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PROJECTED IMPACT OF THE 1985 FOOD 
SECURITY ACT ON U.S. AGRICULTURE 

Stanley R. Johnson and William H. Meyers 

I n t r o d u c t i o n  

The s t r u c t u r e  o f  U.S. a g r i c u l t u r e  has and 
w i l l  con t inue  t o  be in f luenced by t h e  Food 
Secu r i t y  Act  o f  1985 (FSA85). C h a r a c t e r i s t i c s  
o f  t he  FSA85 t h a t  have impor tan t  i m p l i c a t i o n s  
f o r  t he  s t r u c t u r e  o f  U.S. a g r i c u l t u r e ,  f o r  
major a g r i c u l t u r a l  comnodit ies and f o r  
cond i t i ons  i n  wor ld  markets are:  1 )  i t s  
market o r i en ted  p r i c i n g .  2) expor t  
enhancement. 3)  farm income p r o t e c t i o n ,  4) 
acreage reduc t i on  and conservat ion,  and 5) 
budget exposure. 

The FSA o f  1985 i s  p o l i c y  o r i en ted  
l e g i s l a t i o n  designed t o  move U.S. a g r i c u l t u r e  
toward more market o r i en ted  p r i c i n g .  Loan 
ra tes  were reduced which have served as f l o o r  
p r i c e s  f o r  most a g r i c u l t u r a l  comnodit ies. 
Prov is ions  were inc luded t o  encourage exports  
o f  U.S. products.  f o r  example. t o  coun t r i es  
r e q u i r i n g  subs id ies  o r  loans t o  impor t .  Farm 
incomes were p ro tec ted  through t he  maintenance 
o f  t a r g e t  p r i ces  a t  1981 Farm B i l l  l e v e l s .  
Reductions i n  acreages occurred f o r  t he  
conservat ion reserve and program compliance. 
F i n a l l y .  t h e  government assumed t h e  budget 
r e s p o n s i b i l i t y  f o r  moving U.S. a g r i c u l t u r e  t o  
a  market f o o t i n g  w h i l e  ma in ta i n i ng  farm income 
a t  t he  average f o r  t h e  1981 Farm 8111. 

Dur ing t h e  debate on t he  FSA85 and i t s  
implementation. a  number o f  major  p o l i c y  
issues sur faced.  Major issues i nvo l ve  t he  
i n t e n t  o f  t h e  FSA85 and as w e l l  t h e  experience 
gained i n  implementation. These major  issues 
inc lude:  1 )  t he  growth i n  a g r i c u l t u r a l  t rade.  
2) t he  t r ade  response t o  d e c l i n i n g  p r i ces .  3) 
t h e  U.S. wor ld  market share. 4 )  t h e  s t r u c t u r e  
o f  U.S. a g r i c u l t u r e ,  5)  t h e  e f f e c t  on t h e  
developing wor ld,  and 6) t he  l eng th  o f  t he  
t r a n s i t i o n  per iod  t o  t h e  f r e e  market. 

Th is  paper evaluates these issues  r e l a t i v e  
t o  t h e  FSA85 and t h e i r  p o t e n t i a l  r e s o l u t i o n  i n  
t he  l a t e  1980s. C lea r l y .  U.S. a g r i c u l t u r e  i s  
i n  t r a n s i t i o n .  The r o l e  o f  government 
programs and t he  income maintenance p rov i s i ons  
of t he  FSA85 w i l l  p l a y  a  major  r o l e  i n  t h i s  
t r a n s i t i o n  and i n  t h e  u l t i m a t e  s t r u c t u r e  f o r  
U.S. a g r i c u l t u r e .  

The paper inc ludes:  1) a  d iscuss ion  o f  t he  
models and a n a l y t i c a l  process used i n  t he  
eva lua t i on  and p ro j ec t i ons .  2) a  rev iew o f  t he  
macro and p o l i c y  assumptions t h a t  were 
incorpora ted  i n  t he  ana lys is .  3) a  s u m r y  of 
p r o j e c t i o n s  f o r  U.S. a g r i c u l t u r e  developed by 

t he  Center f o r  A g r i c u l t u r a l  and Rural  
Development (CARD). t h e  Nat iona l  Center For 
Food and A g r i c u l t u r a l  P o l i c y  (NCFAP). and t h e  
Food and A g r i c u l t u r a l  P o l i c y  Research 
I n s t i t u t e  (FAPRI). 4) an eva lua t i on  of t h e  
p o l i c y  impacts on t he  expo r t  and domestic 
markets, and 5) a  d i scuss ion  o f  i m p l i c a t i o n s  
o f  a  con t i nua t i on  o f  t he  management approach 
t o  U.S. a g r i c u l t u r e  i m p l i c i t  i n  t h e  FSA85. 

The A n a l y t i c a l  Process 

The system used i n  t h e  CARD/CNFAP/FAPRI 
ana l ys i s  o f  t h e  FSA85 f o r  t h e  s t r u c t u r e  o f  
U.S. a g r i c u l t u r e  and wor ld  markets f o r  
a g r i c u l t u r a l  comnodit ies has two major  
comoonents. These comDonents a re  a  r eg iona l  
t r ade  component and a  -domestic componeni f o r  
U.S. a g r i c u l t u r a l  p roduc t ion .  The reg iona l  
t r ade  component i s  i l l u s t r a t e d  i n  F igure  1  and 
inc ludes  feedgrains,  wheat, and soybeans. The 
ana l ys i s  inc ludes  supply and demand i n  ma jor  
impo r t i ng  and e x p o r t i n g ~  coun t r i es  and i n  t h e  
r e s t  o f  t he  wor ld.  The domestic U.S. 
component i s  f o r  ma jor  c rop  and l i v e s t o c k  
comnodit ies, i n c l u d i n g  corn, soybeans, wheat. 
r i c e .  and co t ton ,  and f o r  l i v e s t o c k  beef. 
pork, p o u l t r y ,  and d a i r y  (F i gu re  2). The 
ana l ys i s  i s  based on assumed cond i t i ons  
ex te rna l  t o  a g r i c u l t u r e  i n  t h e  U.S. and i n  
wor ld  markets. and on assumptions on t he  
management of a g r i c u l t u r a l  programs i n  t h e  
U S .  and i n  major  expo r t i ng  and impo r t i ng  
count r ies .  Thus, two major  se t s  o f  
assumptions underg i rd  t h e  ana l ys i s  and 
p r o j e c t i o n s :  1 )  a  management s t r a tegy  f o r  
U.S. a g r i c u l t u r e  and f o r  a g r i c u l t u r e  i n  ma jor  
impo r t i ng  and expo r t i ng  count r ies .  and 2)  
p r o j e c t i o n s  o f  domestic and f o r e i g n  economic 
cond i t i ons ,  i n c l u d i n g  exchange ra tes .  

Resu l ts  o f  t h e  ana l ys i s  a re  s u m r i z e d  i n  
t h ree  areas: 1) market, 2) indus t ry .  and 3) 
sec to r  (F igure  3 ) .  Resul ts  o f  t h e  ana l ys i s  
i nc l ude  product ion.  p r i ces ,  consumption, 
exports ,  e t c .  The i n d u s t r y  i n d i c a t o r s  o f  
i n t e r e s t  a re  gross farm rece ip t s ,  n e t  farm 
income. e tc .  t h a t  r e l a t e  t o  t he  we l l -be ing  of 
U.S. a g r i c u l t u r e  as impacted by t h e  FAS85 and 
t he  ex te rna l  assumptions. F i n a l l y ,  government 
i n d i c a t o r s  o f  performance i nc l ude  government 
costs,  s tock l e v e l s ,  and t h e  d i s t r i b u t i o n  o f  
program b e n e f i t s .  

P o l i c y  and Macroeconomic Assumptions 

The d iscuss ion  o f  p o l i c y  and macroeconomic 
assumptions i s  o n l y  i n d i c a t i v e  o f  t h e  general  



se t  of condit ions imposed i n  the ten-year 
evaluation of the FAS85. Deta i ls  o f  t h i s  
evaluation are avai lab le  i n  another FAPRI 
Dubl icat ion (FAPRI t8b-2). Thls oaoer 
sunnarizes these conditions, developing 'an 
impression f o r  the external  assumptions 
incorporated i n  the analysis and ~ro.iections. 
Of course. these external assuiptions and 
conditions, especial ly f o r  U.S. agr i cu l tu re  
which i s  so h igh ly  attuned t o  the outcolnes i n  
world markets. are c r i t i c a l  t o  the evaluation. 

Macroeconmlc Conditions 

The macroeconomic condit ions f o r  the 
ten-year evaluat ion of the FAS85 and the 
po l i c y  exercise include the U.S. and other 
major t rad ing countrles. Selected values f o r  
the var iables used f o r  the analysis are 
reported i n  Table 1. The var iables f o r  the 
U.S. Include the change i n  rea l  GNP, the GNP 
de f la to r ,  the c i v i l i a n  unemployment rate. the 
3-cnnth treasury b i l l  rate,  the Moody's AAA 
corporate bond rate. and the federal  budget 
surplus ( d e f i c i t ) .  The presumption i s  t ha t  
the federal government w l l l  reduce the d e f i c i t  

expenditures r e l a t i ve  t o  tax revenues. The 
budget d e f i c i t  i n  the out-year. 1995, i s  
projected a t  about $35 b i l l i o n .  Real GNP 
g r w s  a t  an average of near 3 percent f o r  the 
out-years. Unemployment holds a t  the 1980s 
leve l .  Modest i n f l a t i o n  i s  assumed, resu l t i ng  
i n  an increase i n  nominal i n t e res t  rates. 
short  and long tern. However, rea l  i n te res t  
ra tes hold near 1986 levels.  

The assumptions f o r  foreign economies f o r  
the pro ject ion per iod are perhaps more 
op t im is t i c  than suggested by recent 
experience. Speci f ica l ly ,  La t in  America and 
Afr ica are presumed t o  grow a t  annual rates i n  
excess of those experienced i n  the 1980s. 
Rates o f  growth f o r  the developing economles 
are presumed t o  be above 3 percent on average 
through the evaluation period. The Pacif ic 
Basin countries re tu rn  t o  an annual growth 
r a t e  of above 5 percent. Western Europe 
increases t o  an average growth r a t e  o f  above 
2.5 percent annually. and the Centra l ly  
Planned economies are assumed t o  grow annually 
a t  near 3.5 percent. Generally. t he  forecast 
i s  f o r  annual rates o f  income growth i n  the 
countries a f f ec t i ng  world trade and 
ag r i cu l t u ra l  ccmod i t les  t h a t  are no t  as high 
I n  the l a t e  1970s but higher than dur ing the 
1980s. 

Two key factors f o r  the analysis include 
fore ign exchange and energy pr ices -- also 
included i n  Table 1. A recovery o f  o i l  pr ices 
t o  around $23 per bar re l  i s  projected. Thus. 
energy pr ices recover i n  1989 bu t  no t  t o  the 
leve l  of 1985. For the exchange rate. the 
d o l l a r  devaluation continues but s tab i l i zes  i n  
1989. I n  general, the d o l l a r  devaluatfon 
r e l a t i ve  t o  the developed countrles i s  assumed 
t o  have ended. This exchange rate, however. 
i s  an index. There i s  a tendency t o  over 
shoot the devaluation. Thls i s  because of the 
re la t ionship of the d o l l a r  t o  those currencies 
of t he  major exporters of ag r l cu l t u ra l  

products. During 1986, f o r  example, the 
d o l l a r  appreciated against these currencies. 
Much i s  hidden i n  the index but the general 
condit ion i s  f o r  exchange rates t o  s t ab i l i ze  
i n  the evaluation period. The exchange ra te  
enters the analysis as a change i n  r e l a t i ve  
prices. 

Pol icy  Assmptlons 

The po l i c y  assumptions used f o r  the FSA85 
analysis are out l ined i n  Table 2. Generally. 
the assumption i s  f o r  f u l l  implementation of 
the conservation reserve. Loan rates uere 
reduced the maximum, as was the case i n  1986. 
The exception i s  f o r  soybeans where a loan 
ra te  t o  achieve a rough p a r i t y  between ne t  
returns f o r  producers of soybeans and corn 
producers par t i c ipa t ing  i n  the program was 
Imposed. This resul ted i n  a loan ra te  f o r  
soybeans o f  $4.77 per bushel u n t i l  1989/90. 
A f te r  the durat ion o f  the FSA85 i n  1989/90. 
loan rates uere projected as i n  the f i n a l  
year. The assumption i s  t h a t  the Secretary of 
Agr icu l ture and the Congress w l l l  continue t o  
maintain an ag r l cu l t u ra l  po l i c y  consistent 
w i t h  the FSA85 i n  the out-years. As i s  
already clear,  based on the announcement o f  
the Secretary on October 24. 1985. addi t ional  
measures t o  deal w i t h  the excess capacity f o r  
U.S. agr icu l ture have been and w i l l  l i k e l y  be 
required i n  the fu tu re  given the developments 
i n  domestic and in ternat ional  markets. 

The loan rates and ta rge t  pr ices have 
important inp l i ca t ions  f o r  the s t ructure o f  
U.S. agr icu l ture.  The ta rge t  pr ices by being 
maintained and reduced s l i g h t l y  i n  the 
out-periods. provide incane protect ion f o r  
U.S. agr icu l ture.  The loan rates, which have 
served as f l oo r s  f o r  world pr ices are 
reduced. The large stocks i n  the U.S. and i n  
world markets and the excess production 
capacity make it d i f f i c u l t  f o r  world pr ices t o  
move above these loan rates. I n  fact. 
contingent on the management of U.S. stocks. 
ag r i cu l tu ra l  pr ices are shown t o  hold near the 
loan rates u n t i l  the 1989/90 crop year. 

I m p l i c i t  i n  the po l i cy  arena i s  an 
assumption about the management o f  stocks and 
excess capacity. The management o f  the excess 
capacity s i t ua t i on  i s  indicated by the leve ls  
o f  acreage reductions and paid diversions 
shown i n  Table 2. Management of the stocks 
i s .  however, much more subtle. Generally, t he  
stocks are laanaged t o  permit a smooth 
reduction over the evaluatlon period. The 
i m p l l c i t  management strategy f o r  stocks w i l l  
be indicated i n  the evaluation o f  the supply 
and use f o r  the major c m d i t i e s  ( tab le  2). 

Projections f o r  the Export Market 

For purposes o f  c l a r i t y ,  the resu l t s  o f  
the analyses f o r  the export and domestic 
markets are presented separately. The review 
of the export market focuses on coarse grains. 
soybeans. and wheat. The FAPRI/CARD/CNFAP 
export market analyses are m r e  adequately 
developed f o r  these three comrodities. 



Price trends f o r  crop years 1985/86 
through 1994195 show more strength i n  soybean 
pr ices than i n  wheat prlces. Wheat pr lces are 
the most stable over the evaluatlon period. 
Corn pr lces show strength a f t e r  the 1988/89 
crop year. These p r i ce  project lons are 
r e f l e c t i v e  of the excess supply f o r  U.S. 
agr icu l ture,  and the excess capacity i n  the 
U.S. and i n  the r e s t  o f  the world. 

The remainder of t h i s  sect ion provides a 
b r i e f  analyses of the projected condit ions 
emphasizing three major U.S. cormmdities. 
S imi lar  condit ions e x i s t  f o r  cotton and r i ce .  
The general conclusion i s  t h a t  unless there i s  
a major s t ruc tu ra l  change, f o r  example, a 
discont inuat ion of the CAP agreement i n  the 
EEC, the U.S. can not expect t o  gain market 
share i n  the world markets a t  the expense of 
exports o f  the major canpetltors. Also, there 
are ind icat ions of s h i f t s  i n  demand f o r  major 
importers. 

The project lons f o r  the Soviet Union are 
probably the leas t  re l iab le .  The Soviet Union 
i s  moving toward an incent ive based 
agr icu l ture.  Our project ions do not 
incorporate the s t ruc tu ra l  impacts o f  t h i s  
change i n  the incent ive system. I f ,  f o r  
e x m l e .  i t  were t o  a f f ec t  the Soviet export 
market pos i t i on  s im i l a r  t o  the People's 
Republic o f  China (PRC), the outcomes would be 
great ly  al tered. The project ions ind icate a 
re tu rn  t o  a r e l a t i v e l y  high import l eve l  f o r  
the USSR. Reductions are projected f o r  the 
PRC. consistent w i t h  the 1980s ex~er ience  
r e l i t e d  t o  the change i n  t h e i r  incent ive 
system f o r  agr icu l ture.  Eastern European 
exports a f t e r  the d i ~  i n  the ear l v  1980s. are 
projected t o  re tu rn  t o  a r e l a t i v e i y  slow.rate 
of growth. The impl icat ion i s  t h a t  the major 
po ten t ia l  f o r  export growth, aside from the 
Soviet Union. i s  w i th  the developing 
countries. Thus, wheat exports w i l l  depend 
heavi ly on income growth and d i s t r i bu t i on  i n  
the developing countries. 

The major exporters of wheat are the U.S.. 
Argentina, Canada, the EEC, and Australia. 
U.S. production of wheat i s  projected f o r  the 
years fol lowing 1984/85. A projected 
reductlon i s  due t o  the conservation reserve 
and the acreage reductlon provlsions o f  the 
FSA85, and the high program pa r t i c i pa t i on  
implied by the di f ference between the loan 
ra te  o r  market p r i ce  and the ta rge t  pr ice.  
Growth m t e s  f o r  Canada. Argentina, and 
Aust ra l ia  are expected t o  be r e l a t i v e l y  
modest, r e f l e c t i ng  t o  an extent. the pressure 
on these countries from the export subsidies 
by the U.S. and EEC. The growth ra te  f o r  the 
EEC i s  projected t o  continue, bu t  a t  a lower 
ra te  than experienced i n  the l a t e  1970s and 
ear l y  1980s. Thus, the impl icat ion i s  f o r  
continued pressure on world markets due t o  
increases i n  production a t  o r  near the 
increased inpor t  levels. 

A reduction i n  U.S. wheat exports i s  
ant ic ipated due t o  the decrease i n  

productlon. Generally. the impact o f  t he  
FSA85 i s  expected t o  reduce U.S. exports u n t i l  
the markets begin t o  'takeoff,' then U.S. 
exports should increase as the excess capacity 
i s  brought i n t o  production. The r a te  a t  which 
t h i s  excess capacity i s  brought i n t o  
productlon w i l l  a f fec t  U.S. prices, the 
pos i t i on  of U.S. i n  the world market and the 
leve l  o f  d i r ec t  payrnents t o  fanmrs.  An 
apparent major gainer i n  the export market I s  
Argentina. Total  exports f o r  the EEC, Canada. 
and Aust ra l ia  remain r e l a t i v e l y  constant o r  
grow a t  a slow ra te  as compared w i t h  leve ls  
p r i o r  t o  the FSA85. 

The share of the U.S. i n  t he  wheat export 
market i s  expected t o  grow slowly during the 
evaluation period. The projected growth i n  
the U.S. share i s  re la ted  t o  income growth and 
the growth o f  the world market ra ther  than t o  
the p r i ce  pressure t h a t  has developed as a 
r esu l t  of the export subsidies i m p l i c i t  i n  the 
FSA85. The two countrles which subsidize 
wheat exports. the EEC and the US.. are 
projected t o  increase i n  the shor t  run whi le  
the countrles t ha t  do not subsidize exports 
lose s l i gh t l y .  

The s i t ua t i on  f o r  coarse gra ln  i s  s im i l a r  
t o  t h a t  f o r  wheat but there may be s h i f t s  i n  
the important players i n  the market. The 
major feedgrain importers have t r a d i t i o n a l l y  
been the EEC. Jaoan. and the USSR. The - ~ .  
pro ject ion i s  f ir .feedgrain imports t o  
Increase i n  Japan a t  roughly on-trend ra tes 
through the evaluatlon period. increasing more 
rap id ly  i n  the out-years. The EEC i s  
projected t o  become a ne t  exporter by 
1985/86. The scenario c a l l s  f o r  a major 
change i n  the market re la ted t o  the pos i t i on  
of the EEC. Coarse gra in  imports by t he  
Eastern Europe Countries and the USSR are 
expected t o  continue t o  increase as i s  the 
case f o r  the r e s t  o f  the world. For the USSR. 
however, the imports reach leve ls  of the l a t e  
1970s on lv  a t  the end o f  the evaluatlon 
period. it i s  important t o  emphasize the 
s e n s i t i v i t y  of the U.S. export  market f o r  
coarse grains t o  t he  imports i n  the planned 
economies and the r e s t  o f  the world. 

The U.S. and EEC are the major coarse 
gra in  producers. Production o f  coarse g ra ln  
i s  expected t o  increase i n  most other 
countr ies bu t  remain r e l a t i v e l y  stable i n  the 
U.S. due la rge ly  t o  the heavy acreage 
d ivers ion programs o f  the FSA85. 

The U.S. and Argentina market share o f  
coarse g ra ln  exports i s  expected t o  increase 
s l i g h t l y  i n  the out-period. However, market 
shares are projected t o  remain r e l a t l v e l y  
constant over t ime and change m s t l y  i n  
response t o  world incmne leve ls  and the s ize 
o f  the export market ra ther  than t o  r e l a t i ve  
pr lces. The U.S. a t r a d i t i o n a l  residual 
suppl ier  and, w i t h  Argentina. i s  expected t o  
aaln most of the growth i n  the exoort market 
i u e  t o  increased income and the l o k r e d  pr ices 
re la ted t o  the FSA85. 



The scenario f o r  soybeans i s  more 
op t im is t i c  a t t r i bu ted  t o  the growing world 
market f o r  p ro te in  feed. The imp l i ca t ion  i s  
f o r  a Stable and s l i g h t l y  growing U.S. share 
of the world market. B raz i l  and Argentina are 
exoected t o  decllne i n  exoort market shares. 
lairgely re la ted t o  the chhge i n  prices.  he 
soybean market i s  ant ic ipated t o  expand. I n  
contrast w i t h  coarse grains and wheat. Thus. 
the U.S. market share can increase and the 
shares o f  the major competitors i n  the market 
can decrease whi le the competitors maintain 
leve ls  o f  exports consistent w i t h  the 1980s. 

I n  summary, the value o f  U.S. exports i s  
projected t o  recover under the FSA85 but not 
as rap ld ly  as might have been ant ic ipated. 
The value o f  U.S. exports i s  not expected t o  
recover t o  the peak year o f  1979 by 1994/95. 
The co~nponent o f  gross farm income derived 
from the export  markets i s  projected t o  f a l l  
short  o f  the l eve l  o f  t he  l a t e  1970s throuah 
the evaluation perlod. I f  ne t  farm income i s  
maintained. government Droarams invo lv ing 
substant iai  income t ransfer< w i l l  have t o  
continue dur ing the pro ject ion perlod. The 
r e s u l t  i s  continued re l iance on d i r ec t  
payments and a h igh ly  regulated agr i cu l tu re  
f o r  the U.S. The impl icat ion f o r  the 
s t ructure of U.S. agr i cu l tu re  i s  f o r  f i nanc ia l  
stress w i t h  a heavy emphasis on cost reducing 
technology. 

Impl icat ions f o r  U.S. Agr icu l ture 

The impl lcat lons o f  t he  project ions t o  
1995 and t he  assumptions on the management o f  
the U.S. and other ag r i cu l t u ra l  sectors and 
f o r  domestic agr i cu l tu ra l  markets and the 
sector i s  s u m r i r e d  i n  t h i s  section. The 
s u m r y  includes information on: 1) planted 
acres, 2) the supply and u t i l i z a t i o n .  3) an 
assessment of excess capacity, 5) estimated 
l ivestock production, and 6) farm i n c m  and 
government costs. 

The area planted t o  the three major crops 
o f  corn, wheat and soybeans i n  the U.S. I s  
projected t o  f a l l  substant ia l ly  as a r esu l t  of 
the management strategy i m p l i c i t  i n  the 
FSA85. m e a t  acreage i s  expected t o  f a l l  by 
the largest  amunt and by the end of the 
evaluation per lod does no t  recover t o  leve ls  
of the ear l y  1980s. A s im i l a r  but less 
dramatic scenario i s  expected fo r  c o n .  
Conversely. soybean acreage i s  projected t o  
Increase over the average f o r  those 
experienced during the l i f e  o f  the 1981 Farm 
B i l l .  There i s  a large subsidy f o r  U.S. 
agr i cu l tu re  and the export  markets i n  the 
FSA85. This subsidy, p a r t i c u l a r l y  f o r  export 
markets. I s  no t  expected t o  b r ing  U.S. acreage 
back t o  leve ls  experienced under the 1981 Farm 
8111. 

The expected s l t ua t l on  fo r  corn i s  hlgh 
stocks r e l a t i v e  t o  the h i s t o r i c a l  trend, and 
oroduction c a ~ a c l t v  i n  excess o f  actual  
broduction.  he p i t e n t i a l  supply o f  corn i s  
approximately 150 percent o f  actual  production 

I n  1985/86 and t ha t  t h l s  leve l  i s  not expected 
t o  decl lne u n t i l  the l a t e  1980s. 

The soybean market i s  more balanced 
r e l a t l v e  t o  long tenn trend than i s  the corn 
market. Also. the ~ o t e n t i a l  ~ r o d u c t i o n  of 
soybeans i s  .not hlgh r e l a t l j e  t o  actual  
pr0ductlon. I n  fact. potent ia l  production 
reDresents only the sovbean acreaae aoine t o  
the conservation reseive since i h e r i  li no 
reduced acreage program f o r  soybeans. In  
general, the reason f o r  the ant ic ipated p r l ce  
strength i n  the in ternat ional  soybean market 
compared t o  the markets fo r  corn and wheat i s  
Indicated by t h l s  supply and use r e l a t i v e  t o  
potent la l  productlon. 

The s i t ua t i on  fo r  wheat i s  qu i te  d i f f e r e n t  
than t ha t  fo r  soybeans and corn. Stocks o f  
wheat increased during the l a t e  1970s and 
ear l y  1980s. The wheat stock leve l  i s  
expected t o  be reduced i n  the out-period bu t  
a t  high government cost and large acreage 
reduction -- w i t h  a vast difference i n  
po ten t ia l  and actual  production. The 
po ten t la l  supply of wheat i n  the inmediate 
out-years i s  projected a t  about 250 percent of 
actual production. The impl icat ion i s  t h a t  a 
long adjustment per lod i n  the wheat market 
w l l l  be required f o r  ta rge t  pr ices t o  equal 
market prices. 

The s l t ua t l on  f o r  r i c e  and cotton i s  
s im i la r  t o  t h a t  f o r  wheat. The area planted 
t o  cotton i s  projected t o  decrease and remain 
a t  a r e l a t l v e l y  low leve l  throughout the 
evaluation perlod. A s im i la r  scenario i s  
projected fo r  r l ce .  The FSA85 mandated a 
marketing loan f o r  cot ton and r l c e  even though 
the production potent ia l  and excess supply 
I l t ua t l ons  f o r  cotton and r i c e  are high. the 
stocks pos i t ions are expected t o  rnave t o  near 
long tenn leve ls  nore rap ld ly  than cotton as 
the market p r i ce  i s  a l l w e d  t o  f a l l  below the 
loan rate. The ant ic ipated d i r ec t  cost f o r  
the r i c e  and cotton program is ,  however, qu i t e  
high inc lud ing t he  def ic lency papen t  -- the 
d i f ference between the target  and loan rates -- and a payment equal t o  the loan ra te  less 
the market p r l ce  i n  the imaedlate out-years. 

Livestock pr lces and l ivestock production 
leve ls  w l l l  respond t o  the expected lower 
feedgrain pr ices and t o  trends i n  the demand 
f o r  red meat and poultry.  Beef production i s  
projected t o  r e ra i n  r e l a t l v e l y  constant i n  
response t o  an ant ic ipated increase i n  
feedgrain prices, pou l t r y  production w l l l  
respond rap l d l y  t o  changes i n  feed costs whi le  
pork production Increases a t  a lwr ra te  than 
poultry.  

The ne t  farm income s i tua t ion  i s  no t  
0 p t l m l ~ t l c  f o r  the 1985-95 decade. Di rect  
government paylnents t o  fanners are expected t o  
be hlgh r e l a t i v e  t o  the past. Farm Income i s  
ant ic lpated t o  be low canpared t o  the past. 
The impl icat ion, unless there i s  a major 
change i n  the s t ructure o f  world markets. I s  
fo r  U.S. agr i cu l tu re  t o  continue t o  be h igh ly  



subsidized and f o r  a ne t  farm income depending 
very heav i ly  on U.S. farm programs. 

Evaluations o f  Pol icy  Impacts 

One factor  t ha t  i s  ce r ta in  t o  change the 
mix o f  resources i n  U.S. agr i cu l tu re  and the 
locat ion of resources i s  the response i n  world 
markets t o  U.S. agr i cu l tu ra l  pol icy.  For 
purposes o f  evaluating the FSA85 impl icat ions. 
an experiment w i th  the CNFAP/CARD/FAPRl 
modeling system was conducted. Under t h l s  
experiment, a tont inuat ion o f  the management 
strategies used f o r  U.S. agr i cu l tu re  under the 
1981 Farm 8111 was compared t o  the FSA85. It 
i s  important t o  stress t ha t  i n  addi t ion t o  the 
higher loan rates. i t  was presumed i n  the 
analysis t h a t  appropriate diversion and other 
program parameters would have been used t o  
balance domestic agr i cu l tu ra l  supplies and 
demands. The emphasis i n  the experiment i s  on 
the response i n  world markets. The baseline 
I s  the FSA85 and the *high loan. i s  f o r  the 
world markets w i th  loan rates a t  leve ls  i n  the 
1981 Farm B i l l .  

Wheat exports are projected t o  increase as 
pr ices are lowered and the subsidies o f  the 
FSA85 are introduced. Also, competitors 
exports are s l i g h t l y  higher under the h lgh 
loan rates than under the lower loan rates o f  
the FSA85. However, the d i f ference f o r  
cocnpetitors i s  only s l i gh t .  i nd ica t ing  t h a t  
major exporting countr ies may maintain t h e i r  
export l eve ls  a t  nearly the same leve ls  under 
the FSA85 as they would have under the hlgh 
U.S. loan rate. I n  short. the model shows 
t ha t  the major colnpetitors have as d i f f i c u l t  a 
t ime adjust ing t h e i r  productlon leve ls  as does 
the U.S. A large share of the increase i n  
uor ld  wheat exports i s  l i k e l y  t o  be obtained 
by the U.S. over the evaluat lon period. 
However, the value o f  the U.S. exports i s  
projected t o  be nearly the same under both the 
baseline and the h lgh loan rate. Thus. the 
r esu l t  of the FSA85 i s  a l i k e l y  increase i n  
U.S. wheat exports w l t h  only a s l i g h t  change 
i n  value. The impact o f  the FSA85 i s  la rge ly  
short  term. That i s  the low loan r a t e  w i l l  
have a modest impact on exports from the U.S. 
c w a r e d  w l t h  a cont inuat ion o f  h igh loan ra te  
o f  the 1981 81 11. 

The resu l t s  o f  the experiment were 
d i f f e ren t  f o r  soybeans. The general trends 
are the same but the increase i n  the volume of 
exports r e l a t i ve  t o  1985, as a r esu l t  o f  t he  
lower FSA85 prices. i s  no t  as great as f o r  
wheat. Thls i s  a t t r i bu ted  t o  a soybean market 
increasing a t  a faster  ra te  than i s  the case 
f o r  wheat. The pat tern i s .  however, the same, 
exports are projected t o  increase. But the 
value of U.S. exports i s  roughly s im i la r  under 
the tuo s o l i d e r .  

pos i t i on  of the U.S. I n  the world coarse 
grains export markets. The U.S. I s  expected 
t o  capture a large share o f  increased exports 
due t o  the lower loan rates. The projected 
values of exports under the FSA85 loan r a t e  
and the 1981 Farm B i l l  loan rates are roughly 
s im i la r .  The impl icat ion i s  t h a t  the 6igh 
subsidizat ion of exports w i l l  no t  increase 
appredably  the value o f  U. 5. exports i n  the 
near term. 

I n  s u m r y ,  the reduction i n  loan ra tes i s  
expected t o  increase export volume. With 
ant ic ipated lower prices. world markets are 
expected t o  expand w i t h  the U.S. capturing a 
large share of the grouth. However, the value 
o f  U.S. exports are projected t o  remuin 
essen t ia l l y  the same under the two loan r a t e  
po l i c ies .  Aside from pos i t ion ing the U.S. I n  
the export markets i n  terms o f  volume and 
discouraging the competitors f m  expanding 
productlon, the impact of t he  FSA85 and the 
high subsidizat ion o f  U.S. exports i m p l i c i t  i n  
the FSA85 i s  t o  y i e l d  an export value which i s  
very s im i l a r  t o  t h a t  which could have been 
obtained had 1981 Farm 8111 loan rates been 
continued. 

The evaluation and po l i c y  opt ion evaluated 
w l t h  the NCFAP/CARO/FAPRI modeling system has 
produced a number of impl icat ions regarding 
the resource mix f o r  U.S. agr i cu l tu re  as 
af fected by l i k e l y  nacroeconomic conditions. 
domestically and in ternat ional ly ,  and the Food 
Securi ty Act o f  1985. Agr i cu l tu ra l  t rade i s  
an t i dpa ted  t o  increase i n  response t o  the 
lower pr ices and the i m p l i d t  export subsidies 
o f  the FSA85. That i s .  the volume of t rade i n  
ag r i cu l t u ra l  c ~ n n o d i t i e s  over the evaluat lon 
per lod increases a t o t a l  o f  approximately 40 
percent. However, t h l s  i s  no t  a l l  good as the 
value o f  the U.S. ag r i cu l t u ra l  t rade i s  
expected t o  remain essen t ia l l y  the same as i t  
would have under the loan rates of the 1981 
Farm 8111. Thus. unless there i s  a malor 
s t ruc tu ra l  change I n  the production i n d  
consumption patterns i n  major Importing and 
exttorttna countries. the general i m a c t  o f  the 
high d i r e c t  payments and-export subsidies o f  
t he  FSA85 i s  conjectured t o  be la rge ly  
neutral .  That i s ,  the value o f  exports w i l l  
no t  change appredably  from a scenario w i th  
higher loan rates. 

The expected t rade pat tern response t o  the 
lower pr ices o f  the FAS85 reveals some 
in te res t ing  observations. The grouth i n  the 
market f o r  foodgrains i s  la rae lv  i n  the 
cen t r a l l y  planned -economies and f i e  -developing 
countries. Thls growth I s  i n  response t o  
expected income growth. These project ions 
could be on the hiah s ide should the 
op t im is t i c  assumptions &r economic growth i n  

The s i tua t ion  f o r  coarse grains, l a m e l y  the cen t r a l l y  planned and i n  the developing 
corn. f a l l s  somewhere i n  between t h a t  f o r  economies not be realized. Also, these 
soybeans and wheat. The expected export expected resu l t s  could change appreciably 
response t o  the FSA85 pr ices compared t o  the should the incent ive systems being introduced 
hlgh loan r a t e  o f  the 1981 l eg i s l a t i on  i s  no t  i n  the eastern block have inpacts s i n l l a r  t o  
as pronounced because o f  the prominent the experience f o r  the PCR. The ant ic ipated 



growth i n  the market shares of the U.S. I s  
more i n  response t o  the growth o f  the world 
market than t o  changes i n  r e l a t i v e  prices. 

Perhaps the major impl lcat lons of the 
FSA85 are f o r  the resource mix and the U.S. 
agr icu l ture.  The FSA85 does not include 
f inanc ia l  support f o r  ag r l cu l tu re  su f f i c i en t  
t o  a l t e r  the farm debt s i tuat ion.  Thus, the 
farm f inanc ia l  c r i s i s  i n  U.S. agr i cu l tu re  and 
f inanc ia l  i n s t i t u t i o n s  suooortina U.S. . . 
agr i cu l tu re  i s  ant ic ipated t o  Eontinue. 
la rge ly  unabated. This i ~np l i es  substant ial  
t ransfers o f  o v n e r s h l ~  and continued s lu f f i na  
o f  unsustalnable debt. Impacts of both o i  
these condit ions f o r  the s t ructure of U.S. 
agr l cu l tu re  are d i f f i c u l t  t o  project.  Many 
argue t h a t  the r esu l t  w l l l  be an increase i n  
f a n  size. The f inanc ia l  pressure and the l o u  
pr ices w i l l  continue the pressure f o r  lower 
costs and, t o  the extent tha t  they are size 
spec i f ic ,  f o r  larger  f a n  size. The l ivestock 
Industry w i l l  benef i t  from the laver  feedgrain 
pr ices i n  the short  run. These lower 
feedgrain p r i ce  may a lso  r e s u l t  i n  important 
regional s h i f t s  i n  l ivestock production as the 
basis between regions w i th  surpluses and 
regions d e f i c i t  i n  feedgrains widens. 

How i s  t h i s  increase t o  be generated? Should 
i t  be fostered i n  the U.S. by transfers o f  
ag r i cu l t u ra l  technology t o  developing 
countries. It i s  no t  c lear  t ha t  the impact 
f o r  U.S. export markets w i l l  be pos i t ive.  
Obviously, there are scine very complex 
questions facing the U.S. on the po ten t ia l  f o r  
exports o f  ag r i cu l tu ra l  products i n  the 
developing world and the close t i e  between 
t h i s  po ten t ia l  and the incwne grovth i n  the 
developing world. 

There i s  a p reva i l i ng  sentiment t ha t  the 
U.S. ag r i cu l t u ra l  sector should becorne more 
market oriented. The FSA85 was. i n  fact. 
designed t o  e f fec t  t h i s  t rans i t ion.  The 
resu l t s  o f  the analysis suggest t ha t  the 
t r ans i t i on  ~ e r i 0 d  w l l l  be o f  substant ial  
length and . tha t  barr ing unforseen weather 
d i f f i c u l t i e s  o r  unanticipated rates o f  l n c m  
growth, the U.S. w i l l  be i n  an excess capacity 
s l t ua t l on  r e l a t i ve  t o  ta rge t  pr ices over the 
near and intermediate term. The i np l l ca t i on  
i s  f o r  continued governmnt intervent ion i n  
agr l cu l tu re  and a U.S. agr lcu l ture w i t h  
fortunes h i gh l y  dependent on po l i c ies  pursued 
during the 1985-95 decade. 

An observation which deserves emphasis Stanley R. Johnson I s  Administrator f o r  the 
involves the developing world. The U.S. w l l l  Center f o r  Agr l cu l tu ra l  and Rural Oevelopnent 
have t o  look t o  the developing world f o r  and Professor o f  Economics: Wil l iam H. Meyers 
expanded markets f o r  ag r l cu l tu rd l  i s  Associate Administrator o f  the Center f o r  
cocnroditles. This market w l l l  grow only w i th  Agr l cu l tu ra l  and Rural Developlnent and 
increasing incones of the developing countries. Professor of Economics. Iowa State University. 

hues, Ioua. 

Table 1. Domestic and Foreign Economic Projections Used i n  t he  10-Year Evaluation of the FSA85 

Variable 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 

United States 
Real M P  (X change) 2.5 3.8 3.0 2.6 2.7 -0.2 5.7 3.3 2.9 2.9 2.6 
6NP Def la tor  (% change) 3.5 2.4 4.0 4.4 5.2 5.4 3.8 3.9 4.7 4.8 5.1 
C i v i l i a n  Unelmlovment . - 

Rate (XI 7.3 6.8 6.3 6.5 6.4 8.0 6.6 6.2 6.1 6.0 6.0 
34on th  T. 8111 Rate (XI 7.5 6.1 6.7 7.6 8.2 9.3 6.7 6.5 6.8 7.0 7.2 
Moody's AAA Corporate- 

Bond Rate (%) 11.4 9.5 9.4 9.6 10.1 10.6 9.7 8.9 8.8 8.6 8.1 
Federal Budget Surplus 

(011. $1 -190.6 -163.4 -134.2 -118.3 -112.1 -111.5 -75.0 -64.2 -51.9 -38.9 -36.2 

L iah t  Arabian Crude O i l  
i$ per barre l )  28.0 16.0 16.0 18.0 21.0 23.0 23.0 23.0 23.0 23.0 23.0 

Foreign Currency/ 
Do l la r  (X change)* 4.1 -14.6 -7.4 -4.4 -1.9 4 . 4  -0.6 -0.7 -1.1 -1.0 0.3 

Real 6NP (% change) 
A f r i ca  -.78 .88 2.4 3.11 3.37 3.0 3.2 3.1 3.0 3.1 3.1 
La t in  Anerica 3.6 1.2 3.3 3.7 2.6 3.5 3.6 3.6 3.6 3.6 3.5 
Pac i f i c  Basin 2.5 3.4 5.3 5.3 4.8 5.5 5.2 5.2 5.3 5.3 5.2 
Western Europe 2.2 2.9 2.5 2.3 2.2 2.6 2.6 2.6 2.6 2.6 2.6 
Centra l ly  Planned 3.9 3.8 3.2 3.3 3.3 3.4 3.5 3.5 3.4 3.5 3.5 

SOURCES: Wharton Economatrlc Forecasting Associates, Long-Term Forecast and World Econontc 
Outlook, March 1986 

*Based on the average exchange rates f o r  the calendar year, higher f o r  1985 than 1984 even though 
the d o l l a r  depreciated substant ia l ly  during 1985. 



Table 2. Values f o r  Selected Pol icy Parameters. FSA85 and Beyond 

Loan Target Reserve Paid diversion 
CWD 6 year ra te  p r i ce  Entrv Release ARP Level Rate CR 

M i l l i o n  
Dollars per bushel Percent o f  base 

tarn 
rn Pcres 

91 /92 1.49 2.74 1.49 3.25 20 - - 7 .0 
92/93 1.76 2.74 1.76 3.25 10 - - 7 .O 
93/94 1.90 2.74 1.90 3.25 10 -- -- 7 .O 
94/95 1.92 2.74 1.92 3.25 10 -- - 7 .O 

M i l l i o n  
Oollars per  bushel percent o f  base L!!U - acres 

Weat  

24.1 
24.1 

M i l l i o n  
Cents per bushel Percent o f  base 

Cotton 
85/86 
66/87 

1.2 
1.2 

M i l l i o n  
Ool lars Der bushel Percent o f  base 

Rice 

0 
0 

M i l l i o n  
Oollars oer bushel Percent o f  base 

Soybeans 
85/86 
86/87 

94/95 4.50 -- -- -- -- -- - m i l l i o n  acres i n  1988/89 and 45 m i l l i o n  acres i n  1990/91. 
APR: Acreage Reductlon Program 

CR: Conservation Reserve 

*Also. 10 percent paid diversion f o r  winter  wheat producers a t  S2.001bu. 
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