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USDA’s farm bill proposal: Makes the
best times better and worst times worse

The administration’s farm bill proposal was not
the “sea change” in farm programs some had feared—
and others had hoped for. The proposal’s commodity
title is really a continuation of the 1996 and 2002 Farm
Bills with some tinkering with the specifics.

The question farmers face is how will that
tinkering affect their bottom line compared to the current
legislation. The short answer is the USDA’s proposal
makes “the best times better and the worst times worse.”

Let’s look at the three government payment
programs—Direct Payments, Loan Deficiency Payments
(LDP), and Counter-Cyclical Payments (CCP)—one at time.

Direct Payments. During the best of times, say
when (or if) the price of corn is at $4 per bushel and
soybeans are at $8, farmers will receive a larger direct
payment than under the 2002 Farm Bill (FB). During the
worst of times, they receive that same payment.

In the case of corn, for example, farmers
currently receive 28 cents per bushel times their direct
payment yield times 85 percent of their base acreage.
Under the administration’s proposal from 2010 thru
2012, the 28 cents is replaced with 30 cents.

For soybeans the current rate of 44 cents
increases to 47 cents for 2008-2009 and 50 cents from
2010-2012. The largest increase is for upland cotton which
increases from its current level of 6.67 cents per pound
to 11.08 cents beginning in 2008, apparently to offset a
significant reduction in cotton’s loan rate.

Loan Deficiency Payments. During the worst of
times the proposal’s LDP and marketing assistance payments
would add less to crop producers’ bottom line than the 2002
FB. As is currently the case, the best of times are unaffected.
There are three proposed changes in the LDP program.

First, loan rates are reduced. Not a question there.
Worst times would be made worse. With lower loan rates,
the LDP rate, which is computed as the difference between
the loan rate and the “low price,” is reduced. Relative to
current rates, loan rate reductions under the proposal would
average 6 cents per bushel for corn, 17 cents for wheat, 8
cents for soybeans and 6.3 cents per Ib. for cotton.

Second, farmers would no longer be able to select
which day, that is which daily posted county price, they
want their LDP payment to be based on. Under the USDA
proposal, the posted county price would only change
monthly. In a particular year and for a specific farmer,
this may or may not result in a reduced LDP payment. In
total, we suspect this would work against farmers thereby
also making the worst times worse for crop agriculture
as a whole. Certainly, the monthly price will not be the
low price of the month which some farmers are able to
capture under the current program.

Third, with the USDA proposal, farmers would
no longer be able to take their LDP payment right after
harvest, or whenever they think prices are at the lowest for
the year, and then wait to sell their grain when prices have
recovered—perhaps to levels well above the loan rate.

Under the proposal, the LDP and sell decisions
become the same decision. Or to use the language in the

proposal, the LDP rate is established on the date that
the producer loses beneficial interest in the
commodity. Our understanding is that under the
current FB many-to-most farmers have benefited from
being able to separately decide when they take LDP
payments and when they sell the commodity.

Counter-Cyclical Payments. The USDA’s
proposed CCP program uses the difference between
“target revenue” per acre and actual revenue per acre
rather than the difference between a target price and
actual price. There is not space in this column to discuss
all the ins and outs of how it is computed.

But, if you as a farmer are under the
impression that this revenue-based plan will protect
you from poor yields on your farm, that is not
necessarily, or perhaps even likely to be, true.

The key is whose actual revenue is being compared
with whose target revenue. As you have probably guessed by
now, neither one is yours. National average yields are used.

So whether the yields on your farm go up, down
or stay flat, the applicable counter-cyclical payment rate
for you and all other eligible producers would be based
on average versus trend yield of all farmers taken together
and the target versus actual market price.

Whether the proposed CCP would generate
more or less payments than the current version is a
question without a definite answer. A complicating
factor is that a change in a national yield influences
price; and in the opposite direction. So when yield
and price are multiplied together to compute revenue,
the two changes tend to offset one another.

Eligibility and Payment Limits. In addition to
changes in the three payment programs, some producers
would be affected by the proposed new cap on adjusted
gross income (AGI), as in the dreaded IRS Form 1040. A
farmer with an AGI of $200,000 or more would not be
eligible for any commodity payments. The AGI includes
net income from all sources, farm and non-farm alike.

Also, the $360,000 total payment cap becomes
the one and only total commodity payment cap in the
USDA proposal. No more working with others under
the “three entity” rule to double the limit.

Taken together, the USDA’s proposed changes
in the commodity title would, when compared to
current legislation, generate more payments to crop
producers when prices are “high” and reduced
payments when prices are extremely “low.”

The extent to which the USDA proposal makes
“the best times better and worst times worse” is an
empirical question and may not be astoundingly large.
But it is an interesting direction to take.

Daryll E. Ray holds the Blasingame Chair of
Excellence in Agricultural Policy, Institute of Agriculture,
University of Tennessee, and is the Director of UT s Agricultural
Policy Analysis Center (APAC). (865) 974-7407; Fax: (865)
974-7298; dray@utk.edu; http://www.agpolicy.org. Daryll
Ray's column is written with the research and assistance of
Harwood D. Schaffer, Research Associate with APAC.

Article Number 340

L00T ‘6 ATenIqa 9 "ON ‘4T TOA “oMOLD) 42uLin,] poLUpipy ul paysijqnd AjjewiSLiQ

61SH-966L€ NLL OI[IAX0Uy] ‘[[eH UBSION 60€ “I01Ud)) SISA[euy Ao1[0 ] [eIMNOLISY 9sieroads uoneuriojuy 03 juss uononpoidai jo Ado) (7
CNLL “O[[IAXOUY] “99SSAUUIT, JO ANISIOATU IOIUD)) SISATRUY K010 [eI[NOLISY oy pue Aey 7 [[Are(] 01 uonnquuie [[nJ ([ YIm puein) UOISSIULIDJ uononpoIday




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


