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NOTES
All yearsarefiscal years, unless otherwise noted.

Details in the text and tables of this study may not add to
totals because of rounding.

A crop year (or marketing year) is the 12-month period
beginning around the time of harvest. Crop years for major
crops are:

Corn--September through August
Wheat--June through May
Rice--August through July
Cotton--August through July
Soybeans-September  through August

Crop years are identified by the year in which they begin.
For example, the 1988 corn crop year extends from September
1988 through August 1989. The dairy marketing year
coincides with the fiscal year and is identified similarly--the
1988 dairy marketing year extends from October 1987
through September 1988.

Units of measure used for commaoditiesin this study are: -

Corn-one bushel = 56 pounds

Wheat-one bushel = 60 pounds

Rice-one hundredweight (cwt) = 100 pounds
Cotton--one bale = 480 pounds
Soybeans-one bushel = 60 pounds

Dairy product use and Commodity Credit Corporation
net purchases are measured in pounds of milk equivalent,
milkfat bass.

Cover photograph by Theodor Jung, 1936, courtesy of Prints
and Photographs, Library of Congress.




PREFACE

Commodity Credit Corporation (CCC) farm price and income support
program outlays have varied widely from year to year, depending as
they do on such factors as the weather, agriculture and trade policies,
the administration of U.S. farm programs, and conditions in world-
wide commodity markets. This study provides detailed information
about CCC outlays included in the Congressional Budget Office's
(CBO) most recent budget outlook. CBO's budget outlook is part of its
annual report to the Committees on the Budget, which is required by
law, and includes five-year outlay projections for the entire federal
budget. This closer look at CCC outlays was requested by the Senate
Budget and Agriculture Committees to provide further information on
the assumptions underlying the current baseline. In accordance with
-CBO's mandate to provide objective and impartial anaysis, the report
contains no recommendations.

The information in this study was preparedjointly by the Natural
Resources and Commerce Division (NRCD) and the Budget Analysis
Divison (BAD) of CBO, under the supervision of Everett M. Ehrlich
(for NRCD) and Robert A. Sunshine (for BAD). Roger E. Hitchner co-
ordinated the study. Portions of the report were written by Roger E.
Hitchner, Hsin-Hui Hsu, Eileen M. Manfredi, Andrew S. Morton, and
DavidD. Trechter. Kathy A. Ruffing, Trevor Alleyne, and Stephen A.
Parker of CBO and several outside reviewers provided valuable
comments. Amanda Balestrieri edited the manuscript. Angela
McCollough prepared the early drafts of the report. Nancy H. Brooks
and Kathryn Quattrone prepared the final draft for publication.

JamesL. Blum
Acting Director

June 1988
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SUMMARY

During the 1980s, federal spending for agriculture and, in particular,
outlays of the Commodity Credit Corporation (CCC) have been high,
volatile, and difficult to forecast accurately. Few portions of the fed-
eral budget grew more rapidly during thisperiod. And, if current Con-
gressiona Budget Office (CBO) projectionshold, spending in few por-
tions of the federal budget will fall as much as CCC outlays over the
next five years.

CBO projectsthat outlays of the Department of Agriculture's price
and income support programs will fall from $22.3 billion in 1987 to
$17 billion in 1988, remain at about that level for the following two
years, then resume a decline, reaching $118 bhillion by 1993 (see
Summary Table 1).1/ Market conditions in al the maor supported
crops--feed grains, wheat, rice, cotton, and soybeans--are projected to
improve over the period. CBO currently expects government-owned
stocks to fall to reasonable levels, market prices to rise, and export
demand to increase.

In addition to improvements in general market conditions, lower
projected farm program outlays ssem from declining support levels,
particularly target prices, in the farm programs. CBO assumes that
target prices-important determinants of direct payments to farmers-
will continue to decline past 1990, the year in which the current farm
law expires.

The commodity programsof the CCC are designed to support farm
iIncomes and stabilize prices of agricultural commodities. These pro-
grams are entitlements; spending is determined by program rules set
by law and regulation rather than being directly controlled by appro-
priations or limitations on Treasury borrowing. As a result, CCC
spending may vary widely from year to year. |If strong demand or
short supplies cause high prices for a commodity, the farm program

1. Outlay projectionsin thisreport are contained in the February 1988 Congressional Budget Office
budget baseline.
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offers little or no additional support and federal cods are low. Alter-
natively, if poor demand or excess supplies cause low prices, farm pro-
grams take up some of the dack, and federal coststend to be high.

THE ASSUMPTIONS BEHIND THE BASELINE PROJECTIONS

The workings of the farm programs require that a broad range of
assumptions be made when projecting future spending. Categories of
assumptions underlying the CBO baseline projections are:

0 Legidative. The CBO baseline is designed to project spend-
ing with no changesin the law, and is used to measure the
effectsof proposed legidative changes. Accordingly, current
law is assumed to be in place throughout the projection
period (1988 through 1993). In fact, current legidation gov-
erning most farm programs expiresin 1990. The CCC outlay

SUMMARY TABLE1. COMMODITY CREDIT
CORPORATION OUTLAYS
(By fiscal year, inmillions of dollars)

1987 Projected
Commaodity Actual 1983 1939 1990 1991 1992 1993
Cornand
Other Feed Grains 13967 13132 11946 12,125 10696 8,745 8,098
Wheat 2,836 990 1660 1436 1263 1,059 900
Rice 906 233 301 528 521 490 485
Upland Cotton 1,786 397 429 372 236 220 165
Soybeans 476 -1,215 -267 -38 -18 4 4
Other Commodities 917 940 763 455 644 602 614
Subtotal 19,936 14477 14833 14878 13343 11120 10,265
Other Outlays 2320 2555 2518 2144 1932 1657 _ 1579
Total 22256 17,032 17,351 17,022 15275 12,777 1184

SOURCE: Congressona Budget Office, February 1983 projections.
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basaline assumes that the current farm law is extended
beyond its expiration.

General Economic Conditions. Market conditions for agri-
cultural products and, thus, CCC outlays are affected by
domestic and international economic conditions. Income
growth here and abroad, the inflation rate, and the value of
the dollar all affect domestic and foreign demand for U.S.
production, market prices, and CCC outlays. Economic as-
sumptions underlying the CCC outlay baseline are discussed
in detail in CBO's annual report.2/ Generally, CBO fore-
casts modest growth for the U.S. economy, a continued
declining value of the dollar, and relatively strong income
growth in developing countries that trade with the United
States. Thisoutlook isgenerally good for U.S. agriculture.

Trade and Agricultural Policies of Other Nations. The base-
line assumes no major changes in the trade or farm policies
of foreign customers or competitors of the United States.
Members of the General Agreement on Tariffs and Trade
(GATT) are now conducting talksthat may eventually affect
agricultural and trade policies of member countries, includ-
ing the United States.3/ Moreover, bilateral negotiations or
unilateral actions by other countries may lead to changesin
the trading environment that would affect the outlook for
U.S. exports and CCC outlays. This baseline assumes no
such changes.

Secretarial Discretion. The Secretary of Agriculture has

broad discretion to set certain parameters of farm programs.
For instance, the Secretary determines the sze of unpaid
acreage reduction programs within bounds provided in the
law, whether or not paid acreage diversion programswill be
offered, and how quickly government stocks are released to
the market. The strategy used by the Secretary can have a

Congressional Budget Office, The Economic and Budget Outlook: Fiscal Years 1989-1993

(February 1988).

For adiscussion of agricultural trade issues being addressed in the negotiations, see Congressional

Budget Office, The GATT Negotiationsand U.S. Trade Policy (June 1987).
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major influence on prices for some crops and, thus, on future
CCC outlays. CBO assumes that programs will seek to
maintain relatively low, competitive prices in domestic and
international markets, and that government stocks will be
reduced fairly quickly by restraining production through
acreage control programs and satisfying some market de-
mand by "sdling" CCC stocks (mostly through exchangesfor
generic commodity certificates).

o  Market Conditions for Supported Commodities. Program
parameters (such as target prices and nonrecourse loan
rates), levels of farmer participation in government pro-
grams, production, domestic use, exports, government and
market stocks, and market prices for supported commaodities
collectively determine federal outlaysin crop programs. For
al supported commodities, these factors are influenced by
the legidative, administrative, and general economic envi-
ronments assumed to exist during the projection period.
Each supported crop is distinct, however, in that government
programs differ, initial sock conditions vary, and sources of
demand grow at different rates.

OUTLOOK FOR THE MAJOR COMMODITIES

Generaly, CBO projects improving market conditions for al the
supported crops over the 1988-1993 period. Summary Table 2 shows
projected supply, use, and prices for major supported commodities.
Exports rebound from the poor performance of the recent past and
stocks fall. Paid and unpaid annual acreage reduction programs are
generally reduced as export demand grows and excess stocksdecline.

Corn, which now has the highest level of excess socks, requires
the longest period of adjustment to bring stocks down to reasonable
levels. Projected market prices remain low throughout the projection
period, unpaid acreage reduction programs are at maximum levels,
and paid land diversion is maintained through 1992. Constraining
production and encouraging domestic and export use by keeping prices
low alow stocks to drop by a average of 400 million bushels per year
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SUMMARY TABLE 2.

SUMMARY OF PROJECTED SUPPLY AND USE OF MAJOR

SUPPORTED COMMODITIES(By cropyear)

1987 1983 1989 1990 1991 1992 1993
Corn

(Inbillionsof bushels)
Production 7.06 7.33 7.30 731 7.46 791 837
Exports 170 175 183 189 194 19 205
Totd Use 7.83 7.66 7.63 777 797 816 834
Ending Stocks 412 379 347 301 250 2.26 229
Price (Dollars per bushel) 175 178 167 168 172 173 172

Wheat

(Inbillions of bushels)
Production 211 214 222 233 251 2.60 2.66
Exports 150 135 140 144 147 151 152
Total Use 261 241 243 248 253 2.60 2.63
Ending Stocks 133 107 0.87 0.73 0.73 0.75 0.79
Price (Dollars per bushel) 258 270 2.78 285 290 293 298

Rice
(Inmillionsof cwt)
Production 126.8 1634 1686 170.2 1728 1817 1920
Exports 79.0 775 80.0 825 845 870 895
Totd Use 1578 1593 165.7 172.3 1787 1860 1932
Ending Stocks 233 30.0 355 6.1 328 311 324
Price (Dollars per cwt) 750 875 6.56 6.63 6.69 6.75 6.81
Cotton

(Inmillionsof bales)
Production 143 143 144 143 145 147 150
Exports 6.9 6.5 6.6 6.7 6.8 6.9 7.1
Tota Use 147 140 141 143 145 147 149
Ending Stocks 48 53 57 58 59 6.0 6.2
Price (Dollars per pound) 0.621 0.5%4 0.607 0612 0.628 0.644 0.649

Soybeans

(Inbillions of bushels)
Production 191 197 203 205 2.08 210 210
. Exports 0.76 0.75 0.75 0.76 0.77 0.78 0.78
Total Use 205 2.02 203 205 209 210 210
Ending Stocks 0.29 0.25 0.24 0.24 0.24 0.23 0.22
Price (Dollars per bushel) 550 5.78 583 5.89 5.69 573 5.92

Dairy Products

(Inbillionsof pounds)
Production 1419 144.6 1459 1464 1492 1515 1539
Commercia Use 1364 1385 1412 1435 1459 1483 1508
CCCRemovalsa/ 52 6.2 49 31 34 33 33

Price Support b/ (Dollars

per cwt) ns 1060 1010 9.60 9.60 9.60 9.60

SOURCE:  Congressional Budget Office, February 1988 projections.
NOTE:  cwt = hundredweight.

a. Removalsrefer to net government purchases of dairy productsfor the purpose of supportingthefarm

priceof milk.

b. Pricesupportin effect for thetwelve monthsfollowingJanuary 1 of eachyear.
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through 1992, when ending stocks (stocks at the end of the crop year)
reach what is considered a reasonable level of about 2.3 billion bush-
es Feed grains (mostly corn) account for about two-thirds of CCC
outlays, as shown in Summary Table 1.

Wheat is in a somewhat better situation than corn. An export
surge during the 1987 crop year and continued relatively strong ex-
port demand brings projected stocks to under 1 billion bushels by the
end of the 1989 crop year. Relatively low excess stocks and growth in
demand, as well as additional wheat land entering the conservation
reserve program, allows acreage reduction programs to be relaxed and
prices to rise gradually. By 1993, the acreage reduction program is
assumed to be only 7.5 percent of base acreage, compared with 27.5
percent in 1988. Market prices will rise to about $3.00 per bushel from
about $2.60 thisyear.

Cotton and rice both have seen sharp declines in stock levels since
the 1985 farm bill provisons, including marketing loans, became ef-
fective. Market pricesin both crops are projected to remain above non-
recourse loan rates during the projection period. Marketing loansin
these crops could potentially be the cause of large federal cods if mar-
ket prices weaken. But, given current CBO projections, the cost of the
marketing loan programs will be small.

Projected soybean market prices remain well above nonrecourse
loan rates during the projection period. Large net receipts are pro-
jected for 1988 as most of the remaining government stocks are sold.
Barring a substantial weakening of prices, the soybean program will
havelittle or no effect on CCC outlaysin later years.

Dairy program spending is dominated by domestic supply and use
factorsand the federal price support level. Inthe CBO baseline, price
support levelsfor milk are assumed to fall by $0.50 per hundredweight
for the next two years. These price reductions are needed to reduce in-
centives to increase milk production, and to encourage consumption,
thus bringing CCC purchases of surplus milk below levels set in the
law that would require further reductionsin price supports.
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CHANGING THE BASELINE ASSUMPTIONS

Projected outlays would change if any of the assumptions underlying
the baseline were dtered. An assumed domestic drought is used to
illustrate how outlays could be affected by a production shortfal in
one year. Alternative export paths for major crops are used to show
the longer-term effects of more and less optimistic U.S. trade prospects
than are assumed in the baseline.

The hypothetical drought, which is assumed to lower 1988 crop
corn and soybean yields to 15 percent below baseline levels, reduces
total CCC outlays by an estimated $2.5 billion to $2.8 billion during
1988 and 1989 (see Summary Table 3). Over the 1988-1993 period,
estimated outlays are reduced from $2.1 billion to $4.4 billion. The
magnitude of the effect of this assumed drought depends on how the
Secretary of Agriculture responds. This anaysis assumes that the
Secretary would use the drought-induced shortfall in corn production
as an opportunity to unload excess government stocks quickly.

CCC outlaysfall in the early years mostly because of the assumed
sdes of CCC-owned grain (through generic commodity certificate
exchanges) and because 1988 crop deficiency payments that are made
in 1989 and 1990 fall when market prices rise. Outlaysrise in later
years because acreage control programs are relaxed, causing increases
in the amount of production on which deficiency payments are made.
Releasing stocks moderates the market price rise that would other-
wise occur during adrought year. Asshown in Summary Table 3, the
more excess stocks are released during the drought year, the smaller
isthe estimated reduction in CCC outlays over the entire period.

Assuming higher exports than in the baseline reduces projected
CCC outlays by $17 billion from 1988 through 1993, about 187
percent of total CCC spending over this period (see Summary Table 4).
Estimated savings depend on how much assumed exports increase-in
this case, assumed tota exports of corn, wheat, cotton, and rice over
the 1988-1993 period are 10 percent to 15 percent higher than the
baseline, and total soybean exports are assumed to be 23 percent
above basdline levels. But, asin the drought case, the effect of higher
exports on outlays depends critically on how the Secretary of Agri-
culture responds to changing conditions. In this instance, the Secre-
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tary is assumed to consider a higher level of market prices to be com-
petitive and the increase in demand is assumed to be accommodated
only partially by alowing greater production (by relaxing acreage
reduction requirements of crop programs). Rising market prices re-
duce deficiency payment rates. Total production on which payments
are made may increase, but the decrease in the payment rate is
enough to cause overal outlays to decline.

SUMMARY TABLE3. CHANGESIN CCC OUTLAYSRESULTING FROM
A SUMMER 1988 DROUGHT REDUCING CORN
AND SOYBEAN PRODUCTION (By fiscalyear, in
billions of dollars)

Cumulative
Six-Y ear
1988 1939 1990 1991 1992 1993  Change

Alternative 1

Prices Held at
Basdine Levels
by Releasing
CCCStock

iR
S
e

-0.5 b/ 0.7 0.5 2.1

Alternative2

Less Grain
Released, Allowing
$0.25 per Bushel
Price Rise

12
N
oo

-1.8 -0.3 0.6 0.5 -39
Alternative3

Even LessGrain

Released, Allowing

$0.50 per Bushel

Price Rise a/ -25 -2.8 -0.3 0.6 0.6 -4.4

SOURCE:  Congressional Budget Office estimates.

a  Some of the outlay reductions shown in fiscal year 1989 would occur during the last months of fiscal
yegrd 1988 as the markets became aware of the extent of the drought and its implications for
production.

b. Lessthan $50 million.
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In the lower export case, estimated outlays rise by $7.5 billion, or

8.2 percent of the total, over the 1988-1993 period. Again, the esti-

mated effect of lower demand depends upon the extent of the demand
shift and how the Secretary of Agriculture responds. In this case, the
Secretary is assumed to consider a somewhat lower level of market
prices to be competitive, given the lower demand. Production is con-

SUMMARY TABLEA4.

CHANGES IN CCC OUTLAYS RESULTING FROM
HIGHER AND LOWER EXPORT PATHS
(By fiscal year, in millions of dollars)

Six-Year
1983 1989 1990 1991 1992 1993 Total
CBOBasdine
Total CCC Outlays 17,032 17,351 17,022 15275 12777 11,844 91,301
High Export Path
ChangeinOutlaysfor:
Cornand Other
Peed Grains 0 -943 -1,887 -2210 -2,044 -2,677 -9,761
Wheat -41 -1,436 -1,609 24 -208 =772 -4,042
Rice 0 -8 -94 -422 -520 -578 -1,622
Cotton 0 -358 -353 -325 -224 -116 -1,376
Soybeans _ 0 -168 -68 -92 20 20 -288
Total Change -41 -2,913 -4,011 -3,025 -2976  -4,123 -17,089
Total CCC Outlays 16,991 14,438 13011 12,250 9801 7,721 74,212
Low Export Path
Change in Outlaysfor:
Cornand Other

Feed Grains 0 138 507 1,065 1840 151 5,051
Wheat 0 287 112 116 308 270 1,093
Rice 0 43 47 70 72 12 244
Cotton 0 23 66 223 290 474 1076
Soybeans 0 0 0 0 _0 _0 0
Tota Change 0 491 732 1,464 2510 2,267 7,464
Totd CCC Outlays 17,032 17,842 17,754 16,739 15287 14111 98,765

SOURCE:  Congressional Budget Office estimatesand February 1988 projections.
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strained by higher acreage reduction programs, but not by as much as
the fall in export demand, leading to lower prices and higher outlays.

How the farm programs are adjusted to changing market condi-
tionsinfluences how outlays are affected. The increasein export de-
mand could lead to higher rather than lower outlays if acreage reduc-
tion programs are reduced to accommodate fully the change in de-
mand. Likewise, reductionsindemand could leadtolower rather than
higher outlays if acreage reduction program requirements are raised
sothat production fallsby asmuch asdemand.



CHAPTERI
AN OVERVIEW OF COMMODITY CREDIT
CORPORATION OUTLAY PROJECTIONS

The worst appearsto be over for federal agricultural price and income
support program spending. From a peak of $25.7 billion in 1986, out-
lays of the Commodity Credit Corporation (CCC)--the U.S. Depart-
ment of Agriculture (USDA) agency that finances price and income
stabilization and support programs--fell to $22.3 hillion in 1987.
Under current law, the Congressional Budget Office (CBO) projects
these outlays will fall further to $17 billion in 1988, remain near that
level for the following two years, and then decline further, reaching
$11.8 hillion by 1993 (see Table 1).1/ This study examines trends and
uncertaintiesintheCBObasdinefor CCC programs.

The genera downward trend in projected outlays by the CCC is
caused by a combination of declining support levels found in current
law andimproved commodity market conditions. The outlook for com-
modity markets is buoyed by continuing economic growth here and
abroad, and by declinesin the value of the dollar. As aresult, export
demand improves and commodity stocks are brought down from their
recent burdensome peaks.

Outlays stabilize during the 1988-1990 period. This plateau
results, in part, from the CCC's disposing of excess stocks acquired
through price support programsin earlier years. Outlaysin 1988 and
1989 would be higher and the long-term downward trend smoother if
excess government stocks were not available to sdl during those
years. For example, the CCC isprojected to sdl soybeansworth about
$1.4 billion during this time, completely eliminating government
soybean stocks. Mogt of these stocks were acquired through price
support operationsin 1986 and 1987. Thus, better markets and lower
price support levels are alowing the CCC to recover some of its earlier
spending. Release of government corn and wheat stocks by ex-
changingthemfor genericcommodity certificatesaso hastheeffect of

1.  Estimatesarein current dollars unless otherwise noted. Wool program outlays, which appear in a
separate budget account, areexcluded.
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lowering outlays. If current demand had been accommodated by
smaler acreage reduction programs, rather than by releasing socks,
outlays would have been higher. The sharp decline in outlays from
1987 to 1988 has aso been aided by adverse weather conditions
abroadthat haveledtorelatively heavy foreign demandfor U.S. crops
duringthecurrentmarketingyear.

TABLE 1l  COMMODITY CREDIT CORPORATION OUTLAYS
(By fiscal year, in millions of dollars)

1987 Projected
Commodity Actual 1988 1989 1990 1991 1992 1993
Corn and Other
Feed Grains 13967 13132 11946 12125 10696 8745 8,098
Wheat 2,836 990 1660 1436 1,263 1059 900
Rice 906 233 301 528 521 490 485
Upland Cotton 1,786 397 429 372 236 220 165
Soybeans 476 -1,215  -267 -38 -18 4 4
Peanuts 8 8 0 0 1 1 1
Tobacco -346 433 -323 -298 -48 5 30
Honey 73 70 56 44 37 3 3
Sugar -65 -14 0 0 0 0 0
Dairy 1166 1228 950 631 574 485 472
Other Commodities ___81 a1 80 78 80 78 78
Subtotal 19936 14477 14833 148/8 13343 11,120 10,265
Export Guarantee
Claims 373 520 560 535 465 395 395
Direct Export Loans  -103 -116 -32 -45 -43 -53 -55
Storage Facility Loans -109 -65 0 0 0 0 0
Operating Expenses 1 577 592 592 593 594 594
Working Capital
Change -745 600 0 0 0 0 0
Other Costs 1144 163 202 265 228 150 150
Interest Payments 1485 12/6 1636 1247 1164 1071 1,020
Interest Receipts -266 -400 -440 -450 -475 -500 -525
Total Outlays 22,256 17,032 17,351 17,022 15275 12777 1184

SOURCE: Congressiona Budget Office,February 1988 projections.
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The CCC budget attracts attention each year because it has grown
rapidly during the 1980s (not long ago it would have been unthink-
able to spend more than $20 billion annually on these programs). This
growth has made the CCC an appealing target for budget cuts. Fur-
thermore, CCC outlaysare difficult to predict and have been subject to
wide swingsfrom year to year. CCC isan entitlement that, more than
any other sizable federal program, is affected by external and un-
predictable factors such as the weather, international market con-
ditions, and the trade policies of other nations. Such factors have
affected the accuracy of forecasts for CCC outlays during the 1980s
From 1980 to 1987, a period when CCC outlays averaged $13.7 billion
per year, the average error of CBO year-ahead forecasts caused by
incorrectly anticipating administrative program decisons and wea-
ther and market conditions was $4.3 billion.2/ Outlays were under-
estimated in sx of the eight years, with the underestimates being
quite large in some years.3/

Outlays, both actua and projected, are affected by the content of
the farm programs, how they are run, and how farmers respond, as
well as by the commodity market and general economic conditions.
Accordingly, this study describes the assumptions used to prepare
CBO's February 1988 basdine and demonstrates the effects of differ-
ent assumptions.

THE CURRENT FARM LAW

CCC spending is high by historical standards (see Figure 1). Annual
outlays averaged about $2.6 billion during the 1960s with a peak of
$4.2 billionin 1969. The average for the 1970s was $3.0 billion with a
peak of $5.6 billion in 1978. The spectacular rise in program outlays
began in the early 1980s Weakening world economic conditions,

2. Congressonal Budget Office, The Economic and Budget Outlook: Fiscal Years 1989-1993
(February 1988?. Year-ahead forecasts are usualy prepared in January for the fiscal year
beginning the following October.

3. For areview of the accuracy of the Administration's projections of Commodity Credit Corporation
spending, see General Accounting Office, USDA's Commodity Programs: The Accuracy of Budget
Forecasts, GAO/PEMD-88-8(April 1989).
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foreign debt problems, the rising value of the dollar, inflexible U.S.
price support levels, good crops in some years, and USDA program
choices that may have under- or overreacted to events led to codly
accumulation of stocks and relatively high direct paymentsto farmers
in several years.

Even when adjusted for inflation, recent and projected CCC
outlays are significantly higher than during the 1960s and 1970s

Only by the 1990s do projected real outlaysfall to levels seen in 1969
and 1970.

These sizable agricultural expenditures and the programs that
generate them are now governed by the Food Security Act of 1985.
The major tools of current programs are briefly described in Box 1.
(Further definitions of specid terms associated with the farm pro-
grams can be found in the Glossary.) The Food Security Act has
proven to be expensive because it dropped or eliminated market price
supports, yet smultaneousy maintained high target prices, which
amost guaranteed large direct payments to producers (since these
payments are based on the differences between target and market
prices). Price supports (nonrecourse loan rates) for feed grains (corn,
sorghum, barley, and oats), wheat, and soybeans were significantly
lowered--1986 crop corn and wheat price supports were about 25
percent below their level in 1985, and the soybean price support was
reduced 5 percent.4/ Those for cotton and rice were effectively
diminated with the introduction of marketing loan programs for these
crops. These reductions were in response to sharp declines in U.S,
exports during the early 1980s Many industry observers blame
relatively high market price supports (coupled with the rising value of
the dollar) for thisfall in agricultural exports.

The act aso sought to maintain farm income during a time of
economic crigs within agriculture, and kept target prices relatively
high. Target prices are now declining each year; the 1983 and 1939
levels were dropped below those specified in the origina bill as a
budget-cutting measure of the 1987 Omnibus Budget Reconciliation

4.  CCC program outlaysfor feed grains (corn, sorghum, barley, and oats) are dominated by the corn
program. The outlook for feed grains other than corn is not discussad separately in this study.
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Act. They remain substantially above both nonrecourse loan rates
and expected market prices, however, leading to relatively large direct
program payments.

Moreover, the Food Security Act addressed the need to eliminate
accumulated surplus commodity stocks by alowing relatively large
annual acreage reduction programs and establishing a conservation

BOX1
MAJOR FARM PROGRAM TOCOLS

The main objectives of the Commodity Credit Corporation programs are to support the incomes of
farmers, Stabilize prices of farm commodities, and encourage U.S. agricultural exports. The
primary tools used are deficiency payments, market price supports (nonrecourse loans and direct
purchases), marketing loans, reductions in planted acreage, and export subsidies.

Deficiency Payments. Deficiency payments are direct federal payments to producers that
participate in CCC programs for feed grains, wheat, rice, and cotton. Deficiency payments are
generally calculated asthe difference between the crop's target price (specified in the law) and the
higher of the market price or the nonrecourse loan rate and are paid according to the producer's
program yield multiplied by the number of acres planted to the crop. Program yield is
predetermined for each farm, since it is based on an average of past yields, the number of acres
planted to the crop cannot exceed the producer's base acreage for that crop less any land idled
through acreage reduction or paid land diversion programs. The $50,000 payments limitation
may constrain deficiency payments paid to large farming concerns.

Deficiency payments are direct income supplements but, because CCC programs normally
require some land to be taken out of production without payment, some portion of these payments
may be regarded as compensation for reducing production. Deficiency payments are dso viewed
by some as production subsidies that may encourage farmers to plant more of a crop than they
would if only returns from the market saleswere being considered.

Market Price Supports. To support market prices in the feed grains, wheat, and soybean
programs, nonrecourseloansare used. Participating producers may pledgeall or part of their crop
ascollateral for aCCC loan. The gross amount of the |oan equalsthe product of the amount of the
crop pledged and the nonrecourse loan rate, which variesby crop and by year. Nonrecourse loans
support the market price at or around the nonrecourse loan rate because producers have the
option of forfeiting the loan collateral to the CCC if the market price is not high enough to make it
profitable for them to repay the loan and sell the crop. Producers benefit from nonrecourse loans
because they are assured a'minimum price for their crop, they receive credit at subsidized rates,
and these loans allow them to market their crops at the most profitable time.

Direct government purchase is another method used to support market prices. The direct
purchase of dairy products (cheese, butter, and nonfat dry milk) isthe CCC's method of supporting
the farm price of milk. The government may also make direct purchases of other farm
commodities but the nonrecourse loan is the primary form of price support for crops--the CCC
acquires these crops when farmers forfeit their collateral rather than repay nonrecourse loans.
These acquisitions affect market pricesin much the same way as direct purchases.

Marketing Loans. Producers in the cotton, rice, and honey marketing loan programs may repay
their nonrecourse loans at per-unit rates based on world market prices (which may be less than
the nonrecourse |oan rates at which the loans were issued). Marketing loans allow market prices
to be determined by world supply and demand conditions rather than domestic nonrecourse loan
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reserve designed to remove 40 million to 45 million acres of highly
erodible farmland from production. Direct program payments would
be higher than now projected and excess stocks more difficult to con-
trol had these programs to reduce planting not been authorized.

The act sought to reduce accumulating dairy surpluses and the
high cog of the dairy program by instituting the dairy herd termina-

BOX1
{Continued)

rates, making these commodities more competitive on world markets. The per-unit benefit to
farmers--the difference between the nonrecourse loan rate and the loan repayment rate-is
similar toadeficiency payment.

Reductions in Planted Acreage. To receive benefits such as deficiency payments, producers
participating in CCC programstypically must reduce their plantings by devoting some portion
of their acreage to a conserving use rather than planting it to the program crop. These acreage
reduction programs are required components of crop programs, and carry no direct
compensation. Paid land diversion programs, on the other hand, are voluntary under current
law. Inthese paid programs, producers are directly compensated for removing some additional
portion of their land from production. The purpose of both programs is to limit excess
production, support market prices, and limit government costs (deficiency payments and
marketing loan benefits are not paid on land idled under these two programs).

Acreage reduction and paid land diversion programs are determined annually. The
conservation reserveprogram is along-term acreage retirement program that pursues resource
conservation gods but aso has effects on production that are similar to those of the annual
programs. Annual rental payments are made to landowners participating in the conservation
reserve program.

Export Subsidies. The export enhancement program and federal guarantees of export loans
promote exports of U.S. commodities by providing favorable prices or credit terms. The export
enhancement program is fairly new (it began in 1985) and has been used mostly to encourage
exports of wheat. In addition to specific export promotion programs, the marketing loan
programs in cotton and rice and the reductions in nonrecourse loan rates, all included in the
Food Security Act of 1985, have made U.S. commodities more competitive on world markets.

Other CCC Activities. Other activities also affect market prices and producers returns. The
farmer-owned grain reserve program pays farmers for storing wheat or feed grains. The
farmer-owned reserve was designed to stabilize prices--grain in the reserve becomes freely
availableto the market only when pricesrise above prescribed rel ease prices. Farmersmay now
exchangegeneric commodity certificatesfor graininthefarmer-ownedreserve, butincentivesto
do soarenoct strong, particularly because of thelossof thefederal storagepayment.

Releasing CCC-owned grain stocks through sales or exchanges for generic commodity
certificates is becoming an important form of government intervention in the commaodity
markets. Cash sdesof government-owned commodities other than soybeans and dairy products
are not permitted until market prices rise well above current and expected levels. However,
exchangesfor genericcommodity certificates, whichaffect market prices(and CCCoutlays) very
much like cash sdles, are alowed under current law. These exchanges tend to reduce market
prices, but are necessary to reduce government stocksto reasonablelevels.
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tion program, in which 13 million cows were daughtered or exported,
and by tying annual changesin milk price supportsto levels of surplus
production. Though difficult adjustments continue in the industry,
the dairy program appears to be working to bring excess production
under control and to contain federal dairy program costs.

THE CCC AND THE BUDGET

Outlays of the CCC that are discussed in this study are those desig-
nated by the Administration as "price support and related programs.”
The CCC conducts other activities involving outlays that appear as
separate budget accounts. Excluded from this study are National
Wool Act program paymentsand activitiesinvolving foreign salesand
donations of commodities authorized under the Agricultural Trade
Development and Assstance Act of 1994 (Public Law 480). Also,
beginning this year, cash codts of the conservation reserve program
are provided in a separate appropriation, although a substantial
amount of annual rental payments to landowners are assumed to be
made in generic commodity certificates rather than cash. Renta
payments for this program made using generic commodity certificates
lead to higher outlaysin the CCC account.

Outlays are those net cash transactions (gross outlays less off-
setting receipts) recorded by the Treasury during a fiscal year. Out-
lays ssemming from a program for any year's crop usually fall within
several fiscal years. Deficiency payments on the 1988 corn crop, for
example, are expected to be made in fiscal years 1988, 1989, and
1990--the first payment is an advance based on an estimated total
payment, the second is based on actual market prices during the first
five months of the crop year, and the final payment is determined
using the entire year's prices (see Box 2). Mogt of the outlays fromthe
nonrecourse loan program for the 1988 crop will fall in fiscal year
1989; some cash repayments may take place during the following
year. Cash sdes of CCC-owned stocks acquired through earlier price
support programs are counted as offsetting receipts during the fiscal
year in which the sales are made.

Table 1 showsprojected total CCC outlays and the outlaysfor the
separate programs. Most spending is alocated directly to particular
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commodity support programs, with feed grains, especialy corn, taking
the mgjor share. Specific assumptions underlying the outlay projec-
tions for major commodities are discussed in Chapter III.  The "non-
commodity” expense categories are al associated with the CCC's price

BOX 2
CALCULATING DEFICIENCY PAYMENTS

Deficiency payments are direct federal payments that generally make up the difference
between target prices, which are specified in the law, and market prices. If deficiency payment
rateswere calculated for each farmer based on the price received and if they were paid on actual
production, then the farmer would receive the target price for the output, through a
combination of market returns and government payments.

Actually, deficiency paymentsdo not work quite inthisway. Payment rates are based on
national average market prices, so that the local market price plusthe deficiency payment rate
for any individual producer could be more or less than the target price. Using average prices
rather than the price received by the individual farmer leaves intact individual incentives to
market the crop for the highest possible price.

Also, program production--the product of program yield, which is based on historical
yields, and acres planted within the restrictions of the acreage reduction program--is used
rather than actual production to calculate deficiency payments. Program yield does not change
with current production. Producers deficiency payments are therefore unaffected ifthey have a
bad year because of poor weather, for example, or if they choose to use more or lessfertilizer or
other inputs that enhance crop yields.

Deficiency payments for feed grains and wheat are of two gpa The regular deficiency
payment is calculated as the product of program production and the difference between the
target price and the higher of the average price received during the first five months efthe crop
year and the basic (unadjusted) nonrecourse loan rate. In corn, for example, the 1983 crop
target price is $2.93 per bushel and the basic loan rate (before the downward adjustment made
at the discretion of the Secretary of Agriculture) is $2.21 per bushel. The regular deficiency
payment rate would be $0.72 per bushel--the difference between the target price and the basic
loan rate--if, as is projected, the five-month average market price is below the basic loan rate.
Theregular deficiency payment is subject to the payments limitation of $50,000 per person.

A second type of deficiency payment, the so-called Findley payment, is made if the sea-
son average market price is less than the basic (unadjusted) loan rate. The Findley deficiency
payment rate isthe difference between the basic |oan rate and the higher of the seeson average
price and the adjusted loan rate. In the corn example, the Findley deficiency payment rate
would be $0.43 per bushel if the season average market price were $1.78 per bushel, as projected
inthe CBO baseline. These paymentsare not subject to the paymentslimitation.

Only the first type of deficiency payment is made in the cotton and rice programs. The
five-month price is used to calculate the rice payment; the average price received during the
preceding calendar year is used in cotton. These payments, but not the benefits of the cotton
and rice marketing loan programs, are subject to the $50,000 payments limitation.
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and income support activities but are not alocated to individual com-
modities. Box 3 describes some federal assistance for agriculture
through programs other than those discussed in this report.

An Alternative Allocation of Spending among Commadity Programs

Outlaysfor the feed grain programs are 90 percent of total commodity
program outlays in 1988 and about 80 percent in later years. Feed
grains, mostly corn, have always accounted for alarge share of CCC
spending, being surpassed by wheat in only a few years during the
past two decades. The outlay figures in Table 1, however, overstate
the share of direct federal support going to feed grains because of dis-
tortions caused by the use of generic commodity certificates.

Generic commodity certificates are sometimes issued to CCC
program participants instead of cash. Under the budget's cash-based
accounting system, certificate issuances are not counted as outlays.
However, when generic certificates are used to redeem loans, when
they are exchanged for CCC stocks (and indirectly affect loan repay-
ments), or when they are exchanged for cash, outlays are recorded.
Generic certificates can be exchanged for any supported commodity,
are freely traded, and therefore tend to flow toward their most
profitable use. In the recent past, the most profitable use of certifi-
cates has been to redeem corn loans. Thus, certificates received by
wheat, cotton, and rice farmers have been used in the corn program,
causing increases in corn outlays and reductions in the other crop
programs, even though the outlays originate in the other programs.

In addition, the export enhancement and targeted export asSs
tance programs are funded only with certificate issuances, and alarge
part of conservation reserve program rental payments is made using
certificates. These programs would appear as separate spending
activities in the budget if their payments were made in cash rather
than in certificates.

Table 2 shows areallocation of CCC outlays by program activity,
adjusting for the net effects of certificates that are issued in one
program but cause budget outlays to occur in another. On this basis,
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BOX3
FEDERAL SUPPCORT FOR AGRI CULTURE

The Commodity Credit Corporation programs discussed in this report represent the bulk of
federal assgtance for agriculture, but numerous other federal programs directly or indirectly
aid farmers and the farm sector. CCC programsfall within budget function 350, the agriculture
function. Alsoinfunction 350 are thefollowing major activities:

o] Agricultural Credit. The Farmers Home Administration, through its Agri-
cultural Credit Insurance Fund, makes direct loans and guarantees private loans
to farmers primarily for operating expenses and farm real estate purchases.
Outlaysin 1987 inthis program were $2.6 billion.

o] Crop Insurance. The Federal Crop Insurance Corporation provides insurance to
producers against crop losses from natural hazards, such as drought. Outlays
totaled $454 millionin 1987.

directly and through cooperative arrangements with states, conducts basic and
applied agricultural research activities through the Agricultural Research
Service and the Cooperative State Research Service. The Extension Service, in
cooperation with dtates, provides educational and socid services, primarily to
farmers and other rural residents. The USDA aso provides a variety of
marketing information and inspection and grading services, some of which are
partially funded through user fees. Tota 1987 spending for these activities,
which fall under budget subfunction 352, was $1.9 billion.

o] Other Budget Function 350 Activities. Outlays stemming from the Agricultural
Credit Act of 1987 will appear in function 350. Most federal aid included in this
bill, which assgsthe Farm Credit System (FCS) with itsfinancial difficulties, is
in the form of guarantees for FCS bonds. Only direct payments to the FCS to
enable it to cover interest payments on the federally guaranteed bonds will
appear as federal outlays during the next five years. Outlays, which begin in
1989, are estimated at about $200 million annually.

Other federal programs affecting agriculture appear in other parts of the federal budget.
Part of conservation reserve program spending is included in budget function 300, Natural
Resources and Environment, as is the Soil Conservation Service, which provides technical
assistance promoting land and water conservation.

Foreign food assstance programs, carried out under the Agricultural Trade and
Development Act of 1954 (Public Law 480), increase exports of U.S. crops by financing sales
with liberal credit terms and by directly donating commaodities to countries in need of food
assgance. Outlaysfor these programs appear in budget function 150, International Affairs.

Activities of the Food and Nutrition Service, including the Food Stamp and Child
Nutrition programs, may increase domestic demand for food by directly assisting households'
food purchases and by subsidizing the provision of meals to children in schools, child care
facilities, and other ingtitutions. Outlays for these activities appear in budget function 600,
Income Security.
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TABLE 2. CCC OUTLAYS ADJUSTED FOR DIFFERENCES BETWEEN
GENERIC COMMODITY CERTIFICATE ISSUANCESAND
REDEMPTIONS (By fiscal year, in millions of dollars)

1987 Projected
Program Actua 1988 1989 1990 1991 1992 1993
Corn and Other
Feed Grains 11190 9280 9248 9015 7,781 598 5469
Wheat 3541 1,686 1,834 1,828 1,673 1521 1,446
Rice 930 689 504 815 794 750 739
Upland Cotton 2,056 1,024 723 624 431 369 255
Soybeans -488 -1,230 -279 -51 -30 -7 -7
Other Commodities 917 940 763 455 644 602 614
Subtotal 18146 12389 12,793 12686 11293 9,220 8516
Ethanol Plant
Assistance 29 0 0 0 0 0 0
Export Enhance-
ment Program 643 1,200 900 800 700 600 500
Targeted Export
Assistance 67 110 110 110 110 110 110
Emergency Feed
Program 85 0 0 0 0 0 0
Disaster Payments 556 0 0 0 0 0 0
Conservation
Reserve 410 778 1,030 1,282 1,240 1,190 1139
Other Outlays 2320 2555 2518 2144 192 165/ 1579

Total Outlays 22,256 17,032 17,351 17,022 15275 12,777 11,844

SOURCE: Congressional Budget Office, February 1988 projections.

outlays for feed grains become $9.3 billion in 1988, rather than the
$13.1 hillion shown in Table 1. The difference of $3.8 billion is al-
located among crop programs and other activities that generate the
certificates. This program level alocation of outlays is a more infor-
mative way of looking at federal spending for crop programs than a
strict cash accounting system.5/

5. Federal spending for a commodity is not an accurate way of measuring the absolute or relative
federal support for the crop or its producers. The sugar program, for example, isdesigned to have
no net outlays during a fiscal year. But federal support for producers, which comes from
maintaining high domestic prices by controlling imports, is substantial.
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Noncommodity Program Spending

Major components of CCC spending other than that directly attributed
to crop programs account for about 15 percent of the total. These are
briefly described bel ow.

Export Credit Programs. The CCC currently guarantees loans that
finance export salesof U.S. commodities. These programs provide pro-
tection to U.S. exporters or their assgnees (typically U.S. banks)
against nonpayment by foreign banks when exports are sold on a
deferred-payment basis. The CCC charges fees for these guarantees.
When importersor their banks default on these loans, the CCC honors
the guarantee by paying to the exporter or the exporter's bank the
amount of principal and interest loss covered by the guarantee. The
CCC may then attempt to recover itslossfrom the importer.

Outlays shown on the “Export Guarantee Clams' line of Table 1
are projections of the net cogts of this program, including loss pay-
ments to banks, receipts from fees, and any recovery of loss from
defaulted loanstaken over by the CCC.

Receipts shown in the "Direct Export Loans' line of Table 1 are
projected repayments of direct loans made in past years by the CCC to
finance export sdes of U.S. commodities. No new loans have been
made under this program since 19385.

Storage Facility L oans. These loans were made to farmersto build or
remodel grain storage facilities on their farms. No new loans are ex-
pected to be made under this program. The receipts shown in Table 1
are payments by farmers on past |oans.

Operating Expenses. The USDA's Agricultural Stabilization and
Consarvation Sarvice (ASCS) runs most of the CCC programs; amost
al of the projected outlays in this category are salaries and other ex-
penses incurred by the ASCS in program operations.

Working Capital Change. Working capital change is used to balance
outlays reported by the Treasury with apparent outlays stemming
fromindividual program activities. CBO typically doesnot include an
entry in this spending category in its projections. For 1988, however,
$600 million wasincluded because of afairly large negative changein
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working capital reported by the USD A for 1987 (-$745 million). This
allowance was made because outlays that may have been assumed to
occur in 1987 in the crop programs may actually appear in 1988,

Interest Payments and Receipts. Interest payments shown are made
to the Treasury and result from CCC borrowings. The CCC is auth-
orized to borrow up to $30 billion from the Treasury to finance its
activities. Annual appropriations are made to the CCC for reimburse-
ment of past and anticipated net losses of its activities. The appropri-
ation is typically applied to the outstanding Treasury debt, and
funding needs throughout the year are met by periodically borrowing
additional money from the Treasury. Since the payments are made
within the government--they are outlays for the CCC but receipts for
the Treasury—their magnitude does not directly affect the measured
deficit. The interest rate applied to CCC borrowing is based on the
government's average cost of borrowing.

Interest receipts are primarily interest payments made by farm-
ers on nonrecourse loans. Interest rates on nonrecourse loans are peri-
odicaly set based on the CCC's cost of borrowing money from the
Treasury. The current interest rate is 7.25 percent.

COMPARISON WITH ADMINISTRATION ESTIMATES

The USDA's current services estimates for CCC outlays, which are
prepared in away comparable to the CBO baseline methodology, are
shown in Table 3, along with the CBO baseline and the major differ-
ences between the two. Thedifferencein fundingin the conservation
reserve program results from CBO's including a maority of rental
payments for land retired under the program; the USDA includes
most of these payments in a separate budget account. After adjusting
for this funding difference, the CBO baseline is below the USDA
current services projectionsin al years except 1990.

Most of the differences between the two sets of projections stem
from different program assumptions rather than from differences in
assumed future market conditions. CBO assumes that paid land
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diversion programs for feed grains would be continued through the
1992 crop year while the USDA assumes a paid diversion program
only for the 1988 and 1989 crops. Paid diversions cost money in the
first year, when the diversion payments are made, and save money in
later years because less is spent on deficiency payments. In times of
excess production, savings in subsequent years dso stem from lower
nonrecourse loan program costs (the CCC acquires less of the crop
through nonrecourse loan forfeitures). In times of deficit production--
when stocks are declining as is assumed in the baseline-savings in
subsequent years are increased by sdes of government stocks (lower
current production alows the CCC to release more stocks through
exchanges for generic commodity certificates). The only year when
CBO projections exceed the USDA's (after adjusting for the conser-

TABLE3. COMPARISON OF USDA CURRENT SERVICES
AND CBO PROJECTIONS FOR CCC OUTLAYS
(By fiscal year, in billions of dollars)

Six-Year
1988 1989 1990 1991 1992 1993 Total

USDA Current Services a/ 175 170 158 153 146 137 94.0
CBOBaseline 70 174 170 153 128 18 91.3
Conservation Reserve Program
Funding Adjustment b/ _0 -08 09 -08 07 06 -38
Adjusted CBO Baseline 170 165 161 145 121 112 875
Target Price Assumption Difference 0 0 0 0.2 05 0.8 14
Feed Grain Diversion
Assumption Difference 0 0 -06 0.2 09 0.9 14
Other Differences 0.5 0.5 0.3 0.5 12 0.9 3.8
Subtotal 05 05 -03 038 26 25 6.6
Total Differencese/ o5 -03 -12 &/ 19 19 .27

SOURCE: Congressional Budget Office estimates, and Office of Management and Budget USDA
Current Services from The Budget ofthe United States Government, Fiscal Year 1989.

a.  Excludeswool program outlays.

b.  Both agencies assume total conservation reserve program spending of around $2.5 billion annually
over the 1989-1993 period; however, USDA assigns the bulk of all outlays to the CRP appropriation
in Function 300 (Natural Resources and Environment), while CBO assumes that the amounts shown
are paid with generic commodity certificates.

c. USDA currentserviceslessCBO basdline.

d. Lessthan $50 million.
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vation reserve program funding difference)is 1990. The differenceis
largely caused by the $0.6 billion first year net costs of continuing the
paid land diversion program.

CBO's assumed target prices for the 1991-1993 crops--those years
following expiration of the current farm bill--also differ from those
assumed by the USDA. CBO assumesthat target priceswill decline at
adlightly higher rate. By 1993, CBO's assumed wheat target price is
$0.14 per bushel below that assumed by the USDA. The corn target
priceis$0.08 per bushel bel ow the USDA's assumed level for 1993; the
rice target price is $0.42 per hundredweight below, and the cotton tar-
get priceis$0.03 per pound below. Thesedifferencescause CBO's pro-
jectionsto be about $1.4 billion below the USDA'sover the projections
period, with al of thedifference appearinginthelast threeyears.

Remaining differences, which range from $0.3 hillion in 1990 to
$1.2 billion in 1992, result from different assumed market conditions
andtechnical estimatingdifferences.



CHAPTERIII
CONCEPTS AND ASSUMPTIONS
UNDERLYING THE CBO BASELINE

The Congressional Budget Office baseline shows the Congress where
total spending, revenues, and the resulting deficit are headed, as-
suming no changes in real levels of spending in discretionary pro-
grams and no changes in tax laws or laws governing entitlement
programs. For individua programs, such as the Commodity Credit
Corporation price and income support programs, the baseline provides
estimates of the direction and level of spending and serves as a
benchmark against which the effects of aternative policies can be
gauged.l/ Basdline projections for the CCC depend strongly on as-
sumptions about the performance of the U.S. and foreign economies,
other factors external to the CCC programs (such as the weather), and
the actual provisions of federa programs. This chapter discusses some
of the more important assumptions that underlie the CBO baseline for
agricultural program spending.

PRICE AND INCOME SUPPORT POLICIES

The baseline assumes no changes in current law regarding farm pro-
grams, except to extend current policy into years for which no
authorization exists. The 1985 Food Security Act isin effect through
the 1990 crop year. The CBO basdline assumes that the price and
Income support programs of the act as amended are continued through
the end of fiscal year 1993 and the 1993 crop years.

Authority for CCC activities does not actually expire after the
1990 crop years. Most CCC programs and activities are permanently
authorized in the Agricultural Adjustment Act of 1938, the Com-
modity Credit Corporation Charter Act of 1948, and the Agricultural

1 CBO basdine projections for the entire federal budget are described in Congressiona Budget
Office, The Economicand Budget Outlook: Fiscal Years1989-1993 (February 1988).
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Act of 1949. If anew farm bill were not enacted for the 1991 crops, the
programs and policies of this underlying permanent legisation would
be in effect. The CBO baseline assumes instead that the current farm
law is extended beyond its expiration rather than reverting to the
permanent legidation. It has been the practice of the Congress for
many years to modify the permanent legidation by enacting multi-
year amendments.

Rather than ssimply assuming that the programs in place for the
1990 crops are maintained through the 1993 crops--“freezing” target
prices, loan rates, and acreage control programs--the intent of the
Congress, as suggested by the form and directions of change of param-
eters in the Food Security Act, is maintained. The formulas for loan
rates and the rules governing allowed discretionary changes are
maintained, as are the limits on unpaid acreage reduction require-
ments, which do not change during the final years of the act. Mini-
mum target prices for major crops are specifically set in law for each
crop year through 1990. These prices decline each year, and the CBO
baseline assumes that they continue to do so through the projection
period. The rate of decline between the 1989 and 1990 crop year target
pricesin the Food Security Act, as enacted in 1935, is used to calculate
target pricesin later years.

THE ECONOMIC ENVIRONMENT

The cost of government price and income support programs and, more
generally, the economic health of U.S. agriculture are affected by U.S.
economic conditions through their influence on domestic use of farm
products and costs of production. Also important are exchange rate
movements, foreign economic conditions, and other nations' agricul -
tural and trade policies, which influence world supply, demand, and
pricesfor products exported by the United States. Assumptions about
future directions of all these factors-some general, some specific, and
many highly uncertain--underlie the CBO baseline.

The general economic conditionsassumed inthe CBO baselinefor
CCC outlays are discussed in detail in CBO's Annual Report.2/

2. Congressional Budget Office, The Economic and BudgetOutlook: Fiscal Years1989-1993.
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Certain components of the CBO macroeconomic outlook are important
to farm program spending projections:

0 Real GNP is expected to grow 2.3 percent during 1983 and
2.6 percent during 1989, dlightly below growth rates seen
during the past three years. For 1990 through 1993, CBO
projects annual real growth at 2.7 percent; this growth rate
Is based on historical trends and does not include any busi-
ness cycles.

0  Over the next two years, real income growth among our
industrialized trading partners will be about the same as for
the United States, and growth in developing countries will
be somewhat higher. No changes are foreseen in other
nations' agricultural or trade policies that would cause sig-
nificant changesin world prices or shiftsin foreign demand
for U.S. commodities.

0 CBO expects the value of the dollar to decline about 5 per-
cent per year over the projection period.3/

These key macroeconomic factors affect the CCC projectionsin a
number of ways. Domestic economic growth influences consumer de-
mand for food, especialy for meat products. Higher demand for meat
increases the number of animals placed on feed and feeding rates,
which in turn raises demand for animal feeds--corn, other feed grains,
and soybean meal. Apparel demand, and thus domestic mill use of
cotton, aso responds to changes in consumer incomes. Food grains,
especially wheat, however, respond little to income changes in the
United States.

Conditions in world markets aso affect demand for many U.S.
agricultural products. The expected growth in foreign incomes--espe-
cidly in developing countries where demand for food is most con-
strained by low incomes--should raise world demand for food over the
next severa years. At the same time, the U.S. share of global exports
should rebound from the low levels of the mid-1980s as competitors

3. This exchange rate is measured in nominal termsrelative to 10 major industrialized countries (the
FRB-10 rate). A more complete exchange rate, which includes both developed and developing
countries (the FRB-18), was aso used in the forecast.
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supplies are dampened by relatively low world prices. Both world
demand and supply conditions should be conducive to expanding U.S.

agricultural exports, especially in volume terms, but prices should
also increase somewhat.

This favorable forecast assumes no major changes in the devel-
oping countries debt crisis. A resolution of the debt crisis that would
alow developing countries, especially Latin American countries, to
expand their domestic growth and reduce trade surpluses would bene-
fit U.S. agricultural exportsin two ways. First, higher income growth
in these countries would stimulate their demand for food imports,
much of which could be supplied by U.S. exports. Second, these coun-
trieswould have less need to expand exports to service debt, and com-
petition from these countries with U.S. agricultural exports in other
markets would therefore be reduced. A deterioration in the debt
criss, however, would havethe opposite effects.

The declining value of the U.S. dollar dso should stimulate world
demand for food and demand for U.S. agricultural exports in par-
ticular.4/ A depreciating dollar tends to lower the foreign currency
prices of U.S. agricultural commodities, as well as world prices; both
these factors encourage foreign demand and discourage competitors
supplies. The lower dollar also makes U.S. nonrecourse loan rates less

likely to support world prices, asthey did in the early 1980s when the
U.S. dollar was appreciating.

How much U.S. agricultural exportsincrease over this period also
depends on foreign nations agricultural and trade policies, since
imports of agricultural products in most countries are controlled to
some degree by government policy. For example, the Japanese gov-
ernment controls most of Japan'sfood imports. When world prices are
low, the Japanese government purchases the imports at the low prices
and then sdlIs the imported goods a much higher domestic prices.
Japanese consumers do not gain from the lower prices, and thus do not
increase their food demand. Similarly, variable levies in the Euro-

4. Thedollar has not declined in value relative to dl currencies. For example, the value of the dollar
has not changed much relative to the currencies of two key agricultural export competitors--
Canada and Australia--and it has appreciated in real terms compared with a number of Latin
American currencies. It has fallen significantly, however, relative to the currencies of Japan and
all European countries, and recently relative to the prospering Asian devel oping countries, which
are important marketsfor U.S. agricultural exports.
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pean Community keep changes in prices of some U.S. commodities
from being felt by European consumers.

The United States and al its maor trading partners are now
engaged in negotiations to attempt to reduce and standardize govern-
ments roles in agricultural policy worldwide.5/ These talks, the
Uruguay Round of Multilateral Trade Negotiations conducted under
the auspices of the General Agreement on Tariffs and Trade (GATT),
may lead to significant changes in the world agricultural policy en-
vironment, but such changes are not likely to be carried out soon
enough to affect the projection period in thisstudy.

THE ROLE OF SECRETARIAL DISCRETION

Current law alows the Administration fairly broad discretion in
operating price and income support programs. This flexibility lets the
Secretary of Agriculture change programs as market conditions
change. Redtricting Secretarial discretion in a multiyear farm bill
could lead to farm programs that run counter to the intent of the
legidation because of the changing commodity supply and demand
conditions. However, even within a given set of economic conditions,
the Secretary may make choices about the operation of programs--
through setting loan rates and acreage reduction programs, for
example--that can lead to very different outcomes for production,
prices, farm income, and government outlays.

The CBO baseline assumes that the programs will be operated
with two general objectives. First, commodity market pricesshould be
kept at competitive levels to maintain or increase the U.S. share of
world markets. And second, government-owned stockswill bereduced
to acceptable levels as rapidly as possible. This generally means a
preference for low nonrecourse loan rates, use of relatively large
acreage reduction programswhen excess government stocks exist, and
aggressively disposing of CCC-owned commodity stocks when market
conditions alow.

5. See Congressiona Budget Office, The GATT Negotiations and U.S. TradePoalicy (June 1987).
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Actual decisions by the Secretary must take into account many
other factors, including budget costs and the effects of program deci-
sions on farmers' incomes. These considerations are aso included in
the assumptions regarding program parameters in the baseline. It is
assumed, however, that these considerations would not be the deter-
mining factors.

This general strategy adopted by CBO is consistent with the way
the programs are now being operated by the Administration and, more
important, with the apparent intent of the Congress. If a different
strategy were to be adopted--for example, if more emphasis were
placed on increasing current incomes of crop farmers or reducing gov-
ernment costs--the CBO baselineprojectionwouldbequitedifferent.

Choicesthat the Secretary of Agriculture facesin specifying pro-
grams for the major field crops are discussed below. Assumptions
regarding these choices must dso be made in constructing the CBO
baseline. CBO's choices are discussed in general terms; specific
choices of program parameters (such as loan rates or acreage
reduction programs for individual commodities) are described in
Chapter III.

This analysis does not try to examine the full range of Secretaria
discretion in operating farm programs. Very broad authority exists,
even to create new programs. The export enhancement program, for
example, was started by the Administration under existing authority
in 1985 before it was specifically authorized in the Food Security Act.
The Administration isaso relying on general authority to extend this
program beyond its specific legidative authorization and to exceed
spending limits set in the law.

Acreage Reduction Programs

Acreage reduction programs require participating producers to devote
some portion of their base acreage (that recognized by the U.S. Depart-
ment of Agriculture as being normally used to produce a program
crop) to aconserving use. The programs therefore restrict supply to
reduce stocks and support market prices. Producers must comply with
these acreage reduction requirements to be eligible for deficiency
payments, nonrecourse loans, and other program benefits. Increasing
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the acreage reduction requirement reduces government cods by re-
ducing the land, or production base, on which program payments are
made, and by reducing the level of program participation.

The Secretary's choice of acreage reduction levelsis guided or con-
strained by the law. Following are summaries of the range of avalil-
able choicesfor major crops:

(0]

Corn and Other Feed Grains. The acreage reduction level
must be between 125 percent and 20 percent if estimated
beginning stocks are greater than 2 billion bushels and
cannot be greater than 125 percent if stocks fall below that
level. Acreage reduction programs for sorghum and barley
arethe same asfor corn. The 1987 Omnibus Budget Recon-
ciliation Act limited the acreage reduction for oats for the
1988-1990 crops to be no greater than 5 percent of base acre-
age. Thislimitation can be waived for the 1990 crops if the
Secretary determinesthat oat supplies are excessve.

Wheat. The acreage reduction level must be between 20
percent and 30 percent of base acreage if estimated total
stocks being carried over into the crop year exceed 1 billion
bushels. The reduction level must be 20 percent or less if
total stocks at the beginning of the crop year are estimated
tobe1billionbushelsorless

Rice. The acreage reduction in the rice program cannot ex-
ceed 35 percent. The Secretary isinstructed to set the reduc-
tion level to try to achieve stocks of 30 million hundred-
weight at the end of each year.

Cotton. The acreage reduction in the cotton program cannot
exceed 25 percent of base acreage. The Food Security Act
instructs the Secretary to set the reduction level to try to
achieve astock level of 4 million bales of cotton at the end of
each year.

Soybeans. There is currently no acreage reduction program
for soybeans.
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The 1988 crop programs have been announced by the USDA; the
CBO baseline uses these announced levels for the coming year.
Beyond the 1988 crops, the basdine assumes the Secretary would
choose high acreage reduction programs as long as excess stocks exist.
As excess stocks are reduced, acreage reduction levels are selected to
maintain stocks at mid-range levels. Acreage reduction programs are
always chosen in preference to paid land diversion programs because
of the budgetary codts of paid diversion.

Paid Land Diversion Programs

Paid land diversion programs are similar to acreage reduction pro-
grams in that land is removed from production of the program crop
and must be devoted to a conserving use. Paid diversion differs from
acreage reduction, however, in that payments are made to farmers
who choose to comply and participation is not required. Farmers must
comply with the acreage reduction program to receive deficiency pay-
ments and other program benefits but may choose not to join the paid
diversion program. Under the paid programs, producers are typically
offered a payment rate per bushel (based on program yields) for re-
moving aportion of their base acreage from production. The Secretary
could aso set up abidding process rather than offer a st rate.

Current law allows paid diversions for feed grains, wheat, rice,
and cotton to be offered if the Secretary considers them necessary to
achieve appropriate production goas. The 1987 Omnibus Budget
Reconciliation Act requires the Secretary to offer a paid diversion
program for the 1988 and 1989 crops of corn, sorghum, and barley.
The 1989 requirement can be waived if the Secretary decides that it
would cause too great areduction in production of these crops.

Producers tend to prefer paid land diversion to acreage reduction
programs ssmply because the land diversion program pays them to
remove |land from production, whereas the acreage reduction program
does not. From the budgetary perspective, the USDA prefers acreage
reduction to paid diversion and, even though it has the authority to
offer paid diversion instead of acreage reduction programs, it is
unlikely that it would do so. The response of farmersis a considera-
tion when setting the levels for the two programs. In some circum-
stances, too high an acreage reduction requirement may discourage
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participation among farmers and frustrate the USDA's attempt to
control production; a combination of the unpaid and paid programs
may be the most effective way to reach production gods.

CBO assumes that paid land diversion programs would only be
used when maximum alowable acreage reductions are not sufficient
to control excess production. Because target prices are expected to be
sufficiently greater than market prices over the projection period, the
added inducement of apaid diversion will probably not be necessary to
encourage adequate program participation.

Nonrecourse L oan Rates

Nonrecourse loan rates are subject to Secretarial discretion for feed
grains, wheat, and soybeans, but not for rice and cotton. For rice and
cotton, which have marketing loan programs, loan rates are set by
specific formulas and rules in the law. Nonrecourse loan rates in
marketing loan programs have little effect on market prices, farmer
returns, or total government costs. They mainly determine the distri-
bution of program benefits between deficiency payments and mar-
keting loan benefits for producers participating in these programs.

For wheat, feed grains, and soybeans, the law contains an initial,
or "badic,” loan rate that can be subject to discretionary reductions.
The size of these reductions is limited in the law and, in the case of
soybeans, may be affected by a statutory minimum loan level. For
wheat, for example, the formulaloan rate is 75 percent to 85 percent
(the Secretary's choice) of a five-year moving average of market prices,
with the high year and low year removed. The basic loan rate was set
in the law for the 1986 wheat crop at $3.00 per bushel and the decline
from one year to the next that might result from the moving average
formula was limited to 5 percent for the 1987 crop, 3 percent for the
1988 crop, 7 percent for the 1989 crop, and 5 percent for the 1990 crop.
For wheat, these maximum year-to-year reductions determine the
formulaloan during the next severa years. Rising market prices are
expected to eventually cause the moving average rather than the
maximum reductions to determine the basic loan level.

The Secretary can set the actual wheat loan rate by reducing the
basic loan level by up to 20 percent. The basic loan for the 1988 crop is
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$2.76 per bushd and has indeed been reduced by the Secretary to
$2.21 per bushel, a 20 percent drop.

Loan ratesfor corn and other feed grains are determined in ways
similar to those for wheat. The 1986 crop base for corn was $2.40 per
bushel. The basic loan rate for soybeansis 75 percent of a five-year
moving average of past prices (with the high and low years removed).
The loan cannot fall by more than 5 percent per year and beginswith a
base leve of $5.02 for the 1987 crop. The basic loan cannot fall below
$4.50 per bushel. The Secretary has the discretion to drop the loan by
up to 5 percent below the formulalevel. Thefinal loan rate, however,
also cannot fall below $4.50 per bushel.

Table 4 shows the scope of Secretarial discretion in setting loan
rates for the 1988-1990 crop years for wheat, corn, and soybeans by
showing the basic loan rate (amaximum rate) and the minimum loan
rate that could be selected using available discretion.

The CBO basealine assumes that the Secretary would reduce loan
rates to statutory minimums. In some crops, expected market prices
rise well above loan rates in later years. In these cases, the loan rate

TABLE 4. THE RANGE OF SECRETARIAL DISCRETION IN
DETERMINING LOAN RATES IN CCC PRICE AND INCOME
SUPPORT PROGRAMS (By cropyear, indollarsper bushel)

Commaodity 1988 1989 1990
Wheat M aximum 2.76 2.57 2.44
Minimum 2.21 2.06 195
Corn M aximum 221 2.06 195
Minimum 177 165 156
Soybeans Maximum 477 453 4.50
Minimum 453 4.50 450

SOURCE: Congressiond Budget Office estimates.
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has less of a direct effect on market prices and government cods but,
by acting as afloor for market prices, may indirectly affect production
decisonsby U.S. andforeign producers.

Generic Certificates and the Rel ease of CCC-Owned Stocks

Generic commodity certificates are currently being issued to CCC
program participants instead of cash for deficiency payments, diver-
son payments, conservation reserve rental payments, export en-
hancement program bonuses, and for several other purposes. These
certificates can be used to redeem outstanding nonrecourse loans, ex-
changed for CCC stocks, or, in some cases, exchanged for cash. Most
payments in crop programs can be made all or part in certificates,
although advance deficiency payments cannot be more than 50 per-
cent in certificates.

Farmers typicaly welcome certificates rather than cash because
they often yield areturn in excess of their face value. One transaction
using certificates that has a positive net return for farmers is com-
monly called “PIK-and-Roll.” As an example of this transaction, as-
sume a corn producer places 1,000 bushels of a crop under loan with
the CCC at the local loan rate of $1.80 per bushel, thus receiving
$1,800. The same producer has aso received a generic commodity cer-
tificate with a face value of $1,500 (perhaps in place of a cash defi-
ciency payment of that amount). The price at which certificates can be
exchanged for commodities that day (the posted county price) is $1.50
per bushel, lower than the corn producer’s original loan rate of $1.80.
Under these conditions, the certificate can be used to pay off the loan,
and the producer has transformed a certificate that was received in
place of $1,500 into $1,800 through this transaction. The producer
retrieves title to the 1,000 bushels of corn and can sl it at the local
market price (which often exceeds the posted county price), feed it to
livestock, or store it for later sale or use. This hypothetical trans-
action would cogt the government $300 more than if the original defi-
ciency payment had been made in cash.

Thus, certificate transactions can, and often do, cost the govern-
ment more than if the farmers had been paid in cash. The lower the
posted county price relative to the local loan rate and the greater the
volume of certificates, the greater the cost. Certificates can aso cause
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forgone receipts to the CCC because interest is effectively not charged
on loans that are redeemed using certificates.

The CBO basdline assumes that one-half of deficiency and diver-
sion paymentsfor al cropswould be made in certificates, except when
the Administration has already announced a different certificate-cash
split. Certificates are aso issued as payments in the export enhance-
ment program, the targeted export ass stance program, and for conser-
vation reserve rental payments. Assumed levels of certificate issu-
ance for these programs are shown in Table 5.

Exchanging certificates for CCC-owned stocks is the way most
government stocks enter the market in this CBO baseline. The
USDA's current saes price policy does not allow government-owned
wheat and corn to be sold for cash unless prices rise far above current
levels. However, they can be "sold" for certificates at any price and, in
fact, these exchanges have an effect on outlaysthat is ssmilar to a cash
sdeand arereferred to assdesin thisstudy.

TABLES. ISSUANCES OF GENERIC COMMODITY CERTIFICATES
(By fiscal year, in millions of dollars of faceval ue)

1987 Projected
Actual 1988 1939 1990 1991 1992 1993

Deficiency Payments 4,468 7,633 5420 5,294 4,850 4,209 3528
Diversion Payments 1,201 721 356 373 402 228 0
Ethanol Plant Program 29 0 0 0 0 0 0
Export Enhancement
Program 643 1,200 900 800 700 600 500
Targeted Export
Assistance 67 110 110 110 110 110 110
Emergency Feed
Program 85 0 0 0 0 0 0
Disaster Payments 556 0 0 0 0 0 0
Conservation Reserve
Program 410 778 1030 1282 1.240 1190 1139
Total Issued 7459 10,442 7816 7,859 7,302 6,337 5,277

SOURCE:  Congressional Budget Office, February 1988 projections.
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Since late last year, the USDA has been offering quantities of
CCC-owned wheat in exchange for certificates with the rate of
exchange being determined by a bidding procedure. Offeringto sl
specific quantities of grain on a bid basis allows the Secretary to
control the flow of CCC stocks into the market. The wheat auctions
have caused downward pressure on domestic market prices (or, equiv-
aently, relieved upward pressure) at a time when export demand for
U.S. wheat has been far greater than expected.

The CBO baseline assumes that certificate exchanges for CCC-
owned grain, through auction or some other method, will be the pri-
mary means of getting these excess stocks of wheat and corn to
market. Inyearsin which these excess CCC stocks are available for
current market uses, specific assumptions about levels of certificate
exchanges are determined by calculating market requirements (use
less supply available from other sources) at the assumed market price
level. Remaining certificates are assumed to be used to redeem sev-
eral categories of nonrecourse loans. Some are assumed to be cashed
inby the original recipient.

CCC outlay projections are very senditive to assumptions about
the quantity of CCC stocks brought onto the market through
certificate redemptions. Adding them to the market is like an
addition to supply and can have apronounced effect on prices, similar
to the effects of supply increases caused by unusually highyields, or of
unexpected shortfallsin export demand.

Other Program Decisions

The Secretary has the option of running marketing loan programs for
feed grains, wheat, and oilseeds. In these programs, producers would
repay their commodity loans at the lower of the nonrecourse loan rate
or the world market price. For feed grains and wheat, the repayment
rate cannot fall below 70 percent of the basic loan rate. There is no
minimum repayment level for soybeans. Marketing loan programsfor
sunflower and cotton seeds, which now receive no regular government
support, are aso authorized in the law. The CBO baseline assumes
that these optional marketing loan programswould not be used.

85-831 88 - 2 : QL 3
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The Secretary dso has the option of allowing program payment
yields for the 19838 and later crops to be based on moving averages of
past program and actual yields rather than leaving them fixed at
levels determined for the 1986 and 1987 crops. Using this procedure
would increase program yields, leading to increased program pay-
ments. The current practice of using fixed program yields rather than
amoving average reduces incentives to boos yields beyond economic-
aly justified levels to capture future program benefits. The CBO
baseline assumes that program payment yields remain fixed at cur-
rent levels.

PRODUCTION AND MARKET FACTORS

Other important factors affecting baseline outlay projections are the
weather, growth in agricultural productivity, producer participation
in the commodity programs, and, most directly, levels of production,
use, prices, and stocks of commodities supported by CCC programs.

Weather and Annual Growthin Crop Yideds

Variation in the weather is the primary cause of year-to-year varia-
tion inyields. CBO assumes that average weather prevails and that
no other unusual environmental factors, such as pests or disease,
affect national averageyields.

Assuming that the national average yield is unaffected by the
weather is not the same as assuming that each region of the country or
every farmer experiencesaverageweather. Duringany year, regional
variation in weather patterns is normal and to be expected, so a
regional or localized drought or other natural disaster is not neces-
sarily inconsistent with the assumptions underlying the baseline.

However, widespread drought or natural disaster, such as the
summer 1983 drought that significantly affected corn and soybean
yields, would certainly affect the national averageyield. The assump-
tion of average weather for the five-year projection period almost
certainly will not hold; unusually high or unusually low yields for
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some crops will probably be seen. CBO assumes average weather
conditions not because it is the most likely scenario for the projection
period, but because there is no acceptable way to forecast the type of
weather variation that is likely to occur.

Crop yields are assumed to grow throughout the projection period
as a result of farmers adopting technological improvements that en-
hance output. Yield increases are based primarily on growth observed
in the past. The assumed average annual rate of yield growth over the
1989-1993 crop yearsis 0.9 percent for wheat, 18 percent for corn, 16
percent for cotton, and 2.0 percent for rice.

Milk output per cow is aso expected to increase over the projec-

tion period. The average annual rate of increase assumed in the base-
line is 19 percent.

Projecting Participation Rates in Crop Programs

Participation by producers in the feed grains, wheat, rice, and cotton
programs is voluntary and the rate of participation, measured as a
percentage of the crop's total base acreage, is a key part of the pro-
jections of program codsts. Program outlays are directly affected
because participants receive deficiency payments and are dligible for
nonrecourse loans. Outlays are dso affected because participants
must idle some portion of their base acreage. This reduces total pro-
duction and tends to support prices (affecting deficiency payment
rates) or reduces surplus output (affecting nonrecourse loan program
costs). Participants can aso enter a paid diversion program, if it is
offered. Producers choosing not to participate receive no direct gov-
ernment payments but, of course, are not restricted in their planting
decisions. Nonparticipants may indirectly benefit if the nonrecourse
loan program supports market prices.

Projections of participation rates in the CBO baseline are based on
caculations of the net benefits of participating. This involves weigh-
ing the benefits (deficiency payments and marketing loan benefits, if
any) against the cogs (forgone income from idled acreage plus the
costs of planting the idled acreage in aconserving crop). Generally the
higher the acreage reduction requirement and the higher the expected
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market price (and thus, the lower the expected deficiency payment),
the lower the expected participation rate.

Individual producers make similar calculations when deciding
whether or not to participate. Other benefitsthey consider include the
reduction of risk and access to credit at below-market rates through
the nonrecourse loan program. RisK is reduced because deficiency
payment rates change with average levels of market prices and
because payments are based on historical rather than actual levels of
production. The $50,000 payments limitation affects the decision for
some producerswith large farms.

Participation rates in recent years have been very high as direct
payments have far outweighed the costs of meeting the acreage reduc-
tion requirements. Generally, participation tends to fall throughout
the projection period as rising market prices reduce the net returns of
participating producers.

Supply and Use Assumptionsfor Major Crops and Dairy Products

CBO models for the mgjor field crops and dairy products incorporate
technical, economic, and accounting relationships to project total
supply, use, stocks, and government outlays. These models ensure
that technical and accounting relationships are properly reflected and
that the effects some commodities have on the production and use of
other commodities are correctly included. However, to determine
actual values for important variables, such as levels of exports, CBO
considers the underlying economic and program assumptions,
conducts analyses of trends and other factors affecting the variable
being projected, and, lastly, takes into account the judgments of
commodity experts before constructing the projection. A panel of
experts from government and business then reviews a preliminary
version of the CBO baseline, and their comments and the results of
further discussionswith other commodity experts are incorporated.
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MINOR CROP PROGRAMS AND
OTHER EXPENSE CATEGORIES

As ssen earlier in Table 1 (page 2), the bulk of total outlays for the
CCC appear in the programs for feed grains, wheat, rice, cotton,
soybeans, and dairy products, those programs that are explicitly
modeled by CBO. For the other supported commodities--peanuts,
tobacco, honey, and sugar--CBO typically critically reviews current

policy projections provided by the USDA and, in most cases, accepts
those figures.

The USDA's projections are aso the basis for most of the types of
spending included in the noncommodity components of CCC outlays.
However, CBO makes independent estimates of export credit guar-
antee claims (net costs of federally guaranteed export loans that have
been defaulted on) and net CCC interest.






CHAPTER 111
THE OUTLOOK FOR MAJOR COMMODITIES

The outlooks for the individual major cropsincluded in this study are
similar in many respects. Market prices rise from the crop year 1936
lows that occurred after price supports were dropped or eliminated in
the 1985 farm bill. Exports rebound from the disma performance of
the 1985 crop year, generaly following an upward trend, but do not
reach the levels seen at the beginning of the decade. Stocks fall to
manageable levels for al crops. Cotton stocks are already at rela-
tively low levels, excessrice and soybean stocks will be mostly gone by
the end of this crop year, and another year of use (consumption) ex-
ceeding production is needed to bring wheat stocks down. Reducing
corn stocks to reasonable levels will take more time, unless an unfore-
seen event causing a shortfall in production or a surge in demand pro-
vides an opportunity to reduce stocks quickly.

Government program assumptions both affect and are affected by
the outlook for the crops. Acreage controls are used early in the pro-
jection period to constrain production and thus allow stocks to be
reduced. As stocks drop and export demand grows, acreage controls
are relaxed, allowing greater production so that market demand may
be met while prices remain at competitive levels. The maximum
allowed unpaid acreage reduction program requirement is maintained
in corn throughout the period, and the paid land diversion is reduced
and then eliminated to let production grow as stocks decline. Poten-
tial expansionsin planting caused by the reduction of acreage controls
in the crop programs are partly offset by rising enrollment of land in
the conservation reserve program, which is projected to reach 45 mil-
lion acres by 1990,

Thedairy programisvery different from the crop programs; while
export demand is key in determining market conditions for the field
crops, the dairy market is dominated by domestic supply and use
factors. The dairy program in the Food Security Act requires annual
milk price support reductions when excess government purchases are
expected. Lower price supportsreduce incentivesto produce milk and
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encourage greater consumption. Baseline projections assume that
support price reductions would be made in January 1989 and January
1990, but that in later years government purchases would be rela
tively low and no further support price changeswould be required.

CORN

Stocks carried over from the 1987 corn crop year (ending in August
1988) are expected to fall for the first time since the 1983 crop year.
Ending stocks are projected to fall nearly 16 percent from the record
level of 4.9 billion bushels reached in crop year 1986. While the Con-
gressona Budget Office expects this season's average corn price to be
higher than last season'’s, it will remain below the loan rate of $1.82
per bushel. Sharply higher exports have been generated by low corn
prices, the falling dollar, and weather problems in Southeast Asa and
Eastern Europe. Low corn prices have aso fueled an expansion in the
domestic livestock sector, spurring corn feed demand. Reduced corn
production, held in check by large government acreage programs, has
combined with increases in use to improve significantly the outlook
for cornfarmers. .

CBO expects stocksto continue declining but at adower rate than
thisyear for the remainder of the projection period. Market prices are
expected to remain near loan rate levels as the U.S. Department of
Agriculture encourages redemption of generic commodity certificates
for government-owned corn stocks. While stocks are expected to
decline, they remain quite high by historical standards. As aresult,
the baseline assumes relatively large acreage reduction programs
throughout the projection period.

Government Programs

The CBO baseline projection assumes|oan rateswill be reduced by the
maximum amount alowed under current law for the 1989-1993 crop
years. Target prices are $2.93 per bushel in 1983 and $2.84 in 1939, as
mandated in the Omnibus Budget Reconciliation Act, and $2.75 per
bushel in 1990, as specified in the Food Security Act. CBO assumes
target priceswill continueto decline through the 1993 crop.
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The baseline assumes the USDA will continue the unpaid acreage
reduction programs at 20 percent of base acreage for crop years 1989
1993, the maximum levels alowed under current law. The Omnibus
Budget Reconciliation Act requires a 10 percent paid land diversion
for producers of corn and other feed grains (except oats) in crop years
1988 and 1989 at a payment rate of $1.75 per bushel. The baseline
assumes continued paid diversions in later years but at reduced levels
as ending stocks drop below 3 billion bushels. Corn acreage entered
into the conservation reserve program will rise from 3.8 million acres
in crop year 1987 to 5.7 million in 1990. The act aso mandates the
0/92 program, which extends the earlier 50/92 program by allowing
feed grain or wheat producers who prefer to idle all acreage to receive
92 percent of their expected deficiency payment at the rate announced
when they signed up for the program.

Supply and Demand

rise to 7.3 billion bushels, 4 percent above the previous year's level.
(Table 6 summarizes production and use projections for corn; Box 4
explains important concepts found in all tables in this chapter.)
Higher plantings this spring are partly offset by an expected yield of
119 bushels per harvested acre (slightly down from the crop year 1987
yield). Planted acreage is projected to increase 2.7 million acres to
68.4 million acres, mainly because of a smaller and less attractive paid
diversion program. The new 0/92 program, which alows farmers to
receive 92 percent of estimated deficiency payments even if they plant
no corn, will keep plantings from rising further by idling 0.8 million
acres. Given relatively weak market prices, corn farmers will con-
tinue to face strong incentives to participate in the government's acre-
age reduction programs. Participation in the 1988 crop program is
expected to fall to 87 percent of base acreage, only slightly lower than
last year's record level.

Production in crop years 1989 through 1991 is projected to range
between 7.3 billion and 7.5 billion bushels asrelatively weak market
priceskeep participation at high levels. CBO projectsthat production
will rise significantly when the paid land diversion program is phased
out beginningin 1992,
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TABLE 6. CORN SUPPLY AND USE (By crop year)

1986 Projected
Actual 1987 1988 1989 1990 1991 1992 1993

Millions of Acres
Base Acres (Net of CRP) 817 818 8L7 810 808 804 804 804
Per cent of Base Acreage

AcreageReduction
ARP 20a/ 20 20 20 20 20 20 20
PLD 0 15 10 10 10 10 5 0
Participation
ARP 84 88 87 86 86 85 79 7
PLD 0 64 50 50 53 58 70 0
Millions of Acres
Total Conservation
Use Acres 136 211 177 174 175 176 150 124
Acres Planted 76.7 65.7 684 66.9 65.9 66.0 638 715
Acres Harvested 69.2 59.2 61.6 60.2 59.3 594 619 64.3
Bushels per Acre
Yield Per Harvested
Acre 1193 1194 1190 1”211 1233 1255 1278 1301
Program Yield 1060 1060 1050 1050 1060 1060 1050 1050
Millions of Bushels
Supply
Beginning Stocks 4,040 4882 4123 3793 3465 3007 2503 2258
Production 8,250 7064 7327 7298 7314 7459 7911 8369
Total (Including
imports) 12,293 11,949 11453 11095 10,782 10470 10418 10,630
Use
Food, Seed, and
Industrial 1191 1,225 1251 1295 1341 1383 1430 1480
Feed and Residual 4715 4900 4661 4507 4541 4641 4734 4,803
Exports 1504 1700 1,746 1,827 1892 1941 1994 2 053
Total 7,410 7825 7658 7629 7,773 7965 8158 8,336
Ending Stocks 4882 4123 3793 3465 3007 2503 2258 2,293
Farmer-Owned Reserveb/ 1,509 1374 1,245 1,011 811 611 481 462
CCC-Owned Stocks 1,761 1910 1,949 1954 1676 1242 1127 1081
Outstanding CCC Loans 1,773 789 500 400 400 400 400 450
Free Stocksc/ -161 50 100 100 120 250 250 300
Dollars per Bushel
Prices
Target Price 3.03 303 293 2.84 275 263 251 240
Season Average Price 130 175 178 167 168 172 173 172
Loan Rate 192 182 177 165 156 149 141 134
Deficiency Payment Rate 111 121 115 117 107 0.90 0.78 0.72

SOURCE:  Congressional Budget Office, Februar3$1988 projections.
NOTE: OICRP = conservation reserve program; ARP acreage reduction program; PLD = paid land
iversion.

a Includesa 2.5 percent mandatory paid land diversion program.
b. See Glossary for an explanation of thisterm.
C. Privately héld stocks not being used as col lateral for government Ioans
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Use. CBO projects that use in the 1987 corn crop year will increase
about 480 million bushels, or 6 percent above last year's level, to 7.8
billion bushels. Increased use is split roughly equally between exports
and domesticfeeding. CBO projectsdomesticfeed usewill riseabout 4
percent this season over 1986, despite somewhat higher prices.

Corn feeding this season is being spurred by relatively strong
livestock prices combined withweak corn prices. Livestock producers
are, in general, responding by increasing feeding rates rather than

BOX4
| MPORTANT CONCEPTS | N THE SUPPLY,
USE, AND OUTLAY TABLES

The tables in this chapter are designed to be self-explanatory. However,
sometimes additional information is needed to understand how the various
table elements fit together.

For example, acres planted to program crops cannot be directly
caculated from information in the tables. Planted acres of corn equal the
sum of acreage planted by program participants and nonparticipants.
Participating producers may plant on their corn program base acreage, less
the acreage that must be idled under the corn acreage reduction program.
This amount of land is a ceiling on corn planted acreage for the partici-
pating producer. Participating producers can, and sometimes do, plant less
than the maximum and still receive program benefits. Nonparticipating
producers are free to plant corn on any amount of acreage regardless of the
Size of their base acreage. However, producers that participate in another
crop program, but not in the corn program, cannot plant corn in excess of
their program base acreage.

Also, the total deficiency payment rate in some cases cannot be derived
from the price information provided in the tables. Box 2 describes the
calculation.

Columns in the supply and use tables are crop, or marketing, years
while those in the program outlay tables are fiscal years. The period
covered by marketing years varies by crop--only the dairy marketing year
coincides with the fiscal year. In the crop programs, outlays in any fiscal
year can stem from costs associated with several different crops. During
fiscal year 1983, for example, corn deficiency payments on the 1936, 1987,
and 1988 crops are made. Fisca year 1988 nonrecourse loan costs are
mostly associated with the 1987 corn crop. In wheat, which is harvested
earlier than corn, some 1988 crop year nonrecourse loan costs appear in
fiscal year 1988.
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holding back animals for herd expansion. On an October-September
marketing year basis, 1987 hog production is expected to increase to
14.9 billion pounds, 7 percent above 1936, and poultry production will
rise to 20.8 billion pounds, 6 percent above 1986. These increases will
more than offset a 2 percent drop in beef production to 23 billion
pounds. Corn feed and residual use during the first quarter of this
crop year was up 8 percent from the previous year. Growth in corn
feed use during the remainder of the crop year will moderate because
of falling livestock prices and rising corn prices. CBO projects corn
feed and residual use in the 1988 crop year will decline 5 percent from
this year's record to about 4.7 billion bushels per year, as livestock
producers respond to reduced profit margins. Domestic feeding will
fall to 4.5 billion bushelsin 1989 before rising 1 percent to 3 percent
per year through 1993,

Nonfeed domestic corn use is projected to increase about 3 percent
In crop year 1987 over 1986 to 1.23 billion bushels, and the CBO base-
line projects smilar increases in later years. Corn used to produce
alcohol (primarily for ethanol production) is projected to increase
about 7 percent over last year, to 350 million bushels. Annual growth
IS projected to dow to 3 percent or 4 percent in later years, partly in
response to higher corn prices.

CBO projects exports this season will reach 17 billion bushels, an
increase of 13 percent from the 1986 crop year level. The U.S. share of
world corn trade isexpected to riseto 76 percent, up from 70 percentin
1986. Japan, Eastern Europe, the Soviet Union, Taiwan, South
Korea, and severa other countries are all purchasing substantially
more U.S. corn than last year. Low U.S. corn prices combined with the
falling dollar are boosting purchases, particularly by Japan. Weather
problems have reduced domestic corn production in Eastern Europe
and Southeast Asia and have aided U.S. exports to those regions. In
the later projection years, the CBO baseline assumes increases of
about 3 percent to 5 percent per year, roughly in line with projected
growth in world trade.

Prices and Stocks. CBO's estimates for 1987 crop production and use
imply a stock reduction of more than 0.8 billion bushels from 1986
crop year levels--the first reduction in ending stocks in four years.
With corn prices remaining close to the loan rate, CBO projects con-
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tinued reduction in stocks with annual declines ranging from 0.3 bil-
lionto 0.5 billion bushels.

Historically, when use exceeds production to such a degree, mar-
ket prices have risen well above the government's nonrecourse loan
rate. However, this has not happened during the 1987 crop year.
During the early months of the marketing year corn prices averaged
well below the loan rate, and the season average price is expected to
average $1.75 per bushel compared with the loan rate of $1.82.

The USDA has prevented any large upward price movement this
season by making government corn stocks and 1986 and older crop
loans available to the market at lower prices than would otherwise be
the case, through generic certificates. About 300 million bushels of
government corn were redeemed with certificates during the first five
months of the marketing year. Old crop loans are dso available to the
market at prices lower than would otherwise be the case. If afarmer
repays an old crop loan with certificates, the USDA effectively for-
gives any accumulated interest. Loan activity data suggest that 200
million to 300 million bushels of mostly 1986 crop loans were repaid
with certificates during the first five months of this crop year, when
market priceswere well below cash redemption levels. Without certif-
icates, for market needs to be met, corn prices would have had to
average at or above the 1986 crop cash repayment level ($1.90 to $1.95
per bushel) for much of theyear.

CBO assumesthat the USDA will continue its certificate redemp-
tion policy next season and in later years to reduce stocks. However,
the USDA will haveto emphasi ze redemptionsfor government-owned
stocks (perhaps through auctions) because of reduced levels of out-
standing loans. The projected average prices for the 1988 and 1939
crop years are very close to loan rate levels. Prices in later years are
assumed to rise above loan rates. Price projections for dl years are
highly contingent on the assumed USDA stock redemption policy. For
example, if the USDA decidesto be less aggressivein reducing govern-
ment stocks than is assumed in the baseline, corn prices could be Sg-
nificantly higher than projected.
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Government Costs

CBO projects that feed grain program outlays (which are dominated
by corn but dso include sorghum, barley, and oats program costs) will
fall to $13.1 billion in 1983 from $14.0 billion in 1987 (see Table 7).
Outlays are expected to fall this year despite changes in the timing of
deficiency payments mandated in the Food Security Act that delayed
$3.0 billion in corn and sorghum payments from 1987 to 1983. CBO
projects that feed grain program outlays will fall to $11.9 hillion in
1939 and to $3.1 billion by 1993, as deficiency payments and net
lending costs fall because of improved market conditions and falling
target prices.

TABLE 7. CORN AND FEED GRAIN PROGRAM OUTLAYS
(By fiscal year, in millionsof dollars)

1987 Projected
Act ual 19838 1989 1990 1991 1992 1993

Corn Program Outlays

Net Lending
LoansMade 9,465 9,008 7,885 7,031 6,757 6,384 6,217
CashLoansRepaid -289 -458 -1.529 -328 -1.088 -1.981 1592
NetLoans 9,176 8,550 6,356 6,703 5,670 4,403 4,625
CCC StorageandHandling 666 848 743 765 736 640 471
Direct Cash Payments
Deficiency 1,661 2,536 3,239 3181 2,969 2,586 2171
Diversion a/ 345 0 320 335 361 205 0
Reserve Storage 583 382 347 299 241 188 145
Other -22 -87 -26 16 12 _ 87 210

Total Outlays 12,346 12,228 10979 11,300 9,989 8,110 7,622
Feed Grain Program Outlays

Sorghum, Barley,

and Oats 1,620 903 967 825 707 636 476
All Feed Grains

(Including corn) 13967 13132 11,946 12,125 10,696 8,745 8,098

SOURCE: Congressional Budget Office, February 1983estimates.

a.  Diversion paymentsfor the 1988 crop will be made entirely in generic certificates. Inlater years,
the baseli ne assumes50 percent of these paymentswill bemadein cash.
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Corn program outlays are expected to fall from $12.2 billion in
1988 to $7.6 billion in 1993. CBO assumes that corn program outlays
will be 90 percent to 95 percent of feed grain program outlays over the
projection period. Thisratio ishigher than the historical average, and
the projected corn outlaysin Table 7 are aso high relative to outlays
for the wheat, cotton, and rice program because the corn outlays
reflect costs of direct payments made to producers of other crops that
are paid in generic certificates. The baseline assumes that most certif-
icates are redeemed for corn loans or stocks and appear as higher corn
net lending costs.

Corn deficiency payments, on a crop year basis including both
cash and certificates, are projected to peak at $6.4 billion for the 1987
crop year before falling steadily to $3.7 billion for 1993. Corn diver-
sion payments will fall roughly one-half in 1987 from 1986 levels to
$650 million, as a result of this year's less attractive paid land diver-
sion program.

WHEAT

The outlook for wheat farmers hasimproved since the beginning of the
1987 crop year. Led by an expansion of export demand, prices are sub-
stantially above the loan rate and above previous expectations. Ag-
gressive selling of Commodity Credit Corporation stocks at weekly
auctions has reduced government wheat holdings and has added to
available supplies to meet export demand, stimulated by continued
large subsidies under the export enhancement program. Prices over
the next six years are projected to strengthen and stocks to fall since
expected new production is less than use until the end of 1993,

Government Programs

For the 1988 crop, the acreage reduction program for wheat is 27.5
percent, the same as in 1987. However, in later years, acreage reduc-
tion programs assumed in the baseline fall to reflect lower projected
ending stocks of wheat. Other programs that affect acreage include
the conservation reserve program and the introduction of the 0/92
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program. Wheat acreage in the conservation reserve is assumed to
Increase from under 1 million acres in crop year 1986 to 22.5 million
acres by 1993.

Other government program parameters assumed in the baseline
include continuously declining target prices and the use of discretion
that alows the Secretary of Agriculture to drop the loan rate up to 20
percent below the basic |oan rate each year--the maximum reduction.
New legidation restricting the use of multiple corporations to avoid
the payments limitation (the limitation on total payments from all
farm income and price support programs) will reduce payments to
some producers. However, the $50,000 limit will be reached by fewer
wheat farmers because the deficiency payment rate is expected to fall
each year. The export enhancement program is expected to continue
at high, but falling, annual levels--estimated at $1.2 billion in 1983,
falling to $500 million by 1993,

Supply and Demand

Production. Production of wheat is projected to grow in the baseline
period (see Table 8), although it till falls short of the levels of crop
years 1981 and 1982. Wheat acreage is expected to account for about
half of the 45 million acres of farmland to be taken out of production
under the 10-year conservation reserve program. However, lower
acreage reduction program requirements and reduced participation
rates in the programs cause projected harvested acreage to rise. The
Food Security Act prohibits an acreage reduction program of more
than 20 percent for wheat if beginning stocks are estimated to be
below 1 billion bushels. In crop year 1990 and beyond, beginning
stocks are projected to be less than this trigger level, so the acreage
reduction program percentage is reduced each year. With a trend of
increasing yield in the baseline, the record yield of crop year 1983 is
surpassed by 1990. By the last two years of the baseline period, a
small acreage reduction program alows annual output to be close to
expected annual use. Base acreage net of that in the conservation
reserve program, however, is low by 1993 relative to 1986. With a
substantial amount of wheat acreage in the long-term reserve, there is
room for higher production, given a policy change, if demand condi-
tions warrant such an increase.



CHAPTER | THE OUTLOOK FOR MAJOR COMMODITIES 45

TABLE 8. WHEAT SUPPLY AND USE (By crop year)

1986 Projected
Actuad 1987 1988 1989 1990 1991 1992 1993

Millions of Acres

Base Acres (Net of CRP) 916 883 830 80.3 79.0 80.0 80.2 80.7
Per cent of Base Acreage
Acreage Reduction '
ARP 25a/ 215 275 200 150 10 75 75
PLD 5or 10b/ 0 0 0 0 0 0 0
Participation in ARP 85 87 84 79 75 74 73 70

Millions of Acres
Tota Conservation

Use Acres 20.3 204 19.2 127 89 59 44 43
Acres Planted 72.1 65.7 63.8 65.5 68.3 735 753 76.0
Acres Harvested 60.7 5.8 549 56.3 588 63.2 64.7 65.4

Bushels per Acre
Yield Per Harvested

Acre 344 377 389 393 39.6 398 40.2 40.7

Program Yield 350 337 337 337 337 337 337 337
Millions of Bushels
Supply

Beginning Stocks 1,905 1821 1332 1,069 871 734 728 746

Production 2,092 2106 2137 2215 2328 2,512 2602 2661

Imports 21 15 15 15 15 15 15 15

Tota 4,018 3941 3483 3299 3214 3261 3345 3421
Use
Domestic 1193 1109 1064 1025 1039 1,062 1,089 1,109
Exports 1,004 1500 1350 1403 1442 1471 1510 1522
Total 2,197 2,609 2414 2428 2481 2533 2599 2631
Ending Stocks 1821 1332 1069 871 734 728 746 791

Farmer-Owned Reservec/ 632 500 400 300 200 150 150 140

CCC-Owned Stocks 830 423 276 246 214 173 157 151

Outstanding CCC Loans 236 153 126 26 26 26 26 26

Free Stocks d/ 123 256 268 300 295 380 414 475

Dollars per Bushel
Prices

Target Price 4.38 438 423 4.10 4.00 38 3.70 356

Season Average Price 242 258 270 2.78 285 290 293 298

Loan Rate 240 228 221 2.06 1% 186 178 182

Deficiency Payment Rate  1.98 180 153 142 125 105 0.87 0.68

SOURCE:  Congressiona Budget Office, February 1988 projections, .
NOTE: OCl_:RP ="conservation reserve program; ARP = acreage reduction program; PLD = paid land
iversion.

a Includesa2.5 percent mandatory paid land diversion program. o

b.  Producers were given the option of an additional voluntary paid land diversion of 5 percent or 10
percent.

¢. See Glossary for an explanation of this term.

d. Privately held stocks not being used ascollateral for government loans.
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Use. Total wheat use is projected to exceed the 1981 record by crop
year 1993 the last year in the baseline projection. The growth is
caused entirely by the expansion of export and domestic food use,
while feed and seed use are till low relative to the earlier 1980s. Feed
use isexpected to fall as corn pricesbecome more competitive and seed
use is constrained by lower planted acreage. Food use is likely to
continue to rise by about 20 million bushels per year as new processed
foods(like frozen croissants) stimulate demand.

Exports are expected to continue to expand from the dismal levels
in crop years 1985 and 1986 (see Table 8). In crop year 1987, large
sales have been made to both the USSR and China, two countries that
had been important U.S. markets in earlier years but which had
begun to import from U.S. competitors in recent years. The United
States is expected to regain roughly a 38 percent share of world trade
by the 1988 crop year, with the share remaining at about that level
through 1993. Though annual world trade levels are sensitive to the
weather, and to economic and policy changes, average globa wheat
trade growth is expected to exceed population growth dightly. This
expectation depends on reasonable economic growth abroad and no
intensification of current debt problems throughout the world.

Prices and Stocks. Wheat stocks are expected to fall to under 11
billion bushels by the end of crop year 1988, and to fall further in later
years. By 1993, stocks are projected to be under 800 million bushels or
less than half the 1986 level. Most of those stocks will be privately
held, with CCC inventory near the legidatively mandated minimum
for international food security purposes. The CCC inventory declined
sharply during the 1987 crop year, when weekly auctions were held.
Beginning in 1990, CBO assumes the farmer-owned reserve level will
fall below the newly legidated minimum of 300 million bushels when
the season average price rises above 140 percent of the loan rate. Cur-
rent law allows the USDA to waive the farmer-owned reserve mini-
mum when the farm price reaches this level. By the 1993 crop year,
the loan rate will be based on the average of the market prices of the
previous five years (minus the highest and the lowest). As a result,
the loan rate stops declining by 1993. Market prices are expected to
continue rising to amost $3.00 a bushel by 1993. However, that price
still falls short of farm prices in the 10 preceding years. Annual
variability of prices may increase as total and government-held stocks
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fall to relatively low levels; total stocks are projected to be 30 percent
of total use by 1993 compared with amost 100 percent in 1985.

Government Costs

Government cash outlays for wheat appear small, as half of all defi-
ciency payments are assumed to be made in generic certificates, which
are redeemed overwhelmingly in corn. Even cash payments fall over
the baseline period because the deficiency payment rate is expected to
be more than halved over the next five years (see Table 9). The
Findley deficiency payment is projected to disappear after 1988 as the
season average farm price exceeds the basic loan rate. Total govern-
ment payments (cash plus the value of certificates) for direct defi-
ciency payments, net lending, and storage payments are estimated to
be $4.0 billion in 1986 and are projected to fall to $1.4 billion by 1993.
With market prices rising relative to the loan rate, the incentive to
use the loan program diminishes. Outlays for net lending in wheat

are expected to fall to under $200 million in 1993 compared with $1.2
billion in 1986.

TABLE 9. WHEAT PROGRAM OUTLAYS
(By fiscal year, in millions of dollars)

1987 Projected
Actual 1988 1989 1990 1991 1992 1993
NetLending

Loans Made 1,170 834 734 617 547 493 487
Cash Loans Repaid -407 -816 -468 -420 -362 -345 -324
Net Loans 763 67 266 198 185 148 163
CCC Storageand Handling 348 232 132 101 89 72 58

Direct Cash Payments
Deficiency 1547 591 1,198 1,100 978 849 696
Reserve Storage 172 150 119 93 66 46 40
Other 6 -50 -54 -55 -55 -56 -57
Tota Outlays 2,836 990 1,660 1,436 1,263 1,059 900

SOURCE: Congressional Budget Office, February 1988 projections.
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RICE

During the past year, rice prices have strengthened and stocks are
being sharply drawn down as a result of reduced supplies from Asia.
Annual use is expected to exceed output slightly in the projection peri-
od. However, ardatively large amount of acreage will ill haveto be
set aside to keep stocks from growing above the 30 million hundred-
weight (cwt) level cited in the farm law as atarget.

Government Programs

Target prices for rice fall throughout the projection period. The mini-
mum loan rate of $6.50 per cwt is reached by crop year 1989 and
maintained thereafter. The baseline assumes that neither the conser-
vation reserve program nor the 50/92 program will attract much rice
acreage. The 50/92 program, unlike the new 0/92 program being
offered only to wheat and feed grain producers, requires the producer
to plant their program crop on at least 50 percent of their permitted
acreage to receive 92 percent of the expected deficiency payment.
CBO assumes the marketing loan program will continue. New
restrictions on reorganizing to avoid the payments limitation may
curtail paymentsto some rice producers.

Supply and Demand

Production. The announced acreage reduction program percentage
for rice hasbeen set at 25 percent for the 1988 crop and is projected to
fall to 15 percent by 1993 (see Table 10). With projected increasesin
use, acreage reduction programs are assumed to decline to keep
ending stocks from falling below 30 million cwt. Participation in the
rice program is expected to remain at 90 percent or more, because of
the large program benefits. Over the next six years, acreage planted
in rice will likely be up about 30 percent as set-asde requirements
fall. Yields, which rose rapidly in the early 1980s with the intro-
duction of the Lemont semi-dwarf variety, are expected to rise more
slowly during the projection period. The additional acreage in pro-
duction together with somewhat higher yields may result in 50 per-
cent more output by the 1993 crop year.
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TABLE 10,  RICE SUPPLY AND USE (By crop year)

1986 Projected
Actud 1987 1988 1989 1990 1991 1992 1993
Thousands of Acres
BaseAcres 4,199 4,183 4203 4,223 4243 4263 4,283 4,303
Per cent of Base Acreage
Acreage Reduction Program 35 35 25 20 20 20 175 15
Participationin ARP 91 % 98 A 91 ] 91 91
Thousands of Acres
AcresPlanted 2,380 2,336 2,885 2941 2,882 2,871 2,974 3,073
AcresHarvested 2,360 2,314 2,865 2,921 2,862 2,851 2954 3,053
Pounds per Acre
Yidd Per Harvested
Acre 5651 5,482 5704 5774 5948 6061 6148 6290
ProgramYield 5061 4905 4905 4905 4905 4905 4905 4,905
Millions of Cwt
Supply
Beginning Stocks 775 516 233 300 355 36.1 32.8 311
Production 1334 126.8 1634 1686 170.2 172.8 1817 1920
Imports 26 26 26 26 2.6 26 26 26
Tota 2133 1811 1893 2012 2084 2115 2170 2257
Use
Domestic 76.3 788 818 85.7 89.8 9.2 90 1037
Exports 854 79.0 775 80.0 825 845 87.0 895
Tota 1617 1578 1593 165.7 1723 1787 186.0 1932
Ending Stocks 516 233 30.0 355 361 328 311 324
CCC-ownedstocks 87 0 6.1 107 103 6.0 32 7.3
Free Stocksg/and
Outstanding CCC Loans 429 233 239 24.8 25.8 26.8 279 251
Dollars per Cwt
Prices
Target Price 11.90 11.66 1115 10.80 10.71 1048 10.25 10.02
SeasonAveragePrice 375 750 8.75 6.56 6.63 6.69 6.75 6.81
Loan Rate 7.20 6.84 6.63 6.50 6.50 6.50 6.50 6.50
World Price 382 6.00 7.00 525 530 535 540 545

Deficiency Payment Rate 4.70 482 284 430 421 398 375 352

SOURCE: Congressional Budget Office, February 1983 projections.
NOTE: ARP = acreagereduction program; ewt = hundredweight.
a  Privately held stocks not being used as collateral for government loans.
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Use. Use is expected to continue its recent increase, with exports
accounting for amost half of total rice use by crop year 1993. U.S.
exports may account for one-quarter of world trade, above levels seen
in the first half of the 1980s U.S. price competitiveness has been
restored with the April 1986 advent of the marketing loan, which
allows U.S. farmers to repay loans at the farm-equivalent level of
world prices. Thishasreversed the situation of the early 1980s when
domestic loan rates kept U.S. farm and export prices from falling in
response to reduced competitor prices. The level of future globa im-
ports, however, depends on economic conditions, especialy in devel-
oping countries, the major market for U.S. rice exports. Key factorsin
the strength of developing country markets include oil prices (par-
ticularly in the Middle East) and debt repayment capacity. The base-
line assumes neither a further erosion of the financial situation nor a
maj orimprovement.

Domestic use of rice is expected to continue rising both in ethnic
and mainstream markets. During the past 10 years, domestic con-
sumption has increased substantially. Use of rice as a sde dish in
restaurants, institutions, and in prepared mealsisincreasing.

Prices and Stocks. Ending stocks of rice have already fallen to
relatively low levels. ending stocks for crop year 1987 are estimated to
be at their lowest level since the 1980 crop year. All current stocks are
expected to be held privately--reducing CCC storage outlays consider-
ably for 1988 and future years.

Season average farm prices for rice are projected to rise through
crop year 1988 but decline thereafter, as competitors' supplies in-
crease. Farm prices are projected to remain between $6.50 and $7.00
per cwt from 1990 through 1993, substantialy below those in the
latter part of the 1970s through the mid-1980s.

Government Cogts

Projected outlays for the rice program appear quite low in the
1988-1993 period, ranging from $233 million in 1988 to $485 million
in 1993 (see Table 11). However, these represent only cash outlaysfor
rice. Half of al direct payments are expected to be made in generic
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TABLE 11. R CE PROERAM QUTLAYS
(By fiscal year, inmillionsof dollars)

1987 Proiected
Actua 1988 1939 1990 1991 1992 1993
Net Lending

LoansMade 916 927 1,073 1,084 1,006 1,126 1,186
CashLoansRepaid -421 =779 -979 -854 -863 -907 -961
Net Loans 494 149 A 230 234 220 225
CCC Storage and Handling 3 5 4 n 14 n 6

Direct Cash Payments
AdvancedDeficiency 8 79 92 8 83 81 78
Regular Deficiency 296 _0 m 10 191 BYE) i
Total Outlays 906 233 301 528 521 490 485

SOURCE: Congressional Budget Office, February 1988 projections.

certificates, most of which are likely to redeemed in the corn program.
The value of al deficiency payments (cash plus the value of generic
certificates), marketing loan benefits, net lending, and storage cods is
projected to fall from $0.9 billion in 1986 to $0.7 billion in 1993,

As noted above, storage costs will be minimal in the future. How-
ever, deficiency payments will remain large as target prices exceed
the loan rate and farm prices by a substantial margin. In addition, the
marketing loan benefit (the difference between the initial loan rate
extended to producers and the eventual repayment price) is expected
to rise and exceed $1 per cwt by crop year 1993.

COTTON

Cotton prices have risen as demand for the 1987 crop has surged. The
stronger market alows projected acreage reduction percentages and
participation rates in 1988 and later years to fall. Both domestic mill
use and exports are projected to expand along with output, keeping
stocks in line with use. With market prices above the loan rate and
rising over the basdline period, reliance on the loan program dimin-
ishes and deficiency paymentsfall.
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Government Programs

The baseline assumes a continued decline in cotton target prices, loan
rates that move in line with market prices, and a continuation of the
marketing loan program. Around 10 percent of base acreage is ex-
pected to be idled in the conservation reserve program and the 50/92
program combined. The recently enacted legidation to restrict use of
corporations to evade the payments limitation may constrain pay-
mentsto some farmers. More important, however, the drop in the defi-
ciency payment rate will raise the acreage necessary to reach the pay-
ments limitation.

Supply and Demand

Production. The crop year 1988 acreage reduction program for cotton
was announced at 125 percent, half that of the previous year, in
response to falling stocks (see Table 12). CBO projects 1988 produc-
tion of 14.3 million bales, about the same as last year. Increased
planted acreage of 118 million acres (up from 10.3 million last year)
should offset alower yield of 610 pounds per acre. A return to amore
normal yield is expected after the 1987 record of 692 pounds per acre.

In later years, production is expected to rise lowly in line with the
assumed yield trend from 14.4 million bales in crop year 1989 to 15.0
million bales by 1993. During the 1989-1993 period, acreage reduc-
tion programs are assumed to be set at 15 percent. Program partic-
ipation rates will fall to 45 percent by 1993, half the 1986 level, in
reaction to rising market prices and reduced government payments.
CBO assumes planted acreage over this period will hover around 115
million to 12.0 million acres and yields will grow 10 pounds per acre
per year. However, thisyield trend ill leavesthe 1993 yield short of
the 1987 record.

Use. Cotton is expected to remain competitive with synthetics and
the downward trend of cotton mill use over the past several decadesis
expected to be reversed. CBO projects that mill use will range
between 7.5 million and 8.0 million bales over the projection period.
Advertising campaigns to encourage consumers to buy al-cotton and
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TABLE 12 UPLAND COTTON SUPPLY AND USE (By crop year)
1986 Projected
Actual 1987 1983 1989 1990 1991 1992 1993
Millionsof Acres
Base Acres (Net of CRP) 1465 1408 1375 1350 1325 1320 1315 1310
Percent of Base Acreage
Acreage Reduction Program 25 25 125 15 15 15 15 15
ParticipationinARP 91 89 87 71 62 61 56 45
Millionsof Acres
Total Conservation
Use Acres 0.07 0.69 130 160 180 180 180 180
Acres Planted 9.94 10.29 11.79 1168 1142 1138 1137 11.40
Acres Harvested 847 9.93 11.29 1115 1091 1087 10.86 10.88
Pounds per Acre
Yield Per Harvested
Acre 547 692 610 620 630 640 650 660
ProgramYield 587 575 565 565 565 565 565 565
Millions of Bales
Supply
Beginning Stocks 9.25 502 479 529 567 579 591 6.03
Production 9.65 1431 1433 1439 1431 1448 14.70 1495
Total (Includingimports) 1890 1934 1914 1969 1998 2028 2062 21.00
Use
Domestic Mill 74 78 75 75 7.6 77 78 78
Exports 6.6 6.9 6.5 6.6 6.7 6.8 6.9 71
Total
(Including unaccounted) 14.03 14.75 1405 1422 1440 1457 14.79 1500
Ending Stocks 502 4.79 529 567 579 591 6.03 6.19
CCC-Owned Stocks 0.07 0 0 0 0 0 0 0
Outstanding CCC Loans 3.00 2.69 319 357 369 381 393 4.09
Free Stocksa/ 19 210 210 210 210 210 210 210
Cents per Pound
Prices
Target Price 810 794 759 734 729 713 69.8 68.3
Season Average Price 518 62.1 594 60.7 61.2 62.8 64.4 64.9
Loan Rate 560 523 518 533 533 565 578 578
LoanRepaymentRate 440 52.3 518 533 533 555 578 57.8
World Price 480 62.0 63.0 64.0 65.0 66.0 67.0 68.0
Calendar ear
AveragePrice 538 60.1 61.0 599 60.9 618 634 64.6
Deficiency Payment Rate 260 193 149 135 120 9.5 6.4 37

SOURCE: Congressiona Budget Office, February 1988 projections.
NOTE: CRP = conservation reserve program; ARP = acreage reduction program.
a Privatdy held socksnot being used ascollateral for government loans.

85-831 88 - 3 : QL 3
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cotton blends in apparel have been relatively successful. However,
cotton mill useishighly correlated with economic conditions, and dif-
ferences in actual future economic growth from the baseline projec-
tionswill be more significant for cotton mill use than for domestic use
of most other program commodities. Another factor influencing
domestic mill use of U.S. cotton is the leve of textile imports. These
Imports are restricted by the Multi-Fiber Arrangement of 1986, which
sats bilateral quotas on U.S. imports of textiles by country. The
baseline assumes a continuation of current textile trade policy.

The marketing loan program for cotton was established during
the 1986 crop year, and exports rose sharply. With global demand
remaining high, and a retrenchment in export supplies from China,
U.S. exports are expected to rise to 6.9 million balesin crop year 1987.
Projected exports drop in 1988 to 6.5 million bales, but dowly rise in
later years, reaching 7.1 million balesin 1993. However, historical
annual variahility in cotton exports is extremely high. U.S. exports
compete not only with foreign cotton production but also with foreign
use of synthetics in textiles. In addition, the level of foreign textile
output is sendtive to economic conditions and trade restrictions.
World cotton trade is projected to grow, but at adower pace than trade
in the other major program commodities. The U.S. share of global
trade is projected to be 27 percent over the projection period--roughly
the average during the 1980-1985 period. However, projections of
exportsby U.S. competitors are highly tenuous. For example, Chinais
poised to become either a major exporter or a significant importer,
depending on official decisons regarding land use and foreign ex-
change spending for imports. The outlook for cotton export demandis
further complicated by the fact that oil prices influence the com-
petitiveness of synthetics.

Prices and Stocks. Ending stocks of cotton are estimated to fall to 4.8
million balesfor the 1987 crop year and remain near that level during
the projection period. The stocks-to-use ratio is projected to range
between the 31 percent expected this year and 35 percent. Prices,
buoyed by recent export demand, are likely to fall next year to just
below $0.60 per pound and then rise steadily to amost $0.65. That
level has been surpassed only twice, in the 1980 and 1983 crop years.
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Government Cogs

Outlaysfor the cotton program are projected to fall sharply from $2.14
billion in 1986 to $165 million in 1993 (see Table 13). Those figures
represent only cash outlays, half of future deficiency payments are
assumed to be made in generic certificates, most of which are expected
to be redeemed for corn. The value of total cash and certificate pay-
ments for deficiency payments, net lending, and storage costs is
projected to fall from $2.3 billion in 1986 to $0.3 billion in 1993,
Declines are expected in each category. Deficiency payments are
projected to fall as the payment rate drops from $0.26 per pound in
crop year 1986 to under $0.04 in 1993, and as program participation
falls. Furthermore, net lending outlays are expected to decline sharp-
ly and storage cods to fall to zero, with all stocks expected to be held
by the private sector.

TABLE 13 UPLAND COTTON PROGRAM OUTLAYS
(By fiscal year, in millions of dollars)

1987 Projected
Actua 1983 1989 1990 1991 1992 1993
Net Lending

LoansMade 1411 2,211 2,039 1,646 1,409 1,469 1414
CashLoansRepaid -731 -1,984 -1904 -1,526 -1,368 -1,398 -1,338
Net Loans 680 227 135 120 41 71 76
CCC Storage andHandling 17 1 0 0 0 0 0

Direct Cash Payments
Advanced Deficiency 205 169 87 66 51 3l 15
Regular Deficiency 724 0 207 186 143 17 75
Loan Deficiency 60 0 0 _0 0 0 0
Total Outlays 1,786 397 429 372 236 220 165

SOURCE:  Congressiona Budget Office, February 1988 projections.
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SOYBEANS

Recent increases in export demand have increased 1987 crop year
prices for soybeans. Large cash sales of soybeans from the CCC
Inventory will probably ensure net soybean receipts to the CCC for
1988. In later years, soybean program costs are negative or minimal,
when farmers repay nonrecourse loans at afaster rate than new loans
are disbursed. Prices are expected to remain significantly above the
loan rate, allowing the level of outstanding loans to fall throughout
the projection period.

Government Programs

The soybean loan rate is expected to decline to the legidatively
mandated minimum of $4.50 per bushel by crop year 1989 and remain
frozen thereafter. The Secretary of Agriculture has the authority to
operate a marketing loan for soybeans, but this discretion is assumed
not to be used.

Supply and Demand

Production. Acreage planted to soybeans is expected to rise from the
11-year-low level of 57 million acresin crop year 1987 (see Table 14).
However, no major expansion is expected over the baseline projection
period: planted acreage ranges between 60 million and 61 million
acres, alower level than in every year from 1978 to 1985. Because the
attractive benefits of the corn program are lost when switching to
soybeans, no major shift in acreage from corn to soybeans is expected.
In addition, acreage that could be added in the Southeast may be
limited because of the high cost of bringing it back into soybean culti-
vation. Some acreage, however, is expected to be gained in areas
where soybeans are double-cropped with soft red winter wheat. Yield
Isprojected to rise to slightly over 35 bushels per acre by 1993, up from
an average of 30 bushels so far in the 1980s Total output is projected
at aimost 2.1 billion bushels by 1993, about the third highest ever and
10 percent above levelsin 1987.

Use. Crushing of soybeans is expected to hit arecord in the 1987 crop
year of 119 billion bushels and remain around that level through



CHAPTER I THE OUTLOOK FOR MAJOR COMMODITIES 57

1990, before growing marginally thereafter. The crushing process
yields soybean meal, which is used as a high protein animal feed, and
soybean oil, which is used to produce vegetable oil and a variety of
other food products.

Strong demand for meal and oil has supported soybean prices this
season. Most soybean meal production is used by the domestic
livestock industry, athough exports have grown recently. Domestic
meal use is rising this year, reflecting increased hog and poultry

TABLE 14. SOYBEAN SUPPLY AND USE (By crop year)

1986 Projected
Actual 1987 1988 1989 1990 1991 1992 1993

Millionsof Acres

AcresPlanted 60.4 574 60.2 61.2 613 616 614 60.9
AcresHarvested 583 56.4 50.1 60.1 60.1 60.4 60.3 59.7

Bushelsper Acre

Yield Per Harvested
Acre 333 337 334 33.7 A1 344 348 b1

Millionsof Bushels

Supply
Beginning Stocks 536 436 293 248 242 243 236 230
Production 1,940 1905 1974 2027 2048 2080 209 2,097
Total 2476 2341 2267 2275 2290 2322 2332 232
Use
Crushingsfor Oil andMeal 1,179 1,190 1177 1,186 1195 1216 1,227 1,230
Seed, Feed, andResidual 104 96 96 96 96 96 9% 9
Exports 757 760 747 751 756 773 779 778
Total 2040 2047 2,020 2033 2047 2,086 2102 2104
Ending Stocks 436 293 248 242 243 236 230 223
CCC-Owned Stocks 249 20 0 0 0 0 0 0
Outstanding CCCLoans 148 130 95 80 70 65 60 60
Free Stocks a/ 39 144 153 162 173 171 170 163
Dollars per Bushel
Prices
Farm Price 4.80 550 578 583 589 5.69 573 5.92
LoanRate 477 477 453 450 450 450 450 450

SOURCE: Congressional Budget Office, February 1988 projections.
a. Privately held stocksnot beingused ascol lateral for government loans.
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production that more than offsets lower meal exports. Soybean meal
prices, supported by relatively strong use and the weak dollar, are
expected to increase by between 10 percent and 15 percent this year
from the crop year 1986 average of $162.70 per short ton. Soybean ail
exports, which are expected to nearly double this year over last year,
have supported oil prices. Oil prices are projected to rise 24 percent
this year to $0.19 per pound.

Exports of soybeans are expected to fall dightly in the 1983 crop
year and rise thereafter in line with economic growth and higher meat
consumption abroad. The level of U.S. exports of soybeans and meal
depends on the production of competitors in the world market (pri-
marily Argentina and Brazil), the profitability of crushing soybeansin
Western Europe, price competitiveness with feed grains, and the level
of meal use for animal feed in the USSR. Increased commercialization
of animal feeding abroad, especialy in the poultry sector, and the
limited production possibilities for soybeans in many countries should
stimulate foreign demand for U.S. soybeans in the long run. With the
use of soybeans directly affected by meat consumption and with
relatively few direct trade barriers to U.S. exports, the outlook is cor-
related very closely with macroeconomic conditions.

Prices and Stocks. Soybean stocks at the end of crop year 1987 are
expected to dip sharply from crop year 1986's near record level and to
continue falling over the baseline period. For 1987, stocks are
projected at under 300 million bushels, below the average for the
1980-1985 period. CCC inventories, which became significant in 1985
and 1986, are being depleted and all ending stocks are expected to be
privately held. Though expected to rise 15 percent to $5.50 per bushel
in crop year 1987, season average soybean prices are still low relative
to the last half of the 1970s and the first half of the 1980s Last year's
$4.80 per bushel average was the lowest since 1972. Since stocks are
expected to fall to only 12 percent of total use in 1983 and to decline
dightly further thereafter, prices are projected to rise dowly in the
projection period.
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TABLE 15. SOYBEAN PROGRAM OUTLAYS
(By fiscal year, in millions of dollars)

1987 Projected
Actual 1933 1989 1990 1991 1992 1993
Net Lending

LoansMade 1,508 1431 1,133 990 900 810 765
Cash Loans Repaid -1,157 -1.472 -1311 -1.050 -936 -824 -779
Net Loans 3Bl -41 -179 -60 -36 -14 -14

Inventory Management
Storage and Handling 155 70 5 0 0 0 0
Sales -1,065 -1,258 -115 0 0 0 0
Purchases 65 14 22 22 18 18 18
Other 19 0 0 _0 _0 _0 _0
Total Outlays -476 -1,215 -267 -38 -18 4 4

SOURCE:  Congressional Budget Office, February 1988 projections.

Government Cods

Outlays for the soybean program became significant in 1986 at $1.6
billion as farmers forfeited severa hundred million bushels of 1985
crop loans to the CCC. However, large sdes from the inventory in
1987 and 1988 produced net receipts for the soybean program (see
Table 15). Sdesare expected to continue into 1989 until the inventory
Is depleted. Small net receipts are expected in later years as strong
soybean prices relative to loan rates give farmers little incentive to
use the nonrecourse loan program. End-of-year outstanding loans
decline as farmers repay old loans at a faster rate than they take out
new loans.

DAIRY

Outlays for the dairy program are expected to decrease over the
1989-1993 period, in accordance with projected reduced milk support
prices and lower government milk purchases (see Table 16). Thedairy
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TABLE 16. DAIRY SUPPLY AND USE, AND
DAIRY PROGRAM OUTLAYS (By fiscal year)
1987 Projected
Actual 1938 1989 1990 1991 1992 1993
Supply
Herd Size (Thousands) 10481 10,385 10,318 10,176 10,139 10,091 10,045
Yield (Pounds per cow) 13561 13927 14,144 14,386 14,713 15012 15,320
(In billions of pounds)
Beginning
Commercial Stocks 51 54 54 54 54 54 54
Production 1419 1446 1459 1464 149.2 1515 1539
Imports 2.6 2.6 2.6 2.6 _26 _26 _26
Total 149.6 1526 1539 1544 1572 1595 1619
Use
(In billions of pounds)
Commercial 1364 1385 1412 1435 1459 1483 1508
Farm 2.6 25 25 24 24 24 24
CCC Net Removals a/ 52 6.2 49 31 34 33 33
Ending Commercial Stocks 54 54 54 54 54 54 54
Tota 1496 152.6 1539 1544 1572 1595 1619
Prices
(Indollarspercwt)
Support Price b/ 1135 10.60 10.10 9.60 9.60 9.60 9.60
All Milk Priced 12.66 11.93 1136 11.29 1108 1097 1086
Outlays
(In millions of dollars)
Purchases 956 1041 776 459 487 468 467
Dairy Termination Payment 587 218 189 189 89 12 0
Costof Red Meat Purchases 249 56 0] 0 0] 0] 0
Assessmentsd/ -430 -57 -9 0 0 0 0
Net Other Costs -195 -29 -6 -16 _-2 _5 _5
Tota 1166 1228 950 631 574 485 472
SOURCE: Congressional Budget Office, February 1983 projections.
NOTE: cwt = hundredweight.
a
milk.
b.
C. Average price received by farmersfor milk.
d.

Support pricesarein effect for the 12 monthsfollowing January 1 of eachyear.

Offsetting receiptsfrom farmers based on sales of milk.

Net purchase of dairy products (milk equivalents) for the purpose of supporting the farm price of
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cow herd will continue to decline, but the ratio of milk prices to feed

prices will still be high, encouraging relatively high levels of milk
production per cow.

Government Programs

The baseline assumes milk support price reductions of $0.50 per cwt in
January 1989 and January 1990. The reductions are based on the
expectation that CCC net purchases of dairy products during calendar
years 1989 and 1990 would otherwise exceed 5 billion pounds of milk
equivalents. The Omnibus Budget Reconciliation Act required dairy
farmers to make a one-time payment of $0.025 per cwt of commercia
milk sales made during calendar year 1988. No further such assess
ments are assumed in future years. The dairy termination program
ended in September 1987, although payments to participating pro-
ducers will continue through 1992. Dairy cattle slaughtered or ex-
ported under this program totaled 1.3 million head.

Supply and Demand

Production. Milk output is projected to expand throughout the pro-
jection period from nearly 145 billion pounds in 1983 to dmost 154
billion pounds by 1990. However, annual production increases are
expected to dow because of lower milk support prices and higher
prices of concentrate feeds. Despite the previous support price cut,
output in the last quarter of 1987 was strong--about 3 percent over the
comparable quarter of 1986. The increase in total output even in the
face of reduced cow numbers was caused by low feed prices, which
allowed farmersto increase feed, and hence output, per cow. Produc-
tion during the projection period is expected to grow but at lower rates
than seen recently as the ratio of milk prices to feed prices declines,
but still remains higher than in the mid-1980s.

The dairy cow herd in 1988 is projected to drop to 104 million
head, dightly below the 1987 level. The number of dairy cows on
January 1, 1988 was down 2 percent from 1987, and the number of
dairy replacement heiferswasdown 5 percent.
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Use. Consumption of milk and dairy productsis projected to grow at a
steady rate of close to 2 percent per year. Commercia use will be
stimulated by lower market prices, snce the support price is projected
to be lowered through 1990. After 1990, market prices are projected to
remain around $11 per cwt, substantially below those earlier in the
1980s Commercia use aso rises with growth in both population and
real income over the baseline period.

Prices and Stocks. As support prices decline from $11.60 per cwt in
1986 to a projected $9.60 in 1990 through 1993, market prices aso
decline. CCC docks of dairy products-cheese, butter, and nonfat dry
milk--were low at the beginning of 1988, and some domestic and over-
seas donations and sales programs are being reduced. CCC net pur-
chases will probably fall to somewhat over 3 hillion pounds in the
future and commercia stocks should stabilize at 5 billion to 6 billion
pounds, lessthan 4 percent of commercial use.

Government Costs

Outlays for the dairy program are projected to fall sharply from over
$2.3 billion in 1986 to under $500 million in 1993. The outlays are
virtually al from milk purchases, but cods of the dairy termination
program will continue through 1992.

LAND USE

Planted acreage of major supported crops--feed grains, wheat, rice,
cotton, and soybeans--is expected to rise gradually from the 1987 level
but remain well below the level of the early 1980s (see Figure 2).
Farmers are projected to increase plantings as the USDA reduces the
Sze of acreage reduction programs and as the incentives to participate
in government programsfall. The area planted to these crops reaches
260 million acresby 1993, up from 242 million acresin 1987.

Figure 2 dso shows acreage idled in the government's annual
acreage reduction programs (acreage reduction, paid diversion, and
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the 0/92 and 50/92 programs) and land in the conservation reserve.
Land idled in annual programs will fall from 54 million acresin 1987
to 22 million acres in 1993, while land in the conservation reserve
program will grow from 16 million acres to 45 million acres over the
same period.

Figure 2.
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CHAPTERIV
CHANGING THE BASELINE ASSUMPTIONS

An unanticipated, one-time change in conditions assumed in the
Congressiona Budget Office basdline, and alternative assumptions
about underlying trends in variables important to the baseline projec-
tions, can substantidly dter the projections for Commodity Credit
Corporation outlays. The examples chosen in this study are an un-
expected summer 1988 drought, and higher and lower export paths.
The drought is an example of a short-term supply shock-caused by
poor weather, in this instance-that can have large effects on CCC
outlays. The dternative export paths are examples of sustained
changesin demand, which aso can affect projected outl ays.

The estimates of outlay effects depend heavily on the assumed
actions of the U.S. Department of Agriculture aswell as, of course, the
extent and severity of the drought assumed and the magnitude of the
differences in export demand. This analyss assumes that a one-time
event, such as the drought, would not change the genera strategy of
the USDA programs. That is, programs would be managed in later
years with the objective of maintaining the same competitive market
pricelevelsused in the baseline. Thedrought would, however, provide
an opportunity to reduce excess government-owned corn stocks to
make up part of the production shortfall. This release of stocks
moderates the price rise that would normally result from a serious
drought. The discussion below shows that the greater the amount of
stocks released during the drought year, the smaller the outlay reduc-
tion associated with the drought.

In the case of changes that are viewed as more long term, such as
the general trend of export demand, it is assumed that the USDA pro-
grams would incorporate a strategy, particularly in the form of price
objectives, that is different from that of the baseline. In the higher
export path case, the USDA is assumed to consider market prices
somewhat higher than baseline levels as being competitive in this
aternative market environment. The USDA is assumed to sdl more
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stocks and limit acreage reduction programs, but only enough to
accommodate partially the greater export demand, thereby leading to
market price increases. The market price increases cause deficiency
payments, and consequently CCC outlays, to fall. In the case of the
low export path, the USDA programs are operated so that prices fall
somewhat from baseline levels, as a result, deficiency payments and
CCCoutlaysrise.

The critical importance of the USDA's decisionsis underscored in
the case of the export demand increase by the fact that outlays could
rise rather than fall if the USDA had been assumed to accommodate
fully the increased demand by limiting acreage reduction programs.
The case of reduced export demand is roughly opposite that of
increased demand. Outlays are shown to increase--given the assumed
reaction of the USD A—Dbut an alternative government response could
lead to decreasing outlays even though demand decreased.

The drought is estimated to reduce CCC outlays by about $2.5
billion during 1989 (some of these savings might occur during 1989
and atotal of between $2.1 billion and $4.4 billion over the 1988-1993
period. Inthe analysis of different export paths, the high export path
leads to outlays that are $17.1 billion, or 187 percent, lower than the
baseline over the 1988-1993 period. Over the same period, the lower
export path used here increases outlays by $7.5 billion, or 8.2 percent,
above baseline levels,

EXAMPLE OF A SUPPLY SHOCK:
A SUMMER 1983 CORN BELT DROUGHT

A drought this summer isnot included in the CBO projections, but the
example serves to show how a variation in domestic weather might
affect CCC outlays. This drought is assumed to be restricted to corn
and soybean producing areas. Figure 3 shows actual and projected
yields for corn and soybeans in the CBO baseline. Average weather
conditions are assumed in the baseline, causing the smooth path of
crop yields during the projection period. However, it is obvious from
the historical yields shown that far greater variation in weather and
yields will occur during the projection period than is reflected in
basdline assumptions.
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Figure 3.
Corn and Soybean Yields per Harvested Acre
Bushels CORN YIELD
140
Actual Projected
130

120

110

100

1 1 1t |

70
1974 1976 1978 1980 1982 1984 1986 1988 1990 1992
Crop Years
Bushels SOYBEAN YIELD
36
- Actual Projected
34

32

30

28

26

24

P I T T O DU U T B 2 Y TN N
1974 1976 1978 1980 1982 1984 1986 1988 1990 1992

Crop Years

SOURCE: U.S. Department of Agriculture historical data and Congressional Budget Office
projections.




68 THE OUTLOOK FOR FARM COMMODITY PROGRAM SPENDING June 1988

The Assumed Drought and Alternative USDA Responses

The drought assumed for this analysis causes national average corn
and soybean yieldsto drop by 15 percent. Thecornyieldis 101 bushels
per acre, compared with a baseline level of 119 bushels. The soybean
yield is assumed to be 28.4 bushels per acre, rather than the 33.4 bush-
es assumed in the baseline. Yields in later years return to baseline
levels. Corn production falls by 11 billion bushels and soybean pro-
duction by 300 million bushels.

Soybeans. For soybeans, where government stocks are very low, the
change in supplies available to the domestic market is nearly the
same as the change in production, and soybean prices would rise
markedly in response to the drought. The 1988 season average price
in the baseline is $5.77 per bushel. Supplies reduced by the drought
could raise this price to $3.00 or more per bushel. The soybean market
price would be affected by government actionsthat influence the corn
market. Generdly, the more the USDA moderates the corn price rise
by releasing CCC corn stocks, the smaller would be the increase in
soybean prices, as a result of the general substitutability of the two
cropsin livestock feeds.

The drought would have little effect on soybean program outlays,
though it would significantly affect the soybean market and soybean
producers incomes. The 1988 crop soybean price assumed in the base-
line exceeds the nonrecourse loan rate and no forfeitures of nonre-
course loans are assumed to occur. There would therefore be no sav-
ings from reducing forfeitures. There are no deficiency payments in
the soybean program, so the market price rise does not change direct
paymentsasit would for other supported crops. The only outlay effect
of the drought would be from the higher price obtained for the
remaining CCC stocks sold during the end of 1988 and the beginning
of 1989. These sdes could amount to less than 20 million bushels and
the added CCC receipts from selling them at a price higher than
assumed in the baseline could be between $10 million and $30 million.

Corn. The effects of the drought on corn markets and corn program
outlays are quite different because deficiency payments are made on
corn (so market prices affect outlays) and because large government-
controlled stocks exist. The USDA has a great deal of discretion in
how it would react to the effects of the drought in corn. It is
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likely--and assumed here--that the drought would be used as an
opportunity to reduce excess stocks. Concern that a sharp price rise
would cause a setback in sales to foreign markets and pressure from
domestic users to make government corn available would encourage
thisdecision.

How much cornthe USDA would release to the market isdifficult
to predict but, the more corn that ismade available, the smaller would
be therisein market price. Three alternative levels of additional gov-
ernment corn released to the market are used in this analysis. All
three aternatives assume large reductions in CCC stocks during the
drought year. These alternatives are:

0 Alternative 1. Over 1.1 billion bushels of additional govern-
ment-controlled corn is released to the market. This amount
makes up for the production shortfall and accommodates
some increased demand resulting from the soybean price
rise, so that the corn price remains at the level assumed in
the basealine.

o0 Alternative 2. About 800 million bushels of additional CCC
stocks are released, making up for less than the full pro-
duction shortfall. As a result, season average corn prices
rise by $0.25 per bushel.

o Alternative 3. About 600 million bushels of additional corn
are released, leading to a $0.50 per bushel price rise for the
1988 crop year.

Alternative 1 isthe least likely case, used here to show one end of
the range of possble USDA responses. Alternative 3 isclearly not at
the other extreme; USDA could take little or no action to moderate
prices. But that ssemsvery unlikely given existing burdensome stock
levels as well as the USDA's actions this year, when it released wheat
stocks in response to high export demand. In al three cases, prices are
maintained at baseline levels in later years through the USDA's
choices of paid land diversion programs and the continued saes of
CCC gocks. This reflects an assumption that a drought in one year
does not change the Secretary of Agriculture's notion of appropriate
competitive price levelsin later years. It aso allows the analysis to
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show more clearly the effects of the drought and the importance of the
USDA'sreaction.

Effectson CCC Outlays

CCC outlays are significantly reduced in al three cases (see Table 17).
Reductions total $2.1 billion through 1993 for Alternative 1, $3.9

TABLE 17. CHANGES IN CCC OUTLAYS RESULTING FROM
A SUMMER 1988 DROUGHT REDUCING CORN AND
SOYBEAN PRODUCTION (Byfiscal year,inbillionsof dollars)

Cumulative
Six-Year
1988 1939 1990 1901 1992 1993 Change

Alternative 1

Prices Held at
BasdineLeves
by Releasing
CCCSock

R
N
o

-05 b/ 0.7 0.5 2.1
Alternative2

LessGrain
Released, Allowing
$0.25 per Bushel

Price Rise -18 -0.3 0.6 05 -39

12
N
o

Alternative 3

EvenlLessGrain

Released, Allowing

$0.50 per Bushel

Price Rise a/ -2.5 -2.8 -0.3 0.6 0.6 -4.4

SOURCE: Congressional Budget Office estimates.

a  Some of the outlay reductions shown in fiscal year 1989 would occur during the last months of fiscal
yegrd 1988 as the markets became aware of the extent of the drought and its implications for
production.

b. Lessthan $50 million.
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billion for Alternative 2, and $4.4 billion for Alternative 3. During
this period, the more stocks the USDA releases to make up for the
1988 production shortfall, the smaller isthe drought-related reduction
in CCC outlays. Releasing more stocks causes less of an outlay
reduction for two reasons. First, releasing more stocks causes pricesto
be lower and therefore deficiency payments to be higher for the 1988
crop year. Second, stocks released during the 1988 crop year are not
avallable to be released later. If, asis assumed here, the Secretary
operates farm programs to maintain prices at the competitive levels
used in the basdline, then more production must be alowed in later
years. More production is encouraged by reducing acreage reduction
programs, which increases government spending.

Alternative 1. In Alternative 1, in which stock releases are enough to
keep 1988 crop prices at baseline levels, 1989 savings are mostly
caused by stock sdes. Sales of stocks for generic commodity certifi-
cates do not directly cause cash receiptsfor the CCC, but rather use up
certificates that would otherwise be redeemed mostly for outstanding
nonrecourse loans. Reducing the value of certificates available for
loan redemptions increases cash loan repayments, or reduces the
volume of loans made, and reduces outlays in away very smilar to a
cash sdle.

About $0.5 billion of the 1989 savings in Alternative 1 is the
result of eliminating the paid land diverson for the 1989 crop. The
large reduction in stocks justifies removing this additional land
diverson. This action initially reduces outlays because diverson pay-
ments that are assumed in the baseline to occur during the spring and
summer of 1989 are not made in the alternative. Reducing the paid
land diversion program, however, increases outlays in later years
because more production is eligible for deficiency payments. Most of
the cods and savings shown in Alternative 1 for 1990 through 1993
are caused by the elimination of paid land diversion programs, which
are assumed in the baseline to continue through the 1992 crop year.
Some CCC storage savings aso appear in these later years. By the
end of 1993, CCC gtocks in the aternative are similar to those in the
basdline. However, government stocks are disposed of earlier, leading
to storage cost reductions.

The 1988 crop deficiency payment rate is unchanged from base-
line levels in Alternative 1, since market prices do not change. This
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causes no savings in 19838 crop deficiency payments, which are made
in 1989 and 1990. Though the deficiency payment rate is unchanged
from the baseline in al crop years in this alternative, the amount of
production on which payments are made increases because of reduced
paid land diversions. This accounts for the increased costs shown in
1992 and 1993,

Alternative 2. The 1983 crop price for corn increases by $0.25 per
bushel relative to the baseline in Alternative 2, because the CCC does
not accommodate fully the effects of the drought by releasing stocks.
Despite the pricerise, outlay reductionsin 1989 are approximately the
same asfor Alternative 1. Receipts for sdes of CCC stocks in Alter-
native 2 are less than those in the first case because the amount of
grain sold falls by proportionally more than the price increases. There
are, however, additional savings in Alternative 2 in the generic
commodity certificate program. In both the basdline and Alternative
1, the average posted county price (the price at which certificates can
be redeemed) is assumed to be below the loan rate, meaning that
farmers can generate additional profits (and expensesfor the CCC) by
redeeming nonrecourse loans. The $0.25 per bushel market price rise
eliminates much of the government cost of certificate redemptions by
driving the posted county price abovetheloanrate.

Outlay reductions from the baseline in 1990 and 1991 for this
option stem from lower deficiency payments on the 1988 crop (which
are paid out over severa years), the net effects of reducing the paid
land diversion program, and CCC storage savings. As was true in
Alternative 1, cods in later years increase because smaller paid
diversion programs mean that deficiency payments must be paid on
moreproduction.

Alternative 3. This aternative causes outlays to be reduced by more
than the other cases, primarily because deficiency payments on the
1988 crop are reduced even more than in Alternative 2. Savings are
lower in 1989 because less CCC grain is sold, even though it issold at
adightly higher price.
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The General Effects of a Drought on Government Outlays

The drought examined here affects specific crops at a time when
excess socks are available for corn, but not for soybeans. Even in a
more general case, adomestic drought affecting production of any gov-
ernment-supported crop reduces CCC outlays in the near term. Out-
lays generally would fall because:

(0]

Deficiency payments tend to fall. Payments fall if the
drought causes market pricesto rise to levels above the non-
recourse loan rate. The actual deficiency payment is based
on program yield rather than actual yield, so the yield
decline does not directly reduce payments.

Nonrecourse loan program codts tend to fall. If the CCC
would have been supporting the market price by accepting
forfeitures of loan collatera in the wheat, feed grains, or
soybean programs, then drought-reduced production would
lower net lending costs. Costs fall as government takeovers
of the crop fall--more outstanding nonrecourse loans would
be repaid, increasing CCC receipts and reducing net outlays.
Sufficiently large price increases could induce repayment of
farmer-owned reserve loans, leading to lower net outlays in
the current year. During the 1983 drought, pricesrose above
farmer-owned reserve release levels and many outstanding
grain reserve loanswere repaid.

Marketing loan program codstend to fall. If U.S. production
shortfalls caused by drought lead to world price increasesin
cotton or rice--crops supported by marketing loans--then
program costs would fall because the loan repayment rate
would increase. Marketing loan costswould also fall with a
reduced crop because less production would be available to
go under loan and receive the marketing loan program bene-
fits. If market prices are projected to be above the loan rate,
then a drought affecting cotton or rice would change only
deficiency payments.

Dairy program costs could fall if drought-induced increases
infeed pricesor poor pasture conditions caused reduced milk
output and lower government purchases of surplus milk.
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As has been discussed for the specific case of corn, if the govern-
ment has excess stocks and they are used to mitigate the effects of the
drought on market prices, then the drought's near-term outlay conse-
quences are changed. The more the government uses stocks to lessen
the price increase, the smaller is the reduction in near-term govern-
ment outlays caused by the drought. Increasing government stock
sdes during a drought causes immediate outlay reductions. However,
in markets in which quantities demanded are not very responsive to
price changes, these increased stock sales would lower market prices
consderably. These lower prices would raise deficiency payment rates
above what they would be without stock sales by enough to cause
deficiency payment increases that more than offset the outlay reduc-
tions from salling the government stocks. The quantity of production
receiving deficiency payments is based on program yield, not actual
yield. So, in adrought year, the production shortfall does nothing to
offset increased codts caused by higher deficiency payment rates.

Government codsts in later crop years could dso be affected by a
drought and, in particular, by the government reaction to the drought.
If government-owned stocks are used in the drought year to moderate
a price rise, then they could not be sold in later years. The current
basdline projection for corn assumes that market needs are satisfied
partly by current-year production and partly by sae of government
stocks throughout the period. If the drought-induced production
shortfall is used by the USDA as an opportunity to reduce large
quantities of excess stocks, and if the Secretary of Agriculture aso
wishes to maintain prices at the competitive levels assumed in the
baseline, then greater crop production would be needed in later years.
More production is achieved by reducing the paid land diversion
program or by reducing the unpaid acreage reduction requirement.
Either of these actions increases the acreage on which program pay-
ments are made and would increase government outlays. Increased
deficiency payments caused by reducing paid land diversion programs
are partly, but not fully, offset by reduced diversion payments.

Other federal program spending could aso be affected by the
drought, offsetting some of the CCC savings described above. Federal
crop insurance program outlays would rise as indemnity payments are
made to participating farmers. Farmers Home Administration
outlays would aso rise with increases in the volume of emergency
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disaster loans. Direct disaster payments could aso be made to
affected farmers at the discretion of the Secretary of Agriculture.

EXAMPLE OF A DEMAND SHIFT:
CHANGES IN EXPORT DEMAND

Projected CCC outlayswould differ if demand for supported cropswere
assumed to be higher or lower than in the basdine. As discussed
earlier, the CBO basaline assumes that the United States will main-
tain recent gains in quantities exported and, during most of the
period, that exports will continue to expand. The path of exports
could, of course, be higher or lower than assumed in the baseline.
Stronger economic growth abroad, opening of currently restricted
markets, greater depreciation of the dollar, or less production by
competitors could lead to export gains in excess of those assumed in
the baseline. Conditions and events moving in the opposite direction
could lead to exports below the basdline path.

The High and Low Export Paths

The assumed high and low export paths for corn, wheat, rice, cotton
and soybeans are shown in Figure 4, along with levels assumed in the
baseline. The alternatives chosen are not based on specific assump-
tions about international market conditions, such as foreign income or
population growth, but rather were sdected by examining trends in
earlier periods and by considering possibilities for expanding or con-
tracting markets in the 1990s In the baseline, export volumes for all
crops fall short of records st in the late 1970s and early 1980s The
high growth alternative exceeds these earlier records for all crops
except cotton, where it is considered less likely that previous export
levels can be reached.

The low export path falls from current levelsin all cases. For corn
and soybeans, the high growth path exceeds the baseline by more than
the low growth path falls short of the baseline. For these crops,
relatively high growth could result from rising meat demand, which

has a large potential for growth as incomes in the rest of the world
continuetorise.
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For corn, total exports assumed in the high path over the 1988
1993 period exceed the baseline by 17 percent and the low path is 13
percent below the basdine. Over the same period, the high path for
wheat is 14 percent above and the low path 15 percent bel ow the base-
line. Corresponding figuresfor rice are 13 percent and 15 percent; for
cotton they are 13 percent and 10 percent, and for soybeans they are
23 percent and 5 percent.

Estimated Effectson Outlays

Table 18 summarizesthe effects on projected CCC outlays of the high
and low export growth paths. Tables 19 through 23 contain additional
detail on exports, market prices, and assumed acreage reduction pro-
gramsfor each of the crops.

In the high export path case, market prices are assumed to rise
with the increase in demand, leading to reduced deficiency payments
in al cropsexcept soybeans (for which there is no deficiency payment
program). In the soybean program, outlays are reduced in early years
as aresult of higher pricesthat cause lower levels of outstanding non-
recourse loans.

In the corn and wheat programs, 1989 savings are affected by
presumed sales of CCC stocks. Since the 1988 crop acreage reduction
programs are aready announced, demand during the 1988 crop year
(which generally coincideswith the 1939 fiscal year) cannot be met by
increasing production. Gresater certificate sdes of CCC stocks are as-
sumed to meet part of the greater export demand. Deficiency payment
savingsin later years--caused by market price rises reducing the defi-
ciency payment rates--are partly offset by the limitation of the acreage
reduction programs, which raises the amount of production on which
deficiency payments are made. Savings in later years in the feed
grain programs are greater because rising prices lead to declining pro-
gram participation. Some producers respond to rising prices by
leaving the program. They give up the deficiency payment and other
program benefits, but are not restricted in the amount of land they can
plant to the crops.
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In the case of the low export path, outlays increase because prices
fall, raising deficiency payment rates, and because the rate at which
CCC dtocksare sold (or exchanged for generic certificates) is assumed
to bereduced. Outlays aso increase because lower market pricestend
to encourage higher program participation.
partly offset by higher unpaid acreage reduction requirements than
are assumed in the basdline. By the 1993 crop, for example, the wheat

These increases are

TABLE 18. CHANGES IN CCC OUTLAYS RESULTING FROM
HIGHER AND LOWER EXPORT PATHS
(By fiscal year, in millions of dollars)
Six-Year
1983 1989 1990 1991 1992 1993 Tota
CBOBasdline
Total CCC Outlays 17,032 17,351 17,022 15275 12777 1184 91,301
High Export Path
Change in Outlaysfor:
CornandOther
Feed Grains 0 -943 -1,887 -2,210 -204  -2677 -9,761
Wheat -41 -1,436 -1,609 24 -208 =772 -4,042
Rice 0 -8 - -42 -520 -578 -1622
Cotton 0 -358 -353 -325 -224 -116 -1,376
Soybeans 0 -168 -68 -2 20 20 -288
Totd Change -41 -2,913 -4,011 ~3,025 296 -4,123 -17,089
Total CCCOutlays 16,991 14,438 13,011 12,250 981 774 74,212
Low Export Path
ChangeinOutlaysfor:
Corn and Other
Feed Grains 0 138 507 1055 1840 1511 5051
Whesat 0 287 112 116 308 270 1093
Rice 0 43 47 70 72 2 244
Cotton 0 23 66 223 290 474 1,076
Soybeans 0 0 0 0 _0 0 0
Tota Change 0 491 732 1464 2510 2,267 7,464
Total CCC Outlays 17,032 17,842 17,754 16,739 15287 14111 98,765

SOURCE: Congressional Budget Officeestimatesand February 1983 projections.
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TABLE 19. COMPARISON OF HIGH AND LOW
EXPORT PATHS FOR CORN
CropYear
1988 1989 1990 1991 1992 1993
Exports
(Billions of bushels)
High Export Path 184 196 211 2.29 247 267
CBOBasdine 175 183 189 194 199 205
Low Export Path 168 167 166 167 166 163
Price
(Dollars per bushel)
High Export Path 184 186 190 195 201 208
CBO Basdine 178 167 168 172 173 172
Low Export Path 179 167 164 162 166 167
Acreage Reduction
(Percent of base acreage)
High Export Path
ARP 20 20 20 20 20 20
PLD 10 10 5 0 0 0
CBO Basdline
ARP 20 20 20 20 20 20
PLD 10 10 10 10 5 0
Low Export Path
ARP 20 20 20 20 20 20
PLD 10 10 10 10 10 75
Fisca Year
1983 1989 190 1991 1992 1993
Outlays &/
(Billionsof dollars)
High Export Path 8.29 7.35 6.39 497 344 253
CBO Basdline 829 822 815 7.04 534 5.05
Low Export Path 829 835 8.62 8.02 7.04 6.49
Outlay Difference
(Billions of dollars)
High Export Path 0O -087 -176 -206 -190 -252
L ow ExportPath 0 013 047 0.99 171 144

SOURCE: Congressional Budget Office estimates and February 1988 projections.
NOTE:  ARP = acreage reduction program; PLD = paid land diversion.

a Outlays adjusted to include cost of generic certificates being issued in one crop program but

redeemed in another.
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TABLE 200 COMPARISON OF HIGH AND LOW
EXPORT PATHSFOR WHEAT

Crop Year
1983 1989 1990 1991 1992 1993

Exports

(Billionsof bushels)
High Export Path 156 145 157 167 180 186
CBOBaseline 135 140 144 147 151 152
Low Export Path 123 123 124 122 123 127

Price

(Dollars per bushel)
High Export Path 2.88 3% 3.32 3.46 338 377
CBOBasdine 2.70 2.78 2.85 2.90 293 298
Low Export Path 2.70 2.69 2.68 2.78 2.65 251

Acreage Reduction Program
(Percent of base acreage)

High Export Path 275 10 0 0 0 0
CBOBasdine 275 20 15 10 75 75
Low Export Path 275 275 25 20 25 275
Fiscal Year
1988 1939 1990 1991 1992 1993
Outlays a/
(Billions of dollars)
High Export Path 165 0.40 0.22 170 131 0.67
CBO Basdline 169 183 183 167 152 145
Low Export Path 1.69 212 1.9 1.79 183 172

Outlay Difference

(Billionsof dollars)
High Export Path -004 -144 -161 002 -021 -0.77
L ow ExportPath 0 0.29 011 012 031 0.27

SOURCE: Congressional Budget Office estimates and February 1988 projections.

a  Outlays adjusted to include cost of generic certificates being issued in one crop program but
redeemed in another.
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TABLE 21. COMPARISON OF HIGH AND LOW
EXPORT PATHS FOR RICE

Crop Year
1988 1989 1990 1901 1992 1993
Exports
(Millionsof cwt)
High Export Path 83.0 87.1 915 960 1008 1059
CBOBasdine 775 80.0 825 845 87.0 89.5
Low Export Path 76.5 74.0 721 70.3 68.6 66.9
Price
(Dollars per cwt)
High Export Path 8.85 832 8.96 959 1010 1061
CBOBasdine 8.75 6.56 6.63 6.69 6.75 6.81
Low Export Path 8.36 6.08 585 557 5.29 511

Acreage Reduction Program
(Percent of base acreage)

High Export Path 25 175 175 15 125 10
CBO Basdline 25 20 20 20 175 15
Low Export Path 25 20 25 25 275 30
Fisca Year
1988 1989 1990 1991 1992 1993
Outlaysa/
(Millionsof dollars)
High Export Path 690 496 721 372 230 161
CBOBasdine 690 504 815 794 750 739
Low ExportPath 690 547 862 864 82 751

Outlay Difference

(Millions of dollars)
High Export Path 0 -8 -A -422 -520 -578
Low Export Path 0 43 47 70 72 12

SOURCE: Congressional Budget Office estimates and February 1988 projections.
NOTE: cowt = hundredweight.

a Outlays adjusted to include cost of generic certificates being issued in one crop program but
redeemed in ancther.
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TABLE 222 COMPARISON OF HIGH AND LOW
EXPORT PATHS FOR COTTON

Crop Year
1988 1989 1990 1991 1992 1993

Exports
(Millionsof bales)
High Export Path 71 7.3 75 7.8 80 82
CBO Basdline 6.5 6.6 6.7 6.8 6.9 71
Low Export Path 6.4 6.3 6.1 6.0 59 58
Price
(Dollarsper pound)
High Export Path 0640 0670 0680 069 0.700 0710
CBOBaseline 0594 0.607 0612 0628 0644 0.649
Low Export Path 0589 0560 0530 0505 048 0470
Acreage Reduction Program
(Percent of base acreage)
High Export Path 125 15 15 125 125 10
CBO Basdline 125 15 15 15 15 15
Low Export Path 125 20 175 175 175 15
Fisca Year
1983 1989 1990 1991 1992 1993
Outlays a/
(Millionsof dollars)
High Export Path 1024 365 271 106 145 139
CBOBaseline 1024 723 624 431 369 255
Low Export Path 1024 746 690 654 659 729

Outlay Difference

(Millions of dollars)
High Export Path 0 -358 -353 -325 -224 -116
Low Export Path 0 23 66 223 290 474

SOURCE:  Congressiona Budget Office estimatesand February 1988 projections.

a Outlays adjusted to include cost of generic certificates being issued in one crop program but
redeemed in another.
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TABLE 23. COMPARISON OF HIGH AND LOW
EXPORT PATHS FOR SOYBEANS

G op Year
1988 1989 1990 1991 1992 1993
Exports
(Millions of bushels)
High Export Path 806 832 838 48 1,034 1120
CBO Basdline a7 751 756 773 779 778
Low Export Path 731 727 721 725 726 718
Price
(Dollars per bushel)
High Export Path 6.22 7.25 7.80 8.20 843 9.01
CBOBaseline 578 583 5.89 5.69 573 5.92
Low Export Path 551 5.50 5.54 511 5.01 521
H scal Year
1088 1989 1990 1991 1992 1993
Outlays a/
(Millionsof dollars)
High Export Path -1,230 -447 -119 -122 13 13
CBOBasdline -1,230 -279 -51 -30 -7 -7
Low Export Path -1,230 -279 -51 -30 -7 -7

Outlay Difference

(Millions of dollars)
High Export Path 0 -168 -68 -92 20 20
Low Export Path 0

SOURCE:  Congressional Budget Office estimates and February 1983 projections.

a Outlays adjusted to include cost of generic certificates being issued in one crop program but
redeemed in another.

acreage reduction program is assumed to be 7.5 percent of base
acreage in the baseline, but 27.5 percent of base acreage in the low
export path.

Thereisalarge difference between the outlay reduction from the
high export path and the outlay increase associated with the low
export path, particularly during the first two years. Most of this
difference is because the current CCC stock situation in wheat and
feed grains provides the USDA with an opportunity to immediately
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capture the benefits of increased demand by selling excess grain.
Relative to baseline assumptions, there is more room to increase grain
sdes to satisfy increased demand (and thus reduce outlays) than to
reduce grain sales following a drop in export demand (and, conse-
quently, increase outlays). In addition, part of this difference is
caused by the lack of symmetry of the alternative export paths,
particularly in corn and soybeans. The choice of high and low export
paths in these crops reflects the assumption that the baseline export
path is more likely to understate actual exports by a given amount
than to overstate exports by the same amount.

Genera Effects of Demand Increases
and Alternative USDA Reactions

When demand for a commaodity increases, prices rise, causing lower
CCC outlays in supported crops because deficiency payment rates
drop. However, the CCC may intervene in various waysin response to
the demand shift, and this intervention would be expected to affect
prices. In some instances, a demand increase would not affect (or
would have amuch smaller effect on) prices. For example:

0 In times of excess production, when market prices are sup-
ported by the USDA's nonrecourse |oan program, prices may
not rise (or rise by as much) if demand increases. Rather,
increased demand would mean that the USDA acquires less
of the crop through loan forfeitures. In thisinstance, CCC
outlays would not be reduced (or not be reduced as much)
because of amarket price rise, but would drop because non-
recourse loan program cods decline.

0 When the USDA holds excess stocks, increases in demand
could be met by releesng government-owned stocks to the
market. Again, this would relieve the upward pressure on
prices. Sdling stocks, or exchanging them for generic certif-
icates, reduces CCC outlays.

0 If there is excess capacity, as indicated by large acreage
reduction programs, an expected increase in demand could
be met by reducing the amount of land idled under acreage
reduction and paid land diversion programs. Greater pro-
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duction would relieve the upward pressure of increased de-
mand on market prices. But relaxing the unpaid acreage
reduction requirements of commodity programs, or offering
asmaller paid diversion program, tendsto increase CCC out-
lays, aslong as market prices are lower than target prices.

The last example, allowing greater current production in response
to an expected higher level of demand, means that an increase in
demand could lead to higher rather than lower CCC outlays. For
example, if the USDA wanted to maintain prices at baseline levels to
keep competitive pressure on foreign suppliers, and if government-
owned stocks had been depleted, prices could be kept at or near
baseline levels only by allowing greater production. If prices were
kept exactly at baseline levels by increasing production, then defi-
ciency payment rates would be unchanged from the baseline, but the
amount of production onwhich deficiency paymentsweremade would
haveincreased. Thiswould lead to higher CCC outlays.

The Secretary of Agriculture's ability to increase production by
reducing acreage reduction programs is limited by the size of the
existing programs. Some of the land in the conservation reserve
might be brought back into production under certain conditions.
When al government restrictions on plantings are eliminated, it
becomes more difficult for the USDA to act to mitigate demand-
induced price increases.

Thus, thereisno unique direction of effect of increased export de-
mand on CCC outlays. If the Secretary tried to maintain the competi-
tive price levels of the baseline, even in light of greater demand, and if
excess stocks were depleted, the greater demand would have to be
accommodated through more production and outlays could increase
rather than decrease. The case of lower demand could aso increase or
reduce CCC outlays, depending on decisions made by the Secretary.
L ower demand would probably lead to higher outlays. However, lower
outlays could result if acreage reduction programs were adjusted so
that output was reduced by the same amount that demand declined,
leading to no change in market prices.
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WORLD TRADE ASSUMPTIONS FOR
SUPPORTED FARM COMMODITIES

Tables A-1 through A-7 provide details of assumptions underlying the
export projections for corn, wheat, rice, cotton, and soybeans. The
global trade tables for each commodity give projections for major
competitors and major markets through 1993

Both the global level and the U.S. share of commodity trade are
expected to improve in the 1987-1993 period compared with the early
and mid-1980s. Projected annual growth rates for total world trade
range from about 15 percent for cotton to 4 percent for corn. From
1980 to 1985, trade levels had fallen for these commodities, but lower
prices, a weak dollar exchange rate, and assumed moderate economic
growth combined with a manageable debt-financing scenario should
stimulate continued global trade gains. Actual levels of total trade for
these commaodities will, of course, depend on the prices of these
commodities and of their substitutes (especially for cotton), on
production decisons, and on the weather in producing countries.
Since trade in commodities is heavily influenced by production and
trade policies in various countries, any bilateral or multilateral trade
agreements will influence trade levels in future years. No major
changes are incorporated in these forecasts, but they assume some
retrenchment in domestic production subsidies, especialy in the
European Community.

For each of the commodities, the U.S. share of world trade in the
early 1990s is expected to equal or exceed the 1980-1985 average.
Record high trade shares experienced in particular years are not
expected to be maintained in thisbaseline projection. However, with a
large reservoir of land taken out of production in annual programs and
in the long-term conservation reserve program, the United States has

the ability to respond rapidly to a surge in demand and raise its share
of globd trade in the short run.
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TABLE A-1.  WORLD CORN TRADE ASSUMPTIONS IN THE
CBO BASELINE (By tradeyear, in millions of metric tons)

1936 Projected
Actual 1987 1933 1939 1990 1991 1992 1993

Exports

United States 394 432 444 464 481 493 506 521
Major Competitors

Argentina 4.0 45 31 39 51 6.8 84 9.7

China 38 35 35 3.2 30 2.8 26 24

South Africa 26 15 18 15 15 15 15 15

Thailand 2.5 0.9 2.0 25 2.7 29 31 3.3

Subtotal 129 104 104 111 123 140 156 169

Rest of World 4.0 31 35 31 2.6 2.2 19 18

Total 563 567 583 606 630 656 682 709

U.S. Share (Inpercent) 70 76 76 77 76 75 74 74

Imports

Major Importers
China 16 15 2.3 3.0 38 4.7 52 57
Eastern Europe 16 31 2.7 29 31 33 35 37

European

Community 2.8 30 30 30 30 3.0 30 30
Japan 161 167 171 176 181 186 191 9.6
USSR 8.3 6.8 7.5 85 95 105 15 125
Subtotal 304 311 326 350 375 401 423 445
Rest of World 259 256 257 266 255 255 269 264
Total 563 567 583 606 630 656 682 709

SOURCE: Congressiona Budget Office, February 1988 projections.

NOTES: The world corntrade year beginsin October; for example, the 1988 trade year will run from
October 1983 through September 1989.

Eurbpean Community trade excludestradewithinthe EC.
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TABLE A-2. WORLD WHEAT TRADE ASSUMPTIONS IN THE
CBO BASELINE (By tradeyear, inmillionsof metrictons)

1986 Projected
Actual 1987 1988 1939 1990 1991 1992 1993

Exports

United States 282 408 367 382 302 400 411 414
MajorCompetitors

Argentina 43 53 55 6.0 6.5 7.0 7.3 7.6

Australia 148 123 145 148 151 154 157 160

Canada 208 220 210 210 216 230 241 257

European

Community 164 145 150 155 155 150 150 150

Subtotal 563 541 560 573 587 604 621 643

Rest of World 67 _58 52 4.9 49 5.0 4.9 5.0

Total 91.3 1007 979 1004 1029 1054 1081 1108

U.S. Share(Inpercent) 31 41 3 33 33 33 3 37

Imports

Majorlmporters
China 85 120 125 135 145 155 165 175
Egypt 6.5 67 70 72 75 7.7 8.0 8.2

European

Community 24 25 23 23 23 23 23 23
Japan 58 54 55 57 59 6.1 6.3 6.5
USSR 160 205 180 160 150 140 130 120
Subtotal 392 471 453 447 452 456 461 465
Rest of World 521 536 9527 9557 9577 998 620 643
Total 91.3 1007 979 1004 1029 1054 1081 1108

SOURCE:  Congressional Budget Office, February 1988 projections.

NOTES:  Theworld wheat trade year begins in July; for example, the 1988 trade year will run from July
1988 through June 1989.

European Community trade excludes trade within the EC.
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TABLE A-3.  WORLD MILLED RICE TRADE ASSUMPTIONS IN THE
CBO BASELINE (By trade year, in millions of metric tons)

1986 Proijected
Actual 1987 1988 1989 1990 1991 1992 1993

Exports
United States 240 244 270 278 28 295 304 313
Major Competitors
Australia 040 035 040 038 035 032 030 027
Burma 064 050 040 050 050 050 050 050
China 095 100 130 100 100 100 100 100
European
Community 114 100 100 09 08 070 060 050
Pakistan 115 123 110 110 113 117 120 124
Thailand 434 435 180 300 350 400 400 400
Subtotal 861 843 600 68 728 769 760 751
Rest of World 174 167 172 198 _ 183 170 207 245
Tota 1275 1254 1042 1163 1198 1234 1271 1309

U.S. Share (inpercent) 19 19 26 24 24 24 24 24

Imports
Major Importers
European

Community 134 110 107 097 08 077 067 057
Indonesia -022 -010 000 000 010 015 020 025
Iran 045 100 05 060 061 062 064 065
Irag 050 055 045 050 052 053 055 056
Nigeria 032 040 030 030 031 032 033 034
Subtotal 239 29 237 237 241 239 238 237
Rest of World 1036 _959 _805 _926 _958 _995 1033 1072
Total 275 1254 1042 1163 1198 1234 1271 1309

SOURCE:  Congressional Budget Office, February 1988 projections.

NOTES: Theworld milled rice tradeyear beginsinJanuary, and isthe sameasacaendar year.
European Community trade excludestrade withinthe EC.
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TABLE A-4.  WORLD COTTON TRADE ASSUMPTIONS IN THE
CBO BASELINE (By trade year, in thousands of bales)

1986 Projected
Actud 1987 1988 1939 1920 1991 1992 1993

Exports
United States
(Upland Cotton) 6,570 6,700 6500 6600 6,700 6800 6900 7,100
Major Competitors
China 3169 1830 1950 2,050 2150 2250 2350 2,450
Egypt 598 435 500 550 600 650 700 750
Mexico 235 425 475 525 550 575 600 625
Pakistan 285 2950 3000 3050 3100 3150 3200 3,250
Paraguay 350 600 500 500 525 550 575 600
Sudan 900 900 700 750 800 850 900 950
Turkey 510 250 500 525 550 575 600 625
USSR 3100 _2800 _2700 _2600 _2500 _2400 _2300 _2.200
Subtotal 11,747 10210 10,325 10550 10,7/5 11,000 11,225 11,450
Rest of World 7513 7220 7178 _7304 _7.234 7238 7259 _7.244
Totd 25830 24130 24,003 24454 24,709 25038 25384 25,794
U.S. Share(In percent) 25 28 27 27 27 27 27 28
Imports
MajorImporters
China 50 100 100 100 100 100 100 100
Eastern Europe 3547 3628 3653 3,678 370 3728 3753 3778
European Community 5,640 5,260 5310 5,360 5410 5,460 5,510 5,560
Hong Kong 1508 1400 1450 1,500 1550 1,600 1650 1,700
Indonesia 919 825 800 810 820 830 840 850
Japan 3686 3350 3375 3400 3425 3450 34/5 3500
South Korea 1,901 1800 1850 1900 1950 2000 2050 2,100
Taiwan 2357 _15%0 1600 1650 1700 _17%0 1800 1850
Subtotal 19608 17,913 18138 18398 18658 18918 19178 19438
Rest of World 6222 6217 5865 _605%6 _605] 6120 _6206 _6356
Totd 25830 24,130 24,003 24454 24,709 25038 25384 25794

SOURCE: Congressiona Budget Office, February 1988 projections.

NOTES: The world cotton trade year begins in in August; for example, the 1988 trade year will run
from August 1988 through July 1989.

European Community tradeexcludestradewithintheEC.
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TABLE A-5. WORLD SOYBEAN TRADE ASSUMPTIONS
(EXCLUDING MEAL AND OIL) IN THE
CBO BASELINE (By tradeyear, in millions of metric tons)

1936 ___ Proiected
Actual 1987 1988 1989 1990 1991 1992 1993

Exports

United States 2060 20.68 20.33 2044 2058 2104 2120 2117
Major Competitors

Argentina 135 220 220 230 240 25 270 28

Brazil 33 300 320 364 410 433 439 428

Subtotal 470 520 540 594 650 68 7.0 713

Rest of World 336 301 _251 _201 _151 _ 131 116 _111

Total 28.66 2889 2824 2839 2858 2922 2945 29.41

U.S. Share (Inpercent) 72 72 72 72 72 72 72 72
Imports
Magjor Importers

Eastern Europe 075 084 084 084 084 034 084 034
European

Community 1434 1327 1317 1307 1297 1287 1277 1267
Japan 487 48 505 525 545 565 58 6.05
Mexico 110 115 115 115 115 115 115 115
South Korea 099 106 116 126 136 146 15 166
Taiwan 201 19 205 220 235 250 265 280
USSR 110 180 _ 140 _150 _160 _170 _180 _ 190
Subtotal 2516 2487 2482 2527 2572 2617 2662 21.07
Rest of World 350 _402 _342 _312 28 _305 283 _2.34
Total 2866 2889 2824 2839 2858 2022 2045 29.41

SOURCE: Congressional Budget Office, February 1983 projections.

NOTES: The world soybean trade year begins in October; for example, the 1988 trade year will run
from October 1988through September 1989.

European Community trade excludestrade withinthe EC.
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TABLE A-6. WORLD SOYBEAN MEAL TRADE ASSUMPTIONS IN THE
CBO BASELINE (By trade year, in millions of metric tons)

1986 Projected
Actual 1987 1988 1989 1990 1991 1992 1993

Exports

United States 666 608 633 708 734 760 78 812
Major Competitors

Argentina 332 443 493 543 593 643 693 743

Brazil 837 795 820 845 870 89 920 945

European

Community 515 _475 _500 _475 _499 _508 _512 _516

Subtotal 1684 1713 1813 1863 1962 2046 2125 22.04

Rest of World 196 _ 202 177 152 127 _ 117 _112 _ 107

Total 2546 2523 26.23 2723 2823 2923 3023 3123

US Share(Inpercent) 26 24 24 26 26 26 26 26

Imports

Major Importers
Eastern Europe 389 400 410 420 430 440 450 460
European

Community 1364 1303 1283 1263 1243 1223 1203 1183
USSR 260 _320 _370 _420 _470 _520 _570 _6.20
Subtotal 2013 20.23 20.63 21.03 2143 2183 2223 2263

Rest of World 533 _500 _560 _620 680 _740 _8.00 _8.60
Total 2546 2523 2623 2723 2823 2923 3023 3123

SOURCE: Congressional Budget Office, February 1988 projections.

NOTES. The world soybean trade year begins in Octaber; for example, the 1988 trade year will run
from October 1988 through September 1989.

European Community trade excludestradewithinthe EC.
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TABLE A-7. WORLD SOYBEAN OIL TRADE ASSUMPTIONS IN THE
CBO BASELINE (By trade year, in millions of metric tons)

1986 Projected
Actual 1987 1988 1989 1990 1991 1992 1993

Exports

United States 054 100 098 097 100 103 106 - 109
Major Competitors

Argentina 073 090 093 097 101 104 108 113

Brazil 095 077 080 083 08 08 093 096

European

Community 150 128 133 138 143 149 14 160

Subtotal 318 29 306 318 330 342 35 369

Rest of World 019 020 023 026 024 022 020 018

Total 391 415 427 440 453 467 481 496

U.S. Share(Inpercent) 14 24 23 22 22 22 22 22

Imports

Magjor Importers

China 040 038 048 058 068 078 08 098
European

Community 052 045 045 045 045 045 045 045
India 036 050 050 050 050 050 050 050
Pakistan 019 040 040 040 040 040 040 040
Subtotal 147 173 18 193 203 213 223 233
Rest of World 244 242 244 247 250 254 258 263
Total 391 415 427 440 453 467 481 496

SOURCE: Congressional Budget Office, February 1988 projections.

NOTES: The world soybean trade year beginsin October; for example, the 1988 trade year will run
from October 1988 through September 1989.

European Community trade excludestradewithin the EC.




GLOSSARY

Acreage Reduction Program (ARP). A program in which producers
agree not to plant some portion of their crop acreage base in the sup-
ported crop. Participation is voluntary and unpaid, but producers
must participate in order to receive deficiency payments and other
program benefits.

Base Acreage. Acreage that would "normally” be planted to a crop.
The crop acreage base is calculated as the average of acreage planted
and considered planted to the crop during the past five years and is
adjusted each year. Acreage that is considered planted acreage in-
cludesland idled under government programs, and land that could not
be planted because of natural disaster.

corporation created in 1933 to stabilize and support farm income and
prices. Most of the activities of the corporation are carried out by the
Agricultural Conservation and Stabilization Service of the U.S.
Department of Agriculture. CCC activities are financed through bor-
rowings from the U.S. Treasury and appropriations made to reimburse
it for lossesrealized in its operations.

Conservation Reserve Program (CRP). A long-term land retirement
program. Landowners receive annual rental payments and assistance
In putting an approved vegetative cover on the land in exchange for
agreeing to devote the land to conserving uses during the 10-year term
of the contract.

Crop Years or Marketing Years. The 12-month period beginning
around harvest time, during which a crop is marketed. The wheat
crop year beginsin June, the rice and cotton crop year in August, and
the corn and soybean crop year in September. The crop year isidenti-
fied by the calendar year in which the crop is harvested. The 1988
wheat crop, for example, is harvested during calendar year 1988, even
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though most of it was planted during the fall of 1987. The 1983 wheat
crop year, therefore, extends from June 1983 through May 1980.

The dairy marketing year coincides with the fiscal year and is
identified similarly--the 1988 dairy marketing year extends from
October 1987 through September 1938,

Deficiency Payment. A direct payment made to participating
producers when the average market price falls below the target price
for the crop. The tota deficiency payment, which can be paid in a
combination of generic commodity certificates and cash, equals the
product of the producer's planted acres, program yield, and the defi-
ciency payment rate. Generally, the deficiency payment rate equals
the difference between the target price and the greater of the market
price and the nonrecourse loan rate.

Severd types of deficiency payments are made. Advance defi-
ciency payments are made when producers sign up for a program (usu-
aly prior to planting) and are up to 50 percent of the estimated total
deficiency payment. Regular deficiency payments are made roughly
midway into the marketing year--after five months of price informa-
tion has been reported for wheat, feed grains, and rice and after the
preceding calendar year's price is known for cotton. The so-called
“Findley” deficiency payments are final payments in wheat and feed
grains that are made after the average price for the entire marketing
year isknown. The regular deficiency payment rate is the difference
between the target price and the greater of the five-month price (or
calendar year price in cotton) and the basic nonrecourse loan rate.
The Findley deficiency payment rate is the amount by which the basic
loan rate exceeds the higher of the season average market price and
the adjusted loan rate.

Findley deficiency payments are not subject to the payments
limitation that appliesto other deficiency and diversion payments.

Export Enhancement Program (EEP). A program offering subsidies,
in the form of generic commodity certificates, to alow U.S. agricul-
tural commodities--mostly wheat--to be sold to certain foreign pur-
chasers at pricesbelow U.S. market prices. The program was designed
primarily to compete directly with European Community subsidized
grain saes.
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Farmer-Owned Reserve (FOR). A storage program designed to ensure
adequate stock levels to dampen sharp price movements in wheat and
feed grans. Farmers receive extended nonrecourse loans and place
their grain in storage, usually on their own farms. The CCC makes
annual dorage payments. Farmers can remove their grain from
storage when market prices reach specific "release prices' or grain can
be exchanged for generic commodity certificates.

Findley Deficiency Payments. See Deficiency Payments.

Generic Commodity Certificates. Negotiable, dollar-denominated
certificates received by CCC program participants in place of cash
payments. Generic certificates can be used to redeem outstanding
nonrecourse loans, exchanged for CCC-owned stocks, or, in some
cases, exchanged for cash.

Marketing Loan Program. A program in which a producer may repay
a nonrecourse commodity loan at a per-unit rate that is lower than the
rate used to compute the value of the loan when granted. For
example, arice grower can place one hundredweight (cwt) of rice un-
der loan and receive the nonrecourse loan rate of $6.80. If the world
market price, adjusted to the farm level, were less than $6.80 per cwt,
say $5.00, then the producer could satisfy the terms of the loan and
regain clear title to his crop by paying $5.00 to the CCC. Marketing
loans protect farmer returns while reducing or eliminating the price
supporting function of the nonrecourse loan program.

Marketing Years. See Crop Y ears.

Nonrecourse Loans--Loans offered to producers participating in CCC
programs for wheat, feed grains, soybeans, cotton, rice, and honey.
The producer's crop is pledged as collateral; the total amount of the
loan equals the amount of crop pledged times the nonrecourse loan
rate. Producers can repay their loans with cash or, effectively, with
generic commodity certificates, or they can forfeit the collateral to the
CCC. Thebasicloanrateislargely specified in the law. The adjusted
loan rate in wheat and feed grains is the final rate used and may be
below the basic rate. The Secretary of Agriculture may st the ad-
justed rate up to 20 percent below the basic rate.
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Paid Land Diversion Program (PLD). Similar to an acreage reduction
program, except that participants are paid for the land removed from
production of the program crop. Participation is not mandatory to re-
celve deficiency paymentsand other program benefits.

Payments Limitation. The limitation on the annual amount of farm
program payments (excluding loans) that can be received by any
individual. The current limitation is $50,000 per "person.” A "per-
son" can be an individual or acorporation. Anindividual can receive
up to $100,00 by receiving $50,000 as an individual and $25,000 each
as a 50 percent shareholder in a maximum of two corporate entities.
This maximum can be achieved only by operators of relatively large
farms who are actively engaged in farming and have organized their
farm businesses to maximize benefits. Marketing loan benefits and
deficiency payments made as aresult of lowering the loan rate below
the basic loan rate (Findley payments) are not subject to the
limitation. A separate $50,000 limit applies to conservation reserve
program rental payments.

Posted County Price (PCP). A price used to convert the dollar-
denominated generic certificates into quantities of commodity. PCP's
are st for each county based on actual prices in certain major grain
markets, such as Kansas City, Portland, and Chicago.

Program Yield. A yieldfigure assgned to each farm used to calculate
program payments. Current program yields are calculated as the
average of program yields during 1981 to 1985 with the high and low
yearsremoved.

Release Price. See Farmer-Owned Reserve.

Target Price. A price level established by law used to calculate defi-
ciency paymentsfor wheat, feed grains, cotton, and rice,

50/92 and 0/92. Provisions in the farm law allowing producers to
receive 92 percent of their deficiency payments even though they
plant as little as 50 percent of the acreage permitted to be planted in
the crop program (in 50/92) or even though they do not plant any of the
program crop (in 0/92).





