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As the crafting of new legislation becomes
a drawn-out process, compromises eventually
emerge, and the resulting proposals often
appear to be portions of various proposals
spliced together. Such is the case with a farm
bill proposal approved Sept. 28 in the Senate
Committee on Agriculture, Nutrition, and
Forestry.

As of this writing, the specific language of
the bill was being developed. Preliminary
indications are that the bill would make these
changes in federal agricultural programs:

¢ Eliminate Acreage Reduction
Programs (ARPs).

e Increase normal flex acreage (the por-
tion of base acreage ineligible for defi-
ciency payments) from 15 percent to
30 percent.

e Place per-bushel caps on deficiency
payments.

¢ Reduce outlays of 30 percent annually
for the Market Promotion Program
(MPP) and 20 percent annually for the
Export Enhancement Program (EEP).

In addition, farmers would be allowed to
plant other crops on their wheat and feed
grains base acreage without penalty, and they
would not be required to have catastrophic
crop insurance in order to receive program

Highlights
Compared with extending the 1990 farm

legislation, the Senate Bill would, over
1996-2000, result in:

o Slightly higher acreage for the major
crops, particularly for soybeans, but
lower corn acreage. Corn prices are
higher and soybean prices are lower.

* A $5.5 billion (20.1 percent) drop in
deficiency payments due to higher
planting flexibility and a per-bushel cap
on payments.

* A $6.3 billion (6.6 percent) decline in
net returns to the seven major crops.
U.S. net farm income falls a total of
$38.6 billion (3.5 percent).

* Potential budget savings of $6.4 billion
during the bill’s first five years — mainly
from lower deficiency payments.

benefits. The preliminary information regard-
ing the fate of the Conservation Reserve
Program (CRP) is ambiguous; this analysis
assumes CRP will remain at the levels project-
ed by the Congressional Budget Office (CBO).

Thus, the Senate Bill has an increased flex
feature similar to that offered by the Clinton
Administration and the elimination of ARPs —
a feature of the Freedom to Farm Act. The bill
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also addresses EEP, as did the Lugar proposal,
which would have eliminated the program.
Also, this bill offers a decoupling of payments
and planting decisions for farmers with wheat
and feed grains base. In addition, the compu-
tation of deficiency payments ensures that in
years of high prices, payments will decrease.

This paper examines the impacts of the as-
yet unnamed Senate Bill, acknowledging that
exactness in the proposal’s details has been
sacrificed in order to provide a timely analy-
sis. POLYSYS, the analytical system employed
in these analyses, anchors its analysis to a
baseline, or expected situation. Thus, these
scenarios should be analyzed as changes away
from this baseline, which is provided by the
CBO. The Senate Bill scenario caps the defi-
ciency payment rate per bushel at the baseline
level set by CBO.

To simulate the farmers’ ability to plant
other crops on wheat and feed grains base
acreage as noted above, optional flex acreage
for these was increased to 70 percent.
Optional flex acreage is that additional por-
tion of base acreage beyond normal flex which
may be planted to other crops without losing
base acreage. The treatment of cotton option-
al flex is unchanged from the baseline. Thus,
farmers actually may “flex” 100 percent of
their base to other crops under this proposal.

Finally, this analysis does not attempt to
capture the impacts of reducing EEP outlays.
Although this series considered the impact of
EEP in analyzing the Lugar proposal (see Issue
No. 2), itis unclear in the preliminary informa-
tion available how the funding reduction
would be implemented. For a more complete
discussion of the broader issues surrounding
the analysis, the methodology, and the model-
ing assumptions, see this series’ first issue.

Analytical Results

Harvested Acreage. Harvested acreage for
the seven major crops — corn, wheat, soybeans,
cotton, grain sorghum, oats, and barley — rises
only slightly as a result of increased planting
flexibility and ending ARPs. Combined

acreage for these crops averages 1.3 million
acres (0.6 percent) above baseline during the
first five years of the bill, 1996-2000 (table 1).

Soybeans acreage gains the most, averag-
ing 2.7 million acres (4.5 percent) above base-
line (figure 1). However, soybeans acreage
dips down to nearly the baseline level in 1998.
At the same time, corn acreage averages 1.4
million acres (1.9 percent) below baseline, ris-
ing sharply to the baseline level in 1998 (figure
2). This event will be explained in the next
subsection.

This 1998 dip in soybean acreage and the
jump in corn acreage occurs because by 1998,
the full impact of the low prices of previous
years is felt by farmers. Thus some soybeans
acreage moves to corn.

More importantly, when the Senate Bill
allows farmers to retain their feed grains base
but plant it to other crops, it makes planting
soybeans more profitable relative to corn —
even with the drop in price. This is because
the deficiency payment which formerly went
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FIGURE 1
The Ability to Put Other Crops on Feed Grain
Base Sharply Increases Soybeans Acreage
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Corn Acreage Trends Below Baseline, Except
in 1998 in Response to Soybean Acreage Shifts
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The Increase in Soybeans Acreage Pushes
Prices Down

to corn is now tied to the base acreage, upon
which soybeans can be grown.

Crop Prices. Soybeans and corn season
average prices move in line with what occurs
with their harvested acreage (table 2).
Soybeans prices dip low in the early years of
the simulation and do not approach baseline
levels during 1996-2000, averaging 53 cents
per bushel below baseline (figure 3). Corn
prices, on the other hand, average 10 cents
above baseline. In 1998, corn prices dip to
within 5 cents per bushel of the baseline price
(figure 4).

Also during 1996-2000, wheat prices are
slightly higher and cotton prices are slightly
lower than baseline levels on average.

Exports. The decline in prices has the
expected effect on major crop exports.
Soybeans exports rise 8.6 percent (70 million
bushels) above baseline over 1996-2000. The
value of soybean exports, however drops
slightly. Corn and wheat exports are down
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In Line With Their Trend in Acreage, Corn
Prices Are Above Baseline Levels
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slightly but record slightly higher total export
value, and cotton exports and export value are
virtually unchanged.

Deficiency Payments. The crop price
declines together with the per-bushel pay-
ment cap and higher normal flexibility results
in lower deficiency payments for eligible
crops. Overall, payments fall an accumulated
$5.5 billion (20.1 percent) below baseline lev-
els for the entire 1996-2000 period (table 3).

Hardest hit are payments for corn and
wheat base, as shown in figure 5 (acknowl-
edging that other crops may be planted to feed
grain base). Deficiency payments to farmers
with corn base drop an accumulated $3.5 bil-
lion (25.4 percent) over 1996-2000, and pay-
ments for wheat base drop an accumulated
$1.6 billion (20.6 percent). Cotton payments,
however, rise slightly.

The geographic distribution of these accu-
mulated changes in deficiency payments
shows that the wheat and corn states general-
ly suffer the sharpest decline in payments,

NUMBER =
Accumulated Change in Deficiency
Payments from Baseline
Million Dollars

FIGURE 6

Note: The Northeastern states are
treated as a single region by the
model. o7

3.5

Baseline
Corn

Payments

L
w1

Senate Bill

g
o

Ballicn Do llass

15 .
Wheat Payments Baseline
o—o e
10 . . . | |

1996 1997 1998 1999 2000
Corn, Wheat Deficiency Payments

FIGURE 5
The Per-Bushel Cap and Increase in Flexibility
Reduces Deficiency Payments to Farmers
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while some states make gains (figure 6).
California and Arizona makes gains because
1) they have no significant corn base, and 2)
they make slight acreage gains in cotton.

Net Returns to the Seven Major Crops.
For the seven major crops, net returns above
cash costs average $1.3 billion (6.6 percent)
below baseline during 1996-2000, reaching a
combined $6.3 billion below baseline by the
simulation’s end (table 4, figure 7). Farmers’
ability to plant other crops on feed grains base
acreage renders a crop-by-crop examination of
net returns inappropriate.

Figure 8 shows the geographic distribu-
tion of these changes in net returns by
Agriculture Statistic District (ASD). The loss-
es and gains generally follow the trends noted
in figure 5.

Net Farm Income. Net income for the
entire U.S. agricultural sector declines some-
what less than major crop returns, owing to
the crop sector’s size relative to agriculture’s
livestock sector.

Note: The Northeastern states are treated
as a single region by the model.
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Declines in Deficiency Payments Have the
Expected Effect on Crop Net Returns
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FIGURE 9

Net Farm Income Averages $1 Billion Under
Baseline Annually

Net farm income falls an average $1.0 bil-
lion (2.7 percent) below baseline, reaching
$35.8 billion in 2000 (figure 8). Accumulated
net income over 1996-2000 is $5.1 billion
below than baseline income (table 4).

Budget savings. Budget savings under the
Senate Bill are derived from 1) the change in
deficiency payments as a result of the increase
in flexibility and payments cap; 2) reducing
baseline MPP funding funding by 30 percent
annually; and 3) reducing baseline EEP fund-
ing by 20 percent annually. Although early
indications are that the bill will address the
CRP, this preliminary information is ambigu-
ous. Thus, the CRP is held to baseline levels
and does not affect the calculation of federal
budget impacts.

The program reductions outlined earlier
would result in accumulated budget savings
of $6.4 billion over 1996-2000. The majority
(85.6 percent) of the savings are from lower
deficiency payments, followed by the EEP
reductions, which account for 12.0 percent of
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Figure 10
The Senate Bill Results in $6.4 Billion in
Potential Commodity Program Savings

the savings (figure 10).

While EEP savings are included in this cal-
culation, it again should be remembered that
the impact of lower EEP outlays has not been
simulated in this analysis. Thus, federal out-
lays for agriculture potentially could be
reduced as shown in figure 9; but lower EEP
spending may have an depressive effect on
crop exports, depending on how the program
down-sizing is accomplished. Also, if the CRP
is held at 1996 levels throughout 1996-2000,
CRP expenditures would be higher than base-
line levels, reducing the savings shown here.

Finally, these savings are less than the
$13.4 billion savings goal stated by the Senate
committee. The difference between the analy-
sis and the bill is explained to some degree by:

e This analysis covers five years and the bill’s
projection covers seven years.

e This analysis does not consider the bud-
getary impact of the elimination of pro-
grams for other commodities.
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Table 1. Harvested Acreage

Corn Wheat Soybeans Cotton Seven Major Crops
Year Baseline ‘ Senate Bill| Baseline | Senate Bill| Baseline | Senate Bill| Baseline | Senate Bill] Baseline | Senate Bill
Million Acre

1996 70.7 67.6 62.3 62.3 58.1 62.9 14.5 14.5 226.8 228.0
1997 71.0 69.2 62.9 62.9 58.4 61.7 13.3 13.8 227.3 229.1
1998 72.2 72.1 64.0 63.7 58.9 59.6 13.0 13.0 230.8 231.2
1999 71.2 70.8 64.5 64.2 59.7 61.4 13.0 13.0 231.2 2324
2000 71.3 70.0 65.6 65.5 60.0 62.8 13.2 13.6 233.0 234.8

Mean Shift -1.3 -0.1 2.7 0.2 1.3

Table 2. Crop Prices

Corn Wheat Soybeans Cotton
Year Baseline ‘ Senate Bill Baseline Senate Bill Baseline Senate Bill Baseline Senate Bill
Dollars PerBushel Dollars Per Pound

1996 2.22 2.38 3.11 3.13 5.72 5.14 0.62 0.62
1997 2.22 2.38 3.06 3.09 5.90 5.14 0.60 0.57
1998 2.18 2.23 3.05 3.09 5.82 5.38 0.60 0.58
1999 2.20 2.24 3.11 3.17 5.81 5.42 0.59 0.56
2000 2.22 2.30 3.21 3.25 5.68 5.20 0.60 0.56

Mean Shift 0.10 0.04 -0.53 -0.02

Table 3. Crop Deficiency Payments

Corn Wheat Cotton Seven Major Crops

Year Baseline ‘ Senate Bill Baseline Senate Bill Baseline Senate Bill Baseline Senate Bill

Billion Dollar

1996 3.07 2.64 1.44 1.21 0.59 0.54 5.52 4.75
1997 2.56 1.57 1.52 1.22 0.79 0.72 5.21 3.71
1998 2.78 1.88 1.61 1.27 0.88 0.92 5.62 4.30
1999 2.75 2.15 1.59 1.22 0.93 1.00 5.63 4.63
2000 2.73 2.12 1.46 1.13 0.98 1.05 5.52 4.58
Mean Shift -0.71 -0.31 0.01 -1.11
Total Shift -3.53 -1.57 0.06 -5.53

Table 4. Total Deficiency Payments, Net Returns, and Net Income

Total Deficiency Payments Seven Major Crop Net Returns U.S. Net Farm Income
Year Baseline ‘ Senate Bill Baseline ‘ Senate Bill Baseline Senate Bill
Billion Dollar:

1996 5.52 4.75 19.89 18.81 33.83 33.19
1997 5.21 3.71 19.90 18.39 34.65 33.56
1998 5.62 4.30 18.98 17.77 36.65 35.48
1999 5.63 4.63 18.32 17.35 38.73 37.65
2000 5.52 4.58 18.57 17.03 40.30 39.23

Mean Shift -1.11 -1.26 -1.01

Total Shift 5,55 -6.31 -5.05
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