific progress has 
allowed production and processing 
offoods with enhanced health 
characteristics, such as reduced or 
no-cholesterol eggs, low-fat cheese 
products, and meats with altered 
fat composition. New technologies 
and approaches to food safety, such 
as irradiation and biotechnologies, 
further allow companies to 
customize the safety and nutrition 
profiles of products. The new 
recognition of the contribution of 
foods to diet and thus diet to health 
has led to increased common 
interest in the process of food 
production and legislation that 
affects it. 

Regulatory Environment 

Regulation of food safety and 
quality in the United States is 
fragmented, with 12 federal 
agencies administering approxi
mately 35 laws. Food safety is 

primarily the responsibility of the 
Food and Drug Administration 
(FDA), the U.S. Department of 
Agriculture (USDA) and the 
Environmental Protection Agency 
(EPA). However, congressional 
interest in rationalizing the 
following two important aspects of 
the food safety regulatory system is 
strong: 

• Risk management standards 
have not been consistent 
across different sources of 
foodborne risk due to fragmen
tation of regulatory responsi
bilities. 

• Organization of regulatory 
activities where regulatory 
efforts are duplicated in some 
areas, while others fall 
through the cracks, because of 
split and sometimes uncertain 
jurisdiction. 

Regulatory fragmentation 
and duplication has brought calls 
for reorganization of responsibili
ties including the suggestion of 
establishing a single food safety 
agency. 

Responsibility for nutrition 
information and education is also 
split between USDA, the Depart
ment of Health and Human 
Services (DHHS) and FDA. For 
nutrition, the regulatory landscape 
will be dominated in the next few 
years by the implementation of 
mandatory nutrition labeling in 
1994, by education efforts based on 
dietary guidelines and the new 
labels and by efforts to incorporate 
dietary guidelines into government 
food provision and programs. 

International 
Environment 

The U.S. food supply includes 
a growing share of imported foods. 
A recent General Accounting 



Office (GAO) ,report indicates that 
by 1992, aim$ half of the fruits 
and vegetabld consumed in the 
winter were imported. In addition 
to this, changf. in meat processing 
and distributi n have led to 
increased U.S exports and imports 
of meat and meat products. There 
is a growin: to extend the 
current regula ory system to 
monitor inc ing food imports to 
insure that they comply with 
regulations to !the same degree as 
products prodµced within the 
country. At tlie same time, such 
efforts will need to take into 
considerations·· ntemational trade 
agreements si international 
differences in rocessing, food and 
labeling standards can potentially 
pose non-~barriers to trade. 
As a result, · cter national 
standards for Ood, unless "scien
tifically based" on hazards to 

human heals:may 10 the future be 
challenged r the new NAFrA 
and GATI a ments. 

Food quJity issues often cut 
across man~licy areas. Con

sumers, prod~rs and government 
agencies have a stake in changes in 
technology re ated to the safety and 
nutritive com sition of foods. 
One example ~s the use of soma

totropins andtta-agonists in the 
production of eats. Adopters of 
these growth romotants may gain 
increases in overall production, 
and in the p~uction of leaner 
meats. Co~ers may be able to 
purchase leaner meat (produced 

with the use Egrowth promotants) 
at a lower pri . Such trade-offs 
pervade conte porary food safety 
issues. They be expected to 
maintain fam} income, the 
competitive ~ition of the U.S. 

food industry, and the level of 
exports. For each of these areas is 
can be expected to affect the future 
design of legislation, not only in 
food safety, but also domestic farm 
and trade policies. 

Responsibilities and the 
Role of Consumers and 
Private Markets 

What should be the roles of 
producers, processors, distributors, 
consumers and government 
agencies in assuring food safety 
and nutritional quality? What 
types of information are necessary 
for consumers to make informed 
choices about the safety and 
nutritional content of the foods 
they buy? To what degree should 
government purchases be guided 
by dietary standards? To what 
degree can we rely on private 
markets to develop for food quality 
and how important are labeling 
requirements to this development? 

Risk Standards and 
Policy Goals 

What levels of safety are 
desired and what risk standards 
should be applied to domestic, 
imported and exported foods? 
Should standards focus on expert 
risk assessments, consumer risk 
perceptions or a combination of the 
two? With expert opinion and 
consumer views constantly 
evolving, should standards evolve 
over time? Should risk standards 
be consistent across foodbome risk 
sources (e.g., risks from pesticide 
residues and foodbome patho
gens)? How can policy goals in the 
food quality area be coordinated 
with those in the agricultural, 
consumer and environmental 
areas? 

Organization of Federal 
Regulatory Activity 

How should the federal 
regulatory system be organized to 
achieve the desired risk manage
ment and reduction goals? What 
types of regulatory programs will 
give the best incentives for safety 
and quality control at the most 
cost-effective points in the vertical 
chain of production, processing, 
distribution and consumption? 

Adaptation to New 
Technologies and 
International Trade 
Relationships 

How can the food system best 
adapt to changing technologies 
including biotechnology, process
ing methods and testing proce
dures? How should agricultural 
and regulatory policy adapt to the 
impact of new technologies on 
product supply, safety, quality and 
identity? How should the domestic 
quality assurance system adapt to 
new free trade zones and global 
trade agreements? How can the 
U.S. food system best respond to 
greater demands for safety from 
our trading partners such as the 
European Union and Japan? 

Policy 
Alternatives and 
Consequences 

The food safety, nutrition and 
health aspects of food and agricul
tural policies often challenge 
traditional agricultural interests. 
Like environmental concerns and 
taxpayers' interests, they are 
claiming a larger role in the 
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fashioning of these policies. In the 
past. farm bills themselves, with 
relatively minor exceptions such as 
the provision for the institution of 
organic certification standards in 
the 1990 bill, have not been a 
legislative vehicle for the federal 
government's food safety assurance 
programs. Farm bills, however, 
have been the means of authoriz· 
ing several food wistance pro
grams. While there are several 
broader alternatives that are 
important to food safety and 
nutrition policy in general, those 
crafting new farm bill legislation 
will face several policy alternatives 
that relate to the extent it will 
address safety and nutrition issues. 
Policy alternatives include the 
following: 

Maintain the status quo 
by leaving food safety 
assurance largely 
outside the farm bill 
framework 

This approach would maintain 
the current level of separation 
between farm and commodity 
policies, which are largely price 
and quantity oriented, and food 
safety and quality policies. The 
separation may make both types of 
policy a more manageable size and 
avoid adding complexity to already 
complex programs. However, this 
approach would not directly 
contribute to achieving greater 
consistency among price, quantity, 
environmental, safety and nutrition 
concerns. 

Incorporate food safety 
and nutrition goals and 
programs more directly 
into the farm bill 
framework 

This approach would, when 
appropriate, modify farm bill 
programs in order to increase their 

contribution to food safety and 
nutrition goals. This might be 
accomplished in a way comparable 
to the inclusion of environmental 
concerns in the farm bill through 
the introduction of various types of 
what may be, broadly called "cross
compliance" requirements. 
Examples might include incorpo
rating nutritional considerations 
into detennining the relative merit 
of specific commodity programs, 
tying the receipt of program 
benefits to meeting pesticide or 
animal drug residue standards or 
limiting the use of high-fat 
products in government purchase 
and food assistance programs. 

This approach might 
contribute to the coherence of 
federal policy and to more efficient 
accomplishment of overall social 
goals. A concern with incorporat
ing food quality issues into the 
farm bill is that an already exten
sive piece of legislation would 
become more unwieldy. Incorpora
tion could also yield more complex 
programs that might not offer clear 
incentives to producers or proces
sors. For example, producers may 
decide not to participate in the 
farm program, thus reducing the 
overall ability of the program to 
satisfy its maze of objectives. 
There would also be some concern 
about the USDA's commitment to a 
broader spectrum of goals. For 
example, there was considerable 
controversy and some hesitation 
when USDA's proposed adoption 
of the Eating Right food pyramid, 
which recommended a lesser 
importance of animal meat 
consumption in a healthy diet and 
encountered the interest of meat 
commodity groups in maintaining 
or expanding sales. 

Increase the farm bill's 
contribution to food 
safety and human 
nutrition by increasing 
funding for basic and 
applied research in 
these areas 

The farm bill has traditionally 
authorized significant funding of 
scientific research relevant to the 
agriculture and food sectors such 
as the plant and animal sciences. 
Food safety and nutrition topics 
have received little of this support 
perhaps reflecting a stronger focus 
at USDA on farmers and the food 
industry, rather than consumers as 
clients. This policy alternative 
would direct more research effort 
toward the technical (e.g .• sources 
offoodborne pathogens). informa
tional (e.g., how consumers use 
new information) and economic 
(e.g., costs and benefits of alterna
tive programs) aspects of food 
safety and nutrition. A concern 
about this policy is that the returns 
to the expenditures as in other 
areas of research are not certain. 

Place more reliance on 
firms and consumers to 
provide food safety and 
nutritional quality 
assurance 

This approach would change, 
and perhaps lessen. the federal 
government's role in assuring food 
quality because it relies more on 
private knowledge and incentives 
rather than government standards. 
Since quality control is a complex 
process, this approach might 
encourage safety efforts to be taken 
at the points where they are most 
effective and cost efficient. For 
example, many companies specify 
food safety standards in their 
procurement contracts, and often 
enforce standards tougher than 



those of the go~ernment. The 
federal goverru*1ent could encour
age private iniqatives, for example, 
implementing ~ Ha7.ard Analysis 
Critical Control Points (HACCP) 
approach to fodd safety at the 
company level.1which would 
require firms t~ design and 
implement extensive quality 
control plans tJ assure food safety. 
This would lilc~ly involve some 
shift in emp~is in government 
activity away from directly 
inspecting production processes to 
monitoring company quality 
control plans. 1This approach could 
also require scf'!tiny of and 
harmonization of risk standards 
across foodborhe sources in order 
to yield a cohetent risk manage
ment approac~. 

A greatcrr reliance on private 
markets and irlcentives, including 
consumer respbnsibility, often 
places a larger1premium on the 
availability of reliable information. 
Thus a private market approach 
might incorporate information 
requirements, "1Jeh as labeling and 
consumer edur1tion, to facilitate 
private food choices. With the 
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implementation of mandatory 
nutrition labeling by FDA and 
USDA, this approach is being used 
for communicating the important 
nutrition characteristics of food 
products. However, a major 
concern with this policy alternative 
is whether it would provide 
satisfactory overall safety and 
quality levels, and whether all 
members of society would have 
equal access to safe food. 

Centralize responsibility 
for food safety and 
nutrition policy within 
the federal government 

This alternative, which would 
consolidate responsibility for 
regulation of food safety risks, 
labeling and management of 
education programs in one agency, 
is currently under consideration in 
Congress. Possibilities for consoli
dating nutrition research, guidance 
and education into one agency also 
exist. Consolidation might result 
in more consistent regulation of 
risk across sources (e.g., pesticide 
residues versus pathogens), across 

food types (e.g., fresh meats versus 
packaged vegetables), across the 
introduction of new food produc
tion, processing and packaging 
technologies and new health 
research. It might also allow a 
more coordinated response to 
changes in safety and quality 
standards for foods moving in 
international trade. A concern 
about this policy alternative is 
whether the variety and complexity 
of tasks to be accomplished would 
overwhelm a single agency's 
ability to perform them. 

References 

Kramer, Carol S. and Julie A. 
Caswell. "Food Quality: 
Safety, Nutrition. and Label
ing." In Food and Agricul
tural Policy issues and 
Choices/or 1995, ed. M.C. 
Hallberg, D. Ray, and R. 
Spitze. Boulder, CO: 
Westview Press. 1994. 

This publication edited by 
Jean Kinsey, University of 
Minnesota and Ron Knutson, 
Texas A&M University. 

5 



Research and Education Policy 
Michael J. Phllllps. Office of Technology Assessment 
Larry D. Jones. University of Kentucky 
Richard L. Gady. ConAgra 

Background 

The U.S. public sector agricul
tural research and extension 
system, a dual federal-state 

system, had its origins in the 
1860s. In the late 19th century, the 
system truly began to acquire the 
capacity to provide the scientific 
knowledge needed to deal with 
problems of agricultural develop
ment. Today, the federal agricul
tural research and extension 
establishment includes the U.S. 

Department of Agriculture's 
(USDA) Agricultural Research 
Service, Economic Research 
Service, Extension Service and 
Forest Service; and the State 
Agricultural Experiment Stations 
(SAES) and State Cooperative 
Extension Services (SCES) located 
within the land-grant university 
system. This paper focuses on 
issues for SAES and SCES at land
grant universities 

The land-grant university 
system was established in 1862 
with the passage of the Morrill 
Act. The impetus for establishing 
these land-grant schools arose 
from both a populist reaction to the 

elitism of universities 

Table 1. Internal Rates of Return to Public and 
Private Agricultural Research, Exten
sion and Farmers' Schooling, 1950-
1981. 

in the eastern United 
States and a perceived 
need to provide 
higher education to 
the masses with 
particular emphasis 
on the children of 
farmers and industrial 

Source 
Internal Rate of Return 

(percent) 

Public Research 40.6 

Private Research 46.3 

Public Extension 20.1 

Farmer Training 40.0 

Source: Wallace E. Huff"'an and Robert E. Evenson, Science 
for Agriculture, Iowa State University Press, 1993. 

workers. 
Land-grant 

universities are 
distinguished from 
other universities by 
their legislatively 
mandated mission, 
their federal-state 
partnership embodied 
in formula funding 
and their integration 
of research, teaching, 
and extension. Most 

academic departments in colleges 
of agriculture have three functional 
budgets, one for teaching, one for 
research and one for extension. 
Individual scientists tend to have 
joint appointments in one or more 
of these functional areas although 
a number of institutions still do not 
utilize joint appointments. 

The legislated mission of the 
system is the following: I) to 
provide higher level education to 
the masses 2) to apply research 
knowledge to the solution of 
society's problems and 3) to 
provide outreach or extension 
programs. The target audience for 
this mission has included farmers, 
agribusiness, rural residents and 
consumers. The system has 
historically been very successful -
especially when measured by 
returns on investment. Positive 
internal rates of return ranging 
from 20 to 40 percent have been 
attributed to research, extension 
and training (Table I). 

Over time, however, the sense 
of institutional mission has 
declined as research has become 
more basic and more focused on 
increasing disciplinary knowledge 
rather than on solving the prob
lems of society. At the same time, 
less emphasis has been given to the 
development and adaptive research 
needed to apply basic research to 
solving social problems through 
the extension and outreach 
functions. When the system was 



first establishe4 disciplinary 
specializ.ation had not yet pro
gressed; therefore, it was easy to 
obtain multidi!ifiplinary coopera
tion among sciqntists and to 
communicate the research results 
to lay people. Communication 
across discipli~s and to lay people 
has become more difficult. 

Rapid post~World War II 
advances in knowledge and 
increasing speclializ.ation has made 
interdisciplinary cooperation in 
research and eXtension increas
ingly difficult. Specialized 
language, compounded by the 
scientific illiteqtcy of the public, 
has increased the difficulties in 
communicating research results to 
the public. This situation will be 
even more prol:jlematic for research 
conducted with the tools of 
biotechnology. The lack of 
understanding of these technolo
gies has raised !Public concerns as 
well as a call for the end of this 
type of research in some cases. 
The basic premise that the same 
faculty can effi~iently fulfill the 
multiple missions of the modem 
land-grant university still prevails, 
but tensions are growing in the 
system as it be¢omes more and 
more difficult tp achieve these 
multiple ends. · 

The ability of the land-grant 
system to cany out its historic 
mission is ~ming increasingly 
suspect. Internal as well as 
external pressures could signifi
cantly alter the function and 
structure of th~ system. Changing 
political support, resource base and 
institutional frameworks combined 
with new technologies will put 
pressure on the system to change. 

2 

Forces of 
Change 

The Political 
Environment 

Historically, political support 
for the agricultural research and 
extension system has come 
primarily from the farm and rural 
population. As a result, the system 
has placed heavy emphasis on 
increasing the productivity of 
agriculture. However, agriculture's 
traditional base of support has been 
eroding steadily. Farm numbers 
and populations have been declin
ing and today more than 75 
percent of the total U.S. population 
resides in metropolitan areas. Of 
the 435 members of the House of 
Representatives, less than I 00 
represent rural districts. Even 
fewer represent "farming depen
dent" districts. 

Public interest groups have 
become increasingly critical of the 
emphasis on productivity in 
agricultural research. Silent 
Spring and Hard Tomatoes, Hard 
Times, both published more than 
two decades ago, criticized the 
system for its failure to consider 
the problems of rural communities, 
the environment and consumer 
needs. More recently, environmen
tal, consumer and animal welfare 
groups have become increasingly 
active in farm bill debates. Addi
tionally, these groups have chal
lenged the universities themselves 
by bringing foiward law suits on 
the use of public funds for research 
that increases productivity by 
displacing labor. For example, in 
1980 a law suit was brought 
against the University of California 
system for the development of a 

mechanical tomato harvester in 
part because one impact of the 
harvester was to result in farm 
worker layoffs. 

The changing U.S. demo
graphics combined with the 
increased activism of a wider range 
of constituents is changing the 
climate in which the land-grant 
system conducts research. The 
1985 farm bill contained several 
conservation measures impacting 
agricultural research. teaching and 
extension. Many more such 
measures were added in the 1990 
farm bill. Several environmen
tally-oriented initiatives, such as 
the groundwater initiative and the 
low input sustainable agricultural 
initiative, have impacted the 
research and extension agenda. 
Congress increasingly has ear
marked agricultural research and 
extension funds to help the system 
adjust more quickly to these new 
priorities. 

The political climate is 
changing at the state level as well. 
This is evident as state agricultural 
income dwindles as a share of total 
income. In 1980, nearly 29 
percent of nonmetropolitan 
counties received at least one-
fifth of their total income from 
farming-related industries. That 
number had dropped by 1986 to 21 
percent and it continues to decline. 
During past recessions, state 
support for the land-grant system 
generally has remained strong, but 
during the early 1990s, as state 
budgets have become severely 
constrained, support for the land
grant system has wavered. 

The Resource Base 

Although total agricultural 
research funding has increased 
slightly over the last decade, in 
general agricultural research is 
underfunded based on the high 



rates of return on investment 
discussed earlier (Table I). The 
states provide the majority of the 
funding for research at the state 
experiment stations, and through 
the 1980s, state support increased 
by 58 percent (Figure l ). An 
increasing share of funding for 
state extension is from county, state 
and private/self-generating sources 
while the share of federal funding 
continues to decline (Figure 2). 
Funding within states for extension 
increased by nearly 89 percent 
during the 1980s, which was 25 
percent in real terms. Moreover, 
the recession of the early 1990s has 
constrained state budgets, resulting 
in few increases and in many cases 
declining state support for both 
research and extension - particu
larly in real terms. 

The USDA is the second 
largest single contributor to state 
experiment station funding. 
Historically, USDA funding has 
been in the form of block grant 
formula funds. Decisions concern
ing allocation of these funds have 
been made at the local level. 
However, USDA funding has 
basically stagnated and barely 
keeps up with inflation. Increases 
in USDA funding primarily reflect 
congressional earmarking of 
special grants for such areas as 
water quality, nutrition, integrated 
pest management and biological 
control research. 

In response to widespread 
criticisms of the agricultural 
research system. a major new 
funding initiative was undertaken 
in 1977 to establish a USDA 
competitive grants program. 
Competition for funding is open to 
researchers from both the land
grant and non-land-grant universi
ties and research laboratories. 
Funding for the program rose to 
$97 million in 1992. However, 
funding for special grants was 

reduced over the years by approxi
mately the equivalent amount. 
Therefore, on net amounts, there 
has been no increase in grant 
funds, and funding per grant is 
small relative to other federal 
agency grant programs. 

Funding from the private 
sector has more than doubled since 
1982. Private sector funding 
comes from industry or from the 
sale of products by the university. 
Currently these sources of income 
represent 13 percent of the total 
funding. Analysts speculate that 

State 
63% 

Federal 
32% 

1970 

Private 
59/e 

industry-supported research is not 
likely to continue growing at such 
a high rate because many research
intensive industries are reducing 
their own in-house research 
budgets. The product sales 
category also is a potentially 
lucrative source of funding for 
universities. Legal and institu
tional changes, which will be 
discussed later, have made it easier 
for universities to capitalize on 
their research. Income from 
product sales rose only 8 percent 
between 1982 and 1986, but 

State 
50•1. 

1992 

Other 
7% 

Figure 1. Source of Funding/or the State Agricultural Experiment 
Station, 1970 and 1992. 

Federal 
l99/e 

State 
41•1. 

1970 

Other 
2•1. 

Federal 
29•1. 

State 
47•1. 

1992 

Other 
s•1. 

Figure 2. Source of Funding for the State Cooperative Extension 
Services, 1970 and 1992. 
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increased 85 i*rcent between 1986 
and 1992. : 

Researchs are not evenly 
distributed to l experiment 
stations. The xperiment stations 
in 12 States ( ifornia.. Florida, 
Iowa. Illinois, ndiana, Michigan, 
Minnesota., N rth Carolina., 
Nebraska, N York, Texas and 
Wisconsin) unt for nearly 50 
percent of the total research 
funding avai le to the state 
experiment · ons, nearly 70 
percent of the SDA competitive 
grants, 61 pe nt of all competi-
tive funds · ned from federal 
agencies other than the USDA, and 
nearly 60 pe nt of all funding 
from indusuy pport and product 

sales. The ~ agricultural 
experiment ·on system clearly 
contains "hav and have not" 
institutions. "le all state 

· ons have diversi
ng sources to some 

degree, the •• ve not" institutions 
apparently are unable to attract 
substantial co petitive funding. 
They, therefo , rely primarily on 
the traditional sources of funding 
(state and US A fonnula funds). 
The "haves" a parently are about 
to attract com titive funding and, 
as a result, co tinue to experience 
overall gro except in cases 
where state su port has declined. 

Extensio funds flowing 
through USO (approximately 27 
percent of to extension funding) 
are distribu in part, by man-
dated fonn . But the funding 
distribution is not as concentrated 
as outlined fo the experiment 
stations. For xample, the 12 
largest expe · nt station funded 

ut 40 percent of 
funding and about 

30 percent of xtension funds 
through USO . Although there 
are some spec al grants in exten
sion, the exte t of grant funding 
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from the federal government is not 
as extensive as for research. 

The Technology Base 

To continue to perfonn high
level research, universities need to 
keep abreast of new infonnation 
and technologies. New biotech
nologies and information technolo
gies in particular are yielding 
powerful research tools that can be 
applied to questions in a wide 
range of scientific disciplines. 
Effective use of these technologies 
will require new funding or a 
reallocation of funding from 
traditional research projects. 

The allocation of resources 
(funding and research personnel) 
for research classified as biotech
nology at the state experiment 
stations has been increasing. The 
primary funding sources for such 
research are USDA and other 
federal agency competitive grants 
and private indusuy. It is likely 
that significant funds also arise 
from the licensing of technologies, 
royalties and product sales. 

The same 12 experiment 
stations that capture most agricul
tural research funds also are able to 
capture the majority of the re
sources devoted to biotechnology 
research. Indeed, the concentra
tion of resources in only a few 
experiment stations is even more 
pronounced for biotechnology than 
for all agricultural research. 
Twelve experiment stations capture 
nearly 64 percent of all biotechnol
ogy funding as well as more than 
65 percent of all competitive grant 
and private sector funding. 

The Legal Environment 

The legal environment in 
which the agricultural system 
operates is changing. Congress 
has for the past 60 years expressly 

permitted intellectual property 
protection of new plants. Since 
1980, the U.S. Patent and Trade
marks Office has interpreted patent 
laws to cover not only plants but 
also microorganisms and animals 
as patentable subjects. The patent 
and trademark amendments gave 
universities, other nonprofit 
organizations and businesses the 
option, with few exceptions, to 
retain the title rights to any 
federally funded inventions that 
they developed. And not surpris
ingly, the universities receiving the 
most patents are generally larger, 
research-intensive institutions. 
Among the top 10 universities 
receiving the most patents in 1990, 
six are land-grant universities. 
The sale of products by the SAES 
increased from $58.5 million in 
1982 to Sll6.I million in 1992. 

The changing legal environ
ment in which the agricultural 
system operates is changing the 
system itself. Until recently, only a 
few institutions aggressively 
marketed the research of their 
faculty, primarily by licensing their 
technology to the private sector. 
Now, however, venture capital 
pools, technology development 
companies and research companies 
with the goal of transferring 
technology and making money 
have become much more common. 

Thus, universities now own 
pieces of or are otherwise involved 
with new ventures that invest in 
and commercialize the new 
technologies they developed. They 
see these ventures as means of 
establishing closer cooperation 
with private companies, ultimately 
with the goals of inducing the 
private sector to contribute 
research funding to the university, 
of facilitating the transfer of the 
technology and of helping faculty 
to see the relevance of their work 
to real world problems. In 



addition, the researchers who argue that the land-grant approach has been used 
create the new technology are now system has already abandoned because most funds were 
often given a share of the returns. its mission, because research- awarded to institutions as 

ers increasingly work for the formula funds. The institu-
laurels of their disciplinary lion, with input from local 
peers rather than society's clientele, determined how the 

Issues Raised benefit. In addition, many funds should be administered. 

by the New 
extension programs are However, competitive grants 
fragmented around a specific or funds designated for 

Environment 
discipline while society's specific purposes through 
problems require an integrated USDA and other federal 
approach. Others argue that agencies are an increasing 
the system defines society's component of total funding, 

The changing environment in problems too narrowly and and these grants are awarded 
which the agricultural research and places too much emphasis on to individual researchers or 
extension system operates raises increasing agricultural projects. After some very 
the following three main issues for productivity and too little on broadly defined priorities are 
the system: nutrition, environmental set at the federal level, project 

issues and rural problems. proposals reflect the individual 

• What is the appropriate Some also argue that too much research or extension 
allocation of existing re- attention is given to produc- scientist's personal interests 
sources? As indicated by the tion agriculture and not and views of social needs. 
high rates of social return to enough on postharvest Decisions concerning which 
agricultural research and technologies, value-added proposals are awarded grants 
extension investments, the products, marketing, manage- are made by peer review at the 
system as a whole has not been ment, consumer preferences national level. The priority 
funded at optimum levels. and agribusiness problems. areas have become sufficiently 
However, increased funding is There are no easy answers broad that proposals in 
not sufficient to achieve as to what types of research virtually any area could fit in 
desired results. Funds also and corresponding extension the context of the priorities. 
need to be reallocated from programs that should be The changes in the legal 
current projects to areas that conducted with public funds. environment combined with 
reflect new needs. The What is clear, however, is that constrained research budgets 
appropriate allocation of as the traditional clientele provide many incentives for 
resources will depend prima- (i.e., farmers) continues to universities to increase 
rily on what society wants the shrink, greater demands will funding through product sales. 
system to accomplish. Re- be placed on the system to This potential privatiz.ation of 
sources cannot be allocated address the needs of other public sector research and 
appropriately unless priorities groups. Universities have a extension raises many issues. 
are determined and goals tremendous challenge in Incentives to privatize the 
established. Today, the attempting to keep farmer benefits of university innova-
research and extension system support for their programs lions for the benefit of the 
lacks a statement of goals, while at the same time university rather than society 
action to achieve stated goals changing the agenda to gain could conflict with the 
and a procedure to evaluate other groups support. mandated mission of the 
results. university. Using public 

Land-grant universities • Who decides what the appro- resources to reap private gains 
differ from other universities priate allocation is? Histori- raises many ethical questions. 
in that they have a legislated cally, decisions on how Potential abuses result from 
mission to address research research funds were allocated allowing individual research-
and extension programs to the were made at the local ers to share in the profits of 
problems of society. Some institutional level. This their work if it was publicly 
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funded anf! encouraging funding, patent the most emphasis on basic research 
universiti~ to produce and sell innovations and receive the combined with accelerated techni-
consumer products. largest revenue from the sale cal change and continued neglect 
Certainly, there is potential for of products. As the costs of of applied research needs will 
conflicts f interest if universi- maintaining university widen the knowledge gap between 
ties and i dividual researchers programs continue to rise, research and extension. 

to capture the only schools that can attract 
returns of their innovations. private revenue may be able to Develop a national research and 
The credi ility of a university continue to maintain a full extension policy that is mission 
may suffe if it is viewed as research, teaching and oriented and designed to meet 
being "t cozy" with industry. extension functions. Smaller the needs of the food and agricul-
An intel' · ng dilemma may universities most likely will ture system. This option would 
arise for a university if its need to reorganize and entail the following three compo-
research r extension faculty cooperate on a regional basis nents: 
identify si · cant ha7JU'ds to maintain research pro-
withap uct or technology grams. Today, neither federal • A clearly enunciated mission-
that gene tes profits for the formula funds nor competitive oriented policy 
university or for a company grants, nor state funding 
with whic the university mechanisms are designed to • A restructured, integrated and 
collaborat . Ifpublic accommodate cooperative coordinated planning system 
universiti prioritize their institutional arrangements. 
own priv e good above the • A combination of formula and 
public we are, the public may competitive grant funds 
not main · n its support for consistent with the recommen-
the unive ity. On the other Policy Options dations of the planning 
hand, giv n the system. 
underinv ent in agricul-
tural h and extension as Issue This option could ameliorate 

e additional problems of a system that lacks a 
revenue m product sales The land-grant system is statement of goals, action to 
could pro ·de great benefits losing its uniqueness as an achieve stated goals and a proce-
for the versity and society. institution that provides research dure to evaluate desired outcomes. 
Whether r not the funds are knowledge to the solution of Many planning activities exist at 
used ford sirable purposes problems. A strong mission- state, regional and national levels. 
will depe don how well oriented research and extension but they do so without the neces-
university administrators system is needed to provide sary commitment of resources to 
provide I rship to maintain methods, products and technolo- set goals, implement plans or 
a sense of priority for the gies to solve key agricultural and measure progress. Concern exists 
overall h and education rural problems. that this option implies a system of 

centralized management. This 
Status Quo. Without a clearly need not be the case. A system 

• system to be enunciated mission-oriented policy, could be crafted that relies on input 
to effectively the research and education system from all research users. This 

desired allocation? will continue to lack direction. system would also include: 
It is likel that only some Planning and priority setting will determination of priority research 
universiti will benefit from continue to be ineffective with no and extension needs, formation of 
collabora ons with the private assurances of follow through on multidisciplinary teams (local, 
sector. e same universities initiatives or recommendations of regional and national) to solve 
that fecei e the bulk of the advisory groups. The system will problems, mixing of formula and 
public- or funding also continue to be rigidly structured competitive grant funds directed 
attract th most private-sector and resistant to change. Increased toward problem areas and mea-
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surement of progress. In addition. 
the Secretary of Agriculture would 
take more seriously the responsibil
ity to interview and approve the 
appointment of state directors of 
the extension service and experi
ment stations to help guarantee 
that new directors are cognizant of 
the problems and issues involved 
in revitalizing the land grant 
university system. 

Issue 

The new partnership between 
the public and private sectors 
potentially can revitalize agricul
tural research and extension. but it 
could also bias the overall research 
endeavor and destroy the credibil
ity of universities. Close monitor
ing will be needed to understand 
the changes occurring within the 
land-grant system and to ensure 
that they are not undennining the 
system as a whole. 

Status Quo. With little attention 
given to this changing relation
ship, universities could be per
ceived by the public as being "too 
cozy" with industty. This could 
undennine universities' credibility 
and ultimately have a negative 
impact on their funding from the 
public. 

Congress could closely monitor 
the increased private-sector 
funding of agricultural research. 
Currently, little is known about the 
extent of private-sector funding at 
land-grant universities and the 
nature of the relationship between 
the universities and the private 
sector. Congress could provide 
oversight of this situation by 
periodically conducting oversight 
hearings. Furthermore, Congress 
could direct USDA to collect data 
from the land-grant universities on 

the extent of public private 
collaboration and provide guide
lines on the appropriateness of 
various public private sector 
research collaborations. In 
addition, Congress could legisla
tively encourage extension to 
charge for their products including 
publications and training. Such 
action would lessen the pressure to 
justify these charges to clientele. 

Congress could direct USDA to 
require land-grant universities to 
establish an explicit policy with 
regard to research sponsored by 
the private-sector and report 
that policy to Congress. Each 
university using private-sector 
research funds for agriculture 
would establish a policy as to how 
those funds are used based on a 
broad policy established by the 
land-grant system. Provision for 
an advisory board including 
members of the public to set 
spending priorities for the funding 
of research and extension from the 
private sector might be a part of 
such a policy. This would help to 
increase the confidence of the 
public that the university is using 
these funds to solve problems that 
confront society as a whole rather 
than serving the best interests of 
private farmers. 

Issue 

High rates of return to public
sector investments have been 
reported by numerous studies. 
This a clear indication that public
sector research funding is below 
socially optimum rates. 

Status Quo. If the federal govern
ment continues to shrink from its 
partnership with the states in the 
funding of research and extension, 
land-grant universities have no 
choice but to look for alternative 

sources of funding or to limit 
programs. Private-sector funding 
from specific industries, individual 
finns or product sales from 
technologies developed by the 
university are the most likely 
sources of additional funds. The 
impact of this shift in support is 
unknown. 

Congress could increase public
sector support of agricultural 
research and extension. Increas
ing public-sector support of 
agricultural research might help to 
lessen the pressure on land-grant 
universities to try and obtain funds 
from the private sector. This 
would lessen the perceived 
conflicts of interest that arise with 
pursuing private funding. Given 
the high rate of return on public
sector funding of agricultural 
research and farmer training, 
increased funding is a good 
investment for the future. 

Issue 

Land-grant universities have 
been and are now rapidly develop
ing into "have and have not" 
universities. In this situation it is 
difficult for the "have not" univer
sities to individually fulfill their 
historic responsibilities. 

Status Quo. The states would 
continue to have the major 
responsibility for finding a 
solution. Possible solutions could 
be in the form of increased funding 
to the university to provide at least 
minimal services in all traditional 
activities, eliminating some 
activities and reallocating those 
funds to high priority activities or 
working with other states to jointly 
determine activities suitable for 
cooperation. However, if the 
decision is to work with other 
states, federal legislation could be 
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an obstacle by! its current constraint 
on the proportion of federal funds 
that can be used for regional 
projects. I 

Congress cou~d increase Federal 
funding for multiregional 
projects as opposed to institu
tional or individual funding. 
There is nothihg magic about state 
boundaries, y~t they have defined 
agricultural research problems and 
extension programs since the 
inception of the system. Most 
cultural probl~ms and solutions, 
however, are rfiore appropriately 
defined within and across geo
graphic regions versus within one 
specific state. Universities would 
be better able ~o collaborate on 
common prob~ems or specialize in 
certain areas for the region where 
they have a critical mass of 

expertise. Centers of excellence 
could be established at various 
universities to provide this exper
tise in research and extension on 
common agricultural problems for 
a geographic region. With the 
increasing consolidation of county 
USDA offices, there will be 
increased pressure on universities 
to consider pooling resources 
across state boundaries. A major 
problem is state leaders accepting 
this concept after so many years of 
expecting their university to 
provide research, teaching and 
extension to solve their problems 
and provide education. Congress 
could also consider providing 
regional extension funds as they do 
regional research funds with 
increased accountability for 
planning multi-state programs. 

Additional 
Reading 

Agricultural Research Institute, 
U.S. Agricultural Research. 
Strategic Challenges and 
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March 1993. 
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ogy Assessment. A New 
Technological Era for Ameri
can Agriculture. OTA-F-474. 
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Government Printing Office. 
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Background 

F inancial institutions that 
provide credit to farms, 
agribusiness firms, and rural 

communities are authorized and 
regulated through a maze of 
legislation and regulatory authori
ties. Most legislation affecting the 
provision of credit to rural 
America is enacted outside the 
purview of the farm bill. For 
example, most of the legislation 
dealing with the Farm Credit 
System (FCS) is contained in the 
Farm Credit Act and various 
amendments to that Act. Likewise, 
most legislation affecting agricul
tural banks is originated in the 
banking committees, not the 
agricultural committees. Conse
quently, credit provisions con
tained within the farm bill tend to 
deal with current issues at the time 
of enactment and cleanup of 
existing credit legislation. Seldom 
is the farm bill considered the 
major source of farm credit 
legislation. Because many of the 
important current agricultural 
finance and credit issues are not 
part of the farm bill, this article 
discusses several broader credit 
policy issues that face agriculture 
and rural America. 

Current 
Situation and 

Forces of 
Change 

Rural credit markets and the 
borrowers they serve are dynamic 
and evolutionary. Providers of 
credit and the financial instru
ments they offer must, therefore, 
also be evolutionary and dynamic 
in nature. After peaking at slightly 
over $206 billion in 1983, farm 
debt declined to $145 billion by 
1990. Since that time, farm debt 
in nominal tenns has grown very 
modestly, while real dollar 
amounts of farm debt have 
continued to decline. Most 
analysts agree that the farm 
lending market is mature and 
likely to show only modest growth 
in the immediate future. This 
situation has sparked intense 
competition among existing 
lenders and has generated consid
erable interest in obtaining 
expanded lending authority on the 
part of the Farm Credit System. 
Legislative attempts to expand 
lending authority or to deal with 
perceptions of unfair competition 
are likely to be important issues in 
the contemporary lending environ
ment. 

Competition in farm lending is 
also creating strong pressures for 
improved efficiency in the opera
tion of financial institutions. 
Improved efficiency may be gained 
through mergers and consolida
tions. The FCS has undergone 
rather rapid consolidation in an 
attempt to remain competitive. 
Likewise, many commercial banks 
have been acquired or merged with 
other banking institutions. Finally, 
there are proposals to consolidate 
the offices and activities of the 
Farmers Home Administration 
(FmHA) with other USDA 
agencies. This process of mergers 
and consolidations brings with it 
the need for various legislative 
authorizations and authorities. Of 
particular interest is the scope of 
lending authority when unlike 
entities merge - for example, a 
Farm Credit Bank merging with a 
Bank for Cooperatives. 

Competition is also forcing 
lenders to reexamine the methods 
by which they raise funds, and deal 
with credit and interest rate risk. 
Asset securitization has become a 
fairly common method of raising 
funds and transferring risk. 
especially in nonagricultural 
lending activities, such as home 
mortgages. However, a growing 
interest in asset securitization by 
banks and other lenders is also 
evident in agricultural lending. 
For example, the Federal Agricul
tural Mortgage Corporation 



(Farmer Mac) program is designed live bodies seem to be unable to Credit Improvement Act of 1992, 
to enable le~ers to acquire long- increase taxes or bonding authority FmHA has returned to its tradi-
term loanablei funds for agriculture in support of replacement or tional lending focus on beginning, 
by issuing asz-backed securities improvement of infrastructure such limited resource and minority 
in financial kets. Likewise, as roads, bridges, sewers and other farmers. In recent years, FmHA 
several large farm equipment public investments. Faced with also has moved away from direct 
manufacturers have securitized this dilemma, legislative leaders lending to guaranteeing higher risk 
their receivables as a method of are being asked to consider loans that have been originated by 
tapping sources of funds at very alternatives for dealing with the private lenders. Policy options and 
attractive interest rates. In problem. As one response, the consequences include the follow-
addition, ~ largely unregulated Rural Development Administration ing: 
input suppliers now offer credit (RDA), an agency within the 
programs to farmers. Activities of USDA, was formed to help provide • Expand FmHA funding and 
this nature place considerable access to credit in rural areas. But direct or guaranteed lending. 
pressure on traditional institutional a fundamental issue is whether or An expansion of FmHA 
lenders to respond in a similar not there is economic viability for lending (either direct or 
fashion. The rrocess creates a many rural businesses and commu- guaranteed) would increase 
significant in erest in legislative nities. funds available for targeted 
efforts to either expand authorities borrower groups and simulta-
or to level thei playing field for all neously increase government 
participants. budget exposure. A key issue 

Just as lenders are undergoing Issues, Options of an expanded program is 
change to increase efficiency and which borrowers to target -
limit risk. so ~so are agricultural and limited resource and begin-
producers. There appears to be a Consequences ning farmers or established but 
strong move tward integrated financially weak farmers. 
and/or contra t production. Hog Unless such programs and 
production is increasingly con- obligations are means or need 
trolled by vertically integrated or FmHA Lending tested, they may become 
coordinated units. Some analysts Objectives and Authority income transfer programs 
predict a similar but slower move rather than debt assistance 
in dairy. Mo= of the turkeys, eggs, Public policy makers have programs. 
and broilers e already produced long had a keen interest in assur- Financing beginning 

by vertically rstegrated units. ing access to farming by those farmers is an often discussed 
Specialty cro s are also commonly wishing to enter the business. and politically attractive 
produced under contract. Dealing Farmers and rural community policy. But the success of 
with increasing amounts of residents have shared that interest. programs that encourage 
integrated prQduction is providing Rising capital and management highly leveraged purchases of 
new challeng~ to agricultural requirements along with narrow assets that generate a low cash 
lenders. A~n, legislative efforts profit margins have all served to rate of return (such as farm-
to expand lenlfing authorities or to heighten the interest by these land) has been questioned. 
limit risks thtough loan guarantee groups. The primary agency for And these highly leveraged 
programs can be anticipated. accomplishing this objective has businesses are frequently not 

Problems of deteriorating rural beenFmHA. of a scale to compete against 
infrastructure and dying communi- During the financial crisis of larger established farms or to 
ties are well known. Financing the 1980s, expanded FmHA provide an adequate level of 
rural busines$Cs, communities, and lending provided financial assis- income. 
infrastructurd are likely to off er tance for commercial lenders (by 
huge challenges in the years ahead. allowing them to transfer their • Reduce FmHA funding and 

Many lenders believe that loans of high risk credits to FmHA) and lending. Continued contrac-

this nature are not bankable due to financially stressed farmers. With ti on of the program reduces 

high risk. Likewise, local legisla- the passage of the Agricultural the credit availability for those 
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who are not deemed credit the ability to evaluate complex been suggested. Policy options and 
worthy by private sector loan proposals could be consequences include the follow-
capital markets, but it reduces helpful. However, part of the ing: 
government spending. With a loan growth would come at the 
smaller FmHA program, the expense of rural commercial • Do nothing new to bring more 
ability to enter fanning would banks - many of whom have debt and equity capital to rural 
become even more limited. also found it difficult to add communities. The conse-

quality loan volume. Some quence of no new initiatives 
Expanded Authority for policy makers might ask if the will be the continuation of 

the Farm Credit System FCS has the necessary current efforts at development. 

(FCS) management experience and Business opportunities with 
lender control systems to avoid high probability of profit will 

The FCS has largely recovered losses in general business and find financing. More ques-
its financial health; but its charter infrastructure lending. tionable ventures will not. 
locks it into an agricultural credit Finally, while broader export Because of continued erosion 
market that is exhibiting very slow lending authority would of businesses and job opportu-
growth. Moreover, it is limited by benefit FCS, there is little nities in rural America, it will 
statute in its ability to provide evidence to suggest that a be more difficult to bring 
credit for rural economic develop- current shortage of export together the critical mass of 
ment. Policy options and conse- credit services exists. business development needed 
quences include the following: 

Rural Development 
to cause self-sustaining 
economic development. 

• Congress could continue to Banks and Rural 
limit the charter authority of Business Start-up • Provide loan guarantees and 
the FCS. The consequences of interest rate subsidies along 
continuing the limited charter Rural entrepreneurs often with improved project analysis 
preclude the system from a experience problems in arranging and management support 
larger role in financing rural financing packages for start-up services. The consequences of 
economic development. ventures or business expansion. public supported guarantees 
However, other lenders would This may result from lack of and rate subsidies are several 
probably continue to support sophisticated project analysis by fold. Local communities, 
most of the creditworthy loan local lenders, limited capacity by development authorities. and 
demand in this broader local banks to bear credit risk, and lenders will become more 
market. FCS loan volume loan limits at local lenders that are involved in development 
could decline further, forcing below the required level of financ- support and will take on 
downsizing and structural ing required. Lack of sound greater financial risk in the 
adjustments in the FCS. business plans, management process. Legislatures will 

strength and viable business create more programs to 

• Congress could broaden FCS opportunities also are factors in support development, but at a 
authority permitting it to lend limiting access to financing. cost to taxpayers. However, 
for suburban housing develop- Difficulty in acquiring equity and more previously marginal 
ment, nonagricultural busi- quasi-equity capital is an often business projects could be 
ness, agribusiness, and noted problem. successfully financed. 
broader export sales financing. Many policy makers are 
The consequences of expanded asking whether new programs • Create a federal authority to 
authority for FCS include should be enacted to help rural raise debt and equity capital 
more rapid growth in its businesses obtain financing to start for rural business development 
lending activities. Rural new businesses and expand such as Rural Development 
business development might existing ones. A special state or Banks. Perhaps some of the 
benefit from access to another federal authority to provide low debt capital could carry a 
source of credit. A lender cost debt capital and to attract federal, state, or municipal 
with large loan capacity and equity capital to rural areas has guarantee. Successful devel-
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opment efforts will increas
ingly be (ocused around a 
growth c4nter and its larger 
surrounding trade area. The 
result will be stronger job and 
income gowth for the 
comm~ty and state. Where 
more job !opportunities exist 
within commuting distance of 
rural and small town residents, 
people have greater choices in 

where thEreside. 
The co uences of a new 

initiative to increase funding 
sources for rural businesses 
likely would be a larger pool 
of debt ~d equity capital 
available 1in rural America. A 
policy dilemma is whether that 
new capital source should 
compete with or be comple

mentary ~th current credit 
sources. ome public budget 
exposure ,would result as well. 

Bank Structure, 
Consolidif tion and 
Service R~gulation 

I 

Commercial banks in rural 
America find it difficult to identify 

new creditw~y loan customers 
and to compe e in price with 
nontraditio lenders, such as 
input supplierS, processors and 
specialized financial service firms. 

Both banks 3d the FCS are highly 
regulated bus"nesses with limited 
capacity to en er new markets and 
to reduce the cost of regulation. 
Policy options and consequences 
include the following: 

I 

• Congresslcould retain the 
regulatort status quo for 
commercial banks and refuse 
to permit broader branching 
authority jto improve bank 
efficiency or broader charter 
authority 'to enter currently 
prohibited lines of business 
such as real estate brokerage 
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and investment banking. 
Refusing to grant relief would 
result in continued erosion of 
traditional bank credit markets 
to nontraditional lenders and 
limit a banker's ability to earn 
greater fee income. As a 
consequence, more banks 
likely will exit the rural credit 
markets. 

• Congress could gradually 
relax the more burdensome 
regulator oversight and grant 
broadened charter authorities. 
Reducing regulation and 
broadening authorities would 
add business opportunities for 
all commercial banks. 
Broader branching authority 
would create efficiencies in 
bank capitalization and 
management, but that would 
occur at the cost of local 
ownership and management of 
banks. How much this would 
benefit rural commercial 
banks is not fully understood. 
The skill of banks in develop
ing new products, entering 
new markets and taking on/ 
managing new risks would be 
key to understanding the 
outcome. Would rural banks 
have the human resources to 
build upon new opportunities? 
Could they compete against 
regional and national banking 
firms? 

Farmer Mac and 
Secondary Markets 

The Agricultural Credit Act of 
1987 authorized the formation of a 
secondary market for fann real 
estate loans - the Federal Agri
cultural Mortgage Corporation 
(Fanner Mac). The concept of the 
secondary market is to provide an 
opportunity for lenders to create 
marketable securities based on 

agricultural loans and to buy and 
sell those securities in a liquid 
national market. This procedure 
increases the liquidity of long-tenn 
real estate loans, allowing lenders 
with shorter tenn funds sources 
(deposits or bonds) to make long
tenn real estate loans without 
encountering the interest rate risk 
of funding long-term assets with 
short-term liabilities. Current 
volume of Farmer Mac lending is 
approximately $700 million; 
estimates are that almost double 
that volume is necessary for a 
viable program. Long-tenn 
viability of Farmer Mac is under
mined by structural requirements, 
stem regulatory oversight, and 
because sellers of loans retain 
ownership and risk of subordinated 
interests. Policy options and 
consequences include the follow
ing: 

• Status quo. Continuing 
current policy aids in protect
ing the financial integrity of 
the system. 

• Reduce regulatory oversight of 
Fanner Mac and eliminate 
requirements that sellers retain 
ownership and risk of subordi
nated interests. If Farmer Mac 
develops an active portfolio, it 
could provide a broader 
spectrum of financial products 
and services to farmers and 
potentially reduce their 
interest rate, costs and risk 
exposure. Currently, regula
tory restraints and high costs 
price its services out of the 
reach of most agricultural 
lenders. Access to the agency 
market can be considered a 
government subsidy by 
supporting cost effective 
access to lendable funds. As 
with any government spon
sored entity, Farmer Mac 



increases the taxpayers risk may make credit for certain uses Small Scale Borrowers 
exposure if it encounters losses (for example, livestock facilities 
that require government and chemical or fertilizer storage Delivering credit to small 
assistance. and application facilities and scale borrowers (those who borrow 

equipment) more difficult to $25,000 or less for example) is a 

• Do away with Fanner Mac as obtain, and likely will increase the high cost business. This is 
currently constituted. Some cost for those credits that require particularly relevant to agriculture 
argue that its services are too an environmental audit or other because a large number of part-
costly for lenders to use and as procedures to reduce the lender's time and full-time farmers are 
a result, it is not needed. risk of environmental costs. Policy small scale borrowers. Many of 
Doing away with Fanner Mac options and consequences include the costs of credit extension 
would have only very limited the following: including most origination, 
impact on fann lenders at this documentation and servicing costs 
time. It would, however, • No change in current policy. are a function of the type of 
remove a financial intennedia- No change means that lenders transaction, not the volume of that 
tion system that, if given will continue to be somewhat transaction. Spreading these fixed 
necessary authority and cautious in making loans that transaction costs over a large loan 
regulatory relief, could prove might result in liability volume per transaction results in 
enormously beneficial in the exposure. significantly lower cost and the 
future. potential for lower interest rates for 

• Provide lenders less protection large volume borrowers. Conse-
Environmental Liability from environmental litigation. quently, an increasing number of 

of Lenders The consequences of further lenders are targeting the larger 
exposure under environmental borrower as their prime customer 

Agricultural lenders are liability law are increased base, and either not providing 
increasingly vulnerable to environ- costs for borrowers in many credit services to small scale 
mental liability, particularly on cases, or even restricted access borrowers, or doing so only at 
real estate and facility loans. to credit for environmentally higher interest rates. The public 
Damages under environmental sensitive assets/ventures. But policy issue is whether credit 
liability law may be large (particu- lenders can be very effective in worthy small scale borrowers 
larly third party damages). The enforcing environmental should have equal credit access at 
law and courts provide only limited regulation compliance and the comparable rates to large scale 
protection for the lender in liability use of environmentally borrowers. Policy options and 
suits, and the collateral securing responsive or friendly manage- consequences include the follow-
the loan frequently loses substan- ment practices and procedures ing: 
tial value if an environmental if they withhold credit or 
problem is uncovered. Lenders are charge higher interest rates in • Status quo. Lenders will 
concerned about retroactive cases where they fear environ- increasingly do business with 
liability as detection methods mental liability risk exposure. small borrowers on the basis 
improve or as more restrictive Thus, expanded liability of credit scoring models and 
standards are imposed. Conse- exposure would increase credit higher interest rates to offset 
quently, many lenders will require costs for fanners, but could limited customer information. 
an environmental audit as part of reduce environmental degra- Larger borrowers will be 
their loan review and documenta- dation. offered relationship lending 
tion process. In some cases the services and lower interest 
lender may refuse to take specific • Curtail lender liability rates by their lenders. 
property as collateral and/or exposure under environmental 
require an indemnification clause law. Reduced environmental • Develop a public institution to 
in the loan agreement to protect liability exposure for lenders serve this sector with subsi-
the lender from the cost of environ- would decrease their incentive dized interest rates. With a 
mental liability litigation. Con- and effectiveness as environ- new government institution or 
cerns about environmental liability mental policemen. rate subsidies, government 
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expenditlill'CS would be 
incurred. Regulations that 
impose requirements to serve 
small scale, high cost borrow
ers would likely increase 
lenders cpsts, but encourage 
innovation in the delivery 
system for this segment of the 
market. 

• Provide i~terest rate subsidies 
to private sector lenders who 
serve qualified small scale 
borroweJIS to offset the higher 
cost of doing so. These 
policies generally would 

enable qualified borrowers to 
obtain funds, and/or obtain 
them at lower cost., thus 
increasing their competitive
ness and financial viability. 
Such policies would improve 
the competitive position of 
small scale borrowers, thus 
slowing their exit from 
agriculture. Borrowers who do 
not qualify would be impacted 
if qualified borrowers use their 
interest savings to bid up 
prices of fixed resources such 
as land or rents on land. 

• Require that lenders serve this 
segment at competitive rates 
(even if it reduced profits) 
through regulations similar to 
the Community Reinvestment 
Act, which requires commer
cial banks and selected other 
lenders to provide and 
document service to their local 
community. Such a require
ment could assure credit 
availability and may spread 
the higher costs of serving 
smaller scale borrowers. 

This publication edited by Hal 
Harris, Clemson University 
and Ron Knutson, Texas A&M 
University. 



Commodity Promotion Policy 
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Background 

G eneric commodity promo
tion has become an 
important strategy in an 

overall marketing plan for produc
ers facing changing consumer 
preferences, increasing global 
competition and decreasing 
government price supports. There 
are more than 350 federal and state 
advertising, research and promo
tion programs covering over eighty 
farm commodities. They generate 
funds from producer assessments 
and public sources for domestic 
and export promotion. Figure l 
indicates the total budgets for 116 
of the largest of the organiutions' 
budgets across commodity catego
ries. 

The intended purpose of 
commodity promotion is to help 
U.S. agricultural producers 
enhance demand and improve their 
competitive position in both 
domestic and foreign markets. A 
large portion of the funds are 
collected under federal legislation 
and administered through com
modity boards. Ninety percent of 
all U.S. producers contribute 
money to farm commodity promo
tion and market development. 

The federal commodity 
promotion programs began in 1954 
with the passage of the National 
Wool Act with an amendment to 

the Agricultural Marketing 
Agreement Act of 1937 authoriz
ing generic research and promo
tion programs as part of marketing 
orders for fruit, vegetable and 
specialty crops. In the mid-l 960s, 
Congress began passing a series of 
statutes authorizing advertising, 
promotion and research programs 
for specific commodities. A new 
era was established in 1983 when a 
dairy promotion program was 
authorized with nonrefundable 
assessments and a delayed referen
dum. Beef and pork programs 
were subsequently authorized with 
similar provisions. The focus of 
the programs with federal checkoff 

authority is on domestic promotion 
programs. Finally. in the 1990 
farm bill, dairy processors were 
authorized to establish a checkoffs 
program for fluid milk advertising. 
While separate from the producer 
program, this may set precedence 
for marketing firms in other 
industries to join funding efforts. 

Foreign market development 
programs supported by federal 
appropriated funds operate under 
the jurisdiction of the International 
Agricultural Trade Service (IATS). 
The foreign market development 
program (FMDP) has operated 
since 1955. The market promotion 
program (MPP) was established in 

Oram ond Dliry Fuill ond Mea~ Vegetables Fiben Other Total 
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Figure 1. Commodity Promotion Organization Budgets, 1990. 



the 1990 farm 1 bill to replace the 
targeted exporit assistance program 
authorized in ~ 1985 farm act. 

The FMbP, also called the 
cooperator prclgram, allows IATS 
and nonprofit 

1

commodity organi
zations to jointly fund long-term 
market development projects in 
order to intr~uce potential foreign 
customers to U.S. agricultural 
products. Thdse projects include 
trade servicin' and technical 
assistance targeted to trade and 
industry reprekentatives in import
ing countries. I The MPP supports 
conswner promotions, and ap
proximately 40 percent of MPP 
expenditures ¥e for branded 
promotions which allow companies 
to be reimbunled up to 50 percent 
of their total qosts. These foreign 
promotion prqgrams have enjoyed 
substantial growth, but budgetary 
and accountaijility concerns have 
reversed that rnd recently (Table 
l). 

I 

I 

C~rrent 
Situation and 

Forces of 
C~ange 

I 

! 

Comm~ty promotion policy 
has evolved over the past decade as 
more collUD04ity interests have 
elected to ini~ate cbeckoff pro
grams. The ttend in federal 
checkoff pro~otion programs has 
been to redu~ or eliminate refund 
provisions, to extend coverage to 
include impotts and to initiate 
programs priqr to conducting a 
referendum. 1 

Increased producer interest is 
precipitated ~ market develop
ment opportunities in both domes
tic and inteniltional markets. 
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Table 1. Federal Funding/or 
Export Promotion 
Programs, Selected Years 
1975-1994. 

Year FMDP TEA or MPP Total 

million dollars 

1975 12 0 12 
1980 19 0 19 
1965 34 0 34 
1900 30 200 230 
1991 34 200 234 
1992 33 200 233 
1993 39 148 187 
1994 34 100 134 

Source: USDA. 

Changes in consumer preferences 
create market opportunities for 
industries prepared to aggressively 
pursue them. Simultaneously, 
attempts to control the federal 
budget deficit are reducing the 
flow of income and price supports 
to farmers. This increases the 
incentive for commodity producers 
to pursue marketing opportunities 
to enhance their income. 

Competition for share of 
export markets is intense in today's 
international environment. 
Subsidized exports by competitors 
have been a major factor and the 
subject of intense trade negotia
tions in recent years. Increased 
marketing efforts by other export
ing countries put pressure on 
producers to obtain public or self
generated funds to promote U.S. 
products in foreign markets. 
Implementation of the General 
Agreement on Tariffs and Trade 
(GATT) Uruguay Round agree
ment will gradually reduce export 
subsidies, such as the export 
enhancement program (EEP), as a 
market development tool, thus 
increasing emphasis on nonprice 
promotion approaches. 

Proliferation of domestic 
promotion programs and budget 

pressures have increased congres
sional attention and demands for 
accountability by producer groups. 
Research findings indicate that 
these federally authorized pro
grams provide positive benefits to 
producers and to society. However, 
there is also concern about funda
mental problems of efficiency, 
equity and program management. 
A need for more knowledge about 
the effects on commodity sales, net 
producer returns, marketing 
margins and intercommodity 
competitions also evident to 
provide assurance that the pro
grams are operating in the public 
interest. 

Issues 

Public policy issues raised by 
the federal authorization for 
generic commodity promotion 
checkoff programs and the use of 
public funds to promote foreign 
market development involve 
several conflicting concerns. 

• Equity issues. Mandatory, no 
refund checkoff programs 
remove individual freedom to 
participate. Producers pay in 
proportion to their sales 
volume, but seldom do they 
benefit to the same extent? Do 
marketing firms benefit more 
than do producers? Do 
producers and marketing firms 
exporting to the U.S. get 
significant benefits without 
sharing the costs? 

• Corporate support. The use 
of public funds to directly 
support agricultural commod
ity export promotion pro
grams, particularly for 
branded products, is an 



important policy issue. While 
commodity promotion might 
have the desired effect of 
enhancing aggregate demand 
for the commodity, there is 
public concern about subsidiz
ing large, successful corpora
tions and the extent of 
producers' benefits. 

• Truth in promotion. Adver
tising content and nutritional 
claims are a public concern. 
To what extent is the public 
interest served by contempo
rary producer advertising? 

• Enhancing program manage
ment. Evaluating program 
effectiveness and periodic 
referenda to assure program 
support are elements of sound 
management. Growing ties 
between commodity promotion 
boards and indusuy trade 
associations raise questions 
about cross-subsidization and 
conflicts of interest. 

Policy 
Alternatives and 
Consequences 

The major policy alternatives 
and their potential consequences 
are addressed for the four issue 
areas discussed above. 

Equity Issues 

Most commodity promotion 
programs target their efforts to 
developing markets and expanding 
demand for undifferentiated or 
generic commodities. The benefits 
are gained by all producers without 
regard to their contribution, so 

there is an economic incentive to 
the individual to avoid paying into 
the promotion fund. Refunds have 
been a common method of provid
ing an option to producers not 
interested in supporting the 
program. This is not only an 
equity issue, it also may result in 
smaller than optimal programs 
because of funding limitations. 
Further, the use of public funds or 
authority to collect checkoff 
assessments is sometimes criticized 
because it is not always clear who 
obtains any benefits. If producers 
pay the checkoff, do they get all the 
benefits? Most legislation does not 
address the evaluation of program 
impacts. 

Eliminate refunds. Federal 
legislation that revises existing 
programs or initiates new ones can 
explicitly eliminate producer 
refunds and eliminate the free rider 
problem. The primary impact of 
such changes is to increase the 
level of funding available, thus 
enabling a larger promotional 
effort. It also enhances planning 
and program efficiency because 
contingencies for refund purposes 
are no longer needed. A coordi
nated national program eliminates 
some of the inefficiencies arising 
from numerous state programs, 
including the ability to take 
advantage of huge economies of 
size in advertising. There will be a 
gain to those producers who 
participate under any circum
stances but a loss of freedom and 
additional costs to producers who 
do not wish to participate. 

Broaden collection. Rather 
than collecting only from produc
ers, marketing firms and importers 
could also be assessed. Imported 
commodities are often indistin
guishable from domestic products. 
Imports gain from generic promo-

lion in domestic markets. The 
most equitable way of sharing the 
program costs among those who 
benefit is by legislating that 
importers be assessed at the same 
level as domestic producers. It is 
not clear that producers derive the 
most benefit from expanding 
product sales, but marketing firms 
benefit from the large volume 
handled. 

Broadening collection results 
in a larger level of funding for 
promotion efforts and potentially 
greater impact on the market. 
Domestic producers will gain from 
this larger program. However, 
importer interests and marketing 
firms may have to be accommo
dated on promotion boards, thus 
diluting the control of domestic 
producers. Also, broadening 
collection may eliminate the 
possibility of using promotion 
efforts to position domestically 
produced products as superior to 
imports for various end uses. 
Improved industry coordination 
may result from the recognition 
that all levels of the industry are 
contributing to efforts to achieve 
common market development 
objectives. 

Corporate Promotion 

Producers have a stake in 
accessing newly-opened global 
markets. Non-price promotion 
tools typically used by commodity 
trade associations provide a 
marketing-oriented approach to 
developing export markets for U.S. 
commodities. 

In light of federal budget 
constraints, the traditional public 
funding for export market develop
ment is being reduced. There are 
concerns about using the funds for 
branded-product promotion and 
the distribution of funds between 
large and small firms. It will be 
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increasingly important to assess 
I 

the extent ~ programs foster 
long-term mket development and 
the benefit to lu.s. producers and 
economy. I 

Increase~ government 
funding. Increased direct funding 
of government promotion efforts 
through the ~P. the FMDP or 
related USDA-funded market 
development ~fforts supports 
producers and agribusiness groups' 
efforts to maintain or expand 
foreign marktts. Alternatively, 
increased funding from industry 
may be needep. This may become 
a more important competitive tool 
during the period when direct price 
subsidies for ~xports (e.g., EEP) 
are being reduced as a result of the 
recent GAIT 1agreement. The 
primary drawbacks are budget 
impact and cost to taxpayers. To 
the extent ~t domestic market 
prices are enhanced, deficiency 
payments for program commodities 
would be red~ced and consumer 
prices increased. Rural areas, 
producers an1 exporters gain to the 
extent that U.S. commodities are in 
greater de~d in export markets. 

I 

Improved oversight and 
coordinationf Substantial criti
cism has been leveled at USDA for 
lack of strate~c focus and control 
over export promotion funding. 
The USDA has been directed by 
Congress to 4evelop a long-term 
trade plan, artd nw.oerous inquiries 
have focused on how MPP funds 
are allocated ~ spent. Further 
congressional direction could 
require USO_,\ to better monitor 
and control its contractors, 
generate information on effective
ness, focus 1$ding on high
priority markets, limit funding to 
small-to-m~um-sized businesses 
and limit the I number of consecu
tive years that a program in a 
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specific country is funded. This 
would limit the budget exposure of 
taxpayers and may result in more 
careful targeting of promotion 
efforts. In addition to reducing 
effectiveness, reporting and 
monitoring requirements may 
discourage participation and limit 
promotion flexibility to respond to 
changing market conditions. 

The 1992 Export Enhance
ment Act required the development 
of a plan for coordinating export 
promotion programs across all 
government agencies. The Trade 
Promotion Coordinating Commit
tee (TPCC) was created to develop 
this plan. In 1991, agricultural 
products represented 10 percent of 
U.S. exports, while USDA received 
about 75 percent of the federal 
export promotion budget. In
creased coordination could become 
a mandate for consolidating 
promotion efforts under one 
management authority. However, 
the linkage of export promotion 
programs to agricultural policy 
objectives could be lost since 
agricultural, food and fiber product 
exports would likely lose funding. 
Producer and agribusiness interests 
would receive fewer benefits, but 
taxpayers may gain if increased 
promotional expenditures yield 
greater economic growth for other 
export-dependent industries. 

Focus on providing informa
tion. Focusing public funding for 
export promotion on gathering 
information through the agricul
tural attache network and perhaps 
strategically placed trade offices is 
another option. The MPP and 
FMDP would be closed out, thus 
reducing taxpayer outlays. Produc
ers and agribusiness interests 
would likely increase promotional 
efforts, but the total impact would 
be reduced. The government would 
lose the ability to direct or influ-

ence export marketing strategy, 
one of the few options available 
under GAIT to counter aggressive 
market development programs of 
other nations or trading blocks. 

Limit brand advertising. 
Promotion programs generally 
concentrate on developing markets 
for generic commodities or 
products. However. up to 40 
percent of MPP funds have been 
allocated to increase brand 
advertising on a matching basis. 
Where public funds are used to 
promote brands of large corpora
tions under export promotion 
programs, questions are raised 
about targeting smaller firms, the 
duration of government support 
and the magnitude of the associ
ated increase in exports. Brand 
owners are the primary beneficia
ries of brand advertising. This 
appears to be in direct conflict with 
the objectives of providing collec
tive benefits to all producers. 

Brand advertising expendi
tures could be expressly prohibited 
in legislation guiding the use of 
public funds such as for the MPP 
program. Strategies for meeting 
the market development objectives 
of the organization would be 
constrained. The advantage of 
using a widely recognized brand 
name to penetrate a new export 
market may be substantial even 
though no evaluation of such 
impacts are available. Having 
flexibility to encourage private 
firms to undertake risky new 
market development may benefit 
commodity producers. However, if 
processors later pursued foreign 
investment to satisfy the demand 
created for their brands, U.S. 
producers and taxpayers would not 
benefit. 



Truth in Promotion 

Generic promotion programs 
foster competition among com
modity interests with each sup
ported by public authority through 
checkoff programs. The logic of 
using government authority to 
create potentially conflicting 
programs is questioned by many. 
Currently, USDA policy prohibits 
comparative or disparaging 
advertising for certain commodi
ties. Changes or new approaches 
in policy could address some of 
these concerns as well as concerns 
about allowing brand advertising 
under generic promotion pro
grams. 

Prohibit comparative 
advertising. A direct approach to 
avoiding conflict is to prohibit 
generic promotion programs from 
comparing their commodity with 
another. This is current USDA 
policy, but including this prohibi
tion in authorizing legislation is an 
option. This reduces potential 
conflicts and encourages advertis
ing efforts to expand the total 
market. However, it may represent 
an unrealistic expectation regard
ing the potential for market growth 
or the fundamental nature of 
marketing management tech
niques. 

Regulate u1e of health 
claimL Some commodity promo
tion campaigns arc.inconsistent 
with USDA and FDA labeling 
rules for nutrition claims. Policies 
could require that advertising 
claims meet all federal regulations 
where healthful attributes are 
emphasized. Generic advertising 
would be treated in the same 
manner as brand advertising. The 
use of health claims would be 
monitored and expected to conform 
to regulations. Compliance with 

such policies could reduce poten
tial conflicts among commodity 
groups and may provide long-tenn 
benefits through improved public 
perception. The opportunity to 
counter negative impressions of 
commodity characteristics could be 
constrained by this policy option. 

Establish uniform guidelines. 
Establishing uniform guidelines on 
allowable advertising content could 
reduce conflict among competing 
generic promotion programs. The 
benefits are greater equity among 
programs and less offsetting 
advertising among commodities. 
The primary cost is reduced 
creativity and flexibility, thus 
leading to less effective promotion 
programs. 

Guidelines also could be 
required for private involvement 
through brand advertising. Such 
guidelines could limit participation 
to specific types of marketing 
situations, define sharing arrange
ments beyond rules already in 
place and determine methods for 
limiting the duration of support. 
The benefits of enforcing uniform 
guidelines is the assurance that 
public purposes are being served. 
Increased standardization of 
management and oversight, 
including periodic evaluation and 
assessment, could measure the 
extent to which public purposes are 
achieved. The cost of such an 
approach is the decreased flexibil
ity in program management and 
operation which could lead to 
greater inefficiency in the use of 
funds to achieve the public 
purpose. 

Enhancing Program 
Management 

Both government and produc
ers are interested in ensuring that 
commodity promotion programs 

operate efficiently and serve their 
intended purposes. Currently, 
there is variation in requirements 
for periodic referenda and little 
emphasis on evaluating program 
effectiveness. The prohibition 
against government authorized or 
funded programs influencing 
government policy or actions is of 
particular concern where trade 
associations and commodity 
promotion boards work together 
closely. Government policies have 
the potential for encouraging or 
enhancing efficiency and respon
siveness of these promotion 
programs with little budgetary 
impact on taxpayers. 

Mandate periodic referenda. 
Commodity checkoff programs 
authorized by Congress require a 
referendum at some point in the 
development process. This occurs 
more often after the program is 
implemented. Further referenda 
are usually the result of a petition 
process. A requirement could be 
instituted that all checkoff pro
grams be subjected to a designated 
periodic approval referendum. 
This could encourage greater 
attention by program management 
to serving the collective interests of 
producers. It could also result in 
suboptimal short-tenn decision
making with an emphasis on 
communicating benefits rather 
than producing long-tenn results. 
However, periodic referenda would 
assure taxpayers and producers 
that the checkoff authority was 
being used for the intended public 
purpose 

Evaluate program effective
ness. Only the dairy checkoff 
legislation specifically mandates a 
regular analysis of effectiveness 
and a report to Congress. Most 
checkoff programs do occasional 
programmatic assessments for 
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internal management purposes. 
Greater requirements for regular, 
third-party ~aluations of programs 
could be maI1f13ted through 
legislation to assure that perfor
mance is evaluated regularly and 
communicated to USDA, to 
Congress, and to producers. 

With thi~ type of assessment 
system, producers and taxpayers 
could benefit from better informa
tion about progress toward public 
objectives. Program managers 
would have tq focus on goal
setting, prioritization and efforts to 
achieve measurable goals. Form
ing requirements and monitoring 
procedures w~d be difficult given 
the diversity of promotion pro
grams and objectives. Poorly 
developed legislation or misguided 
regulatory oversight could cause 
inefficiencies if the emphasis 
shifted to expbnditures on evalua
tion and monttoring at the expense 
of programmatic initiatives. 
Funding to support data collection 
and research must be adequate, 
otherwise the results could be 
inconclusive. I 

Increased oversight. There is 
potential for cross-subsidization 
when commollity programs are 

closely linked to industry trade 
associations through board 
memberships or cooperative 
efforts. However, government 
authorized or funded programs are 
prohibited from influencing policy. 
Increased monitoring to assure that 
the public interest is served would 
be provided, assuring that producer 
funds are spent in accordance with 
referendum-approved programs 
and elected representatives make 
the decisions delegated to them. 
Increased oversight would increase 
costs to be borne by producers or 
taxpayers but would assure that 
funds collected under public 
auspices are used for the intended 
purpose. 
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Background 

R ural America has been 
experiencing continuous 
stress, and pressures 

generated during the 1980s will 
leave pennanent scars. However, 
the crises in agriculture and the 
precipitous drop in energy and 
metal prices during this period 
have created one beneficial side 
effect. Once again national 
attention is focusing on the plight 
of rural America. 

Past legislation produced farm 
policies which were once viewed as 
rural policy. The events of the 
1980s are beginning to change this 
belief. Massive federal spending to 
aid farmers throughout the 
Midwest did little to stimulate 
recovery of rural communities and 
now policy makers are beginning 
to conclude that farm policy is 
different from rural policy. Some 
analysts have even_ ~ggested that 
strong rural policy may be the best 
way to support both farmers and 
the rural communities where they 
and their families live and work. 

While we do not have a clearly 
articulated national rural policy, 
substantial federal funding has 
been infused into rural America 
over the years. However, a USDA 
study reveals a very different mix 

of federal assistance going into 
nonmetropolitan counties than into 
metropolitan counties. A larger 
proportion of the federal spending 
going into urban counties has been 
characterized by investments. This 
is the type of spending that 
increases the income generating 
capacity of the area. 
Nonmetropolitan or rural areas 
received federal spending oriented 
more toward transfer payments. 
This is a type of spending that does 
not necessarily increase income 
generating capacity. Has the mix 
of federal assistance over the years 
deteriorated rather than enhanced 
the relative position of rural areas? 
While this question cannot 
currently be answered, one 
conclusion is possible. Without a 
carefully crafted rural policy -
one that will enhance the competi
tiveness of rural areas and provide 
options for rural people and 
communities - the gap between 
metro and nonmetro areas will 
widen. 

One obstacle to a national 
rural policy is the diversity of 
legislation impacting rural 
America. The 1995 farm bill that 
comes out of Senate and House 
agriculture committees will shape 
those programs administered 
through the USDA. However, 
areas like health care, education 
and social security will also have 
profound impacts on rural people 

and places. These areas are 
governed by other laws that 
originate in other Congressional 
committees and are administered 
by other agencies. Committees 
and agencies, other than those 
focused on agriculture, have a 
primarily urban constituency. The 
effect of these bills on rural areas 
may be substantial, but the 
legislation itself will deal primarily 
with urban challenges. Thus, 
developing a consistent rural 
policy will be difficult. 

Current 
Situation and 

Forces of 
Change 

Several dimensions of the 
current situation and forces 
affecting rural America provide 
insight for our discussion of issues 
and policy alternatives. These 
forces include extreme diversity 
across the United States, challeng
ing demographic shifts, relentless 
moves toward a global economy 
and obsolete rural institutions 
designed to deal with issues from a 
previous era. 
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Diversity (4cross the 
United States 

I 

The dive~ity of rural areas 
across the United States will 
provide speci*1 challenges for 
policy make~. The following brief 
look at several regions will 
highlight thisl diversity. 

The Gr~ Plains region of the 
United States 1is characterized by 
great distance5, sparse population 
(fewer than sik people per square 
mile in many p>unties) and few 
metropolitan areas. The region is 
more depend+t upon agriculture 
than any othef region in the 
country, but sprinkled throughout 
the region arel counties dependent 
upon manufaqturing, mining or 
government 3ftivities. Most Great 
Plains countic$ have a significant 
dependence u.x>n retirement 
income, whic~ in many rural areas 
is the fastest growing source of 
income. Income levels for many 
Great Plains cpunties are greater 
than or equal lO the median for 
nonmetropoliUm counties. How
ever, due to a iack of employment 
alternatives, tIµs region is experi
encing the hiShest rate of 
outmigration qf any rural region in 
the United S~es. 

The Nortlleast stands in stark 
contrast to thei Great Plains. 
Population is $l()re dense, and the 
Northeast has ~y major metro
politan cente..S. While agriculture 
is important, ~ county is depen
dent upon agtjcultwe with 20 or 
more percent qf income coming 
from this ~. This region 
continues to b¢ dependent upon 
manufacturing. It was the first to 
face the stress bf moving away 
from a goods ~roducing economy 
as firms left for lower cost labor in 
the south. Per: capita income levels 
are high with ~e nonmetropolitan 
counties in Copnecticut having the 
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highest of the nonmetro areas of 
the United States. 

The South also has many more 
metropolitan centers than the 
Great Plains. It has some depen
dence upon agriculture although a 
very different agriculture than is 
found in the Great Plains, and the 
South is much more dependent 
upon manufacturing. The 
economy in the rural South is 
much more diversified than is 
found in the Great Plains. Much 
of the employment available to 
rural residents is low wage and low 
skill. Rural income levels in the 
South are the lowest in the country. 
More of the persistent poverty 
counties are in the South than in 
any other region of the United 
States. Educational attainment 
levels are low but the South is not 
experiencing the rate of 
outmigration that is occurring in 
the Great Plains. 

The Western region of the 
United States presents yet another 
picture. Most of the population 
centers are located along the west 
coast where population density can 
be relatively high. The region is 
heavily dependent upon resource 
based industries with substantial 
manufacturing along the coast. 
Because of the vast federal owner
ship of Western lands, public land 
management plays an important 
role in the rural economy of 
Western states. For example, in 
1986, 47 percent of the land area 
in 11 contiguous states was owned 
by the federal government. The 
intermountain part of the region is 
similar to the Great Plains with 
few metropolitan centers and 
sparse population. 

This brief discussion of 
individual regions highlights the 
diversity across the rural United 
States. Designing rural policy to 
address this diversity will be 
challenging. 

Demographic Shifts 

Adverse demographic shifts 
make this diversity even more 
challenging. These include a 
general population decline in many 
areas, selective outmigration, a 
bimodal population distribution, 
and a shallow leadership pool. 

With the exception of the 
1970s, the rural population in 
many areas has been declining 
over a substantial period. In 1990, 
24 percent or 61. 7 million people 
resided in rural America. This is 
down sharply from 1930 when 44 
percent of U.S. population was 
rural; however, this still represents 
a significant proportion of the U.S. 
population. The decade of the 
1970s saw a temporary reversal of 
this general downward trend. 
During the decade of the 1980s, 54 
percent of the nation's 
nonmetropolitan counties lost 
population. Of course, consistent 
with the characteristic of diversity, 
some areas gained in population. 
These counties tended to be 
recreation and retirement destina
tion counties plus be located next 
to metropolitan counties. 

The decline in the number of 
rural residents is only part of the 
story. The outmigration has been 
selective. A larger proportion of 
those individuals in the prime 
working age categories and in 
higher levels of educational 
attainment categories migrate from 
nonmetro to metro counties each 
year. This results in a serious loss 
of human capacity which is more 
than the changes in population 
numbers suggest. 

The shallow rural leadership 
pool suffers from isolation. Rural 
leaders are few and in some cases 
geographically isolated. Conse
quently, they do not have as much 
interaction with other leaders and 
access to information sources 



enjoyed by their wban counter
parts. Proponents argue that the 
new telecommunications technol
ogy will break down these distance 
barriers. However, this will occur 
only if rural leaders are able to 
make effective use of this new 
technology. If they do not keep up, 
further isolation will result. 

Moves Toward a Global 
Economy 

In addition to being diverse 
and experiencing adverse demo
graphic shifts, rural areas must 
deal with a changing national 
economy. This economy is going 
global and shifting from the 
production of goods to service 
related industries. These changes 
have several characteristics that 
directly affect rural areas such as 
economic diversity but regional 
speciali:zation, loss of competitive
ness by rural manufacturers, 
movement toward service indus
tries and global competition. 

Rural America has historically 
depended upon basic or natural 
resource industries such as 
agriculture, forestry and mining. 
Manufacturing, transportation, 
retirement/recreation and govern
ment activities were added later. 
National averages suggest substan
tial diversity in the rural economy, 
which would imply an enhanced 
ability to withstand economic 
shock in a particular sector of the 
economy. However. this is not 
true. Rural areas continue to be 
specialized or single industry 
dependent. For example, those 
counties that are dependent upon 
agriculture are usually located 
within a cluster of counties that are 
also dependent. Certain rural 
areas have just shifted from 
dependence on traditional indus
tries to dependence on other 
industries, but they remain single 

industry dependent. There has 
been little increase in the capacity 
of rural areas to withstand eco
nomic shock. 

Rural areas have shifted 
toward services as the national 
economy has been making this 
transition but the shift has not 
favored rural areas. The increase 
in service businesses in rural areas 
has included a higher mix of low 
wage, personal services. The mix 
in wban areas has gone toward 
higher wage business and profes
sional services. This is due in part 
to the increase in retirement and 
tourism in rural areas and in part 
to the educational attainment levels 
or capacity of the rural labor force. 

While the apparent diversifi
cation of rural economies and the 
differential shift toward services 
has been occurring, our national 
economy has been opening to 
world markets. Some industries 
hardest hit are those upon which 
our rural areas are most dependent 
and they primarily include low 
wage, low skill manufacturing, 
agriculture, forestry and oil and 
gas occupations. Consequently 
rural areas are adjusting to market 
conditions outside the borders of 
the United States, markets in 
which they are not prepared to 
compete. 

Obsolete Rural 
Institutions 

As rural America has 
changed, many institutions have 
become obsolete. Even so, not all 
rural institutions are obsolete, and 
many institutions that are obsolete 
have been effective through the 
years. However, the changes over 
time have rendered many institu
tions ill equipped to deal with 
current issues. This problem 
manifests itself in at least three 
ways - inadequate delivery of 

services, government units and 
programs that do not fit the size 
and shape of rural challenges and 
lack of coalitions that represent 
broad based rural interests. 

Changing demographics 
including but not limited to 
declining rural populations have 
made delivery of services like 
health care and education harder. 
Maintaining patient and student 
numbers large enough to provide 
quality services at affordable cost 
levels have become increasingly 
more difficult to maintain. While 
the plight of these public services 
draws attention, many businesses 
providing private goods and 
services face the same difficulties 
but go unnoticed. 

Besides the challenges of 
providing ongoing services, 
government units and programs 
are often the wrong size and shape 
to deal with emerging problems. 
For example, the requirements for 
Class l landfills are sufficiently 
stringent so that most rural 
counties cannot support single 
county facilities. The requirements 
have closed many existing land
fills. Therefore, ad hoc multi
county groups must be formed to 
build the necessary solid waste 
disposal facilities, or counties must 
contract with other jurisdictions to 
provide the necessary services. 

The problem of obsolete rural 
institutions manifests itself in 
another way. This is the lack of 
coalitions that represent broad 
rural interests. The commodity 
and general farm organizations 
represent a segment of the rural 
population and are some of the 
most influential. Before the arrival 
of commodity programs, agricul
ture was the major economic 
activity in rural America, and the 
general farm organizations 
represented broad rural interests. 
However, government programs 
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have brought these organizations 
into a sharpe~ focus on narrow 
sectoral interJsts while agriculture 
has declined ~n relative impor
tance. Other coalitions represent
ing primarily rural interests have 
formed aroun~ rural health care 
and rural eduf3tion as well as 
around gove~ent programs 
focused on infrastructure. These 
have both urban and rural constitu
ents, and the turaJ seldom win. 
There is a d9rt11 of coalitions 
representing broad rural interests. 

Current Rural Policies 
I 

The fede*1J government has a 
long history <f, concern for rural 
America that (!ates from the 1908 
Country Life Conunission. Now, 
there are several major pieces of 
federal legisl~tion and an executive 
order dealing !with rural policy, 
which includes the Rural Develop
ment Act of 1972, the Rural Policy 
Act of 1980, title 23 of the 1990 
farmbill, the ~mnibus Budget 
Reconciliatio+ Act of 1993 and the 
National Initiative on Rural 
America (1990). The 1972 Act 
provided means to consolidate 
rural policiestthus giving them a 
coherent stru ture. Many pro
grams under · · s Act were not 
funded as conditions improved in 
rural areas during the 1970s 

The 198~ Act was an attempt 
to fine-tune eipsting policies to 
develop more flexibility in meeting 
the growing diversity of rural 
America. This Act designated the 
USDA as the ~ead federal agency 
in coordinatitjg all executive 
branch rural development efforts. 
Other federal agencies such as the 
Departments of Labor, Education, 
Transportatio*1, Health and Human 
Services, Hooking and Urban 
Development,1 the Economic 
Development Administration and 
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the Small Business Administration 
also serve rural areas. 

Among other provisions, the 
1990 farm bill established the 
Rural Development Administration 
(RDA) within the USDA to 
administer rural development 
programs, some of which were 
previously administered by the 
Farmers Home Administration. 
Each state was to establish review 
panels to ensure that local areas 
applying for federal funds were 
operating based on strategic plans. 
However, much of the Act was not 
funded. As part of the reorganiza
tion of the USDA, the RDA is 
being revamped. The review 
panels were never established and 
only a fraction of the legislation 
received appropriations. Some 
funding was provided to do rural 
development work through the 
Forest Service and the Soil 
Conservation Service's Resource 
Conservation and Development 
Districts. 

The 1990 executive order, 
Presidential Initiative on Rural 
America, established State Rural 
Development Councils in eight 
pilot states. The councils, which 
include representation from federal 
and state agencies as well as 
private groups, are designed to 
streamline the delivery of federal 
and state assistance to rural areas. 
The name has been changed to 
National Initiative on Rural 
America, and most states have 
joined the program. Each state is 
organized differently, and the 
approach has met with varied 
success. At the same time, an 
increase in communication among 
Federal agencies at the state level 
and between Federal, state and 
local agencies has been evident. 

With the end of revenue 
sharing, the federal government 
has partially shifted fiscal respon
sibility to state and local govern-

ments and has reduced the outlay 
of federal dollars. Funds for 
economic development activity in 
both urban and rural areas were cut 
by more than 50 percent between 
1980-88. 

The latest piece of federal 
legislation, the Omnibus Budget 
Reconciliation Act of 1993, 
includes a provision for three rural 
Empowerment Zones (EZ) and 30 
rural Enterprise Communities (EC) 
to be administered by the USDA. 
The law also provides for six urban 
EZ and 65 urban EC to be admin
istered by the Department of 
Housing and Urban Development 
(HUD). This pilot program is 
available to only a few areas, 
which are primarily those more 
densely populated and poor. It 
represents a significant change in 
the approach to rural development 
including the following: 

• It is driven by an extensive 
local strategic planning effort 
generated with broad local 
participation. 

• It concentrates significant 
federal resources in targeted 
areas (Social Service Block 
Grants of $40 million in each 
EZ and $3 million in each 
EC). 

• Federal agencies will have 
authority to waive certain 
requirements of existing 
programs to adapt to the 
strategic plan. 

Other provisions of the 
approach include wage tax credits, 
Tax Exempt Facilities Bonds for 
select private business activities 
and special consideration in 
competition for other programs. 
While provisions limit participa
tion by many stressed rural areas, 
the approach is tailored to local 



needs. It should provide valuable 
information for future rural 
development policy. 

Issues 

Several issues are critical to 
rural America. Unfortunately, they 
come under the jurisdiction of 
several congressional committees 
and federal agencies with most 
having only a minor interest in 
rural issues. This discussion 
focuses on those issues coming 
under the jurisdiction of the 
agricultural committees and the 
USDA. which are the committees 
and the agency with a primarily 
rural constituency. 

• Spane income and employ
ment alternatives. Most rural 
areas lack the economic base 
necessary to provide adequate 
income and employment alterna
tives for existing residents; 
however, there are exceptions. 
Some counties near metropolitan 
centers and some counties depen
dent upon the retirement and 
recreation industries have gener
ated adequate income and employ
ment opportunities. 

• Institutions not designed to 
deal with current 111ral issues 
and 111ral service needs. The 
government and private institu
tions serving rural America were 
designed when agriculture was the 
primary industty and often when 
populations were growing. As 
other industries have become more 
important. new organizations 
representing these interests have 
been slow to develop. The agricul
tural organizations have not 
broadened their agendas to include 
emerging issues. Simultaneously, 

government agencies and organi
zations are finding delivery of 
public services to a declining rural 
population more difficult. Hospital, 
public utility and school districts 
are experiencing increasing 
difficulty providing services 
economically with declining tax 
and clientele bases. 

• Shortage of human capital to 
provide leadenhip for govern
ment and businesses. The 
selective outmigration from rural 
areas has left many areas short of 
leadership for government and 
business organizations. The sparse 
population, lower percentage of the 
population in prime working age 
categories and lower educational 
attainment levels all work against 
rural areas. While metropolitan 
areas have many individuals in 
leadership positions, rural areas 
have single individuals holding 
many leadership positions. 
Additionally few training opportu
nities for new leaders are available. ..... 

• Obsolete, deteriorating and 
inappropriate infrast111cture. 
Much of the infrastructure in rural 
America. as with the institutions, 
was designed to address different 
circumstances than exist today. 
Highways, roads, bridges, water 
and sewer systems are often old 
and deteriorating. In areas 
experiencing population growth, 
the new residents often require 
system expansions that raise the 
costs for all tax payers. In areas of 
population decline it is almost 
impossible to maintain existing 
infrastructure. The emerging 
telecommunications technology 
holds the promise of shrinking 
distances and bringing rural areas 
into the mainstream. This will 
occur only to the extent that rural 
areas are connected and rural 
people gain the skills and over-

come any cultural barriers to using 
the new technology. Urban areas 
are better equipped to take advan
tage of this new technology. This 
breakthrough could result in 
further isolation of rural areas. 

Policy 
Alternatives and 
Consequences 

Rural development policy 
issues concern all levels of govern
ment. State and local governments 
can offer flexibility needed to meet 
the diverse issues facing rural 
areas. The federal government can 
play a role in creating a national 
environment conducive to eco
nomic growth; providing leader
ship in setting general policy 
goals, establishing approaches, and 
creating institutions; coordinating 
programs across levels of govern
ment; achieving efficiencies not 
attainable by state and local 
government; facilitating multi
state or regional approaches to 
solving rural issues; and distribut
ing the costs and benefits of 
development activity equitably. 

There are four basic ap
proaches for rural development 
policy, and each will be briefly 
discussed. 

Increasing income and 
employment 

This involves expanding the 
alternatives (markets) available to 
rural businesses, filling the unique 
capital needs of rural areas and 
targeting training and technical 
assistance to rural business owners 
and managers. 
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Examples of programs that 
expand the markets available to 
rural busines$es include the 
following objectives: targeting 
federal procurement dollars for 
businesses in rural areas; identify
ing and developing foreign 
markets for rural-based businesses; 
and supporti~g research to develop 
new productS from resources 
available in rural areas. The 
economic ac~vity in rural areas is 
small compared with that gener
ated by urban businesses. In 1992, 
84 percent of personal income and 
82 percent of: employment in the 
United States were generated in 
metropolitan jcounties. Therefore, 
the business diverted by this 
targeting wo._id have small impact 
on urban businesses. Also, some 
business based on exclusively rural 
resources would not be readily 
available to urban businesses. 
Historically, Policy makers have 
found targeting necessary to direct 
business actiyity to smaller 
businesses. the consequence of 
not targeting' rural businesses is 
that most of the opportunities 
generated will go to urban-based 
firms because of their superior 
access to infqrmation. 

One additional approach to 
increasing income and employ
ment is industrial or business 
recruiting. This involves attract
ing a business that brings with it 
an established or potential market 
opportunity. . While some rural 
areas have used this strategy 
successfully, ~ost have not. 
Within the United States, this 
involves attracting a business from 
one area to another. This may be a 
benefit to the area capturing the 
firm but it is a zero sum game (no 
overall gain) I nationally. Attracting 
businesses inlternationally may 
offer promist: but not for most rural 
areas. 
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The shortage of employment 
and income opportunities is 
attributed in part to a lack of 
capital for businesses. Research 
suggests that there is not a general 
lack of capital in all rural areas. 
For example, rural banks are 
operating efficiently. The capital 
shortfall affects selected types of 
capital in specific locations. There 
is a lack of equity capital, long 
term debt capital, micro loans, and 
start-up debt capital in rural areas. 
A shortage of debt capital also 
occurs when there is a mismatch 
between the size of the business 
seeking capital and the financial 
institution and instances when the 
area is dominated by a single type 
ofbusiness. Hence, Congress 
created the Farm Credit System 
(FCS) to address this latter 
problem in areas dominated by 
agriculture. 

Several tools could address 
this shortfall. Private-public 
partnership arrangements could 
establish revolving rural capital 
pools to share in the gains or losses 
from new rural business ventures. 
Bank Community Development 
Corporations (CDCs) could be 
used to structure this private-public 
partnership. Bank CDCs can 
receive funding from a variety of 
public and private sources. Banks 
could be allowed to invest up to I 0 
percent of their assets in the CDC. 
Both bankers and business people 
frequently face financing requests 
that are turned down because of 
under capitalization. Focusing on 
the longer term and venture capital 
needs of rural businesses should 
increase both the volume of 
fundable loans for local banks as 
well as the business activity in the 
area. The Bank CDC has the 
additional advantage of being able 
to provide or make management 
advice part of the financing 
package. This is something banks 

cannot do without putting their 
collateral at risk. Some urban 
banks have used Bank CDCs, but 
rural banks have not. 

FCS officials have been 
exploring expanding their charter 
to service all rural businesses. Just 
broadening the charter would place 
additional financial institutions in 
the rural nonfarm credit market 
competing with local banks for the 
existing pool of loans. Leaming to 
make loans to nonfarm businesses 
would likely be expensive. Both 
the Farmers Home Administration 
(FmHA) and the Small Business 
Administration (SBA) experienced 
significant losses when FmHA 
began making nonagricultural 
business loans and SBA began 
making farm loans. Once the FCS 
portfolio became diversified, there 
was no particular reason to believe 
that this institution would function 
any differently than existing local 
banks. Allowing the FCS to enter 
the market only through Bank 
CDCs would create an incentive to 
establish Bank CDCs in rural 
areas. The FCS could diversify its 
portfolio and increase the fundable 
loan pool available to existing 
financial institutions. 

Government loan guarantees 
through SBA and FmHA continue 
to have the potential of making 
debt capital available for rural 
businesses. Unfortunately, rural 
banks are notorious for their 
reticence to use these programs. 
The reason normally given is that 
the volume of these types of loans 
is so small that no one is trained to 
handle the paper work require
ments. The bank CDCs suggested 
above could use these programs in 
putting financial packages to
gether, thus making existing 
government programs more 
accessible to rural businesses. 

Policy initiatives to help in 
creating higher paying jobs include 



the establishment of small business 
educational programs designed to 
enhance entrepreneurial skills and 
management capacity; the develop
ment of pilot projects in business 
schools to educate potential and 
existing managers of rural busi
nesses in modem business man
agement practices; the expansion 
of technical planning assistance; 
and the establishment of service 
centers for essential business 
services that could be located in 
existing rural governmental 
offices. 

Revitalizing rural 
institutions 

Besides the creation of 
Council of Governments (COGs), 
rural government structures remain 
as they were created and that is to 
address historic conditions that do 
not exist today. The most com
monly offered solution to rural 
institutions like school and 
hospital districts, is consolidation 
that carries with it the undesirable 
side effect of loss of community 
identity. Rural communities are 
often reluctant to cooperate with 
neighbors. However, federal 
leadership could facilitate this 
approach. Several alternatives are 
possible including the following 
solutions: 

• Mandate exploration of 
multicommunity options. 

• Develop procedures for 
sharing current program 
resources and responsibilities 
across jurisdictional lines. 

• Provide education and 
technical assistance to identify 
the benefits from cooperative 
efforts, teach the necessary 
mechanisms, and overcome 

the cultural resistance to 
cooperation. 

• Increase the ease of govern
ment restructuring. State and 
federal legislative districts 
change regularly but there is 
no provision for restructuring 
local government. 

• Institute government sunset 
provisions. 

Policies facilitating the 
revitaliz.ation of rural governmen
tal institutions would make 
existing programs more accessible 
to rural residents, particularly 
where small scale and dispersed 
population are the current limiting 
factors. Without one or more of 
these alternatives, consolidation 
will remain the primary option. 

Enhancing the capacity 
of rural people 

Rural policy has historically 
focused on infrastructure, business 
finance and industrial recruiting to 
the neglect of human capacity. 
The enhancement of human 
capacity is complementary to the 
effective use of infrastructure and 
capital as well as to the develop
ment of a skilled work force to take 
advantage of recruitment efforts. 
This area includes items like 
literacy training, primary and 
secondary education, adult educa
tion, job training and other work 
force services and health care. 
Aiding capacity building is a long
run development strategy designed 
to improve the general quality of 
the rural labor force. Spending 
more on literacy training and 
primary and secondary education 
reduces the need for job training of 
the uneducated in the future. 

Most of this area is not under 
the purview of the 1995 farm bill. 

However, offices of the USDA 
agencies are located throughout 
rural America. and some of these 
agencies are involved in nutritional 
programs and adult education. 
The proximity to rural people is 
important for reasons of both 
culture and distance. Effective 
delivery of certain types of services 
and training requires delivery close 
to the recipient's home. 

For example, the Women, 
Infants and Children's program 
(WIC) has been effective in 
reaching low income, illiterate 
women with nutritional assistance. 
Several policy makers have 
suggested that a literacy compo
nent could be added to this 
program that already reaches a 
specific target audience. A more 
literate rural population would 
need less retraining. It would put 
rural areas in a more favorable 
position to compete for jobs in the 
expanding service and high-tech 
manufacturing sectors. Without 
reduced illiteracy. rural areas will 
continue to generate high levels of 
unemployment. 

Adult education and job 
training could be added to the 
mission of the Extension Service 
that already provides similar 
training for those engaged in 
agricultural pursuits. Unlike 
modification of the WIC program, 
this would involve both broadening 
of the subject matter taught and an 
expansion of the target audience. 
In areas fortunate enough to have 
other service providers, coordina
tion and cooperation would be key 
factors. 

Delivering educational 
services through existing, compat
ible rural institutions may be an 
effective way to reach into areas 
not well served. This has been 
done before. During the late 
1960s, the United States Depart
ment of Labor (USDL) contracted 
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with the Extension Service and 
other agenciC$ in several states to 
deliver work force services in rural 
areas. The project, called Hitch
hike, delivered programs like 
employment ~rvices, job counsel
ing and job training. This may be 
an option as qiaintaining single 
purpose offices becomes more 
difficult in areas experiencing 
population loss. While health care 
and most education and work force 
services are not typically offered 
through the qsoA agencies, these 
services may ~ provided through 
cooperative a$feements. 

Rural infrastructure 
development 

Governm~nts have tradition
ally played a ~ey role in financing 
major public liervices and facilities 
such as high\\'.3ys, roads, bridges, 
sewer and water facilities and 
industrial site$ or parks. Such 
facilities are e$sential for the 
movement of people and goods and 
for the operati~n of businesses 
whether in rural or urban areas. 
Without the adequate maintenance 
of infrastrucmre in rural areas, 
business growth will be limited. 
Meeting mandatory government 
standards for ~ater quality, solid 
waste disposal and other regulatory 
demands may I require federal 
assistance. Many rural areas do 
not have adequate tax bases to 
meet mandatory standards while 
satisfying oth~r 1°"31- needs. 
Matching grants could be allocated 

for creative, multi-community 
approaches that may require the 
reorganization of local delivery 
systems to provide services more 
efficiently. Technical planning 
assistance will be necessary to help 
rural community leaders in 
developing such approaches. 
Access to modem telecommunica
tion systems could be provided by 
federal assistance just as rural 
electric and telephone services 
have been in the past. Without 
access to modem telecommunica
tion systems, business development 
in rural areas will be hampered. 
Furthermore, failure of rural areas 
to use this new technology could 
further isolate rural people rather 
than reduce the gap between rural 
and urban areas. 

Conclusion 

Designing a national rural 
policy to help rural residents and 
areas to realize their potential is no 
easy task. 

The challenge as stated by 
Reid and Lovan is as follows: 

" ... it has become increasingly 
clear that the future viability of 
rural communities depends on 
numerous aspects of social and 
economic life, not merely those few 
(mainly infrastructure development 
and business finance) that have 

dominated rural policy in the past. 
Stated in the simplest terms, there 
are no 'silver bullets. ' Develop
ment stems from parallel advances 
in the competitiveness of industries 
and the skills of workers, from the 
quality and quantity of service and 
amenities, the skill and diligence 
of community leaders, from the 
availability of capital, and from 
democratic institutions that are 
able to produce a meaningful 
consensus on goals and means. " 
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Background 

The animal rights movement 
has emerged from old ideas 
but with new philosophical 

perspectives that emphasize moral 
and ethical standards for how 
humans should relate to and treat 
animals. Although similar attempts 
to revolutionize societal values 
concerning animal use have 
occurred in the past, conditions 
were not ripe for the movement to 
be taken seriously. One philoso
pher describes the current move
ment as "a major revolution in 
social concern with animal welfare 
and the I status of animals." 

The major conflicts of values 
concerning animal use have arisen 
from a society that has changed 
dramatically during the 20th 
century. With the loss of an 
agrarian ethic, increased industri
aliz.ation, and a society concen
trated in an wban environment, 
people do not interact with animals 
in the same way or for the same 
purpose as in previous generations. 

Production efficiency and 
technology have allowed consum
ers to be more distant from food 
production and other animal 
products. At the same time, pets 
have become a more important 
dimension of our life-styles. Under 
these conditions, a diversity of 

attitudes, philosophies and ethics 
regarding animal use have devel
oped. 

Traditional values of animal 
care and use are being questioned 
by society. Animal advocacy and 
the promotion of a new animal 
ethic pose challenges to individuals 
who work directly with animals in 
any phase of business. profession, 
or leisure activity. These conflicts 
will affect how society dictates the 
use and care of animals in the 
future. And regardless of the 
problems in determining the status 
of animals in western society, the 
movement to recognize and protect 
animals will continue to grow. For 
owners, users and consumers of 
animal products and services. these 
new values may indeed defy 
conventional ways of doing 
business, and challenge contempo
rary life styles. Issues related to 
the environment, food safety, diet 
and health have also attracted 
animal activists to join with groups 
sharing these concerns. 

Animal welfare is based on 
principles of humane care and use. 
Welfare positions are founded on 
the basic premise that animals can 
and will be used to benefit humans, 
and the responsibility of use carries 
certain obligations to the animals. 
Generally, animal use obligations 
include appropriate husbandry; 
provision of essential food, water 
and shelter; health care and 
maintenance; alleviation of pain 

and suffering; and other needs. 
Obligations to animals under a 

welfare ethic continue to evolve 
with society's expectations and 
scientific understanding of 
animals. However, definitions of 
animal welfare obligations vary. In 
the traditional sense, humane 
treatment is the primary concern, 
with little or no consideration of 
the ultimate use. But recent shifts 
in attitudes have challenged the 
traditional definition. The 
ultimate use of the animal is now 
also a concern. 

Some assert that there are 
essential (biomedical research) and 
nonessential uses of animals 
(entertainment). These animal 
welfare advocates will ardently 
support animal use practices that 
are perceived to produce wide
spread benefits to society, thus 
justifying required use of animals, 
but reject support for nonessential 
use. 

Animal rights includes some 
fundamental differences from 
animal welfare. Animal rights, in 
its purest form (animal liberation) 
is not concerned with humane care 
and use of the animal. Rather, it 
focuses on whether humans have 
the right to view and use animals 
as resources and what rights 
animals are entitled to as living, 
feeling beings. 

These rights are determined 
regardless of human benefits from 
animal use. Use is not a consider-



ation. Howe\l'er, most animal 
rights suppo~ers are more prag
matic in their approach to institut
ing change br working to abolish 
cruel or abusave situations to 
eliminate animal suffering. 
Support for alumal use can be 
found where mutual benefits are 
perceived for1both animal and 
human. such ~ pet keeping. 
However, a segment of rights 
advocates bel~eve that nonhuman 
animals are not to be used for any 
purpose by hyrnans - that animals 
are "not ours Ito eat, wear, or 
experiment on." 

Implem~nting this philosophy 
would mean eliminating all uses of 
animals for f90<i, clothing, leisure, 
or research plirposes. In effect, 
this implies the adoption of 
vegetarian dif ts; the elimination of 
wool, leather, or fur for clothing or 
ornamental purposes; and the 
abolition of +mals used for 
leisure activities, such as in 
hunting, hor!!C and dog racing, 
zoos, circuse~. or aquariums. 

Animal rights in the political 
context can ~can almost anything 
from a campaign to achieve the 
liberation of ~I animals, including 
pets, to mucti more limited goals 
pursued through horse-trading and 
compromise fn the policy making 
process. i 

Reformist or Abolitionist? 
Animal acti~sts may be identified 
as reformists or abolitionists. The 
reformists ~Uy include those 
who believe in the-views of 
philosophers but want to work 
within the sy~m to improve the 
conditions under which animals 
are treated. 1 

The abolitionists work to 
eliminate all uses of animals that 
they see as ~using pain and 
suffering. Efforts to destroy the fur 
apparel indUfOY, stop veal produc
tion, stop la1*>ratory animal 
research and product testing, 
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promote vegetarian diets, and ban 
hunting, are a few goals of 
abolitionists. 

Current 
Situation and 

Forces of 
Change 

The animal protection 
movement has evolved into three 
types of organizations: ( l) local 
humane societies and societies for 
the prevention of cruelty to 
animals; (2) national and state 
organizations with a range of 
objectives and differing degrees of 
reformist and abolitionist goals, 
and; (3) grassroots activist organi
zations encouraged by the leading 
animal rights and animal welfare 
groups. Groups 2 and 3 are most 
involved in influencing public 
policies affecting animal care and 
treatment. 

Most attempts to make 
national policy have occurred since 
World War II. The following 
legislation identifies successful 
efforts of animal welfare advocates 
to influence policy: 

The Federal Humane 
Slaughter Act of 1958, with 
amendments in 1978, required 
federally-inspected meat plants to 
comply with humane slaughter 
conditions. 

The Animal Welfare Act of 
1966, with amendments in 1976, 
regulated transportation, sale and 
handling of dogs, cats and certain 
other animals used for research, 
and prohibited animal fighting 
ventures. 

The Marine Mammal 
Protection Act of 1972 prohibits 
killing, capturing and harassing of 
any marine mammal without a 
permit. 

The Health Research 
Extension Act of 1985, an 
amendment to the Public Health 
Service Act, established animal 
research standards, including 
animal care committees, and 
required research plans for the 
reduction of animal use, alterna
tives to animals, or the reduction of 
pain and discomfort to animals 
used in research. 

The 1985 farm bill set 
precedent for including animal 
welfare issues in omnibus farm 
legislation and required the 
Secretary of Agriculture to set 
standards governing the humane 
care, treatment, and transportation 
of animals by dealers, research 
facilities, and exhibitors. These 
standards were to describe mini
mum requirements for handling, 
housing, feeding, watering, 
sanitation. ventilation. shelter from 
extremes of weather and tempera
ture. adequate veterinary care. 
separation by species. exercise of 
dogs, and an adequate enriched 
environment to promote psycho
logical well-being for nonhuman 
primates. 

Each research facility must 
establish at least one committee of 
not fewer than three members to 
assess animal care and practices. 
and reflect in animal care practices 
society's concerns regarding 
animal welfare. It must also 
provide training for its scientists. 
animal technicians, and other 
personnel involved with animal 
care and treatment. The National 
Agricultural Library was mandated 
to establish an information service 
on employee training and animal 



experimentation to reduce animal 
pain and stress. 

The 1990 Farm Bill provided 
that a dealer may not obtain any 
live dog or cat from a source other 
than a city, county or state pound; 
a private entity under contract with 
a local agency, a registered 
research facility or an individual 
who bred and raised the animals. 
Any animal sold by a dealer must 
have valid certification. 

The Animal Facilities 
Protection Act of 1992 was 
supported by animal users and the 
animal industry to stem increased 
incidents of vandalism, theft, and 
threats to research workers. After 
several years of effort, Congress 
passed a bill that made destruction 
of animal research or production 
facilities a federal offense if 
damage exceeded $10,000. 

Animal Weffare and 
Animal Rights Issues 

The issues encompassing 
animal welfare and animal rights 
cover animals used for food, in 
research, and for pleasure and 
leisure activities. Animal rights 
and animal welfare organizations 
often focus their attention on a few 
specific issues such as fur animal 
production, housing and feeding 
veal calves, use of animals in 
research, egg production from hens 
in cages, or pet ovei:population. 
The issues that will most likely 
come up in future legislative 
debates include the following: 

• Humane management 
practices. To what extent 
should government dictate 
management practices under 
which food and research 
animals are produced and 
cared for? For example, 

legislation has been proposed 
to establish management 
practices for veal production. 
In Europe, certain manage
ment practices and space 
requirements have been 
written into law. For example, 
in Sweden no more than three 
laying hens can be kept in one 
cage and dairy cows must be 
kept on pasture at least one 
month each year. In the 
United Kingdom, the Farm 
Animal Welfare Council has 
recommended a stocking rate 
for broiler chickens not 
exceeding 34 kilograms per 
square meter during the 
growing period. 

• Humane treatment criteria. 
Under what criteria will 
humane treatment of animals 
be measured if humane 
treatment is the objective of 
government rules and regula
tions dealing with animal 
care? 

• Genetically altered animal 
species. Should public funds 
be used to develop genetically 
altered animal species and 
under what conditions should 
their introduction and repro
duction be permitted? 

• Damage control. Should 
poisoning, trapping, or 
shooting of animals be 
permitted to protect domestic 
livestock and crops? 

• Bunting and trapping. 
Under what conditions should 
hunting be permitted on public 
lands and interference of 
hunters be allowed? Should 
the steel leg hold trap be made 
illegal nationwide? 

• Endangered species. Should 
an economic impact assess
ment be required when 
restrictions on the use of 
public and private lands are 
considered because a species 
of animal or bird is threatened 
or endangered? 

• Animals in research. Under 
what conditions and for what 
purposes should animals be 
used in research? Animal 
research is now subject to 
regulation and control. Some 
groups advocate prohibition of 
all animal research. 

Policy 
Alternatives and 
Consequences 

Control and Regulation 
of Management 
Practices 

Individual producers now have 
almost complete freedom to choose 
those management and production 
practices that they believe will give 
most efficient production and 
lowest cost per unit produced. 
Policy choices include the follow
ing: 

• Let producers decide what 
they believe are the best 
management and production 
practices. The traditional 
criteria by which livestock and 
poultry well- being has been 
measured in the past -
growth patterns, weight gains 
and appearance - are being 
questioned. Such standards 
may not be acceptable to the 
animal rights advocates. 
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• Establish boards or commis
sions, as the European Union 
and som' individual European 
countri:4 have done, to 
establis_~lacceptable "humane" 
practices; for producing 
livestockand poultry. Educate 

I 
producers and encourage 
compliance with these 
recommended practices. 
Questions are not only 
emanating from the animal 
advocacy community, but have 
been dev~loping within the 
scientific! community as well. 
Howeverj the intention of each 
comm~ty for the develop
ment an~ use of animal 
welfare information is differ
ent. The commission would 
reconcile these different views 
to the benefit of all societal 
segments. 

I 

• Establish! rules and regulations 
through ~e public hearing 
process aPd enforce compli
ance throogh law enforcement 
officials and levy fines for 
noncompliance. 

• Require labeling of animal, 
dairy and poultry products to 
indicate the type of production 

practices F· 
! 

The devetopment of"accept
able humane ractices" could 
result in l) th development of 
more rigid systems_ of production 
that would be viewed as more 
humane, and more easily enforced, 
or 2) the development of systems 
that could provide optimal animal 
production an~ enhanced animal 
welfare underla variety of produc
tion conditio$. If humane 
standards werF established and 
enforced by gtvemment rules and 
regulation. the outcome could 
bring higher production and 
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marketing costs, lower returns and 
reduced incentives for investment 
in the animal industry. Consider
able disagreement as to what 
practices are really humane could 
result. 

Agribusiness finns have an 
important stake in policy decisions 
that affect management and 
production practices. If new 
facilities were required, the 
production and marketing of the 
new facilities and equipment 
would benefit agribusiness. 
However, if regulations and 
restrictions reduce production. 
those involved in processing and 
marketing these products would 
suffer reduced business. 

New policies that would 
increase costs and reduce supplies 
of animal, dairy or poultry prod
ucts could raise food costs for 
consumers. However, some 
consumers will pay more for a 
product that has been produced 
under what they believe is more 
humane conditions. In Europe, 
many stores feature "free-range" 
eggs from hens allowed to run out 
in open lots. Prices reflect the 
higher costs as in the case of 
organic foods in the United States. 

New policies that bring about 
new regulations also add up to 
more bureaucracy, more civil 
servants to implement the policies, 
and more costs to taxpayers. The 
alternatives are not just more or 
less regulation, but what values the 
public believe are important 
enough to pay the cost of such 
policies. 

Genetically engineered 
livestock and poultry 

Policy choices include the 
following: 

• Prohibit all research with 
animals to develop new 

genetically engineered strains. 

• Pennit research on genetically 
engineered strains but allow 
no patenting of genetically 
developed strains. 

• Pennit both private industry 
and publicly funded genetic 
research and pennit patents 
for successfully developed new 
strains. 

Genetically engineered strains 
of livestock and poultry could 
mean increased efficiency and 
profits for some producers. 
However, if patent restrictions 
limit a producer's rights to 
reproduce and sell these new 
strains or types of animals, the 
economic benefits may accrue 
mostly to the developers and patent 
holders. 

Biotechnology could open new 
markets and opportunities for the 
agribusiness community. New 
animal strains, growth hormones, 
or other products that enhance 
production would be quickly 
adopted by producers. The 
agribusiness finns and dealers 
marketing these products would 
see expanded growth and business 
volume. 

One concern of environmental 
groups is the effect of new geneti
cally engineered plant or animal 
products upon the purity and 
diversity of the total ecosystem. 

Control of predatory wild 
animals 

Predator control has become a 
policy issue in part because efforts 
to poison predatory animals have 
also resulted in poisoning of non
targeted animals. Policy alterna
tives include the following: 



• Give farmers and ranchers 
complete freedom to use 
poison baits and other means 
to control predators and 
protect their livestock. 

• Restrict use of poison baits 
that will be harmful to other 
animals and birds. 

• Prohibit use of all poison baits 
and other predator control 
measures. 

• Develop baits that more 
specifically control the· target 
predators without harming the 
non-targeted animals and 
birds. 

Restrictions on damage 
control practices such as poisoning 
of predatory animals could mean 
greater losses for livestock produc
ers and could discourage produc
tion in some parts of the country. 
Sheep producers in the west have 
been adversely affected by limits 
on poisoning of coyotes. However, 
furtherresearchisunderwayto 
find more targeted ways to control 
predatory animals, avoid harm to 
non-targeted creatures, and reduce 
predator control costs for produc
ers. 

Environmental concerns have 
resulted in limits on the poisoning 
of predatory animals. The preda
tors could become threatened if too 
many were killed. Poison intended 
for the predators has caused losses 
of other valuable wildlife species 
that were not predators on domes
tic livestock. 

Rules and regulations under 
the Endangered Species Act have 
affected the lumber industry more 
than animal production up to this 
time. However, future determina
tions could affect those who graze 
animals on public lands where 
endangered species are found. 

Private land owners could also be 
affected if restrictions are placed 
upon how their land is used for 
farming purposes. 

Hunting and Trapping 

Although a long standing 
tradition in rural America, hunting 
and trapping are viewed as cruel 
and inhumane by many concerned 
with animal welfare and animal 
rights. However, the sale of 
hunting rights has become a 
significant source of ancillary 
income for some farmers. Policy 
alternatives include the following: 

• Prohibit all hunting and 
trapping except among those 
who must depend upon these 
activities for food and eco
nomic survival. 

• Prohibit hunting and trapping 
on public lands, but permit 
these activities on private 
land. 

• Let states make their own 
policies regarding hunting and 
trapping. 

• Let states set policies for 
hunting, but prohibit use of 
the leg hold steel trap or other 
devices that are considered 
cruel and unnecessary. 

Public policies dealing with 
hunting and trapping could 
adversely affect those rural 
residents who have had relatively 
free choice in the hunting and 
trapping activities. Animal 
advocates generally oppose 
hunting and trapping. Conserva
tion groups support controlled 
hunting to maintain adequate 
wildlife populations that can 
survive and reproduce. Restrictions 
on hunting and trapping that affect 

threatened or endangered species 
would be supported by environ
mental groups. 

Research with Food and 
Laboratory Animals 

Current policies require 
oversight on research plans and 
implementation. It allows research 
approved by a committee or board 
to insure humane treatment to the 
greatest extent possible and the 
minimum number of animals 
needed to conduct the project while 
still producing valid results. This 
is the current policy under the 
Animal Welfare Act. The policy 
choices include the following: 

• Allow unrestricted the use of 
food and laboratory animals 
for research purposes. 

• Prohibit all biomedical, 
product testing and farm 
animal research. 

Restrictions on use of animals 
in research or product testing could 
raise costs or restrict availability of 
new drugs or household products. 
Those who suffer from diseases or 
other ailments have very special 
concerns about restrictions that 
could affect their future health and 
well-being. 

Conclusion 

Animal rights and animal 
welfare issues are not likely to be 
the highest priority issues during 
the 1995 farm bill debate. How
ever, animal activists will continue 
to pursue their goals and join with 
other groups that share common 
environmental, health and food 
safety concerns. Farmers, 
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agribusiness, consumers and their 
organiutions1 need to be a part of 
this dialogue as part of the political 
process. 
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concerning animal use have 
occurred in the past. conditions 
were not ripe for the movement to 
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pher describes the current move
ment as "a major revolution in 
social concern with animal welfare 
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The major conflicts of values 
concerning animal use have arisen 
from a society that has changed 
dramatically during the 20th 
century. With the loss of an 
agrarian ethic, increased industri
alization, and a society concen
trated in an urban environment, 
people do not interact with animals 
in the same way or for the same 
purpose as in previous generations. 

Production efficiency and 
technology have allowed consum
ers to be more distant from food 
production and other animal 
products. At the same time, pets 
have become a more important 
dimension of our life-styles. Under 
these conditions, a diversity of 

attitudes, philosophies and ethics 
regarding animal use have devel
oped. 

Traditional values of animal 
care and use are being questioned 
by society. Animal advocacy and 
the promotion of a new animal 
ethic pose challenges to individuals 
who work directly with animals in 
any phase of business, profession, 
or leisure activity. These conflicts 
will affect how society dictates the 
use and care of animals in the 
future. And regardless of the 
problems in determining the status 
of animals in western society, the 
movement to recognize and protect 
animals will continue to grow. For 
owners, users and consumers of 
animal products and services. these 
new values may indeed defy 
conventional ways of doing 
business, and challenge contempo
rary life styles. Issues related to 
the environment, food safety, diet 
and health have also attracted 
animal activists to join with groups 
sharing these concerns. 

Animal welfare is based on 
principles of humane care and use. 
Welfare positions are founded on 
the basic premise that animals can 
and will be used to benefit humans, 
and the responsibility of use carries 
certain obligations to the animals. 
Generally, animal use obligations 
include appropriate husbandry; 
provision of essential food, water 
and shelter; health care and 
maintenance; alleviation of pain 

and suffering; and other needs. 
Obligations to animals under a 

welfare ethic continue to evolve 
with society's expectations and 
scientific understanding of 
animals. However, definitions of 
animal welfare obligations vary. In 
the traditional sense, humane 
treatment is the primary concern, 
with little or no consideration of 
the ultimate use. But recent shifts 
in attitudes have challenged the 
traditional definition. The 
ultimate use of the animal is now 
also a concern. 

Some assert that there are 
essential (biomedical research) and 
nonessential uses of animals 
(entertainment). These animal 
welfare advocates will ardently 
support animal use practices that 
are perceived to produce wide
spread benefits to society, thus 
justifying required use of animals, 
but reject support for nonessential 
use. 

Animal rights includes some 
fundamental differences from 
animal welfare. Animal rights, in 
its purest form (animal liberation) 
is not concerned with humane care 
and use of the animal. Rather, it 
focuses on whether humans have 
the right to view and use animals 
as resources and what rights 
animals are entitled to as living, 
feeling beings. 

These rights are determined 
regardless of human benefits from 
animal use. Use is not a consider-



ation. Howev¢r, most animal 
rights supporters are more prag
matic in their approach to institut
ing change bytorking to abolish 
cruel or abusi e situations to 
eliminate ani suffering. 
Support for animal use can be 
found where mutual benefits are 
perceived for ~th animal and 
human, such afs pet keeping. 
However, a setrnent of rights 
advocates believe that nonhuman 
animals are not to be used for any 
purpose by humans - that animals 
are "not ours tf, eat, wear, or 
experiment on." 

Implementing this philosophy 
would mean eliminating all uses of 
animals for food, clothing, leisure, 
or research putposes. In effect, 
this implies th~ adoption of 
vegetarian diets; the elimination of 
wool, leather, or fur for clothing or 
ornamental purposes; and the 
abolition of ~mals used for 
leisure activiti~s, such as in 
hunting, horse and dog racing, 
zoos, circuses, or aquariums. 

Animal rights in the political 
context can m~ almost anything 
from a campai,8n to achieve the 
liberation of all animals, including 
pets, to much more limited goals 
pursued through horse-trading and 
compromise in the policy making 
process. I 

Reformis~ or Abolitionist! 
Animal activists may be identified 
as reformists or abolitionists. The 
reformists ~ly include those 
who believe in the Yiews of 
philosophers b t want to work 
within the system to improve the 
conditions under which animals 
are treated. 

The aboli~onists work to 
eliminate all ~s of animals that 
they see as causing pain and 
suffering. Efforts to destroy the fur 
apparel industp', stop veal produc
tion, stop laboratory animal 
research and product testing, 
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promote vegetarian diets, and ban 
hunting, are a few goals of 
abolitionists. 

Current 
Situation and 

Forces of 
Change 

The animal protection 
movement has evolved into three 
types of organizations: ( 1) local 
humane societies and societies for 
the prevention of cruelty to 
animals; (2) national and state 
organizations with a range of 
objectives and differing degrees of 
reformist and abolitionist goals, 
and; (3) grassroots activist organi
zations encouraged by the leading 
animal rights and animal welfare 
groups. Groups 2 and 3 are most 
involved in influencing public 
policies affecting animal care and 
treatment. 

Most attempts to make 
national policy have occurred since 
World War II. The following 
legislation identifies successful 
efforts of animal welfare advocates 
to influence policy: 

The Federal Humane 
Slaughter Act of 1958, with 
amendments in 1978, required 
federally-inspected meat plants to 
comply with humane slaughter 
conditions. 

The Animal Welfare Act of 
1966, with amendments in 1976, 
regulated transportation, sale and 
handling of dogs, cats and certain 
other animals used for research, 
and prohibited animal fighting 
ventures. 

The Marine Mammal 
Protection Act of 1972 prohibits 
killing, capturing and harassing of 
any marine mammal without a 
permit. 

The Health Research 
Extension Act of 1985, an 
amendment to the Public Health 
Service Act, established animal 
research standards, including 
animal care committees, and 
required research plans for the 
reduction of animal use, alterna
tives to animals, or the reduction of 
pain and discomfort to animals 
used in research. 

The 1985 farm bill set 
precedent for including animal 
welfare issues in omnibus farm 
legislation and required the 
Secretary of Agriculture to set 
standards governing the humane 
care, treatment, and transportation 
of animals by dealers, research 
facilities, and exhibitors. These 
standards were to describe mini
mum requirements for handling, 
housing, feeding, watering, 
sanitation, ventilation, shelter from 
extremes of weather and tempera
ture, adequate veterinary care, 
separation by species, exercise of 
dogs, and an adequate enriched 
environment to promote psycho
logical well-being for nonhuman 
primates. 

Each research facility must 
establish at least one committee of 
not fewer than three members to 
assess animal care and practices, 
and reflect in animal care practices 
society's concerns regarding 
animal welfare. It must also 
provide training for its scientists, 
animal technicians, and other 
personnel involved with animal 
care and treatment. The National 
Agricultural Library was mandated 
to establish an information service 
on employee training and animal 



experimentation to reduce animal 
pain and stress. 

The 1990 Farm Bill provided 
that a dealer may not obtain any 
live dog or cat from a source other 
than a city, county or state pound; 
a private entity under contract with 
a local agency, a registered 
research facility or an individual 
who bred and raised the animals. 
Any animal sold by a dealer must 
have valid certification. 

The Animal Facilities 
Protection Act of 1992 was 
supported by animal users and the 
animal industry to stem increased 
incidents of vandalism, theft, and 
threats to research workers. After 
several years of effort. Congress 
passed a bill that made destruction 
of animal research or production 
facilities a federal offense if 
damage exceeded $10,000. 

Animal Welfare and 
Animal Rights Issues 

The issues encompassing 
animal welfare and animal rights 
cover animals used for food, in 
research, and for pleasure and 
leisure activities. Animal rights 
and animal welfare organizations 
often focus their attention on a few 
specific issues such as fur animal 
production, housing and feeding 
veal calves, use of animals in 
research, egg production from hens 
in cages, or pet ovecpopulation. 
The issues that will most likely 
come up in future legislative 
debates include the following: 

• Humane management 
practices. To what extent 
should government dictate 
management practices under 
which food and research 
animals are produced and 
cared for? For example, 

legislation has been proposed 
to establish management 
practices for veal production. 
In Europe, certain manage
ment practices and space 
requirements have been 
written into law. For example, 
in Sweden no more than three 
laying hens can be kept in one 
cage and dairy cows must be 
kept on pasture at least one 
month each year. In the 
United Kingdom, the Farm 
Animal Welfare Council has 
recommended a stocking rate 
for broiler chickens not 
exceeding 34 kilograms per 
square meter during the 
growing period. 

• Humane treatment criteria. 
Under what criteria will 
humane treatment of animals 
be measured if humane 
treatment is the objective of 
government rules and regula
tions dealing with animal 
care? 

• Genetically altered animal 
species. Should public funds 
be used to develop genetically 
altered animal species and 
under what conditions should 
their introduction and repro
duction be permitted? 

• Damage control. Should 
poisoning, trapping. or 
shooting of animals be 
permitted to protect domestic 
livestock and crops? 

• Hunting and trapping. 
Under what conditions should 
hunting be permitted on public 
lands and interference of 
hunters be allowed? Should 
the steel leg hold trap be made 
illegal nationwide? 

• Endangered species. Should 
an economic impact assess
ment be required when 
restrictions on the use of 
public and private lands are 
considered because a species 
of animal or bird is threatened 
or endangered? 

• Animals in research. Under 
what conditions and for what 
purposes should animals be 
used in research? Animal 
research is now subject to 
regulation and control. Some 
groups advocate prohibition of 
all animal research. 

Policy 
Alternatives and 
Consequences 

Control and Regulation 
of Management 
Practices 

Individual producers now have 
almost complete freedom to choose 
those management and production 
practices that they believe will give 
most efficient production and 
lowest cost per unit produced. 
Policy choices include the follow
ing: 

• Let producers decide what 
they believe are the best 
management and production 
practices. The traditional 
criteria by which livestock and 
poultry well- being has been 
measured in the past -
growth patterns. weight gains 
and appearance - are being 
questioned. Such standards 
may not be acceptable to the 
animal rights advocates. 
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• Establish boards or commis
sions, as the European Union 
and some ,individual European 
countries tiave done, to 
establish ~cceptable "humane" 
practices (or producing 
livestock ~d poultry. Educate 
producers i and encourage 
compliance with these 
recommended practices. 
Questions are not only 
emanating from the animal 
advocacy community, but have 
been developing within the 
scientific ~mmunity ~ well. 
However, ~e intention of each 
communi~ for the develop
ment and ~ of animal 
welfare information is differ
ent. The commission would 
reconcile these different views 
to the benefit of all societal 
segments. 

I 

• Establis;es and regulations 
through e public hearing 
process d enforce compli
ance thro4gh law enforcement 
officials and levy fines for 
noncompliance. 

• Require labeling of animal, 
dairy and poultry products to 
indicate the type of production 

practices 'fsed· 
The devel~ment of "accept

able humane p ctices" could 
result in l) the development of 
more rigid systems_ '?f production 
that would be viewed as more 
humane, and more easily enforced, 
or 2) the development of systems 
that could provide optimal animal 

production anj enhanced animal 
welfare under variety of produc
tion conditio . If humane 
standards werd established and 
enforced by go~ernment rules and 
regulation, the outcome could 
bring higher production and 
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marketing costs, lower returns and 
reduced incentives for investment 
in the animal industry. Consider
able disagreement as to what 
practices are really humane could 
result. 

Agribusiness firms have an 
important stake in policy decisions 
that affect management and 
production practices. If new 
facilities were required, the 
production and marketing of the 
new facilities and equipment 
would benefit agribusiness. 
However, if regulations and 
restrictions reduce production, 
those involved in processing and 
marketing these products would 
suffer reduced business. 

New policies that would 
increase costs and reduce supplies 
of animal, dairy or poultry prod
ucts could raise food costs for 
consumers. However, some 
consumers will pay more for a 
product that has been produced 
under what they believe is more 
humane conditions. In Europe, 
many stores feature "free-range" 
eggs from hens allowed to run out 
in open lots. Prices reflect the 
higher costs as in the case of 
organic foods in the United States. 

New policies that bring about 
new regulations also add up to 
more bureaucracy, more civil 
servants to implement the policies, 
and more costs to taxpayers. The 
alternatives are not just more or 
less regulation, but what values the 
public believe are important 
enough to pay the cost of such 
policies. 

Genetically engineered 
livestock and poultry 

Policy choices include the 
following: 

• Prohibit all research with 
animals to develop new 

genetically engineered strains. 

• Permit research on genetically 
engineered strains but allow 
no patenting of genetically 
developed strains. 

• Permit both private industry 
and publicly funded genetic 
research and permit patents 
for successfully developed new 
strains. 

Genetically engineered strains 
of livestock and poultry could 
mean increased efficiency and 
profits for some producers. 
However, if patent restrictions 
limit a producer's rights to 
reproduce and sell these new 
strains or types of animals, the 
economic benefits may accrue 
mostly to the developers and patent 
holders. 

Biotechnology could open new 
markets and opportunities for the 
agribusiness community. New 
animal strains, growth hormones, 
or other products that enhance 
production would be quickly 
adopted by producers. The 
agribusiness firms and dealers 
marketing these products would 
see expanded growth and business 
volume. 

One concern of environmental 
groups is the effect of new geneti
cally engineered plant or animal 
products upon the purity and 
diversity of the total ecosystem. 

Control of predatory wild 
animals 

Predator control has become a 
policy issue in part because efforts 
to poison predatory animals have 
also resulted in poisoning of non
targeted animals. Policy alterna
tives include the following: 



• Give farmers and ranchers 
complete freedom to use 
poison baits and other means 
to control predators and 
protect their livestock. 

• Restrict use of poison baits 
that will be harmful to other 
animals and birds. 

• Prohibit use of all poison baits 
and other predator control 
measures. 

• Develop baits that more 
specifically control the target 
predators without harming the 
non-targeted animals and 
birds. 

Restrictions on damage 
control practices such as poisoning 
of predatory animals could mean 
greater losses for livestock produc
ers and could discourage produc
tion in some parts of the country. 
Sheep producers in the west have 
been adversely affected by limits 
on poisoning of coyotes. However, 
furtherresearchisunderwayto 
find more targeted ways to control 
predatory animals, avoid harm to 
non-targeted creatures, and reduce 
predator control costs for produc-
ers. 

Environmental concerns have 
resulted in limits on the poisoning 
of predatory animals. The preda
tors could become threatened if too 
many were killed. Poison intended 
for the predators has caused losses 
of other valuable wildlife species 
that were not predators on domes
tic livestock. 

Rules and regulations under 
the Endangered Species Act have 
affected the lumber industry more 
than animal production up to this 
time. However, future determina
tions could affect those who graze 
animals on public lands where 
endangered species are found. 

Private land owners could also be 
affected if restrictions are placed 
upon how their land is used for 
farming purposes. 

Hunting and Trapping 

Although a long standing 
tradition in rural America, hunting 
and trapping are viewed as cruel 
and inhumane by many concerned 
with animal welfare and animal 
rights. However, the sale of 
hunting rights has become a 
significant source of ancillary 
income for some farmers. Policy 
alternatives include the following: 

• Prohibit all hunting and 
trapping except among those 
who must depend upon these 
activities for food and eco
nomic survival. 

• Prohibit hunting and trapping 
on public lands, but permit 
these activities on private 
land. 

• Let states make their own 
policies regarding hunting and 
trapping. 

• Let states set policies for 
hunting, but prohibit use of 
the leg hold steel trap or other 
devices that are considered 
cruel and unnecessary. 

Public policies dealing with 
hunting and trapping could 
adversely affect those rural 
residents who have had relatively 
free choice in the hunting and 
trapping activities. Animal 
advocates generally oppose 
hunting and trapping. Conserva
tion groups support controlled 
hunting to maintain adequate 
wildlife populations that can 
survive and reproduce. Restrictions 
on hunting and trapping that affect 

threatened or endangered species 
would be supported by environ
mental groups. 

Research with Food and 
Laboratory Animals 

Current policies require 
oversight on research plans and 
implementation. It allows research 
approved by a committee or board 
to insure humane treatment to the 
greatest extent possible and the 
minimum number of animals 
needed to conduct the project while 
still producing valid results. This 
is the current policy under the 
Animal Welfare Act. The policy 
choices include the following: 

• Allow unrestricted the use of 
food and laboratory animals 
for research purposes. 

• Prohibit all biomedical, 
product testing and farm 
animal research. 

Restrictions on use of animals 
in research or product testing could 
raise costs or restrict availability of 
new drugs or household products. 
Those who suffer from diseases or 
other ailments have very special 
concerns about restrictions that 
could affect their future health and 
well-being. 

Conclusion 

Animal rights and animal 
welfare issues are not likely to be 
the highest priority issues during 
the 1995 farm bill debate. How
ever, animal activists will continue 
to pursue their goals and join with 
other groups that share common 
environmental, health and food 
safety concerns. Farmers, 
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