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lntroduction --... ,~._ ___ ... ...,_, ... ----~,-·-~ 

t~~ United Stat~s 

tlon, price and income 

surely as has the 

tention, ar:n accorded it as another majoY two year 

evaluati.on. gl."ts undcr•;../a.y, 

By the time the Agri.cu.Jtr.:u·!:; ~md F:>.Jd Act: of 1981~ which ~' th~o cu!'.'n--!nt 

statutory embodiment o [ price;; and .income poliey, •.~:-:r'i n~s on 

1985. the p..xblic rrHrnt decide what, tf any, po.L1.cy sb.>uld foll''"" 'Thi'" 

particuhn: cycle of decisionmak:.tng :ts spotlighted be•:'wse uf the unprei:-:0~ 

dented Cl.lrrent Treas11:ry bun:k:n, thi2. present importan1.:e of thf-! internatlc;1,d 

market> and the volnt:Ll.e economic wellbeing of the far.ming sector. 

Note the 1,miquen.eGs of the situation. When has the publi 1.:. ex<1·:~rnLU:tn"e 

for any private. secto:r c>."i:>ential.ly equalled the net income earned by :Lts 

producers; as ts the ca.rm with the current estimated bndgf:.'t out:; .. ay for fann 

commodity programs ot $21 bil. 1.{he,:e else has a policy resulted :Ln the 

puhli.c 1.:nn:chase of a f\rnrth to a half of the r:.nnua1 producticn of an industry, 

and even then after all the costs have already been sunk, only to lv1·Je that 

very product given back to those same. producers to :lnduce a halt in produet :!.or;,~ 

as was done with the PIK progran; this year. When has publ:ic transfers been 

distributed largely on the basis of firm size such that the largest producen> 

recelVE! the largest payments, totaling nilllions of dollars to c.e:rtai.n 

PJr..e.tie.n:te .. d .to U.f.AJio,U, Ec.onom-f .. c.6 A.otiacia:tlon, Oc...tobvr. U, 1983, Ch-1ca.go 1 

1,C,,e/L .. noJ .. t, ~ 



the real net income to 1~oducer8 in an economic sector ~re 

And how many sectors exh1bJ.t:.ecl an 8% compound growth in. 1.'1hor. prc,,iur.tivJ! 'i 

d.u:riic i.he rast two y..::arc;;, ;1;,; did farro.:ing, whi.le thei~E: \1<',~! nn (;!'1·\~th .it~ che 

t·.Lnmnwl.y t:i sing in real tenr:.G f·.1t etght of the ten ve:::.rc': of the J.;;,,,:a;l.c: ::JF 

the 197\)s s\::rving w;; a 1Har!<.1'l for.:,: i:hird of its tot,_,l pr(•dw::.LLOli, onl\• ..... 

shrink hy 15% :in the p<>:c>r t":.;r; yc:.c;»s as w] th agr1culun-.;;;:, and tL;:it 3irnul t?.-· 

1\.11 d f lna 1~] y, 

that very intt:rvent :ion. This j~; t 11~· ancmaly of the 

th1:! poLLcy envi·r·onN1,mt in w·hicll Lh.e 1985 Act must b2 fa.c.kiow~,d. 

Yet, agr:J.cultu:cal price a1v:\ :i:ccon:e policy has 1L:, vi.'XY rc,ots ln ecow:;i:rnc 

crises an<l polit:tcal co,1tru•.·;.~r:;,7, l.t has apparently :';'-''"'iV('d fnmi :tw 19/9 

Agricultural Marketlng Act tr ti.ie -ii.resent 1981 Act Lc:(:nusw of farm price .in·~ 

e.a:rn:Lngs, tradi. tionaJ agr icnl tu:r:::d :iunda.men.tal:'..sm, ~FHl ru.t'8l po1H ieal 

power. [l J 

The evaluation for the 1985 policy, already well ur;.derway~ is both 

eccnmntc and politlcaL Econond.c components are the s:.1pply and dr:!mand s :it-

uati.on for the agr:tcultural pr~,duct, the efficiency of its p1·oduct.l.on, th~~ 

distribution, level, ar;d varieh:l Jty of the factor re.turns, and the t'.\udg<:.tary 

impacts. Pol1ti.cal compone:1t.s ;;;elude the s:!.ze of the farming cummuntty 

and its depe.nd(mt industries, t.he ;,)om?Y and diversity of the rel;:tted prtv£ltc 

interest groups, the spillov'::'r inu; forcdgr:, policy and nat:ional s!2cur:lty, 

the demand of political partic:Lpan t.s for pub1 :i.c inte.rv~:ntion :1.nto the a?,ri

cultural sectorr and the equilibrating supply of the public to support prc

grams and transfers. Seldom has the public attention been so widespread, 

the politico-economic stakes sc: high, and need for understandl.ng so acute. 

To help us build a framework for understanding and evaluating this up

coming agricultural policy development let us proceed through three questlons: 

(1) What is our present policy; (2) l.fn:it is the policymaking schedule, and 

(3) What: H(e the future policy n";YtL0ns and alternatives. 



To manage our Limited discuss:hm, we will focns on. the comruod:!.ty, re.

servep and trade issues, with th.;~ lutter a.1.ongw·ith foreign exchange rates 

left to the subsequent paper. However, we should be mindful that these· 

commodity programs have evolved :i.n an integrated policy also .embodying the 

most massive publ:tc domestic and foreign food distribution efforts known t,; 

the ma:rket-·oriented pa.rt of the world. Decisions about farm commo<lit:ie;;:; 

will not likely be :made in isolation from their impacts on food costs nor 

from these food distribution progra..'lls that a.re of spec.i.al interest to the 

urban economy. 

Pre.sent prov:lsions of the Agriculture and Food Act of 1981 are otttl::tned 

in Table l. The commod:lty, reserve, and trade titles can be summarized as 

follows: 

(1) Mandatory 3-5 year national grains reserve for purposes of natfonal 

food security and foreign trade and aid reliability, with a. max:tmum cap of 

no less than 700 mil. bu. of wheat and 1 bil. 6bu. of feed g-r..~im;. Th2 grain 

is to remain "farmer-owned" under a governm.ent non-recourse loan with 

storage, interest, and release pr:i.ces generally at the discretion of the 

Secretary of Agriculture. Since commencing in J.978, grains resE:rves have 

been alternately built up and released with ~ome stabilizi.ng effects. How

.ever, for the 1981 and 1982 marketing years, the Administrat:i.on used the 

reserve as the primary mechanism for farm price and income supp.ort, result

ing in a record 1.1 bil. bu. of whe.s.t and 3. 3 bil. bu. of feed grains. This 

program is only available to eligible producer,s, normally those voluntarily 

reducing base acreage in production. 

(2) ·Minimum price supports through the traditfonal non--recourse loan 

for the major crops, approximating minimum ·\:iTorld market prices, with pro·

visions for some reduction in times of excessive supplies and also for 

increases, both at the <li.scretion of the Secretary. They were raised sllghtly 

by that discreti.on for 1983, and have now been lowered again. This program 

is similarly available only to el:tgible producers. The loans provide an 

alternative during the course of the marketing year for producers to obtain 

the highf;ist possible price, thereby stabilizing the annual p:r:ice 1 but in th•:! 

absence of effective production, control they have rem.;.lted periodically in a 

build-up of government-own•~d stocks. This is 1nost evident with the con

trovt:~rsial dairy support program. i:hat not on.ly has no production control 

features but also has not evqlved t:ts have the other programs toward use o.f 

world market prices and target price payments. 



'\' 

TABLE 4. -~tmE~R~l~~(~;;l~~()-~~~~~:~f P,:~:~:-==~~r~r::=:~=~~~ ~-~~L-J~~~ ic'Anons=~====:· ···-· 
Pour "YNf;:-~985 (r.<)i=J;-;!yi":US O:f c.:"(.\"? :Ntr'--:etinr,. ye:ar.t, l!H'riecti.<1n sen e:x:ci!'i:pt. for ~')ad: .• bal Y!!!~l'.l'l !"h"1n:;.,:'l!I' ~u .. ~.!:.--. 

FOOO :.USTRI8B'H0ft Pood 4ta•P' f'fogra."ll cont:inu~d few m:l; <'"~\,,.yen. ?rog~am Hr+CP-Ytaitn: n~· :v:Ii•:·~ lH!.:Ji?ti in !9R?. 
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~uf"l'luti c~dit!es free tt.- i;-b:\J\!-:'~U; ii:)•frrJ11 .and food ~gn"\(<1. I s_,· .. t~.,'.·· .•• ~~~ .. co.•r::r:.:~::~~J~::·~~~~:.~;:::::.'·-·:~:::~.:: ;::.::,~~· 
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Projer;Ut 1%!&'.V it'Cl•lde' litcr.-cy &01-•.1 lH!l:i-.l!"~ bl)t. ~e J'>lllU;ut"f'ftble, A<::t"rJllllt&b0Hit:)' !ltd' Ad•11in, d -;:!d r~•.").PY~l'l'.e 8t.1"'~7'!f;thent.d .. 
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I Res~'P'fl ragx. nQ less then /t)O 'ft. }::u,. •Jh"'nt & t 1~. hu. f::ed j.1'.rr..:s.. I tn.cr.-t.;:'!l~:f 11\'fU"~;t;~ <t'~U:! •• it' !'fi'\Ol~t>lr a!0 _!ni.c~. cv~t.~ 
CCC st.Qd;.a rfiL:s:~le min:'!'!llu:ri:. at l~(l! of U!1•.?<a8"! .r.rfr.e-. I Jl-:?rm~t:~ ;~~h f.i.e..:ibtl"\ry fm: gl!"C'· fr;:; .. v.:h! .. vt: (~!.\~Kr..lve;., I Sec. d!&eret:tor; r{'I USP. ~toragf.:, luan. & ~nu·ra.e.t t.•} ;un3'~•· l:li:t jt~~~r"f.'St rat• n:ln. &t' 'tr"~n1, c~;rt · 

Pr:lr.:c support {t1ofl··i:e-c.out'"&e ~-o.1! 1;). ;~h•f?i<tl"'fo< j .fnitt.<tl 1.NJ"l?'-."'?'t u9 11%. fr1n~ past ye.itr im\: bo'!l!O'fl". &ftt::l.g• 

r 19'1.ll-~5 ·~-· ~3-~'.)/f:,u. I ftl"'.:.1;;.t.:S ptttH j yrs. and ~ot bi~~c:r cb:i.~t Wl:'.,16 price•. 
I If e·~r•'e ?!fie(! ·in 11;n:;• ytar nc ~·ne~t~r. thsr: lQ~.\ 0 1• l.C'·'1n "t~val~ tn~r~al!IL~:l ~tabilit.y of r~n.xhc:..,,~· ~ ·~r.ns!JHtfl pd<.::ft'W. 
~ .-u,p~•crt trt/Jf be lc~t'.,.d 1!~1./:n. ,..,... SVb~~- tlcr~n· prit.e. R.t>nultl" ln pir-.riodk bui1<l11p &i\i! CPF.';. of sovc. »tt>Ctf8. 

ITn.rgt!t -pruee. 'l'fn. er, natfo .. "t;e.l :'! L';"(", ,...,.~..ir'l 1"""' t"-t.a~1::..s1H~·..: ;:: ..... l:! .(.. ifbithnl mi~iiol.llll prices f~1 eY .• fM·.tt-:rG a.n~ <":Ort.!!IW5e'1' pr!c•t"· 
pl;;nte•} 91:-::ea: t...,. µ::-o-:i1.,1•-!H's l"lcn in;j 1::~~1~-t"~lCt:i.e l<faint;liins T:1.in. pr"O~hv.:i!r itlot:.~.es: wtth initial t11.J'get11 ut> 

').~87 - F-',05/tm. 1q.g: _.,_·;.,<,ti... I 61 from. but; belw ~r.aj"-ete·;:,~ \'l.i',\1l~N <:.!)a(:,. .:>f., ~IH YT· 
t9i;J -- ~:1 -1.0/b·J J'7~°' ~ -1~ (,'/Ott. ~uul:t:~ i:n per'i(!-=lic. ~.t~-..·ef'l')f"l~~n:- i;iaYh'!e:'.tli te prochv.;e.ra tJu.t 

i r.e~~~g~~;~:;~~'..~fi~~:;;;~Iitl~~;;~-;~~ti~:;I:~~~~ i~; :~~~:~~;. I ::~~~:~:~~~i;~~::~: ~g~:~~;~~:~~gr~:·' :::::.::·:::::. 
lcro&s-·c::or.q<:li:oit:::l· aii.d ?"{~ dt,·4.!r!'lif'lrt 9li;o -:l.tt;:r. .. -er~on.c.t':: v:itb s~-:. Ii Mt.1cb dilK•i!:ti.c~ on pt«ce/r.:s~t\~t le""~la "~rl ,,,-m~trel•. 

Corn (priet sup•I Pr$ce •YJ'"trc>n ~nm'!-re:coln'.'.e lo&n}. 11tin.t.rou"": 1.n\,~l te.tt1.1J11s ~rt .1ten6r;t' ly .,.~IK'- •• fot' Yh~•t, but with 
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the major crops~ approximating a-;;;::n.tgc nonhtnd. t:osts of prodncl :f.on. In 

w:i.th ;.my dif ferenc.e between the t..:"lrget and loan or averag;;.~ rnarket pric1:-. be

ccrn1ing a direc.t government payment. This program is simU.arly mraila~:,l;_: 

crn.l.y· to eligible p:ro~iuc<~ra<\ 

(4) Payment limitations of about $50,000 per person. How~"..ver~ the 

Adm:I.nistration side-·stepped this provision with PIK by mainta.L:d.ng these 

were not monetary payments, n~sul.t:1-ng in some unusually large transfers of 

product to large prod12cez-s. Thls provhdon has g:radua.lly evolved to blunt 

the skewed distribution found in scales and earnings, but its curtall:i.ng ef · 

feet is minimal. 

(5) Several production control techniques (acreage reduction, paid 

diversion. set-aside, and cross-compliance) are available At the Secretary's 

discretion, with compliancE! achieved voluntarily through inducements to 

producers, such as price supports~ reserves, target payrnents; and the ?IK 
I 

above. They provide a mechan:f.sm for the public to assist the private de-

cisionmaking of farmers to balance prodact:i.on with effective demand over time 

so as to stabilize and maintain prices at levels compatible with other sup

port provisions of the policy. They have been cumbersome, sometimes er-
' ratically used, require. public :Lnducements either through the Treasury or 

trade restraints or consumer: prices. a.nd involve a market intervention us

ually reserved for private market power. They ha\re. resulted in acreage 

taken out of production--not the same as reduced production--of from 0 to 

80 mil. acres during the life of the 1981 Act. 

(6) ·Disaster payments to eligible producers for severe natural-caused 

castastrophas have been generally replaced by a partially subsidized private 

crop insurance program that, although expanded, only attacts a small sign-up. 

(7) Export embargo protection is provi.ded by a mandatorily-triggered 

public price or payment program at the high parity levels in the event of 

any separate governmental prohibition on agricultural exports. In addtti.on, 

exports in general may be supported by publicly subsidized promotion and 

credit to the extent of funding and at Administrat:i.on discretion. Substantial 

import restrictions on certain .agricu.ltural p:eoducts to protect the integrity 

of the above market interventions are provided in separate policieH. 

PoJ i cymaki ng Sched_~Le 

The likely scenarios of ded.sions, le.ading up to the t1~:rminaticm of the 

1981 Act are best previewed through the past e.xpe:rience surrounding that 



posturing are well underway to a c:'.::grG1.: h:n: ir\ exce:::1s of the pKevlcus 

period and almost sure to :btE;n:-d fy in t.h0 coming two years. CongressJona1 

Hc·arings and issuance of briefing documents a:re nlrea.dy in progress Jn both 

Houses of Congress, as well as in agencies of the Executiv~~ i. 2, SJ. The 

current effort<' of the Secretary for. changes in the final ye<:ir:~ of the l9fU 

Act to freeze target prices and lower mini1r.al support price.a not only a~:c 

today's skirmishes but preludes to major battles ahead. 

Commencing in mid-·1984, more serious, carefully schedu!J>.d Congres5i.onnJ 

Hearings are likely, but lt is unlikely that e:lthe:r branch of the fedEo:ral 

government or either 1naj,'.)r:· poU.t:kal party ·wi.ll issue a comprehensive po1i<~y 

proposal prior to the 1984 •:.'lecUon. Elect.toning is much mor<" comfortable 

in an environment. of goals, gen<:!r,~1 directions~ defense of decisions, and 

attacks on policie:s. Thus, that ~1ection outcome will share (;qual top bil

ling to yet another force shaping the new policy, that being the economic 

conditions characterLdng the agricultural set) tor during 1 S85. 

The inauguration of the President and onset of the 99th Ccngress will 

signal the start of the decidi.ng rcmnd of pol:kymaking. That will tell the 

actors i.n the Executive, not only Agricultr.rre but also Whi.te House staff. 

OMB, Treasury, State Department, and Council,of Economic Advisers~ and Jn 

the key committees assignmentsof Congress. That will open the communicatton 

channels of policymaking to an eve1·-expanding cadre of interest groups, 

spanni.ng the agricultural ge.neral farm and commodi.ty organizations as well 

as the urban general consumer and speclal inte.rest associations permeating 

every facet of American life. 

Frmn the fi.rst six months of 1985 should come fairly comprehensive pro·

posals from the Secretary's office and comprehensive bills from the re

spect:ive Agricultural Committees for both farm commodities and food programs, 

either integrated or separately. Budget priorities are likely to ovi:!rshadow 

all other matters before Congress until after the May deadlirH~. In rn:l.d to 

late summer, completed bills are likely to appear on the floor of the Houses. 

From then until a final compromise decision is forged and disposed of by 

the President, which could also involve a veto, intense discussion and poli

tical negotiation can be expected .among interests within agriculture~ between 

agriculture and other r;ectors, between political leaders, between House;; of 

Congress, and between the Legislative and Executive branches. 

The bargaining can be ex.pected to 'bt~ protracted, possibly extending 

beyond the September, 1985 term1 .. nattcn of the 1981 Act, thereby nec13·:;,,i::.tat 



duck legislation. 

1.nrer the· f:rna1 night on one nolitic:al s'ide. of tl1e table. 

challenged to distill likely b :,t. ni,t in 

de•: :l~· i.onmaking, 

these prcjecti.ons. l4l 

1;J:ccna.tively, program :inno-

vations might appear to bette1· ensure pri.ci:• sta.b.ilL;-·;,;.ttont income security, 

food adequacy, trade reliab:ili.tv, :;.nd fiscal ''~sponsibility. T1H:se could 

Lnvolve s1.1el, pr incipl,~s as in8urance, t;:.~rget Ln.g of programs for particular 

·regions or commodities or producers. dec1 in Jug C«:>mpensation with stze, self

help institutions, and iudextng of benefits to various meaerun~s of "."::c.c;nomie 

wellbetng. I'ollowJng are selected alternative agri,~ultural vrict" and :b;come 

pclic:i.es to exemplify the nw.gf~ uf choI.ces: 

( l) .Q1uhiual fha:2_~ Q!_~ of sJ 1 snpport policies, payments, production 

controls, and trade interventicnfc<, lett:tnr: domestic· private In.tn.:·ket decisions 

<letEirmiue production, price:;;, .incomes, a.nd trade with other nations, who in 

turn, continue to pursue their own national policies. This approach would 

place the responsibility on individual farmers, and on thetr cooperatives 

and other agribusinesses upun whom they depend, t.u Clirry tlu~ :risks of market 

Lnstability, inventory adjustment, and financial viabillty. Any COSES at-

tached to these functions must of course be borne by the producers and the 

consumers of their products. Domestic and foreign consumers alike would 
' . > 

reBp the eventual consequences ;)f 2ni.ch market operation, whatever they m.1.y 



implementation and the. Treasm:y of the Lunk~-; of program adm:i.nistrat:Lon and 

transfers. StK~h a pol1cy would set this nation's polic.Jes ev€en farther apart 

from tl:wse of c·ther nations, be their agricu1 tural tmporters or expm:t.?.r:s. 

(2) ~x~~!.r.~1:t1~,!:..~!.2-. EJ1. ~ Q!:.~1.1:1:~~ _Ph:~:?e. Out of present price and i.n::ome 

policies~ with carefully structured techniques to augment the Ti!i:Hkt't i;y:::;ten:. 

These could inr.::1ude publicly a~:.ststed nat:l.onal lncoroe insurance and fl.'tur2s 

markets to facLl.ltat:e be.ttcr privdte risk hearing~ a public n~a::min·~"' 1.oan 

;-rogram to even out farm priees durJng tr1e mar.k('ting yei:n·. and a m:J.nlmal 

T!ds CJflYro.a,:h would cushion the:, total 

t:l.ons l:anr~2 conrn.101J tc; the 
' i~l11J J (-~ t li{:?. t~o·a::::1_11Uin g cH1d 

be affected by ~ny 

of risk bearing. 

with "fine tuning" of ci::rt:a.Ln provi~d,or,,: wanting due ei~her to their 

s11bstance or tr..) tht~: dtsc-retiot1 ex{:·rc:1st-·~d ... rn th-(:· . .-ix: .it·fplemen.tat:t~)n_ .. 

for snch pol.Ley Jncrf:mentalism a1e: 

(a) 

its st.±h:.!.Liztng and sccuI obje~tlves while d:Lscom:aging its 

use for farm pr:1_ce: and Jccumn r::tising objectives. 

(b) Inde.xing p-rice supports to a recent multi-year market prier' average 

to smooth the market varial::dlity but avotd significant interference 

costs of production to providi:.: a.ii Income "safety net 11 w.lth p;:;yments 

flowing directly--and eKposed--fram th£ Treasury. 

(d) E:Kteni:Hng of payment l:Lmitat ions to kind as well as monetary 

transfers, and u.sc of a declining schedule for all sueh larger 

permitted payments. 

(e) Linking of all price ar,d income program benefits to sC\U conserva-

tion and nonpoint sediment water pol1ut1on c:ontrol performance on 

all land in the farm:lng unit. 



The results of this approach would bt~ s:tmila.;~ to the present: policy tem--

pered by slightly less potential ln:.1rket iPterferenc.ei less :1vit:sive tranefe.rs 

to individual producers, more costly achJ.eveme:nt cf produ•:r i_,~~:~ controI ob~ 

jectives but greatec achievement of r;mlt:L~purpose pubJLc ob:J0 1.~tives. 

nomic wellbe:lng of farmers would be more <le;::iendent upc:n p.rhU.c policy tn<"1 

public th.roug11 the In8~rke.t interi.re.n.tions and the !reas~1ry L;urd.efi.; 

voluntary production coni::rol with compulsory complianc<! fn11•J\.iing pC'~Jcw:::e.: 

referenda supervised by a new National Markettng Beard, thr.o:J.gb. greater 

reliance on pr:Lce supporti.ng borne by co;1sumers in lieu of the. Treasury, 

through aggressive. neeot:Lation of international market ag:i:-1;:em.er~ts to stat:i.li.z 12 

shares of foreign markets, and throvgh th•2 use of the necessary associated 

import controls. This approach bestows more market prw0r upon f;:;x-m pro·-

ducers tha.n the others, and protects thei;. -returns in a (1(rr1,;;•.;;,;r.h: m.a:r.ket with 

only secondary attention to trade depcndencco, In so du :i: this nat:L()11r~ 

agricultura.l µo1:i.cy would converg<e;; w:f.th th;:;u_ Gf other co\.mtrle.s of thie world. 

Finally. pr.:lce a.nd inc::ome pol 1cie~:; m:! ght be (les:tgnul ::i.'~ "change J:nstr\1-· 

ments11 on behalf of thEc pubJ.:ic to bt:~.ng ab1..H}t conservat:Lcn cf :;_,'.m.ci or -,,rater, 

population di spe:rsion, nu.trJ.tion imrirnvemcnt, income re•lir:;t;· \::;:.;tHm 1 fam.:U.y 

s:l.rn:d trede flows, and others. 

ti.ems, or as ·respcinses to socie.tal demands, rather than ,c~:'> ;~igid go.a.l!'.:, 

poss:l.bilit:Les for their future ut.:ic.. The challenge to a..U. t)1<:),s.r. heJp:i.nq to 
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