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EZECUTIVE SUMMARY

Primary characteristics of the Commodities Supply Management Program fall into three

broad categories: first, the major crops and dairy industry are protected at higher prices

set at 71% of parity in 1987 to be escalated by 1% per year to a maximum of 80% of parity;

second, in order to insure that export markets are maintained, a cartel arrangement is

established with major competitors in the world market to insure current levels of trade

shares at the corresponding higher support prices; and third, federal financial assistance

aimed at current farm financial pressures is provided to qualifying farmers. Evaluation

of these features was undertaken by Food and Agriculture Policy Research Institute (FAPRI)

via use of a large scale econometric model of the U.S. and international agricultural

economies. The enactment of successful trade agreements plus mandatory controls are key

to this analysis. Evaluation of this program was conducted over the ten-year period 1986

through 1995. Comparison relative to the Food Security Act of 1985 (FSA-85) are given

below.

FAPRI is an independent analytical group, sponsored by Congress and the Universities

of Missouri and Iowa State to provide objective economic impact statements regarding

various farm legislative proposals. As such, FAPRI does not endorse or denounce any

particular farm bill.

Net Farm Income:

.Net Farm Income averages $46.3

billion versus $25.4 billion

under FSA-85, an average increase

of 82%. Further, while farm

income declines at the end of the

projection period for FSA-85, it

increases through the 1990s under

the production control program.
By 1995, farm income is $58.5

billion, 211% higher than base

levels.

.The mix of revenue sources shifts

under the mandatory control

program. In 1985, receipts for

the three major meat categories,

beef, pork and poultry, totaled

31% of cash receipts. In 1995,

under the control program, these

three meats account for only 21%

of cash receipts.

.Production expenditures increase

relative to FSA-85 levels due

mainly to higher feed costs.

Total production expenses are

projected to be $24.9 billion

higher in 1995 under the manda-

tory control program. $15.8

billion of this increase comes

from feed cost changes.

Government Cost:

.The cost associated with operating

the mandatory production control

program averages $10.3 billion

compared to an estimated $15.7

billion under FSA-85. This aver-

age decline of 34% is even greater

during FY-89 and FY-90 as govern-

ment stocks are reduced. In these

two years, total cost for commodi-

ties is $13.0 billion versus $33.4

billion for FSA-85.

.Costs increase near the end of the

program as the government pur-

chases higher-priced grains and

oilseeds for hunger programs. The

maximum level projected for hunger

programs in FY-95 is $6.7 billion.

.The financial assistance program

entails outlays for interest

payment and initial loans. Over

the FY-87 through FY-95 period,

the net cost of the program is
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$2.7 billion, an average annual

cost of $0.3 billion.

Consumer Food Purchases:

.Over the period of analysis,
total food CPI averages 8% above
FSA-85 levels. However, this
differential is 14% by 1995.

.Total per capita consumption of
beef, pork and broilers averages
6% below FSA-85 levels at 181
pounds per capita. Consumption
at the end of the period is 11%
lower than baseline levels at 170
pound per capita.

.Expenditures on meats increase an

average of 5% above FSA-85 lev-

els. By 1995, expenditures reach

$363 per capita under parity
versus $316 per capita under the
baseline, a 15% difference.

.The aggregate price of the beef,
pork and broiler bundle grows

from a low $1.61 per pound in
1988 to $2.14 per pound in 1995.
The 1995 parity meat bundle price
is 30% higher than the FSA-85
level.

.In 1986 beef, pork and broilers
constituted 41%, 30%, and 29% of
the meat bundle respectively.
Under the production control
program the mix is made up of 32%
beef, 27% pork and 41% broilers
by 1995. While this trend is
also evident under FSA-85, the
shift away from red meats to
poultry is less dramatic.

.Total food expenditures average
7% above FSA-85 levels for the
analysis period increasing to

$504 billion, up from $471 bil-
lion under FSA-85. By the end of
the period, the spread between
the control program and FSA-85
food expenditures is $65.5 bil-

lion, approximately $250 more per
capita.

Crops Sector:

.Farm prices for major crops and
dairy are mandated to increase
approximately 130% relative to the
FSA-85 Bill.

.Total base ASCS area for the eight
major crops is 302 million acres.
Current projections for the aver-
age area planted under FSA-85 for
1987 through 1995 are at the 253
million acre level, 16% below the
base. Utilizing the assumption of
yields frozen at 1986 base levels,
the parity allotment averages 27%
below the 302 million acre base at
222 million acres planted. With
yields based on trend projections,
the area requirements fall to 195
million acres, 107 million acres
less than the base area.

.The cartel arrangement results
a total export volume decline
18%. However, value increases
average 78% from $16.5 billion
$29.4 billion.

in

of

an

to

.Cash receipts for crops combined
with direct payments average
$104.2 billion under the produc-
tion control program 27% over the
$82.3 billion level of crop and
direct payments receipts of
FSA-85.

.Returns per acre over variable
costs double from an average of
$80 under FSA-85 to $160 under
parity.

Livestock Sector:

.The disinvestment path currently
observed in the beef industry is
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accelerated with a short term

increase in beef production.

Longer term production averages

17% below FSA-85 levels dropping

to 23% lower than FSA-85 values

by 1995.

.Initial breeding herd liquidation

increases pork production in 1988

over FSA-85 levels. Production

falls 33% below FSA-85 levels in

1991. Reduced production is
sufficient to raise barrow and

gilt prices to $58-$61 per hun-
dred weight for 1991 through
1995, returning some profits to
the producer.

.Poultry production continues to
increase under

control program,

levels by 1990.

broiler prices,

beef and pork

increased feed

broiler gains are

the mandatory

exceeding FSA-85

The increase in

led by higher

prices, offsets

cost. Overall,

associated with
higher production efficiency.

.Milk production drops signifi-
cantly from an average of 150
billion pounds per year under
FSA-85 to 123 billion pounds
under parity, about 18%. Milk
cow slaughter increase in 1987 to
bring milk production in line
with parity guides.

.Cash receipts to livestock in-
crease by 8% from 1987 through
1995. The dairy and poultry
sectors provide the bulk of this
growth with receipts to these two

categories moving from $34.0

billion to $50.1 billion. Re-

ceipts for beef and pork move

from $40.3 billion to $28.7

billion during the same period.

Other:

.The input industry is signifi-

cantly impacted with additional

planted area reduction resulting

in $3-$5 billion less gross sales

per year relative to FSA-85.

.The downtrend in land prices is

reversed in the near term. Longer

term income gains most likely will

be capitalized in land prices.

Significant gains would accrue to

current land owners. However, new

producer buying land at higher

prices would be under tight finan-

cial pressure not dissimilar to

that currently experienced by 30%

of U.S. farmers.

.This supply management program is

dependent upon enactment of:

-Bilateral agreements between

export competitors to limit

supplies to current trade

share percentages and at the

higher prices.

-Mandatory supply controls

based on historical produc-

tion patterns.

-Interest-free loans to quali-

fying farmers.

-A 36 month transition period

of limited grain sales to

family farms or ranchers at

CCC cost of acquisition.

-"Tariffs to prevent under-

selling of U.S. markets at

higher prices.
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Although the Food Security Act of

1985 (FSA-85) was passed by Congress and

signed by the President over one year

ago, considerable interest in alterna-

tive farm policy programs prevails.

Among these is the Commodities Supply

Management Program (CSMP). Because of

this interest and the sharp differences

in the design of the two above mentioned

programs, evaluation of the CSMP was

undertaken by the Food and Agriculture

Policy Research Institute (FAPRI).

FAPRI is an independent analytical

group, sponsored by Congress and the

Universities of Missouri and Iowa State

to 'provide objective economic impact

statements regarding various farm legis-

lative proposals. As such, FAPRI does

not endorse or denounce any particular

farm bill.

A large scale econometric model of

the U.S. and international agricultural

economies was used in this analysis.

General economic outlook is based on the

world forecast provided by Wharton

Econometric Forecasting Associates

MOW of Philadelphia, Pennsylvania.

The program design is very similar to

the current version of the Harkin/Gep-

hardt Bill. However, key modifications

have been made by a working committee

chaired by Helen Waller, President of
the National Save the Family Farm Coali-
tion. This committee has worked closely
with FAPRI and Harkin/Gephardt staff

members in Washington, D.C.

Primary characteristics of CSMP
fall into three broad categories:

first, the major crops and dairy indus-

tries are protected by prices set at 71%

of parity in 1987 to be escalated by 1%

per year to a maximum of 80% of parity;

second, a cartel arrangement is estab-

lished with major competitors in the

world market to insure current levels of

trade shares at the higher support

prices; and third, financial assistance

is provided to qualifying farmers to

help ease farm financial pressures.

Another significant feature necessary

for the success of this program involves

the implementation of tariffs for all

protected commodities to prevent foreign

markets from undercutting the domestic

agricultural sector. Additionally, in

order to ease the transition to higher

prices, producers of livestock on

family-sized farms or ranches will be

allowed to purchase up to $50,000 per

year of accumulated CCC feedgrain and

wheat at government acquisition cost.

The transition period will last thir-

ty-six months or until CCC stocks are

depleted.

ANALYTICAL PROCESS

The analytical procedure used to

produce the FAPRI ten-year projection of

the CSMP involved a sequential process

to insure a balance between the export

market, the U.S. livestock industry, and

corresponding acreage allotments. The

first phase evaluated the U.S. livestock

and dairy industries to determine

livestock prices and feed requirements.

The second phase estimated the export

demand, assuming a cartel of exporting

countries which maintains both 1986

trade shares and the higher U.S. man-

dated prices. Imposed on this solution

were higher levels of food aid to help

compensate for price increases. The

third phase determined requisite produc-

tion and acreage levels based on live-

stock and dairy feed utilization,

miscellaneous other domestic require-
ments and export demand. Aggregate data

were evaluated to reflect consumer price
indices for food, net farm income, and
total government cost.

CSMP estimates were then compared
to an evaluation of FSA-85. The ten-
year forecast results based on the
latter program design are explained in
detail in FAPRI #3-1986 and will serve
as a baseline of comparison for CSMP.

Documentation for the econometric models
utilized in the projection is available
in CARD Staff Reports 86-SR1, 86-SR2,
and 86-SR3, and CNFAP Reports #5 and #9.
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COMMournEs SupPLY MANAGEMENT PROGRAM

PARAMETERS

In general, the explicit assump-
tions associated with the CSMP are as
follows:

PRICES: Set at 71% of parity in 1987,
increasing 1% per year adjusted for the
cost of production according to the USDA
parity formula. Higher mandated prices
are given in Tables 2 and 3 of the
Appendix.

COMMODITIES: Wheat, corn, sorghum,_
oats, barley, soybeans, cotton, rice,
and dairy.

EXPORT PROGRAMS:
- Exports maintained

prices.

- World demand estimated assuming
U.S. parity prices for exports.

- Trade shares for major exporting
countries set relative to 1986
market share.

- Trade shares to remain constant
over time. Bonus exports used to
discourage noncompliance.

- Disaster relief used to mitigate
Impact on third world importing
countries by balancing internal
supply and demand relative to
projected internal growth.

at parity

TOTAL CROP ACRES: Any acre which was
planted, or intended to be planted, to a
commodity during the five preceding crop
years.

NATIONAL ACREAGE ALLOTMENT: Number of
acres necessary to produce the marketing
quota for a. commodity. Allotment, is
determined on the basis of Agricultural
Stabilization and Conservation Service
(ASCS) yield values.

SET-ASIDE ACRES: The number of acres
that must be set aside or otherwise
diverted from the production of a com-
modity to be eligible to receive a loan,
purchase or payment certificate.

SET-ASIDE PERCENTAGE AND TARGETING:
Set-aside percentages will be determined
such that projected supply and demand
balance for the commodities under the
program. The formula to determine
set-aside requires progressively greater
percentages because rising production
yields outpace demand increase. The

set-aside percentage is applicable to
the crop acreage base of the producer.
Maximum and minimum set-aside percentag-
es are based on farm size: maximum
set-asides are 35% for the largest farms
declining to 15% for soybean area, 20%
for feedgrain area, and 25% for wheat
area.

SET-ASIDE ADJUSTMENT: Producers may
shift up to 20% of eligible crop acreage
In any one year.

MILK MARKETING CONTROL: A milk mar-
keting allocation factor will be deter-
mined such that the supply of milk
satisfies both domestic and export
demand.

TRANSITION PROGRAM: Livestock producers
on family-size farms or ranches may
purchase feedgrain and wheat from CCC
stocks at acquisition cost. Purchases
for any one producer are limited to no
more than $50,000 per year. The program
will last thirty-six months or until
stocks are depleted.

TARIFF RESTRICTION: Import tariffs are
Imposed on all crop commodities and

'dairy products to ensure that foreign
products do not undercut the domestic
parity price. Quantities of imported
commodities shall not exceed the amount
allowed under Section 22 of the Agricul-
ture Adjustment Act of 1933 and the
Agriculture Marketing Agreement Act of
1937. Textile imports are restricted to
1980 levels by the 1985 textile bill.
Imports of livestock and meat products
were held at the same levels as pro-
jected under the FSA-85 ten-year fore-
cast (FAPRI #3-86).
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CONSERVATION RESERVE: Limited by the

program to 45 million acres.

EXCESSIVE STOCKS: The Secretary of

Agriculture shall reduce excessive

stocks over a five year period, not to

exceed 20% during any crop year. Reduc-

tion can be accomplished in the fol-

lowing ways:

- PIK or export enhancement program

to maintain U.S. share of the world

agricultural export market.

- In the case of declared disaster in

an area, provide assistance to

livestock producers with an estab-

lished history of operation.

- Divert carry-over stocks to food

and hunger programs.

- Provide incentives for the pro-

duction of ethanol.

FARM DEBT RESTRUCTURING LOANS: Finan-

cial assistance will be provided to

farmers with debt to asset ratios of at

least 40%, appropriate levels of farm

income, and the ability to cash flow

after receiving up to $30,000 per year

for a maximum of three years in in-

terest-free loans. Repayment begins in

the sixth year consisting of five equal

annual payments. Creditors must agree

to write down one-half of the percentage

that asset values have depreciated since

the date the loan was made.

FOREIGN AND DOMESTIC ECONOMIC

SITUATION

WEFA projects moderate rates of

real growth in the U.S. and foreign

economies with the likelihood of reces-

sion in the U.S. in 1989. Pacific Basin

countries show an average 5% annual

growth. Latin America and Africa show

3% annual growth. Domestic interest
rates remain below levels experienced in
the early 1980s with a AAA Moody Corpo-
rate Bond Rate ranging between 8.2% and
9.4% throughout the forecast period.
With inflation rates between 3.5% and
5.5%, this implies a real interest rate

of about 4.5% to 5.0%. The federal

deficit is projected to decline over the

forecast period from $213 billion in

1986 to $67 billion in 1995. Signifi-

cantly, the price of light Arabian crude

oil is forecast to decline to $15 per

barrel by 1987. WEFA projects 4% annual

increases until 1991 when prices stabi-

lize at $24 per barrel and remain at

that level through the rest of the

forecast period. The U.S. dollar

weakens slightly then holds throughout

the evaluation period.

PROJECTIONS

Observations on the ten year

projections and their policy implica-

tions are summarized for the U.S.

agriculture and foreign and domestic

markets. Tables that highlight the

projected path U.S. agriculture might

take under CSMP and FSA-85 are included
in the Appendix.

CROPS

The Harkin/Gephardt bill substan-

tially changes the voluntary nature of
previous farm legislation. If enacted
and approved by a producer referendum,
farmers would be forced to take land out
of production in order to market grain

legally. Further, the international
market for grain would undergo substan-
tial modification with the formation of
export cartels. One of the strongest
assumptions in this analysis is that
these cartels could in fact be success-
fully formed.

This section highlights the changes
expected to occur in the crops sector of
U.S. agriculture under CSMP. Tables
4-11 show specific program parameters,
supply use, prices and government cost
for the eight major crops. Note that
two parity planted acreage paths are
presented in each table. The first path
is related to quota acreage based on
ASCS historical yields for the average
farm. The second path reflects the most
likely planted acreage if farmers con-
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tinue to utilize current levels of

inputs to achieve the desired U.S. total

production quota.

Corn: CSMP has two dramatic initial

impact on corn. First, farm price for

corn (Figure 1) more than doubles the

first year. Second, the area planted to

corn shrinks considerably.
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Reacting to the higher price of

corn, domestic use (Figure 2) declines

15% below 1986 values the first year.

This is in sharp contrast with domestic

use under FSA-85 which shows slight

increases. By the end of the period,

domestic use under CSMP falls 24% below

baseline levels. Contributing largely

to this decline is a 20% reduction in

livestock numbers.
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Exports (Figure 3) decline in

reaction to higher prices and average

15% below the baseline through the

forecast period. This drop is smaller

than domestic use for several reasons.

Most importantly, the assumed multilat-

eral trade agreements preclude cross-sub-

stitution on the supply side. Secondly,

several major markets, including Japan,

have very little internal potential to

counter higher prices with significant

shifts in internal production. Also,

levels of PL-480 and AID shipments are

increased. Heavier use of stocks for

relief programs, combined with stricter

supply controls and diversion of sup-

plies to the gasohol industry, contrib-

utes to a substantial reduction in

ending stocks.
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The magnitude of cutbacks in

planted acreage under CSMP depends on

initial assumptions. Quota or allotment

area is based on a yield frozen at 105.6

bushels per acre. This area shrinks 26%

from 1986 values. However, since

planted acreage is projected to decline

under FSA-85 as well, allotment or quota

acreage falls a modest 6% below the

baseline.

Since production will be assigned a

marketing certificate, it is likely that

planted area may actually be below the

quota or allotment base. Trend yields

would reflect a more dramatic reduction

(Figure 4). In 1987, acreage declines

by 37% from 1986 levels. During the

remainder of the period, acreage aver-

ages 25% below the baseline.
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Government costs range well below

baseline estimates. Since mandated

programs preclude the use of deficiency

payments, program costs are directly

associated with the long term conserva-

tion reserve, necessary paid diversion

and corresponding stock activity that

includes relief shipments plus subsidies

to the gasohol industry.

Soybeans: As with corn, CSMP causes an

immediate and sharp increase in farm

prices for soybeans over 1986 levels

(Figure 5) and more than doubles average

returns per acre. However, unlike corn,

immediate drops in acreage planted are

much smaller.
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Domestic uses responds to higher

prices, averaging 16% below FSA-85 esti-

mates (Figure 6). While this would seem

to indicate a stronger use position rel-

ative to the 20% average decline in

corn, by the end of the period both

commodities fall to 24% below the base.
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In 1987 and 1988, export demand

(Figure 7) modestly increases in re-

sponse to higher soy product prices.

However, during the remainder of the

analysis period, exports fall from 10%

to 18% below the baseline.
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The FSA-85 baseline for soybean

planted areas is projected to range from

50 million acres in 1987/88 to 67.5

million in 1995/96. With frozen base

yields, allotment areas fall a slight 4%

below baseline projections. However,

trend yields would cause planted acreage

to fall an average 7.3 million acres

(12%) below the baseline (Figure 8).
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In contrast to the other commodity
crops, government costs increase sixfold
under CSMP relative to FSA-85. The
major difference in costs is due to
purchases of soybeans at market price to
satisfy the needs of hunger programs.

Wheat: Under CSMP, farm prices are more
than double baseline prices and steadily
increasing through the period (Figure
9). As a result, returns per acre are
also doubled those projected under
FSA-85.
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In spite of steeply higher prices,
domettic use declines moderately, aver-
aging 170 million bushels below FSA-85

projections (Figure 10). This reflects
the more inelastic market for wheat.
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Exports, on the other hand, show a
more significant departure from the
baseline (Figure 11). Although pro-
jected to increase under both programs,
by the end of the period parity exports
will fall 560 million bushels short of
the baseline. Multilateral agreements
are designed to protect current trade
shares in the world market. However, it
is likely that importing regions have a
good potential for expanding internal
production.
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Yields are likely to range above 40
bushels per acre. Therefore, planted
area will average 51 million acres
during the forecast period, 15 million
acres below the baseline average (Figure
12). Even given base yields frozen at
37.1 bushels per acre, planted acreage
shrinks by 16% as compared to baseline
projections.
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Ending stocks are projected to fall
from 1.9 billion bushels in 86/87 down
to 1.23 billion in 95/96. Half of this
inventory is associated with a projected
carryover of CCC-owned stocks. These
will be maintained at 700 million bush-
els to insure the viability of food aid
programs.

Government costs under FSA-85
average $4.3 billion per year as con-
trasted to $4.0 billion under the parity
option. By the end of the period,
government costs are higher under the
parity program than under FSA-85.
Although a mandatory program precludes
deficiency payments, it maintains PL-480
costs for food aid, long term conserva-
tion reserve, reduced acreage, and other
stock activity.

Barley: Returns per acre for barley
almost double during the decade under
CSMP, reflecting an increase in farm
price from $3.23 to $4.86. This triples
the rate of returns expected under
FSA-85.

Domestic use is projected to aver-
age 86 million bushels below baseline
estimates. Exports change marginally,
with a very small percentage of barley
entering the world market under either

scenario.

Under FSA-85, planted area expands
from 11 to 12 million acres by the end
of the decade. It is likely that
planted area will average 8.8 million
acres, 2.7 million below baseline esti-
mates. However, allotment is only

2 million acres below FSA-85 average.

Government costs average $63
million per year. The baseline average
is $422 million.

Sorghum: Farm prices for sorghum more

than double under the parity program.
Higher prices are reflected in an annual
decline of almost 25% in domestic use
and 16% in exports as compared to
FSA-85.

Planted areas are projected to hold
around 16.3 million acres through the
1990s under FSA-85. Actual yields are
projected to average about 64.8 bushels
per acre. Therefore, planted acreage is
likely to fall an average of 23% below
the baseline. Allotment area falls 23%.

Government costs are significantly
reduced because there are no deficiency
payments and costs for storage and the
PL-480 programs are moderate.

Oats: Farm prices are projected to
increase from $2.10 to $3.23 by 1995/96
with returns per acre averaging $45 as
compared to $13 under baseline esti-
mates. Domestic use is projected to be
at or near baseline levels.

Since the parity program does not
permit double cropping patterns, planted
area is likely to be half that projected
under FSA-85, falling to an average 7
million acres with base yields and to
6.4 million acres with trend yields.

After three years, the oat program
will cost the government nothing while
the baseline average is $131 million.

Cotton: By the end of the decade, farm
prices and returns per acre for cotton
will more than double those projected
under FSA-85. One likely response to
higher prices would be a shift from the
current 40% cotton, 60% polyester blend
to 20% cotton, 80% polyester. However,
restriction of imported manufactured
cotton products to 1980 levels should
cause domestic use to exceed projected
baseline levels in spite of higher
prices and changes in fabric content.
Exports should increase slightly under
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both programs, with parity falling 1.8

million bales below baseline projec-

tions.

Planted acreage remains about 0.6

million acres below the 11.7 million

acre baseline given yields of 574 pounds

per acre. Higher trend yields would

cause planted acreage to fall 1.8 mil-

lion acres below the base.

Under the parity program, govern-

ment costs are significantly reduced,

averaging $291 million annually as

compared to $1.4 billion with FSA-85.

Rice: By 1995,, parity prices for rice

increase from $14.04 to $21.67 per

hundredweight, over three times FSA-85

estimates. Across the period, annual

returns per acre average $287 under

parity and $113 under FSA-85. Domestic

use reflects the impact of higher

prices, averaging 54 million hundred-

weight per year, 13 million below the

baseline.

Relative trade shares of rice have

shifted significantly over the last

three years. Therefore, in establishing

trade shares for the projection period,

a weighted average of the 1984, 1985,

and 1986 trade shares was used. This

allows for the export of 50-51 million

hundredweight of rice under the parity

program as opposed to the 91 million

average under FSA-85.

Ending stocks quickly fall from 48

million hundredweight in 1987/88, stabi-

lizing at or near 40 million for most of

the period. Projected yields average

642 pounds per acre. Based on these

yields, planted acreage should average

1.7 million acres, 900,000 acres below

baseline. .

While average annual government

cost through the decade is $628 million

compared to a baseline average of $759

million, toward the end of the period

costs under parity will exceed those for

FSA-85.

Caveats to the Crops Analysis: This

analysis strongly assumes a successful

export cartel and the use of grain

giveaway programs to third world

countries. FAPRI also examined the

impact of dropping the cartel through

the 1990/91 crop year. Without a

cartel, exports fall below the projected

CSMP levels by an additional 12% for

corn, 4% for soybean and meal, and 13%

for wheat. The gap between the analysis

with and without the cartel expands at

the end of the period, indicating that

these effects would become even more

noticeable in the future.

MOPS SMEARY

CSMP raises the prices for all

crops substantially. On average, the

price of crops increase 130% over levels

expected under FSA-85. The higher price

of 'crops, coupled with the export

cartel, produces cash receipts to crops

27% over the $82.3 billion level of

FSA-85. The direct government payment

portion of crop cash receipt is much

smaller, however.

This increase in crop cash receipt

is not without cost. One of the direct

impacts on crops is the idling of even

more acreage than would occur under

FSA-85. In 1986, the base area for the

eight crops examined in this study was

302 million acres. Under the FSA-85,

from 1987 to 1995, an average 255

million acres will be planted and 15% of

all crop land will be removed from

production. Under CSMP, the area falls

by a further 12-36%, depending on yield

assumptions (Figure 13).
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This has substantial implications

for the inputs industry. Under the

FSA-85, expenditures for variable cost

of production are projected to total

$38.7 billion in 1995. Utilizing the

yield assumptions from above, this level

drops 24% to $29.6 billion. Industries

which are dependent on the number of

acres in production, such as fertilizer,

pesticide or fuel companies, would

suffer a substantial drop in revenues.

The legislation is clearly aimed at

the crop producer, and even more specif-

ically at the smaller crop producer.
The increase in prices is high enough to

provide a substantial increase in re-

turns over variable cost per acre, even

when set-aside area is included.

LIVESTOCK

Of the numerous farm policy pro-
grams ,offered for consideration, none is
likely to alter the structure and con-
duct of the livestock industry more than
one which mandates the rise of feed
prices to levels 80% of parity. This
section and Tables 12 and 13 highlight
the changes expected to occur in the
livestock sector of U.S. agriculture
under the parity policy option described
earlier. These changes are contrasted
with simulated production, consumption
and price levels based on a continuation
of the assumptions and program parame-
ters from FSA-85. Under several of the
"market-oriented" policy programs of-
fered for consideration, the livestock

industry would respond to lower feed-

grain and protein prices with increased

production. However, under the CSMP,

grain and protein prices rise sharply

and continuously over the analysis

period, causing the red meat sector to

contract while broiler production con-

tinues to expand modestly.

Beef: Relative to the baseline scenario
associated with FSA-85, the shift to a
parity-oriented pricing scheme for
feedgrain and protein (and other) com-
modities will result in two major chang-
es in the beef sector. First, higher

prices will result in a sharp and imme-

diate liquidation of the cattle herd,

increasing production in the short run

but reducing the potential for produc-

tion in the long run (Figure 14). By

the end of the analysis period, the
cattle herd would be at or below 70

million head (relative to 94 million

head under FSA-85) and production would

be less than 17 billion pounds (23%

below the projected baseline level).

Second, a major shift in the type of

meat produced would occur concurrently

with the shift toward less production.

As feed costs increase toward an 80%

parity level, producers shift away from

grain-fed animals and utilize available

forage to add weight to beef. Non-fed

beef slaughter would rise sharply in the

early years of the analysis period due

to sharp liquidation of cows and the

shift away from fed beef.
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Figure 14

If a parity program were to be
adopted, a restructuring of the type of
animal used in grain feeding would need
to occur. Typically, feeder cattle are
purchased at weights ranging from 600 to
700 pounds per head. A high protein
feed program adds roughly 400 to 600
pounds of weight gain to these feeders.
Feed costs associated with parity grain
prices would be prohibitively expensive
for weight gains of that magnitude. A
shift toward purchasing feeders at
heavier weights and feeding less grain
could reduce costs of production and
would be desirable from a feedlot

_
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operator's perspective. However, given

a sharply reduced feeding program and

the physiology of the type of beef ani-

mals currently used for feeders, these

animals probably would not grade high

enough to generate a reasonable return

to the operator. In the long run, the

higher costs of beef production associ-

ated with parity crop pricing would

likely push the industry toward an ani-

mal which matures (finishes) at a light-

er weight and could be forage-fed for a

substantial part of the weight-gaining

process. Such an adjustment would be

costly to current feedlot operators.

Because of the sharp liquidation of

beef occurring in 1988/89, farm prices

(Omaha 900-1100 choice steers, Figure

15) would be substantially lower than

those associated with FSA-85. Farm

prices would then rise sharply in 1990

and continue higher through 1995 to more

than 40% above the projected price for

FSA-85. Because of higher attendant
feed costs over this period, farm prices

for feeder cattle (Kansas City 600-700
pounds) would drop even more sharply in

1988/89 and remain below the fed cattle

prices throughout the analysis period.
In order for feedlot operators to gener-
ate some profit over the period, feeder

cattle prices would be bid $5 to $9 per

hundredweight below fed cattle levels.
These reductions in prices would provide
further incentives for cow-calf opera-

tors to reduce herd size over the
period. Ultimately, the forage base in
the U.S., with its relatively low oppor-

tunity cost, would likely limit the

liquidation process.
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Beef consumption rises in 1988 with

the liquidation of the herd, but then

falls to less than 55 pounds per capita
(retail weight) by 1995, 29% below the
level projected for FSA-85 (Figure 16).
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Conversely, retail beef prices fall
sharply in 1988 and remain well below
FSA-85 prices through 1989 (Figure 17).
As beef supplies and consumption de-
cline, retail prices rise sharply
through 1995 to more than 43% above
observed 1985 levels and more than 30%
above the FSA-85 level projected for
1995.
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Figure 17

Pork: Although hogs are relatively more
efficient converters of feedgrains to
meat than are beef, the pork industry
does not benefit from the ability to
convert forage to weight gain as does
the beef industry. Consequently, the
effects of rising feed costs on pork
production are dramatic and immediate.
Within one year of higher costs of pro-
duction, the size of the breeding herd
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is reduced 10% followed by an additional

10% decline in 1989. As liquidation

occurs in 1988, pork production is

projected to rise 11% over 1987 levels

only to decline by 9% in 1989 as slaugh-

ter falls with economic losses to the

industry (Figure 18). The. 1989 produc-

tion estimate of 13.8 billion pounds is

15% below the level of 16.3 billion

pounds under FSA-85. This difference is

even more dramatic in 1990. By the end

of the analysis period, pork production

is estimated to be 11.5 billion pounds,

22% below the observed 1985 level and

25% below the projected level under

FSA-85.
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Farm prices for barrow and gilts

(and sows) fall sharply in 1988 under

parity but then rise throughout the

period. By 1995, barrow and. gilt prices

(seven terminal markets) under parity

are 31% higher than in 1985 and 43%

above the projected price with FSA-85
(Figure 19).
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Consumption moves parallel to

production. Per capita consumption

rises in 1988 with liquidation but then

falls over the analysis period to .46

pounds by 1995 (Figure 20). Retail

70.8 

67.31 

p 65.8 
S 62.3 

o m9. 
a
s 57.3  

/ 55 .9  c .
a 52.5  

f 50.81 
a 47.3 

45.1 

Pork Pt, Capita Consuptios

/tars
C316 13 awl ty

Figure 20

prices fall in 1988 but rebound sharply

in 1989 and continue higher through 1995

(Figure 21). By the end of the period,

retail pork price is 54% above the 1985

level and 48% above the projected price

in 1995 under FSA-85.
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Broilers: Even with liquidation and
lower prices of beef and pork, broiler

production increases in 1988 and 1989
under CSMP (Figure 22). However, by
1990 and beyond, broiler production
under parity exceeds FSA-85 levels. Al-
though costs of production rise sharply
for the broiler industry, farm and
wholesale broiler prices follow the
increase in the beef and pork sectors
but at a slower rate. As a result,
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wholesale broiler price (12-City RTC) in
1995 under CSMP is projected to be only
19% higher than the 1985 price (Figure
23).
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Broiler consumption rises from 55
Pounds per capita in 1985 to almost 70

pounds in 1995 under parity, a 26% in-

crease (Figure 24). Quite obvious in

this CSMP analysis is the continued
substitution of cheaper broiler meat for
more expensive red (beef and pork) meat.
The retail price of broilers rises to

$0.92 per pound by 1995 under parity but
this is a relatively modest 18% increase
over 1985 compared to 43% for beef and
54% for pork (Figure 25).
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Meat: A parity pricing program for
crops would result in large red meat
liquidation in 1988/89. Prices to
farmers and consumers would be lower
than under FSA-85. However, consumers
would soon begin paying sharply higher
prices for beef and pork and modestly
higher prices for broilers. As a re-
sult, a shift toward broiler meat and
away from beef and pork should occur
(Figure 26). Of the beef, pork and
broiler purchases in 1986, the consumer
ate about 41% beef, 30% pork and 29%
broilers. By 1990, these shares are
projected to change to 35% beef, 29%
pork, and 36% broilers under the parity
policy option. By 1995, shares would
shift to 32% beef, 27% pork and almost
41% broilers.
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Because of sharply higher prices,

beef and pork would retain significant

expenditure share throughout the period

(Figure 27). In 1985, consumers spent

56% of meat expenditure on beef, 31% on

pork and only 13% on broilers. By 1995,

these respective shares were 51%, 32%

and 18%. The analysis suggests that in

1985 consumers spent about $332 per

capita on these three meat items (Figure

28). Under parity, expenditures in-
crease to $363 per person, a 9% in-

crease. However, the consumer purchases

only 170 pounds of these products, a 14%

decline from the 197-pound level in

1985. In addition, the substitution of

chicken for beef and pork has kept the

aggregate meat bundle price increase to

only 24% ($2.14 in 1995 versus $1.72 in

1985). Had consumption shares remained

constant, expenditures for the meat

bundle would be sharply higher.
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Caveats to the Livestock Results:

Analysis of this type is difficult

because the data on which the econo-

metric models are estimated tend to fall

within a narrower range than do the data

suggested by the parity option. As a

result, the parity program analysis

required some additional assumptions to

be imposed on the model. For example,

retail prices of the magnitude projected

in the analysis would result in a

flooding of imported meats into the U.S.

market. For this analysis, import and

export levels of livestock and meats

were held at the same levels as under

the FSA-85 analysis. Reducing imports

further from those levels would drive

U.S. prices higher.

Second, provisions of the parity

program allow qualifying livestock

producers to purchase up to $50,000

worth of grain at prices far below

parity prices through 1990. Conse-

quently, low volume livestock producers

benefit relative to large producers.

This analysis was based on a "blend" of

grains purchased at parity prices with

those purchased at the reduced price

through 1990. By 1995, all prices were

at the 80% of parity level.
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LIVESTOCK SMEARY

CSMP is designed to gradually bring
crop prices to an 80% level of parity.
While more than doubling of prices
generates considerable revenue for the
crop sector, it causes immediate as well
as far reaching adjustment problems to
the livestock industry. Sharply higher
feed costs turn expected profits to
losses for beef and pork producers and
result in an immediate reduction in the
breeding herds. With substantially
lower supplies, prices for beef, pork,
and poultry ultimately respond upward.
In the long run, the beef and pork
breeding herds are sharply below the
levels predicted under the FSA-85 analy-
sis. Beef producers attempt to compen-
sate for high corn and soybean meal
costs by utilizing greater forage and
less feed. The pork industry has far
less flexibility in this regard. Con-
sumers increase the rate at which they
substitute less expensive chicken for
higher priced beef and pork relative to
FSA-85. In spite of this substitution
per capita expenditures are almost 15%
higher and consumption is 12% lower in
1995 under CSMP relative to FSA-85

DAIRY

Under FSA-85, dairy herd size falls
about 4% in 1987 due to completion of
the whole herd buyout program before
rebuilding to 10.8 million head in 1991.
A more significant reduction in herd
size results under the parity program.
About 9.2 million head provide the *milk
production levels necessary to achieve
an average farm price of $16.95 during
1987. Herd size remains at this level
until 1991 and then declines slightly.

Total milk production follows very
different paths under FSA-85 and parity
(Figure 29). Under FSA-85, production
declines 3% to 140.5 billion pounds in
1987 then increases to almost 159 bil-
lion pounds by 1995. Under parity, milk
production falls 16% in 1987 to 121
billion pounds and then increases to
only 125 billion pounds by 1995.
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The divergence in production paths
is clearly reflected in both farm and
retail prices (Figure 30). Under
FSA-85, farm prices decline 18% from
$12.35 in 1986 to $10.13 in 1991 when
the legislation expires. This is in
sharp contrast to the projected 112%
increase in farm prices under parity,
rising from $12.35 in 1986 to $26.17 in
1995.
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NET FAIN INCOME

8
1 1 4

Net income to the farming sector is
considerably higher under the mandatory
production control program than under
FSA-85 (Table 15 and Figure 31).
Increase in inventory values cause a
sharp rise in farm income the first
year. However, by the second year,
increases in production costs coupled
with lower livestock receipts and
falling direct government payments, lead
to a 26% decline in net farm income
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with a smaller decline the following

year. In spite of these declines, net

farm income is still higher under the

parity program than under FSA-85.

64.81
55.8  

13. 51.81 
L 45.81 

i 40.81 
: 35.81 

D 31.81 
• zs.al C2-

20.81 / 

: L5.11 r;
s 11.8 

Net Farm Incest

••.•

_

\

11 ' 12 14 16 11 'II 52 94

Years
05* 13.1.1ariti

Figure 31

The following six years sees a

recovery in income, with an eventual

rise to $58.5 billion. This is primari-

ly due to higher levels of crop and

dairy receipts. Cash receipts to crops

plus direct payments exceed $100 billion

in 1991 and $125 billion in 1995.

Livestock receipts also increase to just
over $86 billion by 1995. However, the
proportion of livestock receipts derived
from dairy reaches 42% by 1995, as
opposed to 18% under FSA-85 for the same
period.

This indicates a substantial de-
cline in beef and pork receipts under
the mandatory control program. Receipts

to cattle and hogs fall from $40.9

billion in 1987 to $28.9 billion in 1988

under the parity program. Due to re-

duced levels of cattle and hog slaugh-

tering under the mandatory program,
livestock prices cannot increase suffi-
ciently to return receipts back to the
$30 billion level. As the mix of fed to
non-fed animals slaughtered swings to
lower priced grass finished animals,
cattle receipts remain around $20 to $22
billion versus the $28 to $31 billion
level observed in 1985/86. Hog receipts
do recover to pre-mandatory control
levels in nominal terms by 1995.

Production expenditures increase by
38% over the analysis period. The
sharpest percentage increase occurs in

1988, as feed costs rise by $7.5 bil-

lion. Expenditures on other inputs such

as seed and fertilizers are 24% below

baseline levels in 1995. For farm

income computation, the mid-level of

acreage plantings generated by trend and

base yields were utilized. Thus, with

the lower level of plantings expected

with trend yields, these expenditures

would be off even further.

G owman/xi cosT

The cost to the government asso-

ciated with the direct operation of

agriculture is, on average, 38.5% less

than under FSA-85. By making partici-

pation mandatory, eliminating target

prices and government loan programs, the

only remaining sources of , large costs

are diversion, hunger and conservation

program. This analysis of government

cost assumes that land will be removed

from production with trend yields in

mind. Diversion costs, and subsequently

direct payments and farm income, would

be lower if the frozen base yield as-

sumptions were utilized (Figure 32).
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Figure 32

Costs of the program for food and

feedgrains are markedly lower than under
FSA-85 by FY-89. Under FSA-85, govern-

ment costs for feed and food grains
total $15.9 billion, 305% higher than

the $5.2 billion under the mandatory
control program. Also helping to lower
costs is the elimination of federal
purchases of dairy products. ,
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Hunger program donations are made

initially from government stock holdings
as FHR grain is defaulted and CCC-owned

stocks are drawn down. With government
stock holdings reaching the strategic
reserve minimum, purchases must be made
at parity prices to continue such pro-
gram. Thus, costs, particularly for
wheat, rise markedly in FY-91 as the
government makes purchases for third
world hunger program. The increase in
cost for all programs in the later years
of the analysis is due to these same
type of expenditures (Figure 33). So,
while the program is less expensive than
FSA-85 in all 'years, the commodity
program costs do increase to within 30%
of the baseline by FY-95.
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FARM DEBT RESTRUCTURING LOANS

Interest-free loans will be made to
farmers with debt to asset ratios of at
least 40%, appropriate levels of farm
income, and the ability to cash flow
after receiving the loan. Qualifying
family farms can receive -up to $30,000
in loans for three consecutive years.
Loan repayments' are deferred for five.
years and then made in five annual
payments from the sixth through tenth
"years. , During the first five years,
interest costs will be carried by the
the government.

According to Agricultural Infor-
mation Bulletin #500 (USDA Economic
Research Service, January 1, 1986),
approximately 20% of all farms fall into
this category. Over one-half of the
$204 billion national farm debt is

concentrated in this fairly small group,
many of whom are likely to abandon
farming without outside intervention.
The substantial increase in net farm
income under CSMP would generate suffi-
cient cash flow to salvage about 50% of
this group. However, the remaining 50%

(120,000 farms) would require some type
of additional short-term assistance.

Given wide variances in the size
and location of these farms, a weighted
average was used to estimate program
costs (Appendix Table 17). The average
loans during the three year period are
$20,000, $18,000 and $17,000, totaling
$55,000. This brings the total federal
loan outlays to $6.6 billion. If these
loans are funded through federal bonds
then the actual government subsidies are
$2.7 billion, the amount of interest
payments made the first five years.

FOOD EXPENDITURES AND CPI FOR FOOD

Changes in farm legislation ulti-
mately affect the consumer. The price
of food under CSMP increases immediately
due to the rise in dairy prices.
Through 1988, disinvestment of hog and
cattle herds limits the rise in food
prices. However, with the completion of
the disinvestment phase and the reduc-
tion in beef and pork supplies in 1990,
food prices increase 7% over FSA-85
levels. The CPI for food continues to
grow relative to FSA-85 level, with the
gap between CSMP and FSA-85 reaching
14.4% by the final year of the analysis
(Figure 34).
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Expenditures on meats display an

initial decline due to disinvestment,

and then increases sharply by 1990. By

the end of the period, the aggregate

meat bundle is expected to cost $2.14

per pound, as opposed to $1.65 per pound

under FSA-85. The price increase would

have been even more substantial had the

mix of the meat bundle remained con-

stant. However, with the reduction in

the overall size of the beef and pork

industry, less expensive broilers take

up a larger share of meat consumption.

Thus the consumer is eating a larger

share of $.92 per pound broilers than

$3.39 per pound beef under CSMP than

under FSA-85. Further, the total meat

bundle is smaller, at 169.5 pounds per

capita as opposed to the baseline level

of 191.5 pounds per capita.

Food expenditures also increase

relative to baseline levels (Figure 35).
In 1987 and 1988, food expenditures are
only slightly higher than FSA-85 values.
While the growth in expenditures is less
than that associated with the price
level, expenditures per capita are still
12% higher under the CSMP than were

observed under FSA-85. The smaller

increase in expenditures than is shown

in prices implies a drop in food con-

sumption levels or a shift to a dif-

ferent type of diet. The $65.5 billion

increase in food expenditures in the

final year over FSA-85 levels translates

to a $250 per capita per year rise of

food expenditure requirements.
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Any program which increases food

expenditures by $250 per capita will

harm the disposable income picture of

poorer families more than affluent

families. Low income families spend a

larger portion of their income on food

than do high income families. That

being the case, the move to higher

retail prices and expenditure require-

ments for food should affect low income

households more than high income house-

holds. In 1982/83, food accounted for

21% of total expenditures for families

with incomes between $5,000-$9,999. For

families with incomes between $30,000-

$39,000, food made up only 13% of total

expenditures. If incomes are utilized

instead of expenditures, the proportions

change to 28% and 9% respectively.

The Commodities Supply Management

Program seeks to control production for

major crops and the dairy sector in

order to achieve higher loan parity

prices. It further proposes the estab-

lishment of an export cartel and a

financial aid package that addresses

current farm financial problems. If

successfully implemented, CSMP would

significantly change the current direc-

tion of U.S. agriculture.

In contrast to FSA-85, CSMP calls

for directly incorporating financial

assistance and higher price supports

into a single farm bill, merging rather

than separating these issues. If this
is accomplished, it is fairly certain

that more farms would survive but at

considerable cost to consumers, the
input industry and the longer term down
sizing of U.S. agriculture. 'Spill over
into the general economy has not been
measured. However, previous research

suggests that the income transfer to the
farming sector from other segments of
the general economy would trigger lower
growth rates and employment.

A crude measure of the comparative
net benefits to the economy of the two
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programs is to sum the farm income gains

and the government cost savings and

compare them with the increase in con-

sumer food expenditures. In the first

three years, related to the baseline is

estimated that the gains in farm income

and cost savings exceed the additional

consumer costs by about $10 billion per

year. However, beginning in 1990, as

higher livestock and other food prices
are passed on to consumers, the in-
creased consumer costs exceed the gains
to farmers and the federal treasury. By

1995, the increased costs to consumers
exceed the gains to farmers and the
government by about $25 billion. This
measure understates the net cost of the

Harkin/Gephardt proposal to society,
since it does not include the reduction
in consumer welfare due to shifts to
less desirable food bundles.

Major crops and the dairy sector
benefit most under CSMP. Returns per
acre more than double levels projected
under FSA-85. Net farm income increases
an average 82% and government cost is
significantly reduced. Exports decline
approximately 18%, but value climbs by
78%. Financial assistance removes
approximately 120,000 farms from the
financially endangered list and an addi-
tional 100,000 farms are cushioned by
higher net farm income.

A considerable down sizing of the
U.S. agricultural industry both for the
crops and livestock area is projected.
Sharply higher feed costs turn expected
profits to losses, resulting in an
immediate reduction in the breeding
herd. Beef production averages 17%

below expected levels under FSA-85, pork
is off an additional 33% and poultry
gains moderately. Milk production
declines about 18%, averaging 1.6
million fewer dairy cows per year.
Planted area also contracts, backing off
30-50 million acres per year. Although
the implement industry may be a net
gainer in the near term, the total input
industry would lose between $3-5 billion
in sales.

Over the longer term, U.S. agricul-
ture would be down sized between 20-25%.
Land prices would certainly begin a

rapid increase, especially in areas
associated with production quotas and
corresponding marketing certificates.
Past experience suggests that current
holders of land would extract these
differential prices from new buyers and
from renters. With approximately 3% of
farm land selling each year, in fifteen
years almost half would have been
purchased at significantly higher
prices, subjecting new owners to finan-
cial pressures similar to those current-
ly experienced but with a down sized
agriculture.

For the Harkin/Gephardt proposal
the critical assumption is the market-
sharing cartel among the exporting
countries. For the export cartel to be
effective, all exporters would have to
agree to sell their products at prices
consistent with the U.S. loan rates, and
they would also have to agree to main-
tain market shares at 1986 levels. This
reduces the effect of the high prices on
U.S. export levels, since the only
permitted adjustment is in supplies and
consumption of importing countries. The
response of the importing countries to
these higher prices is also muted by the
fact that the United States would
substantially increase food aid ship-
ments to developing countries. The
effective price to developing countries
is substantially lower than the estab-
lished export prices. By 1990/91 such
export donations are set at 16% of corn
exports and 39% of wheat exports com-
pared with about 2% and 12%, respective-
ly, in the baseline.

There is serious doubt by many
analysts that it will be possible to
organize and enforce the cartel. If the
cartel assumption is removed, there
would be two alternative for the United
States. One is to have no export
enhancement policy, in which case U.S.
exports would drop at least twice as
rapidly as they do under the cartel
assumption and eventually perhaps
disappear. The result would be a U.S.
agriculture serving only the domestic
market. In this event much larger
acreage reductions would be required
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over time to compensate for the reduced

utilization.

A more likely possibility, and an

assumption of an earlier version of the

mandatory plan, is to employ a two-price

system and subsidize exports. This

policy is much like that of the European

Community, where export subsidies are

set to dispose of production exceeding

domestic use and stocks targets. If a

two-price system were used to assure the

level of exports in the FSA-85 baseline,

it would eliminate the need for a paid

diversion but result in substantial

costs. The cost of the export subsidy
for the two-price variation begins at

about $11.2 billion in fiscal year
1987/88 and increase to about $14 bil-
lion by fiscal year 1990/91. Thereaf-
ter, estimated costs of the export
subsidy exceeds those of the FSA-85,
reaching about $26 billion by fiscal

year 1995/96. These rising costs are due

to the differential between the parity-

based domestic prices and the baseline
world price that increases with time,

and to the level of exports that also
rises.

Farm financial pressure and numbers
of farmers exiting agriculture are the
primary focuses of this farm bill.
Negative longer term consequences

associated with CSMP have to be weighed
against the shorter term negative

implications of farm financial pres-
sures. Gains and losses have been
estimated. Income directed towards
family farms of crop and dairy producers
is extracted from the consumer, the
input industry, and the livestock

industry. The magnitude of the impact
will set the stage for the next round of
negotiations between those who gain and
lose.
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