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POLICY GOALSAND THE DESIGN OF FARM PROGRAMS:
AN EVALUATION OF FAIR

Ronald D. Knutson, James W. Richardson, Edward G. Smith,
David P. Anderson and Rene F. Ochoa

Evduating the performance of our current farm programsinitialy requires a specification of policy
gods. In performing this exercise, we conclude that the goa's have changed, much like the policies
have changed. We then evaluate whether the current st of policies will fulfill the goalsin apaliticaly
acceptable manner. It is concluded that thisis questionable, at least in the short run. Moreover, it is
concluded that, regardless of what is done in policy terms, the farm structure will continue to undergo
dramatic change. Policies will affect the rate of changein structure, but not the direction which will
continue toward fewer but larger integrated farms.

Goals of Farm Policy

In preparing this paper, we interviewed key committee staff for the House and Senate Agriculture
Committess. In one case, aleading congressperson was involved in a portion of the interview. In al
ingtances, the staff interviewed were in leadership positions during the development of the 1996 Farm
Bill (FAIR), adthough not necessarily in the same position as they currently occupy. Those interviewed
were supplied the questions to be discussed three daysin advance.’
Future Policy Goals

Each of the respondents was asked, “What are the top god's that you associate with U.S. farm

policy over the next five years?” The number of goaswas limited to five per respondent so asto

!As areference point, the interviews were held on July 1-2, 1999. The authors are on the
Faculty of the Agriculturd and Food Policy Center, Texas A& M University, College Station, TX.

AFPC Policy Working Peper 99-6, Texas A&M Universty, Agricultural and Food Policy Center.



provide ardatively uniform weighting across those interviewed. The following 17 gods were identified

by the Congressiond leaders.

Frequency Stated Goal
4 Expand markets.

Facilitate risk management.

Foster market-oriented production.

Conserve naturd resources.

Maintain safe food supply.

Increase farm income.

Maintain secure food supply.

Rl NN NN

Provide equitable trestment across commodiities.

It isimportant to note that the question has afive-year time frame which could have de-
emphasized the effects of the current “farm criss’ on the ranking of policy goas. It isadso possble that
the “expanding markets’ god was viewed primarily as ameansfor raising prices and incomes, which
was explicitly mentioned in oneinstance. Y, it isaso important to note that fostering market-oriented
production was indicated twice as apolicy goa which, arguably, is consstent with expanded trade as
wedl| aswith less government involvement.

Facilitating risk management was indicated by three of the policy leadersinterviewed. This
response was unambiguoudy stated and was not in the context of improving crop insurance-a primary
congressiond concern a the time of the interview. This suggested a broader policy perspective on risk

management than just crop insurance.



Callins, in providing his perspective on post-2002 farm policy, divides policy godsinto economic

and socid godsasfollows:

Economic Goals Social Goals
# Improve risk management decisons. # Preservefarm numbers.
# Ded with anti-competitive practices. # Hdp smdl fams.
# Ded with environmentd problems. # Hdping socidly disadvantaged farms.
# Ensurefood and fiber safety. # Hdping family fams
# Educate producers. # Providing income assistance.
# Conduct basic research.
# Resolve trade problems.

Collins notes that the economic gods are designed to achieve grester efficiency, grester
competitiveness, and to address market failure. He notes that the most important trends determining
future policy areincreasing market orientation and producer respongbility for risk management.

The economic gods listed by Callins are consistent with those enunciated by the Congressond
leadership. However, the Congressiond leadership placed relatively less explicit emphasis on socid
gods but, again, we condrained them to five or less.

Past Policy Goals

Our reference point for policy goas of the past is a 1976 article by Tweeten titled, “ Objectives of
U.S. Food and Agriculturd Policy and Implications for Commodity Legidation.” It isinteresting to note
that thisis one of the few articles found that identifies goas in amanner that has some semblance of the
procedure we used. However, Tweeten prefaces his goals from the perspective of what farmers

desre. The producers perspectiveis reached from our interviews only if the Agriculture Committees



leadership reflects the perspective of farmers. This may only partialy be the case snce there are other
relevant groups affecting policy gods. Tweeten indicates.
“ Personal surveys and other sourcesreveal that U.S. farmers desire:?

1. Areasonable or fair economic outcome as measured by the level of returns on
resources, net income or the ratio of pricesreceived to prices paid by farmers.

2. Areasonable or fair stability in economic outcomes, avoiding sharp gyrations
through time.

3. Open access to foreign markets with a minimum of impediments to trade imposed by
other nations or the U.S. Government.

4. Freedom in making production and marketing decisions consistent with major
reliance on pricing and output under market mechanisms of supply and demand that
reward resources to their contribution to the value of output.

5. Environmental protection, including conservation of land and water.

6. Compensation for burdens imposed on farmers by society that are unrewarded by
the market.

7. Preservation of family farm structure.

8. Transfer (welfare) payments to provide a socially acceptable minimum level of living

for farm people who lack resources to earn a decent living through the market

2What U.S. farmers desire might not be the same as what Congressiona leaders see asthe
gods. However, in arepresentative governance system, there should be some resemblance.
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because of ill health, disability, or other reasons beyond the control of a ‘ prudent’
family or individual.”

Tweeten ligs eight gods-coincidentdly the same number aslisted in our interviews. As one might
expect, Tweeten's gods are purer in reflecting desired end results, as opposed to means. However, his
1976 gods reflect substantia differences from those listed by Congressond steff for the next five years.
Specificdly, Tweeten's 1976 gods reflect:

1. Subgtantidly grester emphasis on income enhancement.

2. Lessemphadis on trade expansion.

3. More emphasis on price sabilization.

4. No emphasis on risk management, except through price stabilization policies.

5. Lessemphasis on food safety and security.

6. More emphads on preservation of family farms.

Subsequently, during the 1996 Farm Bill debate, Tweeten (1995) scrutinized the 12 best reasons for
commodity programs. While not alook at gods, per se, greater emphasis was placed on economic
efficiency, food security, risk, trade and rural communities. In so doing, Tweeten reflected substantial
foresight into current issues involving policy gods.

Farm Sze

Redlizing that the Structure of agriculture has resurfaced as a policy concern, the following question
was asked of the congressiond respondents, “Isit a high priority that program commodities be
produced on the types of farms they have been over the past five years?” The following responses

were identified by Congressona Agriculture Committee leeders:



Frequency | Answer I
1 Structura change is a consequence of consumer demand, not farm palicy.
1 Size of farm is not congressond business.
1 Need to facilitate change in an orderly manner.
1 Need to maintain moderate size farm.

Every office answered this question differently but, except for one respondent, the policy appeared
to be one of dlowing change to occur regardless of what happens to size and type of farm. This may
have resulted from the redlization that there is very little that the Congress has done, or can do, about
Sructura change.

The follow-up question was then asked, “ Do you think current programs will retain the current

moderate Size, independent farm structure?” The responses were as follows:

I Frequency | Answer
1 No.
1 Other factors dominate structura change.
1 Programs are designed for progressive farmers.
1 Payment limit is counterproductive.

This could be interpreted as a unanimous no. In amore favorable light, the answers indicate that the
Congressiond leadership fedsthat farm policy has not done, and cannot do, anything about the surviva
of moderate-size commercid farms. Moreover, the gods previoudy indicated by current policy leaders
suggest that, except in one case, targeting farm size surviva is not atop congressond priority—despite

politica rhetoric to the contrary.



L ocation of Production

It iswdl known, dthough less well documented, that commodity programs have provided more
subsidies to some crops than others (Miller et a; Keough et d; Erngtes, Outlaw and Knutson, March
1997; Ernstes, Outlaw and Knutson, October 1997). Of particular note are cotton and rice-whose
production is regiondly specific. A contemporary example is soybeans, where the loan rate is high
relative to other commaodities. Production under more market-oriented conditions has the potentid for
substantialy atering production patterns. In the 1996 Farm Bill debate, rice and cotton producers
were particularly concerned about the displacement of production from traditional growing aress.
Therefore, the question was asked, “Isit ahigh priority that program crops be produced in the same

geographic locations they have been over the past five years?” The responses follow:

Frequency | Answer I
3 Government policy should not force change, cannot assure surviva and must
assure competitiveness.
2 Farmers must be free to adjust to market forces and diversfy even if it means
getting out of agriculture.
1 While government does not bear the responsbility for past mistakes, changes
need to be accomplished gradualy.

There was great hesitancy to giving ayes or no answer to this question. The overdl nature of the
responses seemed to be that the government cannot and should not protect farmers who are not
competitive. The strongest support for maintaining crop production in the current geographic locations

came in the sngle endorsement supporting gradud adjustment.



The follow-up question was designed to determine the leaders perceptions of what effects the
1996 Farm Bill would have on production patterns. “Do you think current programs will retain

| ocations where commodities have been produced over the past five years?” The responses were:

I Frequency | ANnswer I—
1 Not without supplementals.
1 Perhaps not everywhere.
1 Hexibility facilitates adjustment.
1 Current payments reflect past payments but Congress needs to know if
higher payments are required.

Again, there was reluctance to answer this question yes or no. There was a recognition that
decoupled payments have dready led to shiftsin cropping patterns and that, absent the supplementds,
these shifts could accderate. The last comment isinteresting in that it recognizes that, arguably, those
commodities recelving higher per unit benefitsin the past (rice, cotton, peanuts, tobacco) continue to
get them under the 1996 Farm Bill, dbeit in a decoupled form.

Economic Status of Farms

In this section, the economic status of agriculture under the 1996 Farm Bill isevduaed. Thisis
done utilizing the AFPC representative crop farms. These 41 farms are located in mgor crop
production areas throughout the United States (Figure 1). In many locations, there are both a moderate
dze and alarge farm. Both are contemporary full-time operations with the moderate being
representative of the mgority of commercia sze operations and the large being 2-3
times aslarge dthough it istypicaly gill an independent family-owned operation. These representative

crop farms are devel oped with the assistance of producer panels and are updated by the panel every



three years. In the interim, between updates, the size of farm is not changed. Basdine prices are

developed by the FAPRI Consortium of universties. Thefamsare



Figure 1. AFPC Representative Crop Farms
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smulated under conditions of risk utilizing FLIPSIM, amode developed by Richardson and Nixon.
The 1999 basdine, findized in January, reflected what turned out to be an optimigtic pergpective on
Asian recovery and arelatively average perspective on the size of the crop in the Southern Hemisphere.
The recovery lagged and the globa crop was better than average. Table 1, therefore, contains a
modified basdline for 1999. In this modified basdine, WASDE July 1999 estimated crop prices are
utilized for 1999. For 2000, the 1999 WASDE prices were adjusted to reflect the differences between
the 1999 and 2000 harvest month future prices as of mid-July. The exceptions to this process were
cotton and rice, where TAEX specialists projected forward prices. From there to 2002, prices are
projected up to the FAPRI 1999 baseline which, based on current crop and global economic

conditions, probably is ill optimistic.
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Table1. 1996-99 Baseline Pricesfor Years 1996-2002.

| [ ooe | soo7 | uomm | 000 | 2000 | ooon | 2oce |

Corn ($/bu.)
JAN ‘96 Basdline 275 246 231 223 229 233 243
JAN ‘97 Basdline 275 2.37 2.36 242 244 255 261
JAN ‘98 Basdline 271 243 239 237 242 246 249
JAN ‘99 Baseline* 271 243 195 185 216 210 217
Wheat ($/bu.)
JAN ‘96 Baseline 3.78 337 343 343 345 324 321
JAN ‘97 Baseline 4.30 338 330 363 363 378 378
JAN ‘98 Baseline 4.30 338 333 337 349 3 357
JAN ‘99 Baseline* 4.30 338 2.65 270 3.06 325 33A4
Cotton ($/Ib.)

JAN ‘96 Baseline 06602 | 0.6424 | 06426 | 06383 | 06362 | 0.6400 | 0.6402
JAN ‘97 Basdline 0.7133 | 0.6650 | 0.6458 | 06499 | 06667 | 0.6803 | 0.6857
JAN ‘98 Basdline 0.6930 | 0.6520 | 0.6888 | 0.6894 | 0.6942 | 0.7005 | 0.7069
JAN ‘99 Baseline* 0.6930 | 0.6520 | 0.6110 | 04900 | 05309 | 05527 | 0.579%6

Sorghum ($/bu.)
JAN ‘96 Baseline 258 231 214 2.08 213 218 225
JAN ‘97 Baseline 233 228 225 232 2.38 247 252
JAN ‘98 Baseline 234 221 221 219 224 2.29 233
JAN ‘99 Baseline* 234 221 170 155 181 198 205
Soybeans
JAN ‘96 Basdline 6.50 6.26 574 557 554 568 5.86
JAN ‘97 Basdline 6.85 6.23 5.83 5.80 5.92 5.98 6.08
JAN ‘98 Basdline 735 6.47 587 591 592 597 6.01
JAN ‘99 Baseline* 735 6.47 5.00 4.30 4.63 530 539
Rice ($/cwt.)
JAN ‘96 Basdline 733 7.67 812 7.80 804 804 812
JAN ‘97 Baseline 941 871 864 850 873 881 892
JAN ‘98 Baseline 9.96 9.64 9.31 9.30 9.33 9.37 9.39
JAN ‘99 Basdline* 9.96 9.64 8.75 6.00 7.40 8.79 8.85

*Baseline prices for 1999 were modified to reflect the WASDE July 1999 estimate and, for
2000, the prices were projected using the 1999 WA SDE prices adjusted for the difference
between the 1999 and 2000 harvest month futures prices, as of July 12, 1999,
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Table 1 indicates that the crop price outlook has generdly deteriorated since 1997 with the big
decline occurring in 1999. Poalicies devised for deding with the adversties for the 1998/99 crop
involved supplementd AMTA payments in addition to the norma AMTA and LDPs
authorized in the 1996 Farm Bill. Based on current conditions, it is reasonably easy to conclude that
the 1996 Farm Bill could not be enacted today, even though the god's expressed by the Committee
leadership are dill congstent with the primary provisons of FAIR.

In this environment of political and economic cross currents, isthe 1996 Farm Bill sustaingble
through 20027 To help answer this question, the AFPC representative crop farms were smulated
utilizing the following four scenarios:

# AMTA: The authorized level of AMTA payments in the 1996 Farm Bill, LDPs as authorized,

no disaster payments and no AMTA supplemental/market assistance for 1996-2002.

# AMTA 98 Sup: The authorized AMTA plus a49.7 percent AMTA supplementa/market
assistance in 1998 with disaster payments for the 1998 crops received in 1999-no AMTA
supplement in 1999.

# AMTA Sup: AMTA 98 Sup plus an additional AMTA supplemental in 1999 at the 49.7
percent level, LDPs as authorized and no disaster payments after 1998 (received in 1999).

# AM-Super: AMTA 98 Sup plus an additiona 100 percent AMTA supplement in 1999, LDPs
as authorized and no disaster payments after 1998.

The 1999 magnitude of payments under each of these four policy aternatives for each of AFPC's

representative crop farmsisindicated in Table 2.
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Table 2. Comparison of AMTA and L DP Pa

ments for Representative Farms by Policy Alternatives, 1999.

AMTA AMTA98SUP AMTASUP I AM-SUPER
AMTA LDP Total AMTA LDP Total AMTA | LDP Total | AMT LDP Total
A
Paymentsin ($1,000s)

IAG950 15.77 30.81 46.58 15.77 30.81 46.58 235 | 3081 | 54310 3154 | 3081 62.35

1AG2200 38.11 65.92 104.03 38.11 65.92 104.03 56.79 65.92 122.7 76.22 65.92 142.14
1

NEG800 25 21.68 46.68 25 21.68 46.68 37.26 21.68 58.94 50 21.68 71.68

NEG1575 53.85 45.89 99.74 53.85 45.89 99.74 80.24 45.89 126.1 107.7 45.89 153.59
3

MOCG170 13.86 42.55 56.41 13.86 42.55 56.41 20.66 42.55 63.21 27.73 42.55 70.28

0

MOCG330 30.54 88.21 118.75 30.54 88.21 118.75 45.51 88.21 133.7 61.09 88.21 149.3

0 2

MONG120 8.49 31.29 39.78 8.49 31.29 39.78 12.65 31.29 43.94 16.98 31.29 48.27

0

TXNP1600 29.88 22.42 52.3 29.88 22.42 52.3 44.52 22.42 66.94 59.76 22.42 82.18

TXNP5500 92.57 84.03 176.6 92.57 84.03 176.6 137.93 84.03 221.9 185.1 84.03 269.17
6 4

TNG900 6.56 26.92 33.48 6.56 26.92 33.48 9.77 26.92 36.69 13.11 26.92 40.03

TNG2400 31.73 72.02 103.75 31.73 72.02 103.75 47.29 72.02 119.3 63.47 72.02 135.49
1

SCG1500 29.9 52.7 82.6 29.9 52.7 82.6 44.55 52.7 97.25 59.8 52.7 112.5

SCG3500 68.72 144.81 213.53 68.72 144.81 213.53 102.4 144.8 247.2 137.4 144.8 282.26

1 1 5 1

WAW1500 24.97 23.51 48.48 24.97 23.51 48.48 37.2 23.51 60.71 49.94 23.51 73.45

WAW4250 62.47 49.2 111.67 62.47 49.2 111.67 93.08 49.2 142.2 124.9 49.2 174.14
8 4

NDW1760 17.73 20.24 37.97 17.73 20.24 37.97 26.42 20.24 46.66 35.46 20.24 55.7

NDW4850 51.43 59.43 110.86 51.43 59.43 110.86 76.62 59.43 136.0 102.8 59.43 162.28
5 5

KSSW1385 20.95 10.95 31.9 20.95 10.95 31.9 31.22 10.95 42.17 41.9 10.95 52.85

KSSwW3180 41.29 24.07 65.36 41.29 24.07 65.36 65.51 24.07 85.58 82.57 24.07 106.64

KSNwW232 20.84 14.02 34.86 20.84 14.02 34.86 31.05 14.02 45.07 41.68 14.02 55.7

5

KSNW430 44.63 27.62 72.25 44.63 27.62 72.25 66.5 27.62 94.12 89.27 27.62 116.89

0

COW2700 16.85 12.11 28.96 16.85 12.11 28.96 25.11 12.11 37.22 33.7 12.11 45.81
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COW5420 32.52 22.1 54.62 32.52 22.1 5462 | 4846 221 | 7056 65.05 22.1 87.15
CAC2000 103.05 83.39 | 186.44 ] 103.05 8339 | 186.44 ] 15353 | 8339 | 2369 206.1 | 83.30 | 289.49
2
CAC6000 17953 | 425.81 | 60534 | 17953 | 42581 | 605.34 | 267.48 | 4258 | 6932 359.0 | 4258 | 784.88
1 9 7 1
TXSP1682 20.66 48.97 69.63 20.66 48.97 69.63 | 3078 | 4897 | 79.75 | 4132 | 4897 90.29
TXSP3697 62.83 | 117.03 | 179.86 6283 | 11703 | 17986 | 9362 | 1270 | 2106 1256 | 1170 242.7
3 5 7 3
TXRP2500 25.88 24.56 50.44 25.88 24.56 5044 | 3855 | 2456 | 6311 5175 | 2456 76.31
TXBL1400 18.52 21.28 39.8 18.52 21.28 398 2759 | 2128 | 4887 37.03 | 2128 58.31
TXCB1700 37.71 42.34 80.05 37.71 42.34 80.05s | 5618 | 4234 | 9852 7542 | 4234 | 117.76
TNC1675 26.06 81.56 | 107.62 26.06 8156 | 10762 3882 | 8156 | 1203 5212 | 8156 | 133.68
8
TNC3800 68.79 187.7 | 256.49 68.79 187.7 | 256.49 | 102.49 | 187.7 | 200.1 | 1375 | 187.7 | 325.28
9 8
CAR424 53.54 35.86 89.4 53.54 35.86 89.4[ 7977 | 3586 | 1156 107.0 | 35.86 | 149.94
3 8
CAR1365 162.19 | 117.01 2792 | 16219 | 117.01 2792 | 24167 | 117.0 | 3586 324.3 | 117.0 | 441.39
1 8 8 1
TXR2118 77.63 4713 | 124.76 77.63 4713 | 12476 | 11568 | 4713 | 1628 1552 | 47.13 202.4
1 7
TXR3750 199.84 | 132.65 | 33249 199.84 | 13265 | 33249 297.77 | 1326 | 4304 399.6 | 132.6 | 532.34
5 2 9 5
MOR1900 59.13 62.29 | 121.42 59.13 6229 | 12142 8811 | 6229 | 1504 | 1182 | 62.20 | 180.55
6
MOR4000 148.8 | 189.54 | 338.34 1488 | 18954 | 338.34 | 22171 | 1805 | 4112 297.6 | 1805 | 487.14
4 5 4
ARR2645 59.2 79.86 | 139.06 59.2 79.86 | 139.06 ] 8821 | 79.86 | 168.0] 118.4 | 79.86 | 198.26
7
ARR3400 114.69 122.7 | 23739 114.69 122.7 | 23739 | 17089 | 1227 | 2935 220.3 | 122.7 | 352.08
9 8
LAR1100 32.63 35.5 68.13 32.63 35.5 68.13 | 48.62 355 | 8412 65.26 355 | 100.76
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AFPC' s experience in working with the Agriculture Committees of the Congressisthat they are
most interested in and responsive to the ability of our farmsto cash flow. FLIPSIM expressesthis as
the leve of net cash farm income as well as the probability of a cash flow deficit.

Table 3 presents the probability of acash flow deficit for the AFPC crop farmsin 1999 for each
of the four scenarios. Since the only difference across scenarios is the disaster and market assstance
provided by the Congress, the level of payment isindicative of the changein revenue. That is, no
difference in farmer supply response is assumed.

The results indicate that with only AMTA payments as authorized in the 1996 Farm Bill, about 70
percent of the farms (29 of 41) would experience over a 50 percent probability of a cash flow deficit in
1999 (Table 3). The AMTA supplement in 1998 of approximately 50 percent, with the disaster
payments authorized in 1998 but paid in 1999, reduces the number of farms having over a 50 percent
probability of a cash-flow deficit in 1999 to 28 of 41. With an AMTA of 49.7 percent in both 1998
and 1999, as well as the disaster payment in 1998 only (AMTA Sup), the number of farms having over
a 50 percent probability of acash-flow deficit falsto 20 of 41. With a 100 percent AMTA
supplement in 1999 (AM-Super) in Table 3, the number of farms having over a 50 percent probability
of acash-flow deficit is reduced to 15 of 41.

These results suggest substantid politica pressure to double the level of AMTA payments.
Moreover, the current economic forecasts for years 2000-2002 suggest that this level of supplementa
payments may be necessary through 2002.

Traditionaly, concerns about payment limits have been largdly a Southern phenomena and these

farms have generaly been restructured so that these congtraints have not been as binding.
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Table 3. Probability of a Cash Flow Deficit in 1999 for

Representative Farms by AMTA Policy Alternative.

AMTA AMTA98SU AMTASU AM-
P P SUPER
Probability (%)
W‘ 59 59 52 47
1AG2200 53 53 48 a4
NEGS800 95 95 94 94
NEG1575 72 72 65 57
MOCG1700 38 38 28 23
MOCG3300 45 45 43 34
MONG1200 91 91 88 88
TXNP1600 56 55 38 32
TXNP5500 36 34 30 26
TNG900 83 80 77 71
TNG2400 43 43 39 35
SCG1500 62 48 43 39
SCG3500 37 28 21 16
WAW1500 79 79 69 66
WAW4250 63 63 58 53
NDW1760 51 51 40 33
NDW4850 56 56 49 43
KSSW1385 60 58 40 26
KSSW3180 20 20 11 6
KSNW2325 84 84 83 79
KSNW4300 74 74 64 55
COW2700 54 54 43 30
COW5420 46 46 37 30
CAC2000 58 58 50 38
CAC6000 39 39 37 30
TXSP1682 79 53 48 42
TXSP3697 21 3 1 1
TXRP2500 76 75 70 65
TXBL1400 43 37 30 23
TXCB1700 99 97 95 92
TNC1675 70 70 66 58
TNC3800 79 79 73 69
CAR424 98 98 80 40
CAR1365 96 96 73 34
TXR2118 75 75 33 16
TXR3750 84 84 51 23
MOR1900 99 99 99 96
MOR4000 92 89 85 75

16




ARR2645 40 40 24 13
ARR3400 39 39 18 9
LAR1100 97 97 o1 79

17



In 1998, however, payment limits became binding on alarger share of Midwest farms aswell ason
Southern farms that were not prepared for increased LDPs, especidly for soybeans.

Table 2 indicates that with a 100 percent 1999 AMTA supplement, 19 of the 41 farms would be
over the $40,000 additiona supplementa payment limit for a single entity/person ($80,000 totd), which
is generdly the most binding. When considering both AMTA and LDP payment limits, 21 of the 41
farms exceed the limit if structured asasingle “person.” AFPC studies have indicated that farmers
having exceeded their payment limits in commodities such as cotton and rice had successfully
restructured their operations to avoid this congraint. The easest method of restructuring involves the
incluson of the farmer’s spouse as a* person” in the operation. However, with good legal counsd,
there appears to be very little congraint on the ability of afarmer to legally restructure to enhance the
payment limit.

In 1998, our analyses indicates that a number of farmers who had not previoudy confronted the
payment limit found that they left subsdies on the table. Most of these farmers who had not
restructured were located in the Midwest where payment limits had not previoudy been a condraint.
Interestingly, Midwest interests have been traditiona supporters of payment limits. In 1999, there will
be another test of the support for the reatively low current limits, at atime when alarger number of
Midwest farmers are adversdly affected by them. Raising the limits or eiminating them could now get
bipartisan support.

A find question asked of Congressiond |eadership involved the sustainability of annud transtion
supplementals. Specificaly, “ Are ad-hoc market assstance/disaster payments a viable approach to get

farmers through the next five years and at other times as the need arises?” The responses follow:

18



Frequency Answer

1 Y es, through 2002 but it will be ugly.
1 Yes, aslong as budget surpluses exigt.
1 Y es, but the answer may be different after

redigtricting in 2002.

1 Yes, but not every year.

All answers were aqualified yes to the sustainability of the 1996 Farm Bill through at least 2002.
Some would interpret these answers as an endorsement of the FAIR trangtion payment concept in that
it provided the flexibility for supplementals. Others would suggest that this flexibility is not unique to
FAIR. It has always existed and has been exercised when needed for either economic or political
reasons. Interim “fix it” farm bills have been common whenever agriculture goes on the rocks.

Conclusions

The gods of policy have changed with FAIR, but the ability of farmers to command high levels of
gpending in times of need is dtill present. Congressiond leadership generdly supports the gods and
philosophy that underlies FAIR, despite the “crigs’ that confronts many farmers. The type of support,
however, has changed to a combination of decoupled AMTA payments, coupled LDP payments, and
ad-hoc supplementas for years of adverse yields and/or prices. High payments are possible in years of
budget surpluses with rurd and urban horse-trading on tax and spending issues. Annua appropriations
for decoupled payments would be more difficult if there were budget deficits. Payment limits could be
amore important issue than they have been in the past because limits are now binding on across

section of farms for dl mgor commodities and geographic regions.
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