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Purpose

The objective of this study is to evaluate the farm level impacts of the change in policy that

occurred in 1996 with the passage of the FAIR Act. This is done by estimating the impact to

farmers’ income if the 1990 Farm Bill provisions had been extended as opposed to enacting

FAIR in 1996. In another sense, the study provides insight into the question of whether farmers

would have been financially better off over the period 1996-2002 with FAIR or the 1990 Farm

Bill.

Assumptions

Under the FAIR option, the following assumptions are made:

Actual prices and yields are used for 1996-98.

Contract payments are as specified in FAIR.

Marketing loan for all program crops.

Market loss assistance in 1998 included.

Disaster payments paid in 1999 included.

Milk price support discontinued in 2000 with no milk marketing order reform.

FAPRI baseline from 1999-2002.

Under the 1990 Farm Bill, the following assumptions are made:

23 percent flexibility (NFA) utilized throughout 1996-2002.
Acreage reduction based on stocks-to-use relationship.
Target price held constant at 1995 levels.

Loan rates adjusted as in bill.

Marketing loan for all program crops.

Disaster payments paid in 1999 included.



®m Marketing loss assistance paid in 1998 excluded.

m Milk price support continued.

® Same macroeconomics and trend yield levels as FAIR.

Preference Criteria

The FLIPSIM model, used for analyzing farm level effects, allows one to evaluate policy
impacts in terms of a wide range of economic indicators that would be expected to influence
farmer preferences. These include indicators such as net cash income, ability to cash-flow,
present value of ending net worth, probability of having to refinance, probability of survival, and
ending cash reserve.

For simplicity of presentation and understanding, we assume that farmers’ preferences
between FAIR and the 1990 Farm Bill are determined solely by differences in the farmer’s net
cash balance in year 1998 and 2002 under each option. In other words, if the cash account in
2002 is higher for FAIR than the 1990 Farm Bill, the farmer is assumed to prefer FAIR.
Conversely, if the cash account for the 1990 Farm Bill is higher, the farmer prefers it.

This assumption was made after considerable thought, study and experience. It is AFPC’s
experience that all other things equal, farmers’ perception of policy is influenced by the level and
risk of net cash farm income which, over time, is reflected directly in the cash balance or
liquidity position.

It will undoubtedly be argued by some that all other things are not equal in these two bills.
AFPC grants this reality. For example, the 1990 Farm Bill employs production controls (acreage
reduction provisions and base) while FAIR provides virtual flexibility. Freedom is important to

farmers, but AFPC asserts that total net income is more important. Moreover, the appendix to



this report provides the full range of output for the FLIPSIM analysis. It will also undoubtedly be
asserted that insufficient weight is given to the long-run effects of FAIR vs the 1990 Farm Bill on
the development and maintenance of export markets. This is to be granted. Yet, it has been
impressed upon us in many meetings with producers that farmers must survive in the short run to
be around for the long run. Policy makers obviously need to weigh these results against a
broader set of policy goals including exports and freedom.

Results

Our results are reported in three time periods:

® 1996-98 is an historical period when FAIR prices and yields are known. 1990 Farm Bill

prices over the period are projected by FAPRI.
® 1999-2002 requires a projection of prices and yields for both FAIR and the 1990 Farm
Bill. The FAIR projection is the FAPRI baseline.

® 1996-2002 covers the entire period. It should be recalled by the reader that economic
conditions in agriculture were substantially more robust before 1998 than they are
currently or are expected to be through 2002.

Table 1 indicates the change in prices that FAPRI projects would have occurred under the
1990 Farm Bill assumptions as compared with FAIR. In other words, under the 1990 Farm Bill,
the price of corn is projected to average $0.027 per bushel higher over the period 1996-98.
Appendix Table 1 provides detail on the level of price by year. The reasons for these price

changes are covered in the FAPRI report.



Table 1. FAPRI Price Comparisons

1990 Farm Bill Average Annual Price Change from FAIR
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Rice ($icwt.)
Soybeans ($/bu.)
Soybean Meal ($4on)
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-0.038
0.028
-0.155
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0.013
0.061
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0.186
0.60
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Summary Tables

Tables 2, 3 and 4 summarize the results of the farm level impacts. They indicate farmer
preferences as determined by net cash income levels as reflected in the level of the representative
farms’ cash balance at the end of each of the three periods. In other words, from Table 1, 58 of
the 79 farms had a higher cash balance (higher aggregate net cash income) at the end of the 1996-
98 period under FAIR. Because of this higher cash balance, it is assumed that they would prefer
FAIR to the 1990 Farm Bill.

For the period 1999-2002, the preference of farmers shifts as relative farm price levels
decline more for FAIR. Contract payments authorized under FAIR also decline. Therefore, 63
of 79 farms would now prefer the 1990 Farm Bill extension option. There are no market loss
assistance payments assumed for 1999-2002 as was done in 1998.

For the 1996-2002 period, 53 of 79 farmers would prefer an extension of the 1990 Farm
Bill. This suggests that farmers’ and farm organizations’ long-term concern with FAIR at the
time that it was enacted may have been justified.

It is interesting and important to note that the preferences of crop, dairy and livestock farms,
as summarized in Tables 3 and 4, fall pretty much in line with those of crop farms. The
annotations to the right of each table summarize the results and provide insight into their

underlying rationale.



Table 2. Summary of Program Preferences for All
Representative Famms

Prefer 1390 (Totd Farms
Frefer FAIR Eill
199E- 1932 bats] 21 74
199532002 16 =] 73
159E-2002 25 ic] 74

Table 3. Summary of Program P references for
Crops Representative Fanms

Frefer FAIR | Prafer 1930 | Totd Farms
Eill
1996 1932 27 14 a1
199932002 2 e a1
19962002 15 e a1
OO A

T=ble 4. Surmmary of Program Preferences for
Dairy and Liwvestock Representaive Farms

Prefer FAIR | Prefer 1330 | Total Farms
Eill
1996-1998 3| 7 28
1993-2002 3 30 33
1986-2002 11 27 EE]
P A

Summary of Program Preferences for
All Representative Farms

58 of the 79 representative farms would prefer
FAIR through 1998.

From1999-2002, 63 of the 79 farme would
prefer the 1990 Bill. This was primarily due to
higher projected farm prices fromthe 1990 Bill.

Over the period, 1996-2002, 53 of 79 famms
prefer the 1990 Bill.

Summary of Program Preferences for
Crop Farms

Fram 193692 rd = iwdy high crop prices and
substartid lump-20m contract pay ments resutted in
27 of 41 cropfarme preferring FAIR.

Ouring 199532002 increased ddficiency payments and
higher prices lead 33 of the 41 crop farms to favorthe
1530 Bill.

Owerthe whole period, 25 of 41 crop farms were
projected to favor the 1930 Bill.

Summary of Program Preferences for
Livestock and Dairy Farms

[

Ower the 1995-98 period livestock and dairy
producers clearly fawor FAIR. The 1930 Bill's
higherfesd cost=s are not off s=t by higher milk
prices.

Howerwer from 15303 2002 the balance of benefits
shifts to the 1990 Bill == milk pricestumble under
FAIR. Asaresult 30of 32 farmsfawor the 1390
Eill.

Chwer the whole period 27 of 32 livestock and dairy
producers favor the 1390 Eill.
+ Am



Commodity Tables

Tables 5-11 provide a summary of farm preferences for each of the commodity groups. In

each case, the farms represent the major US production areas for the commodities and the results

for commercial size, independent farm operations. Annotations to the right of each table explain

the results for each commodity. The following is designed to capture the message that arises

from this analysis, by commodity:

Feed Grains (Table 5): Surprisingly, most feed grain farms would have preferred the
1990 Farm Bill for all time periods. The exceptions include only farms who desired to
flex more than the 23 percent NFA limit assumed for the 1990 Bill would allow.

Wheat (Table 6): The Kansas Chair of the House Agriculture Committee read his
constituency correctly in that from 1996-98, wheat farms clearly preferred FAIR.
However, from 1999-2002, preferences shift as decisively as in feed grains. Over the
period, they are nearly equally divided.

Cotton (Table 7): Seven of nine cotton farms favored FAIR from 1996-98. However,
after 1999, with the absence of target prices and Step II export incentives, preferences
shift unanimously to the 1990 Bill.

Rice (Table 8): Rice is the only program crop where a majority of the farms favor FAIR
in all three time periods. Relative to other commodities, rice prices hold relatively strong.
With lower Asian incomes, people eat more rice but less meat and poultry. Stronger
markets shift the preference in the direction of FAIR.

Dairy (Table 9): Dairy farmers enjoyed high average prices but considerably greater

price variability over the period 1996-98. This was reflected in a unanimous preference



for FAIR, despite its mandate for price support elimination and milk marketing order
reform. However, the precipitous fall in milk prices late in 1998 shifted this preference to
the 1990 Farm Bill as the price of nonfat dry milk fell to the soon to expire support level
in 2000.
m  Beef (Table 10): Specialized cattle ranches prefer FAIR because higher feed prices
negatively impact stocker and feeder prices.
®m Hogs (Table 11): The corn-hog farms that grow much of the corn that is utilized in their
hog operations favor the 1990 Farm Bill. Specialized hog farms, like many of those in
North Carolina, favored FAIR during 1996-1998 because it resulted in lower feed prices.
Summary
The message from this study should not be surprising. That is, the success of the FAIR
Act—in the eyes of farmers, was dependent on the maintenance of a strong export market. When
the strength of that market disappeared in the last half of 1998, economic and farm level support

for FAIR declined dramatically.



Table 5. Summary of Program P references for
Feed Grains Represemntative Fanmes

Summary of Program Preferences for Feed
Grain Representative Famms

Frefer FAIR | Prefer 1990 | Tatal Farms
Eill
1996- 1953 2 11 13
1959- 2002 1 12 13
1995002 2 11 13
Lot gF

Table 6. Summary of Program Preferences for

z Wheat Representative Fanms 3

From 1386-88 only 2 of 13 grain farm s prefer FAIR awr 1580 BII.
The 5CGE500 and MOCE3000 prafer FAIR dus I 18 Increa ged
plamting 1eelolit wileh allow Hiem to plantm ore

wie atioy bean doubls cropr and sorn, rs ipa ot vely.

Eccapttor MOCSEE000, 311 ofter fead grain farm o pro far 11e 1550
Bl owr e 1955-2002 perod dus to igher feed grain and
allgesd pricanr and 11e ablity to et crop producton within e 23
parzant HFA.

overthe 1995-2002 perfod only 2 of 13 Bed graln &rm i prekr
FiuIR, do apite gow mment paym entr awraging higharundar s
FulR actfor 8 of H1e 13 #ed grain irm . The 1580 B glwa
martof e irm e plantng e doiity 11ey nesd wills
ganeraiing nigher faed grain price 1 and subrtantal de felaney
paymants.

Lot B0 L

S ummary of Program P references for
Wheat Representative Famms

Frefer FLIR | Prefer 1990 | Total Farms
Eill
19961992 El 1 10
1993-2002 2 S 10
1996 -2002 d E 10
e A

Table 7. Summary of Program P references for

Cotton Representative Farmes
Frefer FAIR | Prefer 1990 | Totd Farms
Eill
1991952 T 2 |
1955 2002 u] | |
S 2002 a0 4 4
PP A

3 of the 10 wheat farmns preferredthe FAIR Aot throogh
19492 due to gre ater flex opporturities and Higher cortract
payments. COWETO0 prefersthe 1930 Bl because it is
niot corstrained by the program base acreage.

Frorn 1933-2002 , 8 of the 10 wheat farms would pref er the
1940 Bill, due primarily to increased goverrment
payments relativetothe FOIR.

Ouerthe 1996-2002 period § of the 10 whest farms prefer
the 1330 Eill. 4 ofthe & who preferred the 1990 Eill
received higher govemment payments under the 1330
Eill.

Summary of Program Preferences for
Cotton Representative Farms

T of the 3 cotton farms preferred RO IR throogh 1938 dae
to Higher cortract paymnents for cotton relstive to
deficiency paymnerts. This was nd the caseforthe
TH1ET3ard TAEL1400 becaus e of |arge feed grain
deficiency payrnerts in 1398,

For 1933 through 2002 all 9 cotton famns would prefer the
1930 Bill due to project ed Figher cotton prices and
govemment payments.

Ouwer 1996-2002 all cottonfarms would prefer the 1990 Bill
largely because of higher cotton prices and governmert
paymments .



Table §. Summary of Program P referencesfor Rice

w Representative Fanms S
Frafer FAIR | Prefer 1930 | Tota Farms
Eill
1336 1938 a3 u} a
133532002 5 d a
133862002 k] u} a
My R

Table 9. Summary of Program P references for
h-d 51 Dairy Representative Fams e, 2
o it

bl v it

fiy L ":l.i-'_‘j-'..
Frefer FAIR | Prafer 15980 | Total Farms

Eill

1995- 1995 jus u] jus

15999002 5 ey &%

159952002 = 18 %

P A

Table10. Summary of Program Preferences for
q“ﬁ B eef Cattle Representative Farms k’

Prefer FAIR | Prefer 1990 | Totd Farms
Eill
19361333 3 1 q
19932002 2 1 4
19962002 a 1 4
P A

Summary of Program P referenc es for Rice
Representative Famns

10

All 3 rice farms prefer the FAIR through 15333 pri marily
due tohigher prices and cortradt payments=.

From 13952002, 5 of 9 rice farms would prefer the
FalR. Higher prices owerthe period and increas=d
government pEyrnert s in 20012002 caused 4 farmsto
shift preference to the 1530 Bill.

All 9 rice farms would prefer the FAIR largel y because
government payrnert s exceed those for the 1530 Bill.

ﬁ i, B

Summary of Program Preferenc es for
Dairy Representative Famms

From 1996-1 938 favorable average milk prices resuftedin
all 28 dairyfamns being better off with FLIR.

Ower the 1993-2002 period, 21 of the 26 dairies wodd
prefer thie 19490 Bill due to higher milk price s urder the
price support program.

From 1396-2002, 18 of 26 dairies prefer the 1330 Bill.

Summary of Program Preferences for Beef
Cattle Representative Famms

For all three periods, the 3 Western ranches prefer
the FAIR dueto the higher feed grain prices under
the 15930 Bill and lower stocker and feeder prices.

The Southwsest Mssouri diversified cattle and crop
farm prefers the 1330 Bill in all period=. This farm

benefit= morefromhigher feed grain and soybean

price=s underthe 1990 Billthan it loses from lower

feeder prices.




Table 11. Summary of Program Preferences for Summary of Program P references for Hog

. Hogs Representative Farms i Representative Fanms
Eﬁ—“‘l"" ral L
g il o Frorn 1996-98 the NG farms prefer FAIR due to lower
Prefer FAIR | Prefer 1930 | Total Farms soybean real prices. Al other hog fams prefer the 1930
Eill Eill.
194961993 ] E 7 MC famns switchtheir preference tothe 1390 Bill over the

19:33-2002 period because the berefits of higher hog prices
otwel gh the higher inpdt costs incamed from purchasing
all of thair feeds.

1993-2002 ] 3 3
The & hiog famns inindana, Hinoi s and Missowd that m@Eise
riiost of their feed prefer the 1930 Bl in all periods dueto
199E-20032 1] ] [ the increased revere from biogs . Higher feed prices bave
little irnpact onthese farms because they growa large
portion of their feeds. J--—-\_‘:

[} =
rPOE A .
e A !_',IJ,—__ HI['
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