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THeE MAcAzINE OF Foopbp, FARM, aAanNnD REsourcE |Issues

The Endangered Species Act

Economics and the
Reauthorization Debate



Findings
What agricultural and resource economists are finding about food, farm, and resource issues.

B Income Taxes anp CommopiTy PRICES. Progressive income taxes, in contrast to a flat-tax policy, discourage
commodity storage and increase commodity price variability—say McNew and Gardner.

B SaLmon Prices. Prices of farmed Atlantic salmon determine the price of all species of wild Pacific salmon,
and improved productivity of farmed salmon will likely cause all salmon prices to fall—say Asche, Bremnes, and
Wessells.

B CHina’s WHEAT ConsumpTION. Per capita consumption of wheat in rural areas of China, where most of
China’s population lives, may not grow very much in the future, and may actually fall—say Carter and Zhong.

B EnviRonmENTAL ConpiTions AFFecTt ProrerTy VaLues. A Dallas smelter depressed nearby residential
property values, as has happened in other environmentally stigmatized locations, but property values re-
bounded after cleanup—say Dale, Murdoch, Thayer, and Waddel.

B Taxes on PHospHATE FERTILIZER. A tax on phosphate fertilizer would cause lower transactions costs (such
as costs of government program administration) than would several other alternatives to reduce agricuitural
phosphorous pollution in the Minnesota River—say McCann and Easter.

B RangeLanDp Rerorm. Rangeland reform based on land condition can better meet both public and rancher
goals than can proposed across-the-board rangeland policies—say McCluskey and Rausser.

B Graping Prunes. Grading errors reduce incentives for California growers to produce more valuable, larger
prunes—say Chalfant, James, Lavoie, and Sexton.

B Low-Input DaRy FarminGg. The profitability of low-input (pasture-based) versus more conventional dairy
production depends on seasonal forage production capacity, milk prices, haying costs, and the price of pur-
chased supplements—say Tozer and Huffaker.

B Generic AbverTisiNG. Generic advertising of traded goods may be less profitable than suggested by previous
studies—says Kinnucan.

“Findings are taken from recently or soon-to-be published research in the American Journal of Agricultural Economics, Review of Agricultural
Economics, Journal of Agricultural and Resource Economics, Journal of Agricultural Economics, Journal of Agricultural and Applied Econom-
ics, Agricultural and Resource Economics Review, Land Economics, Journal of Environmental Economics and Management, Canadian
Journal of Agricultural Economics, Agribusiness—An International Journal, and other journals which publish the research findings of agricul-
tural and resource economists. Abbreviated citations are found on page 43.

| ON OUR COVER—Salmon and spotted owls, wolves, green pitcher plants, and oconee
bells—these are but a small sampling of the more than 1,200 species that U.S. Fish and
Wildlife currently lists as endangered. In this issue, authors examine, through the

scope of economics, the species and habitats in question—and the intense “protections
versus property rights” debate surrounding the Endangered Species Act.

The Endangered Species Act
Economics and the
Reauthorization Debare




CHOICES Third Quarter 1999 1

by Peter J. Barry B

Guest Editorial

Risk Management and Safety Nets for Farmers

Peter J. Barry is professor of agricultural
Jfinance at the University of Illinois and
chair of the Council on Food, Agricul-
tural, and Resource Economics (C-FARE).

U.S. farm policy historically has pro-
vided several mechanisms to assist farm-
ers in managing risks. These mecha-
nisms include (4) deficiency payments
and acreage setasides, (6) price supports
and commodity loans, (¢) credit liquid-
ity through direct and guaranteed loans,
(d) crop and revenue insurance, and
(¢) tax allowances for cash accounting
and income averaging. The budget-
driven 1996 farm bill substantially re-
duced the deficiency payment and acre-
age set-aside portion of this package,
with culmination to follow after seven
years of risk-free transition payments
to eligible farmers. In return, farmers
are largely free to produce, marker, and
compete on their own merits.

Most observers expected greater vari-
ability in commodity prices and farm
income to result from the 1996 legisla-
tion. In response, farmers, together with
innovative market firms and “friendly”
bankers, would learn to manage these
risks on their own. The rewards would
be higher expected incomes.

Not surprisingly, the agricultural
cycle has continued. After several good
income years, 1998-99 brought large
downturns in prices for many com-
modities, in part reflecting high pro-
duction and carryover stocks resulting
from farmers’ “freedom” to farm. Per-
haps equally not surprising, the federal
government eschewed its new, disci-
plined policy approach, and quickly
pumped billions of dollars of additional
financial assistance into the farm sec-
tor. The experiment with farmers man-
aging price risk on their own was in-
deed short-lived. It is hard not to plan
on government assistance when it
comes so easily.

The longer-term policy implications
of this risk-bearing problem involve
three key questions: (#) Do farmers lack
risk-bearing alternatives? (4) If so,
should public policy respond? and (c)
With what response-mechanisms should
public policy respond?

Identifying gaps in risk bearing re-
quires a holistic assessment of farmers’
risk management options. The options
are numerous, including enterprise diver-
sification, protective production practices,
vertical integration, production and mar-
keting contracts, hedging and option con-
tracts, financial reserves maintainance, le-
verage and liquidity management, lender
relationships, share leases and custom
work, information investment, off-farm
employment, insurance, and government
programs utilization. Many of these op-
tions require careful planning and con-
siderable time and effort. Not all options
work for all farmers.

Even with all these available options.
many farmers remain vulnerable to ex-
treme adversity, especially attributable
to large global production changes and
foreign currency fluctuations; lack of
supply controls for crops, comparable
to cyclical production patterns in live-
stock; and insurance-related difficulties,
including the lack of independence of

income variability across farmers and
over time, and adverse selection and
moral hazard problems. These vulner-
abilities seem greater for commercial-
scale family farms, as opposed to large
industrialized units that can internalize
more risk-bearing services, and small
units, many of which rely on off-farm
income. Whether innovations in pri-
vate risk bearing will fill the vulner-
ability gap remains to be seen.

A middle policy ground for farmers’
risk management thus may include con-
tinued government involvement in the
form of insurance, and contingent fi-
nancial reserves which farmers can build
in good years and draw down in lean
years, Under such approaches, farmers
would pay for part of their risk protec-
tion through the stockpiling of insur-
ance and financial reserves, for use un-
der adversity. The financial reserves
might involve tax-deferred attributes.
Risk-sharing mechanisms can be ex-
plored to ensure that risk bearing shifts
to parties who can bear it most effi-
ciently. The Economic Research Service
and the Risk Management Agency of the
U.S. Department of Agriculture, along
with other analysts, have continued to
study and experiment with these options.

Combining the risk-bearing services
of insurance, commodity, and finan-
cial markets through holdings of con-
tingent reserves, securitization of insur-
ance contracts, or other means is a novel
approach. The details are complex, but
the long-term payoffs appear promis-
ing. Making policy options a system-
atic and reliable part of farmers’ risk
management would reduce the vulner-
ability gap and harness the tendency to
wheel money out the political door
whenever farm adversity strikes. It
would also reduce policy uncertainty
as a major source of risk for farmers.

(Fete?
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