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“One Shot” Farm Income Support Payments

Congress approved emergency
supplemental payments to farm-
ersin 1998, 1999, and 2000.
Were they prudent responses to

unusually tough times, or do

they signal a fundamental flaw in

current farm policy?

BY CRAIG JAGGER

overnment payments have long
been important contributors to net farm income in
the United States (Figure 1). In fact, over the Jast 20 years
they have accounted for about 25 percent of the total. While their
share of net farm income for calendar 1999 and 2000 is unusually high,
what makes payments for these years unique is thar they include “one-shot” supple-

mental income SUpport paymenrs.
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When farm prices declined to unexpectedly low levels two years after passage of the 19

How Many Shots?

farm act (Figure 2), the act’s fixed contract payments did not automarically increase.

Hoping that the decline was temporary, Congress enacted emergency assistance

to provide one-year supplemental income support payments for 1998 crops.

Further price declines led Congress to pass new legislation providing a sec-

ond shot of supplemental income support payments for 1999 crops.

And continued low prices led to legislation providing a third shot
of income support payments for 2000 crops.

Together, these one-shot payments total $15.9 billion paid
out for income support for crops (excluding crop disaster, live-
stock, and conservation payments) during fiscal years 1999

through 2001 (Figure 3). They supplement the $16.2

billion in fixed contract payments paid out for 1998
through 2000 crops and the $18.6 billion in counter-
cyclical loan deficiency payments and marketing loan
payments already made for 1998 through 2000 crops.
Most observers expect that if low prices continue, the
Congress will provide a fourth one-shot payment
for 2001 crops and a fifth shot for 2002 crops —
unless a new farm bill is passed before the 1996 act
expires in 2002.

Traditionally, farm income support has been leg-
islated in multi-year farm bills, not in single-year
emergency bills. In a multi-year farm bill, Congress

sets the terms of farm income support by specifying
formulas, levels, limits, and the like, for the life of the
bill. In the past, changes in support during a farm bill’s
life have, occurred for two reasons, neither related to
farm-sector economic disasters caused by low prices. First,
Congress has used one-shot payments to address income
problems caused by natural disasters such as the droughts
of 1988 and 1989 or the floods of 1993 (Figure 3). Second, Con-
gress periodically has reduced farm program benefits in “budget
reconciliation” bills that required government-wide reductions to
help reduce the deficit.
A series of one-shot payments was not part of the plan when the 1996
farm act was passed. The act provided over $35 billion in income support
over seven years through fixed contract payments that declined over the life of
the law, independent of market conditions. This was a major shift from previous
farm bills whose deficiency payments were designed to be counter-cyclical—increasing when
prices fell and decreasing when prices rose.
The 1996 farm bill also limited counter-cyclical benefits provided by loan deficiency payments and

marketing loan gains by capping commodity loan rates generally at 1995 levels.
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OF BASELINES AND BUDGET SCORES:
Congressional Budget Rules

Congress Imposes budget rules on itself when negotlating
and passing legislatlon. The Budget Committees of the House
and Senate manage the Congressional budget process and
determine compliance with the rules. The Congressional Bud-
get Office (CBO) acts as a key advisor to the Budget Com-
mittees. The budget rules and the process are complex. The
following is a simplified explanation of two key concepts: the
baseline and budget scoring.

The CBO basellne is CBO's estimate of all federal budget
spending and receipts for the next ten years assuming that
current laws and policies continue into the future. it incor-
porates current and projected market conditions and economic
trends. Congress generally uses the CBO baseline as the basis
for its budget resolution, the annual budget plan that reflects
Its budget and policy goals. The resolution's allocations set
iimits on spending for current and new programs for each
committee. CBO's baseline estimates and budget scores (see
below) are advisory to the Budget Committees, but they fol-
low CBO's numbers almost all of the time.

The CBO baseline also serves as the benchmark from
which CBO develops a score for the costs or savings associ-
ated with new laws. A budget score is CBO's estimate of the
difference between {1) the estimated spending or receipts
for a new program, and (2) estimated spending or receipts
for the program under the current-law baseline (In other
words, will the new program cost more or less than the cur-
rent program?).

Budget scoring is important to the legislative process.
When a bill with a positive score (meaning it will cost more)
is brought to the floor for a vote, it may be subject to a
parliamentary hurdle known as a budget point of order. This
can raise the barrlers to passage of a bill. For example, In the
Senate, passing a budget point of order bill requires 60 votes
rather than a simple majority.

To avold a potential budget point of order, members
and staff may, during the bill's development phase and in
response to an informal CBO cost estimate, change a proposed
program. Possible changes include reducing its costs, off-
setting new costs by reducing costs of current programs, or
increasing revenues through fees or other sources. Since
Congress makes Its own budget rules, it can change or over-
ride them at any time.

This should help illustrate some of the complexitles that
can impact the legislative process, especialiy regarding agri-
cultural transfer payments. Budget constraints and political
consideratlons can be every bit as important as "the merits
of the case"— and sometimes more so.
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payments as a sign that the
1996 farm Dbill's fixed contract  oclical One-short pay-
payments have failed. Others
Mmight view one-shot payments  declines likely will need
as extraordinary measures for

The Role of One-Shot Payments

No one knows when Congress will pass a new farm bill, nor what its
final provisions will be. However, the views policy makers hold of the suc-
cesses and failures of current policy will have a strong influence on the new
bill. Some might view one-shot payments as a sign that the 1996 farm bill’s
fixed contract payments have failed. Others might view one-shot payments
as extraordinary measures for extraordinary times. Several observations can
be made about the role of recent one-shot payments.

One-shot payments are counter-cyclical. One-shot income support pay-
ments have provided counter-cyclical farm income support for recent low-
price years. Prices fell and Congress increased payments. However, one-shot
payments are not automatic counter-cyclical payments like prior deficiency

payments, current loan
Some might view one-shot deficiency payments or
marketing loan gains.

But not fully counter-

ments are not fully

counter-cyclical. Price

to be significant, and to
reach levels well below
extraordinary times. long-run average prices,
before Congress will
pass new legislation to provide these payments. Small price declines or lev-
els a bit below average prices likely won’t bring forth one-shot payments.
Further, one-shot payments are likely to be asymmetrical: in other words, they
will only provide counter-cyclical support for low prices. Congress has sup-
plemented fixed contract payments when prices are low, but is unlikely to
reduce fixed contract payments when prices are high.

One-shot payments have elements of uncertainty. Will payments be pro-
vided and, if so, when, for whom, and how much? The uncertainty of one-
shot payments can alter planting incentives more than programs that auto-
matically guarantee higher-than-market returns. However, this poinr is
untested with current one-shot payments whose benefits are paid on his-
torical — not current — production.

Significant policy changes are unlikely. One-shot payments are biased
toward existing income support mechanisms. Using existing mechanisms
allows payments to go out more quickly. Doing so also reduces the admin-
istrative burden on USDA’s local and national offices by reducing training
and programming needs and administrative errors.

Passing a one-shot bill requires agreement on (1) the need for the bill, (2)
the level of payments, (3) how payments will be funded, and (4) who will
receive the benefits. Getting agreement on need and funding may be suffi-
ciently difficult that getting agreement on rargeting and distribution may not
be possible — especially for a one-year program. The practice generally has

been to work hard on the full-fledged policy debate during farm bill years.



in billions

$60

$50

b4
o

@
©
=1

S

$

=

@

1
=]

i

ol

82 B3 B84 B85 86 87 B8 B9 90 91 92 93 94 95 96 97 98 99 Q0

81

W Net Farm Income LESS Govern

Some observers have noted that the 1996 farm act had substandially fewer Congressional hear-
ings than previous farm bills and have suggested thart the depth of support for its final pro-
visions was less than for most farm bills. In 2000, the House Committee on Agriculture
held ten field hearings around the country and, as of mid-April, 2001, had heard
from nine general farm or commodity groups (with more to come) on pre-
ferred programs and policies for the next farm bill.
A seven-year farm bill may be too long. Untl the 1996 farm act, recent
farm bills ran for three years (1970), four years (1965, 1973, 1977,
1981), or five years (1985, 1990). A longer term provides more
time for unintended consequences to arise and extends the
interval for scheduled fixes. If the 1996 farm bill had been a
four-year bill authorizing programs for 1996 through 1999,

Figure 1. Only Big Increases in Government Payments Have last year’s farm legislation would have been a new, multi-

Maintained Net Farm Income year farm bill racher than a one-shot farm income sup-

port bill. The number of years covered by a bill may
be less important, however, than whether its policies
are consistent with political and policy needs under

a variety of possible marker conditions.

The Next Farm Bill: Back on Automatic?
Given the experiences of the last several years,

most observers believe that the next farm bill will

provide more of its farm income support through

Calendar Year automatic counter-cyclical payments. All nine gen-

ents 0 Direct Government Payments 3 e
Research Service. Seplember 2000 eral farm and commodity groups testifying on

Saurce: USDA / Econ

income support policy before the House Commirttee
on Agriculture as of early April, 2001, proposed
increased funding for automatic counter-cyclical pay-
ments. (All but one wanted to continue fixed contract
payments, too.) If chis early efforc proves successful, a
continuation of one-shot payments in 2001 or 2002 can
be viewed as a stopgap measure until a new farm bill is

debated and passed.
“Show me the money.” Some proponents of automatic counter-
cyclical payments have expressed concerns about how the agricul-
ture committees will fund new farm income support programs given
the confines of Congressional budget rules (see “Of Baselines and Bud-
get Scores” for a discussion of budget rules, baselines, and budget scoring).
These rules provide for additional barriers to passage for bills thar increase spend-
ing withour offsetting the costs. A traditional means of funding new programs within
the budger confines is to offset the costs of new programs using savings earned by elimi-
nating or modifying current programs. This works only as long as the costs of the new programs

are no more than the costs of the programs they replace.

How much money? Eliminating contract payments beginning with 2002 crops would save about $4 billion per
year. (Budget rules require that the baseline assumes that contract payments continue into the future even though

the payments ate authorized only though 2002.) These savings are much less than the $11.5 billion in contract pay-

ments plus one-shot payments provided for 2000 crops. And only contract payments with their multi-year
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Figure 2. Crop Prices Have Declined to
Below-Average Levels Since 1996
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authorization —

but not one-shot pay-

ments — are in the budget base-

line from which costs or savings are “scored” in Con-

gress. If the agriculture committees want to provide

automatic counter-cyclical support in the next farm

bill ac levels greater than provided by current com-

modity loan programs and comparable to the support

for 2000 crops, they must find additional funds beyond

the estimated spending in the current budget baseline
for contract payments.

Analysts at the Congressional Budget Office (CBO)
are responsible for estimating the federal government
costs of funding a given level of price or income sup-
port (see “Of Baselines and Budget Scores”). Esti-
mating future costs of fixed payments is straightforward
— the costs are the amounts provided in legislation
adjusted for payment limitations and other factors.
Estimating the costs of automatic counter-cyclical pay-
ments is more complex. Costs of counter-cyclical pay-
ments are large in years with low marker returns and
zero in years with high market returns. Because prices
and other market components in future years are
impossible to forecast accurately, CBO analysts use
“probability” or stochastic scoring to calculate the
expected costs of counter-cyclical programs. Proba-
bility scoring gives an expected program cost for a
future year that accounts for a range of possible mar-
ket returns, the programs costs associated with each

of those possible markert recurns, and the probability

Second Quarter 2001

that each of those marker returns will occur (Jagger
and Hull, 1997).

Find the votes. There are numerous routes for sat-
isfying Congress’s budget rules, given sufficient support.
The route used to fund one-shot payments — desig-
nacing them “emergency spending,” which does not
count as increased spending for budget enforcement
purposes (see sidebar) — would be harder to justify
for a multi-year farm bill chan for a one-shot bill
responding to a current need.

A more likely route for providing additional
advance funding is that used for the 1994 and 2000 crop
insurance reform efforts. Congress, in its annual budget
resolutions, authorized the agriculture committees to
spend an additional $1.0 billion and $1.6 billion per
year, respectively, for program changes beyond fore-
cast spending for then-current programs in the CBO
baseline.

How difficult is ir? Sufficient Congressional sup-
port for additional income support appears secure.
Three years of one-shot payments can certainly be
viewed as an indication of broad support for agricul-
ture in Congress. While some members have expressed
concerns about the continuing series of one-shot pay-
ments, their remedy is to change income support pro-
grams in the next farm bill so that one-shot payments
are not needed. Indeed, preliminary Congressional
budget resolutions passed separately by the House and
Senate in Spring 2001 provide for additional income
support for 2001 and future crops. Projected federal
budget surpluses also make obraining Congressional sup-
port easier. But many interests other than agriculture
are competing for projected surpluses: tax cuts,
increased benefits for other government programs,
higher defense spending, paying down the national
debr, or some combination of the above.

If the farm bill debate is delayed until 2002, pro-
jected budget surpluses may be lower if Congress passes
other laws drawing on the surplus, or if general eco-
nomic conditions weaken (some believe they already
have). Bur if current agricultural marker conditions
improve enough to change baseline projections of agri-
cultural prices, production, and baseline spending,
scored costs of proposed counter-cyclical programs
would likely change and would likely be lower for

many — but not all — types of programs.



Other considerations are tmporiant, too. This arti-
cle focuses on domestic policy considerations for one-
shot payments and budget considerations for counter-
cyclical income support programs. Obviously, other
considerations are imporrant, too. For example, link-
ing counter-cyclical income support to production,
as with current commodity loan programs, can
encourage production and lead to lower prices and
higher program costs. (Harwood and Jagger, 1999;
Westcotr and Young, 2000) Counter-cyclical programs
must be designed carefully if the U.S.'s WTO (World
Trade Organization) commitment to limit covered
costs of domestic income support program to $19.1
billion per year is to be met. (Nelson, Young, Liapis,
and Schnepf, 1998)

Indeed, the core question of the current farm bill
debate is how to maintain production flexibility, pro-
vide automatic counter-cyclical income support, and
meet WTO commitments. This will not be easy.

Prevailing market conditions obviously influence
the debate, too, but to assume that prices will always
be as low as recent levels is probably as unreasonable
as to assume thar prices will always be as high as in 1996.
A good farm policy will be robust — providing appro-
priate levels of support under a variety of market con-
ditions. As for where prices and other market com-
ponents will be in the future, consider the answer to
the question abourt droughts in Kansas: “A dry year
in Kansas is followed by (a) a wet year, (b) another

dry year, (c) another year.” The correct answer is (c).
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Figure 3. “One-Shot” Income Support

& 16
& 12 |
3 ﬂ =y 1 |
8 B =
‘=il n [
0
81 8 85 87 89 91 93 95 97 99

© 58-00 Disaster Asst B 23-00 Crops: One-Shal Payments

01 03

Commadity Gredil Comoration Outlays. CBO June, 2000 baselina. Spending is by fiscal year--not crop year. FY 2000 includes ane- £
15 for both the 1459 and 2000 creps. Reflects the Agricultisral Risk Protection Act of 2000 and prics (but not lates) fegiskstion

CHOICES

15



	magr24369
	magr24370
	magr24371
	magr24372
	magr24373
	magr24374
	magr24375
	magr24376
	magr24377
	magr24378
	magr24379
	magr24380
	magr24381
	magr24382
	magr24383
	magr24384
	magr24385
	magr24386
	magr24387
	magr24388
	magr24389
	magr24390
	magr24391
	magr24392
	magr24393
	magr24394
	magr24395
	magr24396
	magr24397
	magr24398
	magr24399
	magr24400
	magr24401
	magr24402
	magr24403
	magr24404
	magr24405
	magr24406
	magr24407
	magr24408
	magr24409
	magr24410
	magr24411
	magr24412
	magr24413
	magr24414
	magr24415
	magr24416

