| ‘- ~ ‘ 4 . IL. : E

Pt N
ultural Policy-Analysis
- L % &- e -

he Uﬁveé_[g?ﬁ;:(

-
|
*_
: T
L \

4
| T-Yo |
i, > B 4
] =
1 . h"‘ \Jf' k




Introduction

* Why Do We Have Farm Programs?
— We Must Do A Better Job Telling the Story

— Because Others Are Telling “Tree” Stories As If
There Is No “Forrest”

e The 1996 Farm Bill: A Classic Case of

Reality Smashing Into Grandiose
Expectations

* The House and Senate Bills
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Other Industries Self-Correct

* If Price Drops, What Should Happen?

— Consumers Buy More
* Yes, Except for Food
— Producers Produce Less
* Yes, Except in Agriculture
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Expectations
« “High” Prices and Incomes Like 1995/1996

« Because:

— Rapid Per Capita Income Growth in China/Asia Will
Increase Demand and U.S. exports

— With Planting Flexibility & Decoupled Payments
Farmers Would Plant for the Market — Reduce
Production When Needed

— With No Brake on Prices, Importers Will Import
More From the U.S. When Prices Decline —Increase
Consumption & Reduce Production When Needed

— With Marketing Loans, Competitors Would Not Be
Under U.S. Price Support Umbrella —Reduce
Production When Needed

APAC



Net Corn Trade for China: Actual
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U.S. Corn Exports: Actual and
Projections, 1993-2005
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« Expected Rapid Growth in Exports Did Not Occur
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Expectations
« “High” Prices and Incomes Like 1995/1996

« Because:

— With Planting Flexibility & Decoupled Payments
Farmers Would Plant for the Market — Reduce
Production When Needed
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Indexed Four Crop Acreage,
Price and Price Adjusted for LDP
and Contract Payments
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Expectations
« “High” Prices and Incomes Like 1995/1996

« Because:

— With No Brake on Prices, Importers Will Import
More From the U.S. When Prices Decline —Increase
Consumption & Reduce Production When Needed
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Soybeans
U.S. Domestic & Export Demand
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Soybeans
U.S. Share of World Exporis
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Corn

U.S. Domestic and Export Demand
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Expectations
« “High” Prices and Incomes Like 1995/1996

« Because:

— With Marketing Loans, Competitors Would Not Be
Under U.S. Price Support Umbrella —Reduce
Production When Needed

APAC



Argentine Soybean Price*
and Harvested Area

Indexed 1996=100
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* Price is the export price posted by Abiove, the Brazilian Vegetable Oil Industry
Association. Adjusted price is adjusted for changes in exchange rate and inflation.
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Argentine Soybean Complex
Exports and Surplus Production

S e e e L EE L e L

'
'
'
A= r--
'
'
Soho
T
'
'

'
'

i
|
'
'

'
'
Log
T

'

'

'

'

'

'
'

'

T

'

'

a

'

'

'

a

'

'

l

'

'
1---
'

'

'

'

'
it el Tl
'

'

e | PPy | Yy PRy By

[ Argenting - Soyhesn Complex - Surplus Production = Argenting - Soyvhean Complex - Exports

— Arperting - Sovbean Complex - Ending Stock
m— Argerting, Sovheans - Yield (it tnsha)

— A rgernting, Soyheans - Area Har (th ha)

27,000

26,0004 -

19,000 4 -
18,000 4 -
17,0004 -
18,000 4 -

15,0004 -4---
13,000 4 -

[ n SR S
9,000 -
8,000 -k
7,000 -
60003 -4---c--4--

10,

2,000 -

0] 0 O R SRR A S

1




Brazilian Soybean Complex
Exports and Surplus Production

b6l
\
i
4- ‘ £iEL
e a6l
-
Sl Gl Gl e R il Eelel et Al et LBk
HE T A
I TSR S T T T TS S 0461
- T e R
= [} [} [} = [} [} = [} = [} = [}
() [l [l [l () [l [l () [l o [l () [l
(=1 = =D == (=1 =D == (=1 = = O (=1 =
= o [} - =) = =] o - [i=] uy =+ ar]
[} [} ('} o~ (] —

Brazil - Soybean Complex - Exports

I Brazil - Soybean Complex - Surplus Production
. B3 7l - Sovhean Complex - Ending Stock




U.S. Soybean Complex Exports
and Surplus Production
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Foreign Crop Acreage

Some have cited the 1999 reduction in foreign harvested
acreage as indicative of the benefits of eliminating set-asides
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Foreign Crop Acreage

What countries did we hope would reduce their
acreage when we eliminated set-asides?
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House Proposal: H.R. 2646

* Fixed, decoupled payments, expanded to
include soybeans and oilseeds

« Continues marketing loan provisions

* Retains planting flexibility, option to
update farm’s base acreage

« Addition of counter-cyclical payments

« Payment limits: $75,000 for CCP,
$150,000 for marketing loan gains and
LDPs
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APAC

Senate Proposal: S. 1731

Retains fixed annual payments, updating base
acreage, yields, and rates and includes
soybeans and oilseeds as program crops

New counter-cyclical payments based on
target prices

Continues marketing loans
3-tiered payment plan for conservation

Payment limits: $100,000 for fixed and CCP



Policy Provisions

Fixed Decoupled

Loan Rate Payment Rate Target Price
2001 HR. S. 2001 H.R. S. H.R. S.

Crop Units| Baseline 2646 1731 |Baseline 2646 1731 | 2646 1731
Wheat $/Bu.| 2.58 258 3.00| 046 053 045 | 4.04 345
Corn $/Bu.| 1.89 1.89 208 | 0.26 030 0.27 | 278 2.35
Sorghum |$/Bu.| 1.69 1.89 2.08| 0.31 036 0.27 | 264 235
Up. Cotton |$/Lb.| 0.519 0.519 0.550| 0.056 0.065 0.130| 0.736 0.680
Soybeans |[$/Bu.|] 5.26 492 5.20 n.a. 042 055 | 586 5.75
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per Bushel
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Soybean Market Price
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Net Farm Income
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Corn Exports: Baseline and Flat
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Wheat Exports:
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Total Government Payments

House Bill with flat exports vs. House Bill with baseline exports
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Total Government Payments

Senate Bill with flat exports vs. Senate Bill with baseline exports
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Total Government Payments:
With Corn and Wheat Exports Flat
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West Tennessee Moderate-Size Cotton

Farm
. CRP
S S0Acres | 30Acres goom
Soybeans
370 Acres Wheat
65 Acres
Owned: 225
ton
Leased: 1675 Acres 915 Acres
(838 Acres Cash Rented, 837 Acres Share
Rented)
« A 1,900-acre soybean farm « Farm assets are $1,342,800
in Fayette County, TN _ Real Estate: $665,000
 2/3 No-Till — Machinery: $377,800
° No off-farm income — Other Assets: $300,000
considered
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Baseline Scenarios

 Farm projections made using the 2001 FAPRI
baseline projections

- Baseline assumes that 1996 Farm Bill
provisions continue at 2002 levels without
additional payments

* Incorporates price and yield risk

* Projects net farm income, cash flow, long-term
survivability, financial strength
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Moderate TN Cotton Farm
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Probability
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Moderate Cotton Farm Results
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For More Information ... www.agpolicy.org

Agricultural Policy Analysis Center
The University of Tennessee
Dept. of Agricultural Economics
310 Morgan Hall

Knoxville, TN 37901

Weekly Columns Available
On Website also: agpolicy.org
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University of Tennessee
310 Morgan Hall
Knoxville, TH 37996

Projects and Research
Use this link to find out more about special projects and primary research
interests of ARPAC, such as the TRFARMS project, the POLYSYS model, the
APAC Budgeting System (ABS), and tobacco ressarch.
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Presentations
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Results Summary

 Base acres Updated

* Incomes improve significantly
— Avg net cash farm inc., moderate: $214,000 - $227,000

 Reduce probability of a cash flow deficit
to near 0%

 Slightly more improvement under S.
1731, due to higher payment rates, higher
base, front loading
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Corn Exports: Baseline and Flat
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Wheat Exports:

Baseline and Flat
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