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Research Review

Accounting for Commodity Credit

Corporation Loans in Farm Income

By Roger Strickland*

Commodity Credit Corporation (CCC) loan programs have
been an important marketing tool for U § farmers for
several decades Prior to 1980, CCC loans were accounted
for inthe U 8 Department of Agriculture’s (USDA)farm
income estimates by adding the value of new loans made
to open-market sales at the farm gate Old loans repaid
were subtracted in order to avoid double-counting when
the Lommod.ltv was subsequently marketed

This procedure has been questioned on the grounds that,
1f CCC loans are indeed loans and not sales, they should be
treated like other loans and distinguished from open mar-
ket sales receipts The alternative to including CCC loan
payments as receipts when received 1s to aecount for only
those loans which the farmers never repay, referred to as
loans forfeited or liqmidated The value of loans forfeited
or hquidated would be added tc open market sales when
the loan 1s terminated and the Government takes owner-
ship of the commodity

Beginning with the farm income statistics published in
1980, USDA will estimate two alternative cash receipt
series (1) theold series which includes the net value of
CCCloans made and repaid and (2) 2 new.series which
includes only the value of CCC loans forfeited or liqui-
dated All production must be accounted for as marketed.
either directly or via livestock, or added to inventory
stocks Thus achange in quantity marketed due toa
change in the treatment of CCC leans will have an offset-
ting effect on quantity in inventory If net farm imcome 1s
defined to include the value of inventory change, then the
treatment of CCC loans will not substantially affect net
farm income It can, however, have a significant effect on
realized net income, defined to exclude the value of 1nven-
tory change

In wsing cash receipt estimates one may have to choose
between the two series The chorce will bea defimtional one
and could depend onone’sassumptionsand typeofanalysis [
will consider some key 1ssues In characterizing CCC loans
and 1n defining receipts as income The 1s5ue 15 important
because the old series may be discontinued after the new
one s estabiished

A review of the terms and payments under the CCC loans
program indicates that, although a CCC loan does possess

*The author s leader of the Data and Analytical Systems
Section Economic Indicators and Statistics Branch National
Economics Division ERS

some attributes of other types of loans (bank, PCA, and
others), the loan has several key attributes of asale In
fact, a case can be made that a CCC loan 1sa sale to CCC or
to the Government for a price that 1s at or above market
price with an option, for a fee labeled as interest, to
purchase an equal quantity at a later date, 1f 1t becomes
advantageous to the producer

CCC loans possess the following nonloan features

1 Thedecision as to whether to“repay theloan”or“for-
feit the collateral” and finalize the sale 15 solely at
the diseretion of the payee

2 If the farmer decides 1t 15 not desirable to pay the
“interest” cost associated with the agreement, the
loan 15 not repaid nor 1s it revoked, but the option of
reclaiming the commaodity 1s lost

3 Thecollateral specifies a quantity and grade of the
commodity held in reserve It does notspecify a
particular bushel of grain 1n the way that an auto-
mobile loan specifies a particular automobile So,
the right to repay the CCC loan and reclaim a quan-
tity of the commodity 1s really an option to buy a
certain quantity at a given price Under a true pro-
duction loan from a bank or PCA that 1s secured by
the commodity, the farmer would be expected to
repay the loan and dispose of the collateral The
farmer would bear all risk of a drop in the com-
modity price Under a CCC loan, the farmer bears
no downside risk and reclaims the commodity only
if the current market price exceeds the loan or
“call” price

The Internal Revenue Service (IRS) allows the farmer the
option of reporting the funds received either by forfeiting
or delivering the commodity or by reclaiming and selling
the commodity In cases where payments from CCC are
reported when received but the option to reclaim and
market the grain 1s exereised, only that portion of the sale
value above the amount originally reported is taxable
income reportable in the year of sale Once a farmer se-
lects one of the two options, permission to change must be
requested from IRS This requirement tends to discourage
frequent year-to-year switches

The test that IRS usually applhes to determine when a pay-
ment hecomes reportable income 1s the point at which the
payee has control over the money to do with as he or she
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pleases Thus, one can have reportable meome before re-
cerving money, that 1s, because payment s delayed due to
an action or decision of the payee Onecan have earned
income but 1t 1s not reportable income because the money
15 not yet available For example, profit from the sale of
common stock 18 not reportable until the settlement date,
which 15 a week after the sale date The seller knows on the
day of sale how much profit was made but cannot get ac-
cess to the funds until settlement date

Since IRS allows the payee an option as to when payments
may be reported, this flexibility could be construed as evi-
dence that it considers CCC payments to be income IRS
does not normally give taxpayers the opportunity to select
the timing of payments so as to minimize their taxes, on
the contrary, IRS has defimite rules for determining when
income 15 reportable In the case of CCCloans, 1t may not
be politically feasible for IRS to rule that the payments
were nol loans, when the Congress has specifically labeled
these payments as loans

The option granted by IRS gives the farmer two alterna-
tive Income tax strategies from which tochoose The CCC
payments may be reported at the time the commodity 1s
sold 1nstead of when the loan disbursement is received By
continually rolling over a series of loans, the farmer can
postpone reporting the sale of the crop placed under the
program ndefinitely or until participation 1n the pro-
gram, at least temporarily isended That may well occur

during a vear of high prices in which the storage bins ate
emptied

Alternatively, the farmer can opt to report the pavments

asncome as the loans are received Under a progressive

tax structure, taxes can be miminuzed by smoothing the

taxable income reported Postponing the1eporting of re-

ceipts from CCC until the contract 1s terminated mav re- !
sult in reporting income from the sale of several years’

production inasingle year and 1n a vear of high market

pi1ces

Thus the CCC commodity loans have attributes simila: to
those of other loan types, for example, repayment interest
and collateral, bul the disposition of the procetds of CCC
loans 1s solely at the discretion of the pavee The paves may
opt not to pay the money back to CCC The option to pay
back would be chosen only \f the grain could be sold for
profit Insuch a case, the farmer s additional income
received 1n the current year would be the difference be
tween the amount of the repayment to CCC and the re-
celpts from selling the commodity on the open market

Which 15 the “best” definition of farm tncome 1s not clear
There are arguments for and against each stde In the
short run, both series are available and the user of the
statistical series has a choice The discussion above may
help users make that choice

In Earlier Issues

The role that law plays in the conservation of renewable
natural resources 1s often overlooked by agricultural econ-
omists [There are] grave doubts on the wisdom of
placing sole reliance on the classical economic doctrine
that owners pursuing their own best interests assure fuil
utihization, development, and conservation

Erting D Solberg

Vol 6. No 4, Oct 1954 p 129
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Computer Modelling in Agriculture

N R.Brockington. Oxford, Eng Oxford University Press, 1979 $26 00, 156 pp

Reviewed by Linda Calvin*

The author intended this book as an mtroduction to com-
puter modeling for agrmculturahists, particularly those
concentrating on the bhiclogy of production The type of
modeling discussed 1s variously desciibed as computer
modeling, dynamic system modeling, and dvnamic
simulation modeling These are certainly very general
categories a more specific description would be system
dvnamics modehing Despite the vague title, 1t1s a good
introduction which will also serve agricultural economists
well

Most hiterature on system dynamics falls into two groups
theoretical discussions on modeling, which are often very
mathematical and give the reader hittle idea of what a
program actually looks ltke or how to build one, and man-
uals which deseribe a particular programming language
1in detail but provide no perspective on how system dynam-
1cs differs from ather modeling techniques This book pro-
vides a useful, easy-to-read introduction which combines
theol vy and practice [tisan important book for a limited
audience people with noexperience 1n system dvnamics
modeling w ho want both a bref overview of where this
technique fits into the general configuration of modeling
techniques and an introduction to the mechanies of build-
Ing a system dynamics model

Those readers who want only anidea of what their model
ing colleagues are doing will find this book a sufficient in-
troduction Others who would like to do modeling them-
selves will have to do additional reading. but Brockington'’s
text1s an excellent starting point, particularly for those
people who are easily intimidated by math, new program-
ming languages, and esoteric theoretical discussions Sys-
tem dynamies modeling requires a sound understanding
of the complex 1nteractions hetween components of the
system to be modeled and a basic understanding of a faitlv
simple modeling technique This book demystifies the
methodology and will enable many people to pursue
modeling activities

Brockington introduces the concept of a system and de-
scribes the different ty pes of models used in agrculture
Although the sophisticated modeler may disagree with the
schematie classification of models presented the begin-
ning modeler will find the discussion iHuminating 1t clar-
1fies the concepts of system dynamics by comparing 1t to
econometric and linear programming models Brockington

*Therevienerisanagricultural economist with the Farm Sector
Economics Branch Naljonal Economies Division ERS

also discusses the stages of model building (1) develop-
ment of a verbal description of the system (2) designof a
pictorial representation (flow diagram) which shows the
structure of the system and (3) construction of a quantita-
tive computer model of the system Stages 1 and 2 are
discussed 1n chapter 2 whieh presents fundamentals of
flow diagramming as developed by Forrester (1)! The
author deseribes and diagrams problems of continuous
biological growth, carbon metaboltsm 1n plants, and
animal population growth Additional problems are pro-
vided at the end of the chapter with answer s at the end of
the book

Brockington uses these same problems to construct com-
puter programs—the next step He describes the relative
virtues of the two types of computer languages available
for system dynamics modeling general purposes lan-
guages, such as FORTRAN and ALGOL, and specialized
languages, such as CSMP and DYNAMO The general
languages are flexible and and can be used for anv type of
problem, but they require additional progiramming to
make a model dynamic Specialized simulation languages
areoriented towards the standard operations that oceur
frequently 1n system dynamics, but they may be awkward
i1 some situations The dynamicelements afe built into
the speciahzed languages

Each program 1s written in both FEORTRAN and CSMP,
and sample computer printouts are presented The FOR-
TRAN used in these examples 1s not very sophisticated,
the most complex element 1s the “do loop” procedure
Anyone who understands FORTRAN should be able

to follow CSMP with no trouble AlthoughCSMPisnota
common lanaguage, 1t 1ssimtlar to DYNAMO which s
much more common In a 1977 survey of sismulation
models by S R Johnson and Gordon Rausser (2}, 85
percent of the models were written in FORTRAN or
ALGOL The most common specialized language was
DYNAMO which was used 1n 8 percent of the cases none
of the studies used CSMP Comparing the FORTRAN and
CSMP sample ptograms1s extremely helpful to the person
who can choose what language to use Brockington con
cludes that the choice of language depends on the type of
model the researcher wants and that person's current
knowledge of computer languages The specialized
languages do not take as long to learn as the general
languages, an advantage to the beginner Brockington

Hiahicized numbers in parentheses refer to items 1n the reference
sectton at the end of thistes1ew
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seems o believe that the speclalized languages may be
inefficient 1n their use of computer time, my experience
indicates that DYNAMO i1s a rather inexpensive
language He also discusses choice of a time variable,
meorporation of nonlinear equations, and stochastic
variables Problems at the end of the chapter introduce
sensitivity testing

Chapter 4 presents more complex concepts and tech-

riques, perhaps too complex, given the level of the previous.

material Unfortunately, the examples are only in CSMP
If, after reading the firt three chapters, a researcher 1s
inspired to do some modeling, I think 1t 15 best to skim chap-
ter 4, choose a language, and then pursue these more com-
plex concepts 1n the appropriate language manuals
Brockington elaborates on flow rates—constant and vari-
abie rates feedbacks, exponential delays, pipeline delays,
and multiple factor rate controls—and discusses transport
processes

Brockington briefly discusses programmung.techmques in
GPSS for event-oriented (diserete) models 'The final chap-
ter describes procedures for testing the models

This book does exactly what the author set out to do pro-
vide an-"entree” for those who are'interested 1n modeling
agriculturai systems It presentsstandard material na
simple and effective manner
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In Earlier Issues
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An 1important cause [of increased expenditures for mar-
keting services]1s that consumers want certain services
with their food Here the separation of the services supply-
ing time, place, and form utility from the raw commodity
raised on'the farm becomes acadermic To the housewife,
they are part and parcel of the can of frozen orange juice
she buys

Maiguerite C Burk
Vo 6.No 1, Jan 1954, p 19




Rural Change: The Challenge for Agricultural E'conomists

Glenn Johnson and Allen Maunder, eds Oxford, Eng International Association
of Agricultural Economists, Institute of Agricultural Economics, 1981 $38 50,

738 pp

Reviewed by Joseph W. Willett*

T ——— ——

A

Rural change was the theme of the 17th International Con-
ference of Agricullural Economists held in Banff, Alberta,
Canada 1n September 1979 1n his presidential address,
Demis K Britton noted that the first meeting was held 50
vears ea: lier and he asked, “What could we 1n the agricul-
tural economics profession today show toour founders by
way of achievement?”

To demonstrate the contributions to the “progressive value
of knowledge” by the profession over the years, Britton re-
ferred to the Suriey of Agricultiral Econom Literature
which was published under the auspices of the American
Apricultural Economics Association Britton alsoidenti-
fied other scholarly reviews of the profession’s output
“Despite all this testimony,” satd Britton, “the task which
the present generation inherits 1s undimimshed " He then
cited some dubious evidence about rural poverty from
which he concluded that agricultural economists have
shown o “notable lack of success” in promoting “the econ-
“omical provision of the material requirements of the good
Iife for rural people " He maintained that “thé underlying
concern, rightly or wrongly 15 with equity and not with
praductivity” and cited as his authority President Nyerere
of Tanzania Britton concluded that while being concerned
with the many large problems of “our shipwrecked
humanity,” economists “should appreciate the value
of marginal increments of improvement at the points of
greatest opportunity and greatest need "

W A Lewis, who was subsequently awarded the Nobel
Prize for Economics, presented the Elmhirst Memonal
Lecture—"“Development Strategy in a Limping World
Economy " Lews concluded that, whereas past economie
growth in the less developed countres (LDC's) was driven
by trade, this factor will be less important 1n the immed:-
ate future because of the economic problems of the more
developed countries In his judgment “some of the LDC's
have already reached the stage of self-sustaining growth,”
these latter will “make 1it" 1n any case But. “ the rest
still need a background of world prosperity if they are
themseives to prosper ”

In addition to the addresses bv Britton and Lewis and a
“synoptic” address by President-Elect Theodor Dams, 51
other papers with discussions were presented This re-

*Joseph W Willett 15 former Director of the Foreign Demand
and Compelttion Division, ERS, and iscurrently a visiting professor
%f agn(l:(u[tural and economic development at the University of

entucky

viewer agrees completely with Dams’ statement.that “to
compile an overview of the wide range of contrmbutions 1s
a difficuit task ” Dams judged that the Banff Conference
demonstirated a special concern with overspecialization
and was committed to offering speciahsts the opportunity
toshare broadening views Dams referred to the conferees’
interest in problems of food “gaps,” difficulties of small
farmers and the landless, economic planning 1ssues needs
for food security, and investment needs in LDC's Heem-
phasized that poverty presents an ethical-moral challenge
to agricultural economists, and he thought that the con-
ferees had shown a great willingness to accept the respon
sibility

Because marketing efficiency affects rural incomes, Dams
drew attention to the papers on marketing He said that
the research has many gaps and that much more work 1s
needed to integrate small farmers and the poor 1nto the
markets Hethought that the strategy of relying onrapid
industtiahization to automatically solve these problems
has failed

Dams pointed out that numerous conference papers using
quantitative methods had drawn much eriticism during
the discussions' He emphasized the importance of econ-
omists’ applying quantitative tools to real-world problems
rather than placing undue concern on merely polishing
their tools

Dams also emphasized the importance of studies on dea-
sionmaking and planning procedures in agriculture, a
subject which had been the principal topic at the Interna-
tional Association of Agricultural Economists conference
in Nairgbi 3 years earlier The Banff Conference included
a first-hand paper on agriculture 1n the Peoples Republic
of China and papers on agricultural planning in Eastern
Europe, as well as papers and discussions on decisionmak-
ing 1in multinational firms, parastatal orgamizations, and
state trading agencies Dams warned that in spite of some
progress, the methods of agricultural economists continue
to be more appropriate to analysisof and recommenda-
tions for large, rather than small, farms

Several conference papers showed that outmigration from
agriculture and structural changes within agriculture
still generate major social frictions, even 1n developed
countries Agricultural surpluses and related problems
continue 1n many countries The relationship between cen-
tral and local planning agencies in developing countries,
conflicts between localities over rural development pro-
grams, and research on farming systems received much
attention
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Although conference members discussed energy analyses
of agriculture and the difference between the approaches
of economists and ecologists, Dams thought these prob-
lems needed more research and should be discussed at the
1982 Conference He said that international cooperation,
international agencies, and integration will present even
greater challenges to agricultural economists 1n the future
because of the increasing interdependence of national
economies The papers and discussions also raised ques-
tions about whether LDC students of agricultural econ-
omics in the United States and Europe receive adequate
traimming that will help them solve their countries’ econ-
omic problems Concerning the relationships between pol-
itics and research and the concormitant challenge to the
professianzl integrity of agricultural economists who are
consulted by governments Dams suggested they should
make clear whether they are working in positive or nor-
mative economics

Dams found the Banff Conference to be much concerned
with the need for interdisciplinary research—which he
pointed out—had been an 1ssue throughout the Associ-
ation’s 50-year history He suggested that economists rmight
foster interdiseiplinary wotk by first exarmining specific
problems, formulating objectives, and then raising ques-
tions for member s of other disciplines

Dams also referred to complaints at the Banff Conference
by economists from developing nations about the difficul-

24

ties 1n communicating then research 1esultsand 1n gain-
Ing access to important studies undertaken 1n their own
countries either by other governments or by international
nstitutions He suggested that more serious efforts should
be made to exchange and discuss research, however, he
thought some of those problems could be solved tnfor mally
rather than at the institutional level Dams concluded by
suggesting as “‘survival principles”—tolerance, amiable
disagreement and group thinking

The conference program orgamzed bv Vice President
Glenn Johnson, grouped the papers into eight sections the
role of agriculiural economics in micro, subnational, na-
tional, supra-national, multi-nation, parastatal and state
trading agencies and within the discipline The conti1b-
uted papers were published 1n 1981 in the IAAE's Occa-
sional Papers series (The Rival Challenge Gower Publish-
ing Co . Aldershot Eng) Reports of the meetings of 32
discusion groups and photographs of most of the pai lici-
pants appeared in JAAE Members’ Bulletin No 3 pub-
lished 1n March 1981

Dams referred to the “Conference sandwich” and Britton
wished a bor appetit to the conferees in attacking the “feast
of intellectual food” supervised by Glenn Johnson This
reviewer agrees that there 1s much sound nutnition as well
as palatable fare in this volume, but there 1s some junk
food as well Nonetheless all agricultural and develop-
ment economists should at least sarnple the fare




