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Series E. Agricul tural Economics

A FRAMEWORK FOR EVALUATING FUTURE

AGRICULTURAL PRICE AND INCOME POLICY

by
R. G, F. Spitze
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for the agricultural product, the efficlency of its productlion, the

distribution, level, and varizbllity of the factor retuvns, and the budgerary
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impacts. Political compone ine

ude the size of the farming community
and its dependent industries, the power and diversity of the related private
interest groups, the spillover inuo for reign policy and nationsl security,
the demand of political participants for public interventicn into the agri-
cultural sector, and the equilibrating supply of the public to support pro-
grams and transfers. Seldom has the public attention heen o widespread,
the politico~economic stakes 5o high, and need for understanding so¢ acute.
Te help us build a framework for understanding and evaluating this up-
coming agricultural policy developmeut let us proceed through three guestions
{1) What is our present policy; (2} What is the policymaking scheduls, and

(3) Wha* are the future polxvv eptions and alternatives.
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in Table 1. The commodity, reservs, an
follows:

(1} Mandatory 3-5 year national grains reserve for purposes of national
food security and foreign trade and atd veliabilivy, with a maximum cap of

no less than 700 mil. bu. of wheat and 1 bil. Jbu. of f¢ad grains. The gra

non~recourse loar with

2

is to remain "farmer-owned'" under a governmen
storage, interest, and release prices generally at the discretion of the
Secretary of Agriculture. Since commenciag in 1978, grains reserves have
been alternately built up and released with gsome stabilizing effects. How-
ever, for the 1981 and 1982 marketing vears, the Administration used the
reserve as the primary mechanism for farm price and income support, resuli-
ing in a vecord 1.1} bil, bu. of whest and 3.3 bil., bu. of faed grains. his
program is only available to eligiblie producers, normally these voluht;rily

reducing base acreage in production.

{2} Minimum price supports through the traditional non-recourse

for the major crops, approximating mintmum worlid market prices, with pro-

visions for some veduction in times of excessive supplies and alsc for
increases, both at the dizcretion of the Secretary. They
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{3) Target “prices,” escalating each of rhe four vesvs of rhe Act, for

the major crops, spproximating average nonl zasts of prodaction. In

operation, thev provide minimum svarage per uniz rebwms-——-nobl price per se--
with any difference between the target and lean ov average market price be-
cowming 8 dlrect government payment. This program is similaerly svailsble
only to eligible producers.

{4} Payment limitstions of about 550,000 per person, However, the

Admintstration side-stepped this provision with PIK by maintaining these

3

H

were nol monetary paymenis, resuliing in some unusually large transfers of -
product te large producere. This provision has graduslly evolved to blunr
the skewed distribution found in scales and earnings, but its curtailieg ef-
fect is minimal.

(53) Several production contrel rechaigues (acreage reduction, paid
diversion, set-aéide, and cross-compliance) are available at the Secretary's
discretion, with compliance achieved voluntarily through inducements o
producers, such as price supports, reéerves, %arget payments, and the PYK
above. They provide a mechanism for the public to asgist the orivate de-
cisionmaking of farmers to balance production with effective demand over time
so as to stabilize and maintain prices at levels compatible with cther sup-
port provisions of the policy. They have been cumbersome, scwetimes er—
ratically ﬁsed, require public inducements e%ﬁher through the Treasury or
trade restraints or consumer prices. and invelve a market intervention us-
ually reserved for private market power. They have resulted in acreage
taken out of production--not the same as reduced production--cf from 0 to
80 mil. acres during the life of the 1981 Act.

(6) -Disaster payments to eligible producers for severe natural-caused
castastrophes have been generally replacéd by a partially subgidized private
crop insurance program that, although expanded, only attacts a small sign-up.

(7) Export embargo protection is provided 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 addition,
exports in general may be supported by publicly subsidized promotion and
credit to the extent of funding and at Administrstion discretion. Substantial
import restrictions on certain agricultural products to protect the integrity
of the above market interventions are provided in separate policies.

Policymaking Schedule

The likely scenarios of decisions lesding up to the termination of the

1981 Act are best previewed through the past experience surrounding that



Act [3]. Background research, pul-lishing,

¢ = s vn JpWIS T u . )
wougsion, workshepping, and

posturing are well underway to s cegree far in excess of the previcus

period and almost sure to infensify in the coming two years. Oongr

Hearings and issuvance of bhriefing documents are already in progress
Houses of Congress, as well as in agencies of the Executive 2, Al. The

3 of the 1983

curvent efforts of the Secretary for changes in the final ¥

Act to freeze target prices and lower minimal support prices sot only are

todayv's skirmishes but preludes to major battles shead.

Commencing in mid~1984, more seriocus, carefully scheduled Congressi

Hearings are likely, but it is uniikely that either branch of the
government or either maior political party will issue a comprehensive policy
proposal prior to the 1984 electicn. Electioning is much move comfortahle
in an enviromment of goals, general directions, defense of decisions, and
attacks on policies. Thus, that electilon outcome will share equal top bil-
ling to yeif another force shaping the new policy, that being the eaunnmicA
conditions characterizing the sgricultural segtor during 1585.

The inauguration of the President and onset of the 9%9th Congress will
signal the étart of the deciding round of poldicymaking. That will tell the
actors in the Executive, not only Agriculture but zlsc White House staff,
OMB, Treasury, State Department, and Council,of Economic Advisers, and in
the key committees assignmentsof Congress. That will open the communicaticn
channels of policymaking fo an ever-expanding cadre of interest groups,
spanning the agricultural genersl farm and commodity organizations as well
as the urban geéneral consumer and special Interest associations permeating
every facet of American life. | |

From the first six months of 1985 should come fairly comprehensive pro-
posals from the Secretary's office and comprehensive bills from the re~
spective Agricultural Committees for both farm commodities and food progranms,
either integrated or separately. ZRudget priorities are likely to overshadow
all other matters before Congress until after the May deadline. In‘mid 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 sectors, between political lesders, between Houses of
Congress, and between the Legislative and Executive branches.

The bargaining can be ex@ectéé to he prctractéd, possibly extending

beyond the September, 1985 terminaticn of the 1981 Act, thevebhy necessitating



one or more temparary exbens artfer partial alterations to the lame

duck lesislation. Tt is entirs ingl act of policymaking

+

in the Gongressional Conference Committee could axceed the wmarathon sizceen
davs devoted to the 1981 Act, eventually decided by the switch of one wore
over the final night on one political side of the table.

2 Policy Uptiops

Vovesight into the furore direction of this nation's apgrioulioral price
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Whatever futurs price and {noome poiiciss come forth could be veluta~

tionsg of essentially all &= public polics ov may be simply Familar pack-

ernatively, »rogram inno-

vations might appear to betier ensurs price tion, income security,

-
o

food adequacy, tvade reliability, and fiscal responsibility. ?ﬁ&s& could
involve suck principles as insurance, targering of programs for particular
vegions or commodities or producers., decliniung compensation wirh stze, self-
help institutions, and iudexing of benefits ro various measures of sconomic
wellbeing. Following are selected alternative agvicultural pyice and iuncome
of cholees:

(1) Cradual Phase 0uf of =11 gapport policies, payments, rroduction

pclicies to exempiify the

decisions

-
B2t

contrels, and trade interventions, letiing :domestic private mar
determine production, prices, incomes, and trade with other nations, who 1n
turn, continue to pursue thelr own national policies. This approach would

place the rvesponsibility on individual farmers, and on thelr cooperatives

and other agribusinesses upun whom they depend, to curry the risks of narket
instability, inventory ad]Q%LﬁLnt, and fipancial viability. Arny costs atb-
tached o these functions must of course be borne by the producers and the

consumers of their products. Domestic and foveign consumers alike would

reap the eventual consequences of zuch marketr operation, whatever they way



be. The government would he rvelisved of of sreszent policy

implementation and the Treasury of the adwmipistration and
transfers. Such a pelicy weuld set this nation's policies even farther apart

from those of cther nations, he their agricultural fmporters or exporters.

(2) ogpwﬁﬁpr¢AA en 0f a Gradual Phise Quf of present pr

policies, with cvarefally structured techniques to augment the

These could include publicly acsisted national income insuran:

markets te facilitate batter private visk bearing, a public recourse loan

vrogram to even oul farwm prices during the marketing year, and a asdoimal
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{¢) indexing of hargetd

£ owmulfi-year average nonland

costs of preduction te provide an income safety net' with payments
flowing directly--and esposed-—-from the Treasury.

() Extending of payment limitaticns to kind as well as monectary
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transfers, and use o declining schedule for all suvch larger

permitted payments,
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Linking of all price and income program benefits to soll conserva-
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all iland in the farmicg unit.



The results of this approach would be similar to the present policy tem

pered by sglightlv less potential wmarket interference,

to individual producers, more cnstiy acaimvpveﬁ? of produn

Jectives but greater achievement of multi-purpese public of

nomic wellbeing of farmers would be more desendent upcwn publ

.

the previcus chree alternatives, apd thelr risk bearing shaved

public through the market interventions
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through aggressiva neguiiation of in
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shares of foreign markets, and throu
import controls. This approach beet
ducers than the others, and protects
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would converg: the world.

snd income policies Inztyra-
ments” on behalf of the public to bring aboyt conservatlion of land water,

population dispersion, nutrision Income rved:

farm strueture

control, enterprise shifts, envi
sirad trade flows, and others.
Wnen public pclicies are viewed as Iustruments, as ticnal orea-

tions, or asg responses to scocietsl demands, rather than as vigld goals,

fic norms, or as embodiments of ideniogy, one can envision

s
possibilities for their Iuture use. The challenge to all

shape the L and food policy for 1085
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