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The 2002 Farm Bill: A Step Forward or a Step Backward?
Vernon R. Eidmant

President Bush signed the Farm Security and Rurd Investment Act of 2002, referred to as FSRIA or the
2002 Farm Act, on May 13, 2002. Many U.S. Congressmen and farm group leaders arguethat itisamagjor
improvement over the Federal Agricultura Improvement Act of 1996 (the FAIR Act or the 1996 Farm Act)
it replaced, providing a more adequate safety net for farm families and more funding of conservation measures
(ASA). However, many critics have asserted that it is foolish domestic policy and thet it will have dire
consequences for U.S. trade palicy. It has been cdled lavish, protectionist and backward-looking. Foreign
governments and industries have attacked the Act as areversd of course that makes the U.S. a hypocritein
pressing for trade liberdization. Picking up on this theme, a recent news article portrayed the 2002 Farm Act
asaway of perpetuaing subsidies to weathy American farmers at the direct expense of low-income
producers in developing countries (Thurow). The 2002 Farm Act has clearly attracted the ire of many within
the U.S,, aswdll as those from other countries.

The 2002 Farm Act hasten titles and covers awide range of topics, more than one should attempt to discuss
in one paper, and more than any listener can endure in one Sitting. (See Table 1.) Only three of thetitlesare
discussed in this paper. Theinitid section focuses on Title |, Commodity Programs, the title thet is of greatest
concern to commodity groups and the critics of the Act. Much of the criticism leveled at the 2002 Farm Act
concerns the amount of subsidy authorized for producers. | will contrast the government expenditures under
the Fair Act with the estimated expenditures for the 2002 Farm Act. This comparison shows that the
estimated expenditures for the 2002 Farm Act are larger than those authorized by the FAIR Act, but they are
less than the actual expenditures provided by the FAIR Act and the emergency assistance bills over the 1998
to 2001 period. The next two sections discusses Title 1, Conservation, and Title VI, Rural Devel opmert,
two of thetitlesthat are less controversa and that have received broader support. While expenditures on
these two titles are larger than in the FAIR Act, the 2002 Farm Act did not place as much emphasis on these
areas as ways of raising incomes in rurd areas as many advocated. The fina section discusses some
preliminary thoughts about the chalenges of meeting the WTO aobligations.

Changesin Commaodity Policy and Implications For Gover nment Spending
The FAIR Act

The FAIR Act was passed in 1996, atime of relatively short world supplies and high prices for the mgjor
agricultural commodities. With this access to markets a favorable prices, American producers argued for
planting flexibility and less intervention in planting decisons. In response Congress passed an act that
eliminated annua acreage reduction and paid diversion programs. It dlowed producers flexibility to plant any
combination of crops, except fruits and vegetables, with no reduction in the fixed payments they would
receive.

'Prepared for presentation a University of Minnesota -University of Padova Conference,
Stout’s Idand Lodge, Mikana, Wisconsin, August 25 - 28, 2002. The author is Professor and Head,
Department of Applied Economics, University of Minnesota.



The FAIR Act specified two types of subsidy payments, fixed payments tied to historic bases and
dlotments, and mar keting assistance (price support) loans. The fixed payments were paid on 85% of
historic bases and 1981-85 average yidds. These payments were independent of current market prices and
plantings of whest, feedgrains, cotton and rice on the farm. The annua payment rate was scheduled to decline
over the life of the Act, and some advocates even argued that subsidies would end after 2002. The Act dso
authorized mar keting assistance or price support loans, and loan deficiency payments. Marketing
assstance loans were available on the current year’ s production of whegt, feedgrains, cotton rice, soybeans
and minor oilseeds. To keep the government from getting into the commodity storage business, loan deficiency
payments were made available when market prices were lower than commodity loan rates, where the amount
of the deficiency payment amounted to the difference between the commodity loan rate and the producer’s
loan repayment rate. For some commodities, producers who had taken out a marketing assstance loan could
repay it at prevailing market prices, resulting in marketing loan gains. The method used, loan deficiency
payments or repaying the loan at alower price, affected the cash flow during the year, but the net effect on the
average price farmers received was essentidly the same. The FAIR Act insured that producers could receive
aprice greater than or equd to the loan rate for their total production of the covered crops.

The Fair Act imposed payment limitations of $40,000 per person per year for fixed payments and $75,000
for the combination of loan deficiency payments and marketing loan gains. Supplementd legidation increased
the limit for loan deficiency payments and marketing loan gains to $150,000 for 1999, 2000, and 2001.
Under the three entity rule, afarmer could receive full payments on one operation and up to half payments on
up to two additional operations, essentialy doubling the payment limits per person.

Farmers had to agree to the following conditions to be digible for the fixed payments and price support loans
for the covered crops: 1) comply with the conservation requirements for the farm, 2) comply with the wetland
provisons for the farm, 3) keep contract acres in agricultural uses, and 4) meet certain crop insurance
requirements. In return the farmers were assured of a safety net at the level of the fixed payment plus a price
for the supported commodities at the commodity loan price leve.

Aswe moved from 1996 to 1997 and 1998, world production levels of the mgjor commodities increased and
world prices declined. We experienced severa successive years of record and near record world production
of feedgrains, wheat and oilseeds. Loan deficiency payments and marketing loan payments made up the
difference between the local price and the loan rate for U.S. farmers, and the government cost of the FAIR
Act increased (Table 2). However, farmers and those representing them argued that the safety net was
insufficient, and that disaster payments were needed. By 1998 the U.S. Congress found it did not have the
politica will to maintain the discipline of the FAIR Act. For 4 successive years Congress supplemented the
FAIR Act with emergency assstance, primarily market |oss assistance payments, that increased the fixed
payments per farm by 50% in 1998 and by larger multiplesin 1999, 2000, and 2001 (Table2). Asthe fixed
payments legidated in the FAIR Act declined, the emergency ass stance payments became alarger part of the
total direct payments to farmers. By 2001, many in Congress were advocating that anew farm program was
needed and that it should be put into effect for the 2002 crop year. Congressfailed to passthe new Act until
early May, somewhat late for 2002 planting decisions, but it is in effect for the 2002 crop.
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Many economists felt that moving away from therigidities of the earlier farm billsto the FAIR Act was amove
in the right direction, shifting to decoupled payments and having the fixed payments decline over time. They
and other policy andysts were disappointed when Congress funded emergency assistance for 1998, 1999,
2000, and 2001. They may argue that Congress was guilty of “bowing to the pressure of political specid
interests’ when it provided funding for the emergency assstance. However, farmers are more likely to view
thisaction as Congress vdiantly stepping in to restore the safety net under farm incomes.

The 2002 Farm Act

The 2002 Farm Act carries forward severa policies of the FAIR Act without substantial changes. Producers
must comply with the conservation provisons to be digible to participate in the benefits of the Act. The new
act maintains complete planting flexibility, except for fruits and vegetables, and does not impose production
controls or provide for paid diverson of cropland.

The new act provides for three types of subsidy payments for the mgor crops. They are fixed payments,
mar keting assistance loans and loan deficiency payments, and counter -cyclical income support
payments. Some changes have been made in the implementation of each type of payment, as summarized
below.

Thefixed payments are continued at somewhat higher levels than the 2002 payment rates prescribed for the
FAIR Act (Table 3). The new Act continues to provide fixed payments for whest, feedgrains, cotton, and
rice, and adds fixed payments for soybeans, minor oilseeds and peanuts. U.S. farmers have not had an
alotment or base for soybeans and minor oilseeds, so a base must be established for the farm to participate in
the program. Farmers have two options to establish their base. They may keep the same base they had under
FAIR for corn and other crops, and add the average acres of soybeans planted and prevented planting for
the past four years (1998 - 2001). The second dternative isto update their base of al cropsto the average
plantings and prevented plantingsfor the last four years (1998-2001). In each method, the total base acres
may not exceed the tota cropland acres on the farm. The yidd levels used to caculate the fixed payment
remains a the higoric leve for the farm.

The economic impact of the fixed payment arrangement in the 2002 Farm Act is Smilar to the fixed payments
under the FAIR Act. The fixed payments are not tied to current year acreage, yield or price of the crop on the
farm. These payments increase farm income, and likely lead to dightly higher production. The U.S. will argue
that these are decoupled payments. However, the broad authorization to update bases in the 2002 Act may
encourage farmers to maintain and increase acreage of certain crops in anticipation of opportunities to update
bases in the future.

Marketing assistance loan rates are increased for most crops and decreased for soybeans (Table 3). The
new act expands marketing assstance loans by adding them for peanuts, wool, mohair, and honey. Loan
rates are fixed in the legidation. The mechanics of obtaining benefits of the commodity assstance loan are
similar to the 1996 Act. Farmers can take out the loan and forfeit the crop as repayment, they can repay the
loan &t the stated (lower) price when prices are below the loan rate resulting in amarketing loan gain, or they
can accept aloan deficiency payment for the difference between the locd price and the loan rate.



What are the economic implications of marketing assstance loans? During periods of low prices marketing
loans create incentives to produce crops digible for loan payments. During periods of more favorable
expected prices, the assurance of aminimum price at the loan leve is expected to increase production on
farms operated by risk averse operators. The Economic Research Service has found that most of the cross-
commodity effect occurs in years when there are marketing loan benefits, with little effect in subsequent years
(ERSUSDA ). The 2002 Farm Act raises |oan rates for wheeat and feedgrains and lowers them for soybeans
and oilseeds. Thisis expected to shift plantings to feedgrains and whest.

The 2002 Farm Act added athird type of payment, counter-cyclical income support payments. These
payments were added to replace most of the emergency market |oss ass stance payments provided during
1998 -2001.The crops covered are the same as for the fixed payments, wheet, feedgrains, cotton, rice,
soybeans, minor oilseeds, and peanuts. The payments are available on the same historic base acres as the
farmer sdectsfor fixed payments, and they will be paid whenever the effective price isless than the target
price. The payment for acrop on the farm is the payment rate times the payment acres times the payment
yidd.

Payment rate = target price - direct payment rate - (the higher of commodity price or loan rate)
The payment acres are 85% of the base acres for the crop.

The program yields are either the historic yields used for fixed payments, or an updated yiedd based on the
1998 - 2001 averageyield.

Counter Cydlica paymentswill clearly support and stabilize farm income when commodity prices are lessthan
target prices, so farmers planting crops will not be responding entirely to market Sgnas. Since payments may
be linked to updated production bases and yields, farmers may expect future benefits to be linked to
production over 2002 - 2007. Thiswould affect current production decisions.

Space does not permit much coverage of dairy, sugar and peanuts. Here is athumb nail sketch of changesin
the dairy program. The FAIR Act was scheduled to reduce the price support for milk over time and to
terminate it after December 31, 1999. However, industry interests convinced Congress to extend the price
support at $9.90 per cwt. through 2002. The 2002 Farm Act continues a price support of $9.90 per cwt. for
al milk over thelife of the Act. In addition, the Act authorizes a counter-cyclica payment of 45% of the
difference between the Boston class | price and $16.94 per cwt. Payments are made on up to 2.4 million
pounds (approximately 110 to 130 cows), per farm.

The 2002 Farm Bill includes payment limitations per person per crop year. They are $40,000 for fixed
payments, $65,000 for loan deficiency payments and market gains, and $75,000 for counter cyclical
payments. Asin the FAIR Act, one person can receive full payments on one farm and 1/2 of the payments on
two additiond entities in which they have an interest each year. So the upper limit for the person maximizing al
payments is commonly considered to be $360,000 per year.



What isthe cost of the 2002 Farm Bill estimated to be and how does the estimated cost compare to
expenditures under the FAIR Act? Wide ranging estimates have been quoted in the press and amogt al of
these estimates have been based on one source, the Congressional Budget Office (CBO) scoring of the Act.
One reason the estimates have differed isthat the early estimates were based on the 2001 projections of
future crop and livestock prices. A second basdline, released in March 2002, uses more current price and
economic data. The estimates quoted in this paper are from the 2002 basdline and include the CBO estimates
of the additiona costs resulting from the Conference Committee provisions (Crippen May 6 letter to Tom
Harkin). Other reasons the numbers quoted in the press differ are that some have quoted CBO estimates for
10 years (2002-2011), while others have quoted estimates for 6 years (2002-2007), some estimates have
been for dl titles and some for only parts of the Act. The estimates quoted in this paper are for the 2002 -
2007 period. Estimates are shown in Table 4 for al titles except Title V, Credit, which was not included in the
CBO scoring.

Direct commodity program payments to farmers over the three- year period 1999 -2001 total $59, 647
million, an average of $19,882 million per year (Table2). Estimated government expenditures under title | for
the next three years, 2002-2004 , are $53,410 million, an average of $17,803 million per year (Table 4). The
estimated annual cogts of title | decline in later years as the basdline predicts world prices will be higher.
CBO's estimate of government costs for Title | total $98,926 million over the 2002-2007 life of the act
(Table 4). Edtimates prepared by the Food and Agricultura Policy Indtitute (FAPRI) are somewhat higher
than the CBO estimates, totaing $56,543 million for the 2002-2004 period, an average of $18,843 million
per year. Like CBO, however, the estimate is below the actua expenditure for the past three years.

Space does not permit going into a detalled andysis of the changes that occur in the nationd modd that
produces these estimates, but a few observations noted in the FAPRI report may be of particular interest. The
area planted to the 9 mgjor crops declined from 1996 to 2002 by more than 12 million acres. The projections
suggest amodest increase in acres planted in 2003, but that the incentive to increase plantings in the future is
largely offset by increasesin the conservation reserve. It isinteresting to note that both the CBO and FAPRI
estimates indicate the spending on the counter-cyclica payments is estimated to be about the same as the
emergency assstance program of recent years. The estimated payments under Title | include much higher
payments for dairy than have been made in recent years. FAPRI estimates that 58.5% of the nations milk will
be digible for the counter-cyclica payments, which they expect to average about $1.00 per cwt. over thelife
of the Act.

Conservation Programs

The 2002 Farm Act expands programs thet retire environmentally sensitive land from production. One of the
important changes is that the new act places increased emphasis on programs that support conservation on
land in production , including livestock operations.

Nearly al land retirement occurs through the provisions of the Conservation Reserve Program (CRP) and the
Wetlands Reserve Program (WRP). The CRP offers annua payments and cost sharing to establish long-term
cover on environmentaly sensitive land. To participate, producers submit bids that specify the practices they
propose to use and the annud rentd payment and cost sharing to establish the practices they are willing to



accept. Bids are ranked on environmental factors and cost. Contracts are for 10 to 15 years. The WRP
provides cost sharing and/or long-term easements for restoration of wetlands on agricultura land. Wetlands
can be restored under permanent easements, 30-year easements, or under 10-year agreements that provide
only retoration cost sharing. Landowners retain land ownership and rights to recrestiona uses, such as
hunting and fishing.

The acreage cap for CRP has been increased from 36.4 to 39. 2 million acres, and the WRP cap isincreased
from 1.075 to 2.275 million acres. A total of 34.9 million acres are currently enrolled in the two programs,
suggesting that land retirement can be expanded 6.6 million acres. This represents about 19 percent of current
enrollment, but only about 2 percent of harvested cropland. Given that the programs are voluntary, the supply
and price effects of removing this land from production are expected to be quite smal.

Sixty percent of the increase in conservation funding is being dlocated to programs that support better
environmenta management on working land. The mgor programs funded are the Environmenta Incentives
Program (EQUIP), anew Conservation Security Program (CSP), and the Wildlife Habitat Incentive Program
(WHIP). EQUIP provides technica assstance, cost sharing, and incentive payments to assist livestock and
crop producers with conservation and environmenta improvements, including nutrient management, livestock
waste handling, conservation tillage, terraces, and filter strips. The 2002 Farm Act removes the 1000 animal
unit limit on the maximum size of operation igible for assstance under EQUIP. However, it does place a
maximum limit of $450,000 per operation over the 6-year life of the act, providing some limit on the subsidies
for large operations. While EQUIP will focus on livestock, CSP focuses on land-based practices. CSP offers
athree levels of participation, increasing the number of options available with the intent of lowering the cost of
delivering environmenta benefits. The WHIP provides cost sharing to landowners and producers to develop
and improve wildlife hebitat.

Spending on conservation programs for the six-year period 1996 - 2001 totaled $10,402.1 million (Table2).
Estimated expenditures for 2002 - 2007 under the 2002 Farm Act are $18,794 million, an 81percent
increase. In addition to increasing land retirement as noted above, these expenditures may help livestock
operations comply with Clean Water Act regulations governing anima waste management in large
confinement operations, and with possible requirements (currently being formulated under the Clean Water
Act) related to maximum daily loads for watersheds.

Rural Development

The 2002 Farm Act authorizes and funds multi-jurisdictiond regiond planning organizations in two specific
regions, the northern Great Plains and the lower Missssppi Delta. The role of these organizationsisto plan
and implement comprehensive regiond development drategies and to assst locd governments and
organizations involved in loca development. Of greater Sgnificance, the Act continues funding for three main
areas. 1) community facilities, 2) water and waste facilities, and 3) business assstance. For the first areg, the
Act authorizes funding for grants, and loans to assst communities to congtruct facilities and services to provide
distance learning and tele-medicine services. It dso provides grants, loans and loan guarantees for improving
broadband telecommunication servicesin rurd aress. The Act dso authorizes anew rurd eectronic
commerce extension program to expand and enhance e-commerce practices and technology for rurd smdl



businesses and enterprises.

For area 2, the Act authorizes grants, loans and |oan guarantees to assist rurd communities upgrade their
water and waste facilities. The provisions include technical assistance for smdl (less than 3000 population)
communities as well asfor native American communities.

Under area 3, the Act authorizes loans and grants for the formation of rura businesses and cooperatives. In
an effort to facilitate formation of venture capita for rurd businesses, the Act aso authorizes aprogram to
guarantee the funds raised by companies that make equity invesmentsin small rurd businesses. Therules
have been liberdized to alow vaue-added producers, firms, and cooperatives (including types of renewable
energy sysems) to participate in the loan programs. A smdl amount of funding dso isincluded to train farm
workersin new technologies required for higher value crops.

Egtimated expenditures over the 2002 - 2007 period are $961 million. This represents an increase in funding
for rura development, but not amgor investment given the problems of rurd areas. Proponents of vaue-
added agricultural programs expect that locating these activitiesin rural areas will result in rurd areas receiving
alarger share of the jobs and income earned in the process of converting these products to consumer-ready
products. Experience to date has been insufficient to determine if the grants provided are sufficient to develop
aviable busness and one that is sustainable over time. Thusalow level of investment in this areamay be
prudent. Providing ass stance with upgrades in water systems, waste facilities, and broadband access, is
important, but it only covers part of the services needed to enhance the qudity of life in rurd communities.
Providing assistance to upgrade hedlth care and child care, aswell as other services may be judtified.

I ncentives to encourage strategic planning and implementation of the plans a aregiond level would seem to
be a high priority in developing a more comprehensive program to foster regiona and community
development in rurd aress.

The 2002 Farm Act and U.S. Trade Obligations

Many have questioned whether the 2002 Farm Act will violate the Uruguay Round Agreement on Agriculture
(URAA). Many critics have argued the Act violates the spirit of the agreement, even if it does not violate the
letter of the agreement. The URAA imposes obligations in three areas: market access, export competition,
and domestic support. | will address each of the three more in terms of the letter of the agreement, and let the
reader decide if they fed it violates the spirit of the URAA.

The 2002 Farm Act does not increase market access or raise tariffs. Burfisher notesthat U.S. agricultura
tariffs average 12%, compared to 21% for the European Union (EU), 24% for Canada, 33% in Jgpan, an
average of 45% for al industridized countries and 62% for dll WTO members. Of course the average masks
some redtrictive import regimes. For the U.S. these are sugar, peanuts, dairy and afew other products. These
products are of interest to U.S. trading partners, including developing countries.

The U.S. no longer uses the export enhancement program asit did in the 1980s, and there doesn’'t seem to be
anything in the Act that violates the second obligation. Some have argued that marketing loans, which maintain
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price protection for farmers are atype of export subsidy, but that doesn’'t seem to fit the usua definition of the
term. The European Union isthe mgor user of export subsidies, not the U.S.

The mgjor issue seems to be the amount of trade distorting support provided. Trade distorting domestic
support is usualy measured by comparing internd prices to world price. The total Aggregate Measure of
Support (AMS) the U. S. agreed to in the Uruguay Round is currently $19.1 billion. Thisleve is binding until
anew agreement is reached. Programs deemed not to distort trade are placed in the “green box” and
programs that distort are placed in the “amber box”. However, “product specific” policy payments that do not
exceed 5% of the vaue of the commodity to which it gpplies are de minimis and not counted. Non-product
specific policies are dso de minimis and not counted if their cumulative vaueis less than 5 % of the value of
al agriculturd production.

Congder the three types of payments under the 2002 Farm Act and consider whether they will contribute to
the AMS. The fixed payments are Smilar in Sze and concept to the fixed payments under the FAIR Act. They
are not tied to the current year acreage, yidld or price of the crop on the farm. They seem to fulfill the
requirement that they are not related to or based on the type or volume of production in any year after the
base period.

Marketing loan gains and loan deficiency payments earned under the marketing assstance loan program
clearly affect the net price the producer receives and must be considered as “product specific” amber box
payments.

Counter-cyclica payments take the place of the market loss assistance program under the FAIR Act. USDA
reasoned that the market |oss payments under the FAIR Act were clearly unrelated to current production, but
sad they were implicitly related to current price since low prices prompted Congress to legidate the
payments. Thus, the payments were considered in the “amber box” category. USDA categorized them as
“non-product specific” because they were not tied to current production. Thisisimportant because the totd
“non-product specific” expenditures are not considered with the total for each crop, but with the total value of
al crop and livestock production. Aslong as the total “non-product specific’ payments do not exceed 5% of
the tota value (currently 5% of about $ 200 hillion or $10 hillion), this does not count in the calculation of the
AMS.

Now consder the counter-cyclica payments under the 2002 Farm Act. They are clearly tied to the current
price level, but are they product specific? The Counter-cyclica payments do not require planting the specific
crop (say corn) to receive a counter-cyclica payment for the crop (corn). Following thisline of reasoning,
CCPs are not product specific and USDA is expected to classify them as * non-product specific”

Other countries may dispute the classification of counter-cyclica payments as *non-product specific amber
box” payments. The URAA does not provide much guidance about what “product-specific” and *“non-
product specific’ mean. Those who fed the payments should be classified as* product specific’ may note that
the payments are based solely on the price of the product. The per acre yieds used to make the payment can
be determined by 1998-2001 actua production. Furthermore, the vast mgority of producers who receive
CCP for acommodity are in fact growing the commodity, even though they are not required to do so. If the



only criterion for product specificity iswhether a payment is conditioned on, and made in proportion to,
current production, the CCPs are non-product specific. But it is certainly plausible that another interpretation
may emerge.

In the event CCPs are determined to be * product specific’, they would generaly exceed 5% of the vaue of
production for the relevant crop, at least in years of low prices. In this event, CCPs will count toward the
AMS in any year they exceed 5% of the vaue of the commaodity produced.

The following estimates of the AM S for fiscad 2003 were presented by Randy Green based on the CBO
estimates of government expenditures discussed earlier in this paper. These estimates are based on the same
production and price assumptions used to prepare the CBO estimatesin May.

The items of domestic support that are expected to be paid under the 2002 Farm Act and that will be
included under the AMS are $ 4.5 hillion of dairy price support payments, $0.25 billion of other dairy
payments, $1.0 billion for the sugar program, $0.15 billion for loan deficiency payments on the new peanut
program, and $7.8 billion of marketing loan gains and loan deficiency payments for other commodities. These
estimated payments tota $13.7 billion, well beow the $19.1 hillion limit. In the event the $4.6 billion of CCPs
areincluded in the AMS, it would place the U.S. uncomfortably close to the limit. In the event prices turn out
to be lower than expected, we could exceed the 19.1 billion limit rather easily. With the latest crop report and
resulting price increases, it appears thisis unlikely to be a problem for 2003, but when increased production
and areturn to lower prices occur in afuture year, staying within the limit may be a chalenge.

Summary

The Fair Act authorized two types of income support payments for the mgor commodities, fixed decoupled
payments, and marketing assstance loans. These provided alower safety net for commodity programs than
was politica acceptable, and Congress passed emergency legidation providing supplementa market loss
assstance annudly beginning in 1998. By 2001, many in Congress and members of farm commodity groups
argued new legidation was needed that provides a higher safety net for farm income. The outcome of this
discussion was passage of the 2002 Farm Act, which provides three types of payments. They arefixed
payments (extended to include oilseeds), a marketing assstance loan program, and a new counter-cyclical
payments program to replace the emergency market loss assistance. The estimated payments under the 2002
Act exceeds the level of expenditures authorized by the FAIR Act, but they do not exceed the combined
expenditures of the FAIR Act and the supplementa programsthe U.S. funded in recent years.

The consarvation and rural development titles received a great dedl of discussion during the debate on the
legidation in the Senate, but the authorization, while increased sgnificantly for the conservation title, is
disgppointing for both titles. The additiona concern is that the 2002 Farm Act is just the authorizing legidation.
The amounts gppropriated for titles I1 and 111 may be less than the authorization.

The implications of the authorized expenditures for U.S. ability to meet its WTO obligations are not
completdy clear. The discussion in this paper suggests one mgjor issue is how the counter-cyclical payments
will be classfied. If they are consdered as “non-product specific” amber box payments, as the USDA islikey
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to propose, then the available analyss suggests the U.S. will have total AMS payments well under the $19.1
billion cap. If the counter-cyclica payments are classified as*product specific’, the chalenge of staying within
the limit will be much greater.

Does the 2002 Farm Act represent a step forward or a step backward? Commodity groups within the U.S.

fed the higher safety net on price isa step in the right direction. Those interested in reducing trade distorting
payments are likely to have a contrary view.
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Table 1. Farm Security and Rural Investment Act of 2002

. Titlel. Commodity Programs

. Titlel!l. Conservation

. Titlelll. Trade

. TitlelV. Nutrition Programs

. TitleV. Credit

. TitleVI. Rura Development

. Title VII. Research and Related Matters
. TitleVIII. Forestry

. TitleIX. Energy

. Title X. Miscellaneous



Table 2: Direct Government Payments for United States 1996-2001

(Millions of Dollars)

1996 1997 1998 1999 2000 2001
Fixed Payments 5,973.00 6,119.80 6,000.60 5,045.70 5,048.80  4,046.00
Marketing Loan Gains - - 1711 895.5 1,127.1 1,000.0
Loan deficiency Payments - - 1,783.0 5,919.1 6,424.5 3,900.0
Emergencvy Assistance* - - 2,818.0 7,803.9 8,492.5 9,122.0
Miscellaneous ** (732.0) (317.4) 132.5 355.4 188.8 278.0
Total Commodity Payments 5241.0 58024 10,9052 20,019.6 21,281.7 18,346.0
Conservation 2,099.0 1,692.9 1,474.9 1,493.6 1,614.7 1,667.0
Total Direct Payments 7,340.0 7,495.3 12,380.1 21,513.2 22,896.4 20,013.0

* Includes payments from Emergency Assistance Legislation enacted October 1998, October 1999, June 2000,
and August 2001.

**Miscellaneous programs and provisions vary from year to year.

Source: Agricultural Income and Finance Situation and Outlook Report, September 2001, p.17.



Table 3: Direct Payment Rates, L oan Ratesand Target Pricesfor 1996 and 2002 Farm Acts

1996 Fair Act 2002 Farm Act

Direct Direct
Commodity Payment Loan Rate Payment Loan Rate Target Price

for 2002 Rate 02-03  04-07 | 02-03 04-07
Corn (Bu) $0.26 $1.89 $0.28 $1.98 | $1.95 | $2.60 2.63%
Wheat (Bu) 0.46 2.58 0.52 2.80 2.75 3.86 3.92
Soybeens(Bu) 000 | ----- 5.26 0.44 5.00 |5.00 5.80 5.80
Grain Sorghum (BU) 0.35 198 | 195 | 254 2.57
Barley (Bu) 0.202 1.65 0.24 1.88 1.85 221 2.24
Odts (Bu) 0.022 121 0.024 1.35 1.33 1.40 144
Cotton (Lb) 0.0667 0.52 0.52 0.724 0724
Rice (Cwt) 2.35 6.50 6.50 10.50 10.50
Other Oilseeds (Lb) 0.008 0.096 | 0.093 | 0.098 0.101




Table 4. Estimated Cost of the 2002 Farm Bill, Direct Spending By Title*

By Fiscal Year, in Millions of Dollars Total
2002 2003 2004 2005 2006 2007 2002-2007
Title I. Commodity Programs 15,863 19,340 18,207 16,567 15,070 13,879 98,926
Title 1. Conservation 2,488 2,536 2,941 3,336 3,691 3,802 18,794
Title Ill. Trade 275 354 358 357 359 408 2,111
Title IV. Nutrition 22,704 24,676 24,656 25,086 25,832 26,629 149,583
Title VI. Rural Development 37 214 266 213 123 108 961
Title VII. Research 20 15 135 143 131 167 611
Title VIII. Forestry 2 10 17 20 20 18 87
Title IX. Energy 3 84 67 92 90 39 375
Title X. Miscellaneous 3,702 3,615 3,605 3,694 3,678 3,743 22,037
Total Direct Spending 45,094 50,844 50,252 49,508 48,994 48,793 293,485

*Dave Hull, Jim Langley and Greg Hinz, "March 2002 CBO Baseline for CCC & FCIC," CBO/BAD/NREC;
Congressional Budget Office, "H.R.2646: Farm Security and Rural Investment Act of 2002 -- CBO Estimate
of Direct Outlays," attached to letter from Dan L. Crippen, Director, to Honorable Tom Harkin, May 6, 2002.



